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ateway 2203 International Lane
Madison, Wisconsin 53704

travel ServiCe enone (s 241387

DAY TO DAY ITINERARY

1734
February 1Q Leave Madison 7:10AM Northwest 151
(Friday) Arr. Minneap. 7:57AM
Lv. Minneapolis 11:00AM Northwest 7
Arr. Tokyo 4:40PM
(February 11)
February 11 Lv. Tokyo 6:00PM Northwest 17
(Saturday) Arr. Hongkong 9:55PM
HOTEL: Shangri La
64 Mody Road
Kowloon, Hong Kong Phone: 3-7212111
February 17 Lv. Hongkong 4:00PM Singapore 7
(Friday) Arr. Singapore 7:30PM
HOTEL: Shangri La Singapore
Orange Grove Road
Singapore 1025 Phone: 7373644
February 21 Lv. Singapore 10:15PM Qantas 6
(Tuesday) Arr. Melbourne 8:30AM
(February 22)
February 22 HOTEL: Windsor Hotel
(Wednesday) 103 Spring Street
Melbourne, Victoria Phone: (03) 63 0261
February 29 Lv. Melbourne 8:00AM Ansett 8
(Wednesday) Arr. Sydney 9:10AM
HOTEL: Hilton International Phone:
259 Pitt Street
Sydney, New Australia 2000
March 4 Lv. Sydney by car, driving to Canberra
(Sunday)

HOTEL: Travel Lodge Parkroyal Phone: (062) 49 1411
102 Northbourne Avenue
Canberra 2601 (Arrive by 6PM or call ahead)
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March 6
(Tuesday)

March 9
(Friday)

March 12
(Monday)

March 13
(Tuesday)

March 18
(Sunday)

March 20
(Tuesday)

Lv. Canberra 9:35AM Ansett 354
Arr. Sydney 10:10AM -

Lv. Sydney 11:50AM Ansett 14
Arr. Brisbane 1:05PM

HOTEL: Parkroyal Motor Inn

Alice & Albert Streets

Brisbane 4000 Phone: (0772)21.3411
Lv. Brisbane 5:35PM Ansett 54
Arr. Cairns 8:20PM

HOTEL: (Not arranged by Gateway Travel)
Cairns Holiday Inn
Sheridan & Thomas Streets

Cairns 4870

Phone: (070) 514611

5:00PM Ansett 1039

7:35PM

Lv. Cairas
Arr. Brisbane
HOTEL: Parkroyal Motor Inn

(same as March 6-9 above)

8:00AM Air New Zealand 142

1:05PM

Lv. Brisbane
Arr. Auckland

HOTEL: No hotel requested in Auckland

(Traveling from Auckland to Wellingtoh by surface)

Lv. Wellington 4:45PM Qantas 65
Arr. Sydney 6:00PM
Lv. Sydney 6:50PM Ansett 254
Arr. Adelaide 8:15PM

HOTEL: Travel Lodge Park View
208-223 S. Terrace
(facing parklands)

Phone: 2234355

10:45AM
12:20PM

Lv. Adelaide Ansett 250

Arr. Perth

HOTEL: No hotel requested in Perth
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March 23 Lv. Perth 12:00Noon Ansett 245
(Friday) Arr. Sydney 5:55PM
Lv. Sydney 8:30PM Qantas 11
Arr. Papeete 7:35AM

(Arrival is still on March 23)

HOTEL: Tahiti Beachcomber
P. 0. Box 6014 Phone: 25110
Faaa Papeete

March 26 Lv. Papeete 3:30PM S. Pac. Isl. 810
(Monday) Arr. Honolulu 8:45PM
HOTEL: Hilton Hawaiian Village

2005 Kalia Road
Honolulu, Oahu, Hawaii 96815

March 27 Lv. Honolulu 4:50PM Northwest 22
(Tuesday) Arr. Minneapolis 5:52AM

(March 28)
March 28 Lv. Minneapolis 10:35AM Ozark 621
(Wednesday) Arr. Madison 11:20AM

Remember to check in Minneapolis to see if
Republic has changed equipment on their
earlier flight to Madison.



The First National Bank of Chicago %‘e"gﬁg;} é':“&%'g)sgg %000

FIRST CHICAGO One First National Plaza
January 6, 1983

Mr. James A. Graaskamp, Chairman
Real Estate & Urban Land Economics
University of Wisconsin School

of Business
1155 Observatory Drive
Madison, Wisconsin 53706

Dear Jim:

Just a note to let you know that I have rejoined First Chicago
to establish a real estate lending capability for the bank in
Asia. Joanna and I will be moving to Singapore as a base of
operations and from there I will attempt to tackle such diverse
markets as Australia, Indonesia, Hong Kong, the Philippines and
China.

My former days of travel in this country will look like short
commuter hops, I suspect, and I will undoubtedly be cured of
ever wanting to get on a plane again.

We look forward to a challenging professional and cultural
opportunity in the Pacific Basin, although we will miss the
regular contact with friends in this country.

I hope that you will plan to visit us any time you f£ind yourself
in the Orient. After February 1, 1983, our address will be:

The First National Bank of Chicago

150 Cecil Street

Singapore 1, Republic of Singapore

Telephone: (direct dial from the U.S.)
011 65 2239933

Best personal regards,

C:,ezéaa/éZ: ;b3§%;7225;2_,

Charles B. Moffett
Vice President

CBM:gws



Massey University

DEPARTMENT OF AGRICULTURAL ECONOMICS AND FARM MANAGE&EN"

PALMERSTON NORTH, NEW ZEALAND TELEPHONES 06909, 69089

In reply please quote:

14 February 1983

Professor James Graaskamp,
School of Business,
University of Wisconsin,
Madison,

Wisconsin 537061,

U.S.A.

Dear Professor Graaskamp,

I was delighted to see your letter of January 15th to Bob Reichert and
read of your plans to visit New Zealand in February - March 1984. The
day I spent with you in Madison three years ago was one of the
highlights of my trip to the U.S. and a source of inspiration for my
subsequent teaching and research.

Bob Reichert will be writing to you shortly with some ideas about your
visit to\Massey University and Palmer§ton North. You will gather that we
are both yery enthusiastic and I am suye there will be a lot of interest
here in a\seminar series. Bob will also be able to explain how we can
take care of your travel and accommodation needs in this area.

Kind regards,

Yours sincerely,

.ﬁbéfﬁgzzmzaAfea(
R.V. Hargreaves

Snr. Lecturer in Valuation




TELEPHONES, 69-099, 69-089.
In reply please quote: RJR :PR

14 March 1983

Professor J A Graaskamp
School of Business
University of Wisconsin
1155 Observatory Drive
Madison

Wisconsin 53706

UNITED STATES OF AMERICA

Dear Professor Graaskamp

Thank you for your letter dated 15 January 1983. Your schedule
seems to work in well with our seminar period. Particularly
during the second half of February. I think that Bob H and I
can set something up at Massey University (and with the
Institute of Valuers) to take advantage of your stay in New
Zealand.

We could provide accomodationé)and transportation during your
stay in Palmerston North. In the past, we have had Paul Wendt,
Mike Crean (University of Denver) and various other well known
educators in real estate appraisal visit us. My home is

always open to fellow appraisers, lecturers and students. At
present we have a student from Arizona State staying a few days
Plus two graduates from the University of Denver.

You mentioned Fraser, Squirrell and Milne. They have not been
here yet but the Head of the Accountancy Department of RMIT
stayed with wus a few months ago. This is a small world
(Australasia) at least in population so everyone tends to know
everyone else in the real estate area. I know that you will
have an impact on the academic scene. You will also enjoy

New Zealand.

Can you give us a package price for two days of seminar assuming
that we will take care of the expenses such as food, accomodations,
and transportation. We are currently in a budget "crunch".

I feel that we can raise $1000 to $1200 thru the industry. With
one seminar here in Palmerston North and the main one in
Wellington (where we could invite the valuers as well as the
members of the Property Management Institute). Our school

year at Massey University will not start until March so there
would be no teaching during February.



I'm glad Janet Tandy suggested that you contact me. You and T
met about ten years ago in Minnesota, when I was the president
of that AIREA chapter. We have since had correspondence on
your proposed EDUCARE course in Hawaii (which fell through) and
now we are looking forward to your yvisit. Can you give us a
firm committment for the 22%and 2336f March 1984?

Bob H and myself will make sure that you and Jean Davis feel
right at home here in Palmerston North. In the meantime I
propose to be in Minnesota on 1 August 1983. If you are
available I will drive to Madison to discuss your impending
visit.

Yours sincere

—

R J Reiche
Senior Lecturer in Property Management




’ G"cmo South Asia Area Headquarters
@ RST 160 Cecil Strest
First National Bank of Chicago Singapore 0108
. Republic of Singapore
Tel: 2239933/2245770
Telex: RS 24530 CGOBANK
Cable: FSTCHICAGO

CHARLES B. MOFFETT
Vice President

July 26, 1983

Mr. James A. Graaskamp

University of Wisconsin
1155 Observatory Drive

Madison

Wisconsin 53706

U.S.A.

Dear Jim

Many thanks for your note of July 7 and I will certainly look forward
to seeing you and your colleagues when you are in Singapore next
March. Hotel rooms will be no problem as there are a number of good
quality hotels in Singapore that are suffering from low occupancy due
to a combination of overbuilding and a recent downturn in tourist
traffic. My recommendation would be the Shangri-La Hotel, a brochure
of which I am arranging to send to you, or else the Hyatt,
Intercontinental Pavilion, or Mandaria.

My secretary, Sylvia Koh, has confirmed that each of them is
wheelchair accessible and we will make a tentative reservation for you
at the Shangri-La. My recommendation, however, would be that you plan
to stay at whatever hotel the conference or lectures are to be given
at.

I note that you will be here over that weekend, so please plan to be
our guest or lunch or dinner or whichever day fits best into your
schedule as the time gets nearer.

In any case, if it is of help, our telex number is RS24530 CGOBANK and
Sylvia will be happy to pass on messages to any of your contacts here
that you might need to contact from time to time.

I will be in Miami October 26 to 29 for the ULI sessions and will look
forward to visiting with you then if you are also planning to attend.

Best Personal Regards

e e

Charles B. Moffett

PS: If you have not already read about it, the Hong Kong Bank building
might be of interest to you, in that their cost per square foot (not
including land) appears to be coming in at around US$900 per square

foot.



20/53 Pelham Street
Carlton, VIC, 3053
AUSTRALIA

27 July 1983
Dear Jim and Jean,

Greetings from cold and wet Melbourne--July is the first month in 15 that
the rainfall has been above normal--of course, I moved here. Perhaps I
should sell myself as a rainmaker. Getting out of that cesspool at Hawkesbury
improved my mental condition considerably—-unfortunately, coming down for
only a five-months contract at the Royal Melbourne Institute of Technology
probably has made it much worse—-not the people but the damn politics of
academia. Plus I spent nearly $2,000 that I do not have on the move and
associated expenses. So the decision to leave Australia before 10 December
1983 has become virtually final--under the taxation treaty I will collect
all income tax paid in Australia and then pay about 55 percent of that in
U.S. Income taxation. I am to present a paper at the Second South East
Asia Survey Congress (Hong Kong group of Royal Institution of Chartered
Surveyors) during the week of 5 — 9 December and then to San Francisco
for the AREUEA annual meeting. After that, who knows??? 1 would not mind
going back to New Zealand to the University of Auckland but the agreement on
the new degree course there was NO additional faculty. You will find Ken
Christiansen a most delightful person (so too his wife Betty). He is of
Danish extraction, educated in France and went to university in England--he

was the founding president of the Property Management Institute in New Zealand.
Palmerston North is an excellent example of "Kiwi Town'"--I will let 3ob
Reichert explain just what that means but Massey is in a lovely setting and
you will be there in the equivalent of August so you will not freeze!
No, I don't use paragraphs—-it just flows and flows and flows. In §ydney,
arrangements are being handled by Dr. R. T. M. Whipple of the Sydney University
Land Economy Society-—so much better than any association with Hawkesbury!.
Tom you will think is English but fair dinkum he is an Australian but of
interesting roots——the Whipples were from Boston, one signed the Declaration
of Independence and there is some association with John Paul Jones and the
U.S. Navy. Although the natives will not admit it, Australia and New Zealand
are Third World countries where one can drink the water, the natives speak
English (sorta) and the scenery is unbeliev._able. 1In both places my salary exy.
pressed in U.S. dollars suffered a 20 percent or more devaluation so I ain't
too impressed with the economic policies and gross mismanagement of the
governments in either country. I am enclosing two brochures about accommodations
in Melbourne--both are well-done restorations of 1880's structures and far more
charming than the Regent or Hilton. Cathleen and I had a most delightful
Sunday dinner (noon) in the Grand Dining Room--you must have a meal there,
I know you will enjoy your trip and not to worry!!! I hope to see you in San
Francisco.

Best regards,

LT



Our Ref:

Your Ref:

JURONG TOWN CORPORATION

Jurong Town Hall ® Singapore 2260 ® Republic of Singapore

Telephone 5600056 @ Cables: “Jutown’ ® Telex: RS 35733

October 21, 1983

Professor James A. Graaskamp

Chairman, Real Estate & Urban Land Economics
Graduate School of Business

University of Wisconsin

1155 Observatory Drive

Madison, Wisconsin 53706

usa.

Dear Professor Graaskamp

I last wrote to you in February this year, offering to show you
our industrial parks in Singapore and subsequently realised,
from your letter to me dated February 25th, that your intended
visit to Singapore is scheduled for the early part of next year.
Well, I have not forgotten about this, and now that 1984 is
drawing near, I thought it might be timely for me to write to
you again to extend the same invitation to visit us should you
be coming to Singapore. In other words, my offer to meet you
and shaw you around Singapore, as stated in my letter of
February 8th, still stands.

I would suggest that a good time to come to Singapore would be
sometime in January . The University examinations begin around
the last week of February, lasting through the second week of
March, after which the students have a 3-month vacation while
the staff will be busy marking the exam papers. It may be a
good idea to contact the following people to inform them of your
intended visit so that some kind of program may be drawn up for
yous:

¥ Professor Micheal Greaves,
Head, Department of Building & Estate Management
National University of Singapore,
Kent Ridge
Singapore 0511.

¥ M Lim Lan Yuan
President, Singapore Institute of Surveyors & Valuers,
Singapore Professional Centre
Block 23, Outram Park #03-129
Singapore 0316.
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I"m sure we will all iuok‘fgru?Fd tao ydur visit.

Y

v .
- |]‘
I met Professor William ShenkLliQhen he came to Singapore in
July this year and told him of my interest in pursuing a Masters
degree in real estate in the péh- He encauraged me to apply to
the University of Georgia and also mentioned that the University
af Wisconsin, Madison, qauld lso be a good place to consider.
. /
- . /,/

My GRE scores are 730"550 and 500 for the
Quantitative, Verbal and Analytical tests,respectively.
My GMAT scaore is 520. 1 shall be taking the TOEFL test in
November. I hope to be admltted to university in September
{Fall Semester) 1984. I would be more interested in pursuing
the MA or M.Sc in Real Estate/Urban Land Economics. It is
likely that the Jurong Tawn Corporatiaon will sponsaor me. My
research interest is industrial development and the management
of industrial parks. 1 would also be interested in advanced
appraisal techniques and real estate finance. I would be most
grateful if you could send me the brochures and application
farms for the MA or M.Sc (Real Estate) course. If my GMAT score
of 320 would permit me to he considered for the MBA program, I
would also appreciate your sending me the application materials.

- -

b } |
Please feel free to contact me reqgarding any arrangements you
wish to make for your visit to Singapore. 1 shall look forward
to hearing from you.

With warmest regards,

Hstt G

HAROLD TAN

Lands Officer (Valuation)
tands Department,

JURONG TOWN CORPORATION.



SYDNEY UNIVERSITY LAND ECONOMY SOCIETY

C/O DEPARTMENT OF TOWN AND COUNTRY PLANNING,
UNIVERSITY OF SYDNEY, N.S.W., 2006
TELEPHONE 692 2702 TELEX AA20056

2nd November, 1983,

Dr. James A. Graaskamp,

Professor of Real Estate & Urban Land Economics,
University of Wisconsin,

202A Breege Terrace;

Madison,

Wisconsin, 53705,

U. s. A.

Desr Dr., Grasskamp,

I guess you've heard from Mr. Maurice Squirrell that I'm your
contact man for the Sydney leg of your lecture tour of the
Antipodes. Your Sydney presentations are being sponsored equally
by the NSW Division of the Australian Institute of Valuers, the
NSW Division of the Building Owners' and Managers' Association and
by this Society.

My purpose in writing is to extend to you a warm welcome, to
esteblish communication between us and to seek your confirmation of
certain matters so detailed planning can proceed. Let me itemize
the matters which I think should be cleared between us and the
information we require.

1. Dates. We have a tentative booking at the Hilton Hotel in the
Sydney CBD for March 1lst and 2nd, 1984, Would you please
confirm these dates as soon as possible so we, in turn, can
finalize arrangements with the Hilton ? It is a modern
international-standard hotel with adequate capacity to hold
the anticipated number of delegates seated "class-room'" style -
i,e., groups at desks. If numbers exceed expectation, we can
expand into the ball room. The hotel has basement car parking
with elevator access from the car park to the lecture floor.
Please let me know what you will need in the line of audio-
visual facilities.

2. TFinancial aspects. We are to meet your costs set at USZ1l,000
per lecture day together with costs assoclated with:

. 1local sdvertising and promotion

. provision of xerox copies of seminar materials to
participants (see 3b below)

. catering.

3. @iven you have only two days in Sydney and can therefore present
only four modules, we have to maske a cholce out of the get of
seven. So we can make a more informed decision and firm up our
budget, would you please forward me:



-0

a. some information on the scope and content of esch and

be. the number of pages of materisls associasted with each
module which are to be distributed to delegates. We need
to estimate this fairly accurately as we are seeking a
sponsor who will handle the xeroxing for us.

4, This could be an opportune occasion to sell copies of
a. The Appraisal of 25 N. Pinckney
b. Ratcliff Readings on Appraisal.

If you could ship out 50 of each, what would be the total cost
(purchase plus surface mail) ¢ I‘'1ll get back to you on this
Just as soon as I hear from you so there will be adequate time
if the idea is feasible.

If there are any matters from your end relating to your stay
in Sydney, please don't hesitate to write. I work at home s lot so
it's best to use the following address:

24 Melaleuca Drive,
St. Ives,
Sydney, NSW, 2075,
Australia,

My telephone number at home is (02) 449 4129,

I would like you to know how much we are sll looking forward
to your visit: our only regret is that it is too short., If there is
anything I can do on the personal level to make your stay comfortable
and enjoyable, you must not hesitate to let me know.

Enclosed are some "touristy" 'photos of Sydney which will give
you an idea of what you're heading to.

With kindest regards,

Yours sincerely,

ok, My

(Dr) R.T.M. Whipple,
President,



Massey UnlverSIty DEFARTMENT OF AGRICULTURAL ECONOMICS AND FARM MANAGEMENT

PALMERSTON NORTH, NEW ZEALAND TELEPHONES 0600, 60.089
In reply please quote: - o . ROM

17 November 1983

Professor J.A. Graaskamp,
School of Business,

1155 Observatory Drive,
Madison,

Wisconsin 53706, ‘
UNITED STATES OF AMERICA.

Dear Professor Graaskamp,

It is good to hear that your plans for a jourmey to the
Antipodes next year are well under way. We will be very
pleased to see you at Massey next year. Bob Reichert is
working on this part of the schedule.

I am leaving New Zealand in about a week for a period in the
U.sS. Our family will be based in Oakland, California through
January 2lst. While in the U.S. I plan to fly to Chicago.

I would also very much like to visit with you at Madison.

At this stage I plan to be in the Chicago area in the first
week of January. I will contact you again when in the U.S.
to arrange a convenient time for a visit to Madison.

My contact address in Oakland is as follows:

C/- E.H. Harris

5919 Pinewood Road

Oakland

California 94611 phone (415)547-2115

Kind regards,
ﬁb reoAlA

R.V. Hargreaves,
Senior Lecturer in Valuation.




THE SOUTH AUSTRALIAN INSTITUTE OF TECHNOLOGY

NORTH TERRACE, ADELAIDE, S.A. 5000. TELEPHONE (08) 223-8866-TELEX 82565
2280352

25th November, 1983

Professor J.A. Graaskamp,
Chairman,
Department of Real Estate

and Urban Economics,
School of Business,
University of Wisconsin,
MADISON, Wisconsin, 53706,
U.S.A.

Dear Professor Graaskamp,

Thank you for your phone call it was very much appreciated.
Unfortunately there is only one flight time from Adelaide to Perth on
Tuesday 20th March and it is at 10.50 a.m., which doesn't allow time
for a third module. We can discuss how you would like to spend the
Tuesday morning when you arrive in Australia.

While in Adelaide we would 1ike you to present module 4 Feasibility
Analysis and Real Estate Consulting and Module 5 Real Estate Investment
Analysis.

I am enclosing Maurice Daly's 'Sydney Boom Sydney Bust' which,
although relates to Sydney, has parallels in other Australian cities
over the same period. Also enclosed is Leonie Sandercock's 'Cities
for Sale', which gives a general background to our major cities.

Rost and Collins is included in the package, but please don't be too
critical of Australian education following your reading of the book as it
was developed from a correspondence course.

A copy of the Jones Lang Wootton Australian Property Review, National
Mutual Life Office and the A.M.P. our largest life office, annual reports
may be of some assistance in gaining a background to the property market
in Australia.

Qur course accreditation document is enclosed, as it may be helpful
to have some knowledge of real estate and valuation courses. The levels
of the courses range from Associate Diplomas at Departments of Further
Education to Degrees at Colleges of Advanced Education.

ALSO AT: THE LEVELS, POORAKA, P.O. BOX 1, INGLE FARM, 5098. TELEPHONE: 260 2055. TELEX 82565
AND NICOLSON AVENUE, WHYALLA NORRIE, 5608. TELEPHONE: (086) 45 7744. TELEX 80268



Paper on Tax:

Bob Webster, one of my lecturers has put together the notes on
the Australian Tax System. Dr. Wipple has been given a copy
and may make some further observations. (Bob is the lecturer
expecting to do your inter-session course next year). Paper is
attachment 5.

Seminar Topics:

You will see from the draft advertisement for Australian Property
News (attachment 3) that the topics in each location are almost
settled, as follows:

Melbourne Sydney Brisbane Adelaide Perth
1 through 7 3,4, 5,6. 1,2,4,7. 4, 5, 1, 4.

(plus 1 for (tentative)
students only)

Masters of your outlines for reproduction here are due 'by the first
of the year'. You can simply send them all to me for distribution,
or separately to each location.

R &R - Let's get down to the critical activities

Have you given any thought as to how you would 1ike to spend your
R & R. Some arrangements may need to be made by us and naturally
I would only want to conform to your wishes. A few ideas with
comments:

a)

Visit to Squirrell ranch. Whilst mandatory for Jean at some stage,
we would be delighted to entertain you on either the Saturday or
Sunday afternoon. Our place is ideally suited to an outdoor B.B.Q.
(beer and steak) and could include just your party, or valuation
lecturers and families, a larger grouping of lecturers, or a group
of students.

We also invite you to speak at a function (dinner) to launch our

first graduate course in real estate. Bob Milne is handling this
course. A grouping of the first set of students, industry leaders

and the press with a 15 minute "Trends in Real Estate Education in

the U.S.A." or something similar from you would be appropriate, timely,
and an honour for us. Course brochure is attachment 4.

Other activities might include all, some or none of the following:

- Tunch with staff of our Department (about 24 members, 5 valuers)

- lunch with staff of Faculty of Business (up to 70 members though
not all would attend)

- meeting with RMIT management who are responsible for providing
facilities for the handicapped. I have W1 Alumnus articles on
McBurney Resource Centre and could ascertain interest in people
here meeting with you.

'.l/zo



(2)

I don't know whether you have made any accommodation arrangements in
Adelaide, but if not, I would suggest the Adelaide International Hilton,
which has only recently been completed and has the full facilities that
you would require.

If I can be of any further assistance, please let me know.

Yours sincerely,

vasan

GRAEME J. MARTIN,
Head of Valuation.




RMIT

Royal Melbourne
Institute of
Technology

GPO Box 2476V

Melbourne Vic 3001
Telephone 3452822
Telegraphic Address
‘Meltech’ Melbourne

Telex AA36406

30th November, 1983.

Dr. James A. Graaskamp,
Landmark Research Inc.,
4610 University Avenue,
Suite 105,

Madison, Wisconsin,

U.S.A.

53705.

Dear Jim,

Good to hear your voice and enthusiasm last week. No snags at this
end with good initial response. A number of items for review or
interest:

1.

Schedule:

a) Latest Australian leg schedule attached. - attachment 1.
b) Travel from Brisbane to Cairns on Friday, 9th March, 1984.

John McAuliffi, the Queensland contact is happy for you to
take the last flight that evening to Cairns. It may mean
starting the day at 8.00 a.m. and/or you talking more quickly
than usual, however, have your agent do the booking on this
basis.

Travel by Car:

a) Toyota 4 W.D. Land Cruiser.

I agree that it will maximize flexibility to hire this vehicle

in all or most cities for the whole stay. However, in addition,
we have made enquiries about the use of multi-purpose taxis in
each city which may prove more efficient on seminar days to

move you from hotel to venue. In some cases these are subsidized
by government, at least to normal taxi fare, and in the case of
Sydney, the Government have indicated that they will offer you

the service at their cost as a gesture to international goodwill.
(after Grenada....?

The 9n1y form you have to feed the bureaucracy with is in Victoria
and is attached. (attachment 2). Could you have it filled in
and returned to me please.

../2.
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Meeting with Victorian Valuer-General (responsible for Government
valuations, including taxation valuations and leader in computer
assisted mass valuations in Australia) to discuss MKTCOMP.

visit to Australian Wildlife Sanctuary.

visit to some vineyards and goldfield country a Ta Mothw Lode
Country CA.

whatever has caught your eye in brochures.

will discuss this with you when next I call.

In other States there is not quite the same urgency for arrangements
except where people need to be invited. Are there any groupings
you care to meet that I should suggest be organized? I understand

a

I

breakfast is being arranged in Adelaide for Tuesday, 20th March.

. Other enclosures.

also enclose some other materials of interest.

Regards,

E) SW.

M.D, SQUIRRELL,
Senjor Lecturer in Valuations.




SYDNEY UNIVERSITY LAND ECONOMY SOCIETY

C/O DEPARTMENT OF TOWN AND COUNTRY PLANNING,
UNIVERSITY OF SYDNEY, N.S.W., 2006
TELEPHONE 692 2702 TELEX AA20056

6th January, 1984,

Dr. James A. Graaskamp,

Profassar of Real Estate & Urban Land Econamics,
University of Wisconsin,

202A Breess Terrace,

Madison,

Wisconsin, 53705,

U.S.A.

Dear Dr. Graaskamp,
Thank you for telephoning me on 2lst December lagt. I am glad

that the details set out in my letter to you of 2nd November are correct,

I should be grateful if you could kindly arrange to have sent to
me at the above address 50 copies of each of the Ratcliff Readings

and The Appraisal of 25 N, Pinckney provided the landed cost here

does not exceed $15,00 per volume. We are offering them for sale
at a small profit to help defray the costs of the seminars, This
Society will retain any unsold copies. Should demand exceed supply,

I shall send you e cable,

Everything is progressing well at this end. We are all looking

forward to meeting you and trust your trip is & smooth one,

Yours sincerely,

(Dr) R.T.M. Whipple,
President,
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Jones Lang Wootton Realty Advisors

499 Park Avenue New York, New York 10022
Telephone: (212) 688-8181

John A. Weisz
President

February 2, 1984

Dr. James A, Graaskamp
President

Landmark Research, Inc.
4610 University Avenue
Suite 105

Madison, Wisconsin 53705

Dear Jim:

I have received your letter with accompanying Far East
itinerary and have telexed my Singapore office concerning your
arrival and departure dates. I suggest that when you arrive in
Singapore, or beforehand if you prefer, you contact our local
managing partner, Chris Boyd, directly to arrange a meeting
time. His telephone number, telex number and address are as
follows:

Telephone: 65-912244
Telex: 23108

Address: 39-03/08 0.C.B.C. Centre
65 Chulia Street
Singapore 0104

With respect to your visits to Hong Kong and Melbourne, I would
be pleased to arrange similar introductions. Please let me
know if you would like our assistance.

With respect to SIMCO, I had a pleasant telephone conversation
with Charlie Rowe, who suggested that I spend some time with
him on my next visit to Chicago. I will certainly take him up
on that invitation. As per your request, enclosed please find
a copy of the announcement which I mentioned to you in last
week's P&I relative to SIMCO, Graaskamp and Aldrich, Eastman.

Jones Lang Wootton offices: New York Houston Chicago Los Angeles Washington, D.C.  San Francisco



Dr, James A. Graaskamp
President

Landmark Research, Inc.
Page 2

February 2, 1984

I certainly hope that we can get together in the near future to
discuss the scope of JLWRA's pension investment program. In
the interim, I thought you might like to review our services
brochure which I have enclosed.

Have a pleasant trip!
Sincerely,

John A. Weisz %

Enclosures 2
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THE SOUTH AUSTRALIAN INSTITUTE OF TECHNOLOGY

NORTH TERRACE, ADELAIDE. S.A. 5000. TELEPHONE (08) 223 3866 TELEX 82565
228 0352

17th May, 1984

Professor J. Graaskamp,

4610 University Avenue, Suite 105,
Madison,

WISCONSIN 53705

U.S.A.

Dear Jim and Jean,

Thank you again for visiting Adelaide during your Australian lecture
tour. I hope you may be able to arrange a return visit in the next year or
s0, or a series of lectures via satellite. You will be pleased to know,
that a study group has been formed in Sydney, to discuss the application of
ycur teachings to the Sydney real estate market.

With regard to the publication of an article on education, I would
suggest that "The Valuer" would be the appropriate avenue for publication
in Australia. Such an article as is suggested in your letter, would be
very beneficial in the development of courses with a broader base emerging
in Australia, and in particular feasibility studies, being taught from a
real estate/valuation base rather than by architects and builders. The
address of the editor of "The Valuer" is:

Mr. H.O. Thomas,

Hon. Editor,

"The Valuer",

G.P.0O. Box 4159,
SYDNEY, N.S.W. 2001.

I have asked the General Registrar to place you on a free mailing list for
"The Valuer".

The sale of textbooks has not been as successful as was first envisaged,
14 Ratcliff and 12 Larson books have been sold ~ as we discussed $20 for the
Ratcliff and $15 for the Larson. I have arranged for a bank draft in $U.S.
for these amounts, to be sent to Landmark Research i.e. 12 @ $15 = $180 and
14 @ $20 = $280, total $460. Maurie has been a better salesman and has
asked to buy the copies that haven't sold, so I will send them to him and
he will make payment direct to you.

cectascel



2.

Judi and I have been to Perth for ten days to attend the Institute of
Valuers General Council meeting. The Western Australians had very positive
comments about your seminar in Perth. We.were able to spend some time with
Bob and Glenys Fraser. Bob is turrently in Papua New Guinea for a
fortnight advising on computer application at the Department of ILands.

We also took the children to Sydney for the Easter/Anzac break with
another family and hired a bus over there and had a most enjoyable time
driving about the city.

My sincere apdlogies for the delay in writing.

With kind regards,

e

GRAEME J. MARTIN,
Head of Property Resource

Management.




P.O. BOX 60.
WHITTLESEA.
VICTORIA. 3757

23rd May, 1984.

PFHONE 714-8322

Dear Jim & Jean,

Thank you for a wonderful experience. It seems
that the lectures went very well over-all. I have had a very
pleasant letter from G. Martin expressing thanks at having you
stop in Adelaide and have spoken to & very pleased Bob Fraser,
Also comment in Melbourqe is good and we have a srall financial

surplus which keeps everyone happy.

One of the highlights for me started when the
plane tock off for Sydney. Now I could listen to the lectures
without distraction and enjoy the company that yow and the
boys 80 easily shared. After seeing you off at Cairns I spent
the next four days travelling south with a one-day stop-over
for another look at the Barrier Reef., This time it was in the
premier location for the reef which is in the Whitsunday Group
off Proserpine. Flying boat to Hardy Reef and then two hours
spent walking on the reef at low tide and snorkeling beside
it., According to the pilot the weather for the day was the best for
four months and the reef was the fairyland of the brochures,
quite different to the Cairns cay. I suspect it was similar
to the area Gerry saw when scuba diving except I just floated

along in the warm, calm, boyant water.

The Graduate Diploma seems to be going well., Bod
Milne usually is exhausted when he leaves them after two hours

of finance and' I take over for an hour on valuations. I've



PHONE 714-8322 P.O. BOX 60.
WHITTLESEA.

VICTORIA. 3737

tried to combine the best features of the WI approach to a
review subject by answering the questions: what valuations are,
and, what clients can expect from a valuer. It is liberally
sprinkled with contemporary material, which the non-valuers
struggle and squirm with. This quote from John Higginbotham's
first test is relevent, 'As a practising valuer I often feel
compromised by the need to adhere to Spencer type concepts, when
I was a Real Estate Agent, I know in my heart that a range of

values will always exist ....!

I have enclosed a number of items and refer as follows:

1. Photos, a mixed bunch, but some very good of you both, and
copies of all I took are enclosed. The boys get their own
copies., Some photos double up because of the price/marketing

war raging here on colour prints.

2. Map of Great Barrier Reef is to answer some of Jean's

questions.
3. Tom Wolfe thoroughly enjoyed, thank you.

4., Gamma Distribution. This seems to be real enough however as
a mathmatical moron I need the intuitive approach before the
symbolic form. I rely on you Jean to interpret to me on my
next visit to WI.

5« Accounting Standards from Webster. Note, not his fault that

it comes so late.

6. Newspapers, another Property News, but this time with photos.
Also Melbourne Herald ——- have you seen this before ——- must

have been shamed into this as it appeared four weeks after
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WHITTLESEA.
VICTORIA. 3737

you left Melbourne. I think it's a great photo and captures
so well the joy of presentation. I also fall off the back of
chair laughing because the real estate editor of the Herald
called on the day of the Graduate Yiploma dinner and asked if
he could bring his girl friend. Joan told him where to go
and it was not to the zoo and he didn't.

The Cassette. I thought we should send you & copy and regret
that we did not shoot more while you were here. It seemed

a waste not to fill it up with some family material plus the
‘forgotten' story which is one of my favourites. My aim was
to show the children around the farm and playing at sport
plus kangaroos and a kookaburra as they are prominent here.
For two weeks I have waited in vain for the animals and
yesterday I got the tape copied and decided to enclose a
booklet on the animals. This morning Jane and I lay in our
bed and watched a kookaburra feeding on worms from our lawn
and eight large kangarocos hop across the paddock. We decided
to send the tape anyway and perhaps take our time over a

new one. Attached is a list of some of our other Madison
friends who might like to view the tape but please treat it

as yours,

The Alumni Bulletin contained no news., It is still

difficult for me to comment usefully because the tenure system,

the politics, the rigid academic requirements and the mobility

of Americans makes the play much different. Our problems and

goals are similar but solving for achievement is diffaerent.

Cricket and baseball are both bat and ball games played in summer

between two teams but the ground and the rules are different.
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My experience is as follows.

After two years as a lecturer, the conirol of the valuations
course passed to me in 1970 and I resolved at that time to be a
faculty and department man. I cultivated friendship with key people
in the central administration both senior and Jjunior, and with
the leaders in the professional institutes. I always let demand
for the course outstrip my demands for resources. I concentrated
all my energies on the course and then my personal academio
development. I did no outside work but happily convened/bhatred
this and that group when asked, acted as Head of Department (lots
of §) and was lucky to get three of my better students back as
staff. Some of my other course leader collg%ues may pay the
supreme penalty for not being so diligent and careful. A
high-powered committee of the Institute has just slashed through
the majority of coursed leaving only accountancy, transport and
property untouched in our ®aculty. For us this is great news
about our reputation and I can now do some outside work knowing

I have a secure base,

But how can this help you, particularly as the leaving of
your Dean produces a vacuum until another is settled in. Well you
are young enough to give it at least five years before it may be
too late to leave, and, using my first principles, try and
appoint young people who will want to still grow, who have
energy and who are a little hungry. I cannot see any sense in

appointing a competitor to you.

If you follow Ratcliff and move north-west, now or later,

'the program® will go with you for none of the staff I knew,
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appeared to have the gualities that are required to gain a

PHONE 714-8322

high reputation. The current reputation seems to come from two
sourcesy 1, HRatcliff and Graaskamp and, 2. Uni of WI-Madison
(see page 435, Apraisal Journal, July, 1982). Such a move may
do some harm to your reputation for you would lose the
historical base afforded by WI and you know who will be blamed
for breaking up ‘'the program' at WI. The facts will be

irrelevant.

Given the praise in the letters that are attached to the
bulletin and which seek graduates, the whole thing seems incom-
pfehensible to me., In my ignorance, I suggest;

a. Try and move yourself closer to the Aluﬁﬁ executive
and industry leaders.

b. Stay and fight perhaps by shaming those with the resources
into giving the Department a better deal.

Cce. Don't move when your house and personal life is going
through significant change.

d. If it works stay, if it doesn't look for a new set of
linkages.

Well enough from me. Sorry to hear about the bad moments
in New Zealand though something to laugh about in old age.
I guess the new Davis generation has or is about to arrive and
I hope all goes well. Also the house extension should be well
advanced or finished, and with the warm weather arriving for you
not all is doom and gloom. In fact I trust that yourrelationship

continues to flourish as it did here.,

Much love and regards,
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ALTERNATIVE SEMINAR TOPIC MCDULES
FOR 1984 AUSTRALIAN LECTURE SERIES

BASIC ORGANIZATION OF MODULES

1/2 day = four, 50-minute sessions.

Each 50 minute session will have five, 10-minute modules._
Each 50-minute session will have three to ten pages of
xeroxed outlines and case material.

Will bring masters for each module with us and manufacture
copies in Australia to fit attendance at each seminar.



II.

III.

FIRST MODULE
JHE_NEW._URBAN LAND ECONOMICS

BASIC DEFINITIONS AND CONCEPTS

A.

B.

Real Estate Defined

Real Estate Project Defined
Real Estate Enterprise Defined
Basic Real Estate Process

Collective Decision Making

REAL ESTATE MARKETING REDEFINED

..A .

e B 2 o o w
. L]

User Market Segmentation

Collective User Political Aggregation

Future User Anticipation

Real Estate as a Subsystem Within a Larger System
Monopolistic Sequestering of Product

Marketing Motivation and Methods

REAL ESTATE PRODUCT AND PUBLIC INFRASTRUCTURE

A,

B.

cC.
D.

E.

Consumer as a Continuum Over Time from
Project to Public Services

Fiscal Impact Analysis of Alternative
Land Use Plans

Efforts at Measuring Cost Benefits

Controlling Political Risk by Means of
Public/Private Consortiums

Public Infrastructure Purchase of Future Income



IvV.

LAND AND IMPROVEMENTS

A,
B.
C.
D.

E.

Physical Attributes
Legal/Political Attributes
Linkage Attributes

Dynamic Attributes

Environmental Attributes

BASIC FINANCIAL CONCEPTS

A,
B.
C.
D.
E.

~Time Line

Revenues and Expenses
Capital Sources and Applications
Concepts of Risk Management

Concepts of Measuring Yield



II.

I1I.

SECOND MODULE
CONTEMPORARY APPRAISAL CONCEPIS

PURPOSE OF THE APPRAISAL

Defining the Decision Requiring Appraisal
as a Benchmark

Defining the Interests to be Appraised
Selecting the Definition of Value to be Applied

Jdentifying the Procedural Problems

"Specification of Key Assumptions in Value

Concept and Client Instruction

SELECTION OF APPRAISAL METHODS

A,

B.
C.
D.
E.

THE
A,

Comparison of Traditional and Contemporary
Appraisal Processes

Three Methods of Contemporary Appraisal
Selection of Preferred Method
The Appraisal/Social Statistics Interface

Methods Compatible with Courtroom Presentat;on

MARKET COMPARISON OR INFERENCE APPROACH
Definition of fhysical Comparability
Definition of Buyer Comparability
Selecting a Unit of Comparison
Selecting a Measure of Difference

Integration of Sales Data into
Subject Pricing Formula



IV.

COMPARISON USING PRICE/POINT/UNIT

Inference from Single Unit of Correlation
Point Scores to Explain Residual Error
Determination of Raw Point Scores

Determination of Relative Weights Assigned
Each Score

Establishing the Most Probable Price and Range

SELECTION OF MARKET COMPS USING EUCLIDIAN DISTANCE

A,
B.
C.
D.
E.

" Regression and Euclidian Distance Compared

Selection Variables for a Data Management System
Adjustment Variables

Ex-Post Selection of Comparables

Defensibility and Credibility



II.

THIRD MODULE
CONTEMPORARY. APPRAISAL AND THE INCOME APPROACH

INCREASING RELIANCE ON DISCOUNTED CASH FLOW
A. Demise of Market and Income Approaches
B. Accounting/Appraisal Interface

C. Cataloguing Leases

D. Documentation of Expenses and Allocations
for Pass-Throughs

E. Converting Net Income to Value

DEVELOPMENT OF THE REVENUE STREAM
A, American and British Income Methods Compared
B. Projecting and Adjusting Base Rents
C. Projecting and Adjusting Base Expenses
1. Utilities
2, Real Estate Taxes
3. Common Area Maintenance
4., General Operations
D. Analysis of Leases to Identify Revenues
Contributable to Tenant Improvements, Franchises,
Sales Taxes, and Other Collections

E. Timing of Revenue Receipts



ITI. PROJECTION OF EXPENSES

A, Analysis of General Accounts to Rebuild Income
Statement to Make Compatible with Best Use Scenario

B. Project Expenses into the Future
C. Relationship of Expenses to Program for Renovation
D. Lagged Receipts of Reimbursements

E. Consolidation of Expense Factors

IV. ROLE OF FINANCING
A. Basic Ratios to Structure Financing
B. Treatment of Variable Rate Mortgages
C. Treatment of Participatory Mortgages
D. Cash Equivalency or Investment Value
E. Strategic Concepts of Debt for the Borrower
1. Value in Use
2. Hedging
3. Investment Value
V. CONVERTING INCOME TO VALUE
A, Diversion by Means of Financial Ratios
B. Discounted Cash Flow Methods
C. Profiling Most Probable Buyer Criteria

D. Testing Values for Compatibility with
Investor Objectives

E. Establishing a Range of Values with
Sensitivity Analysis



I.

II.

III.

FOURTH MODULE

FEASIBILITY ANALISIS AND REAL ESTATE CONSULTING

BASIC CONCEPTS

A,
B.

C.

Definition of the Enterprise and Risk Management
Classification of Three Classic Problems

Moving from the Problem Perceived to the
Problem Understood

Literature of Creative Thinking

" Defining and Contracting for the Assignment

MODELING THE ANALYTICAL APPROACH

Basic Elements of Analytical Modeling
Graphic Representations of the Process
Tabular Systems of Data Organization
Mathematical Algorithm of Relationship

Analytical Models and Communication Models Compared

MARKET RESEARCH ASSIGNMENTS

Aggregate Data Sources and Editing Models
Disaggregation Models

Scaling Project Size and Pace

Estimating Absorption Rates

Identification and Positioning of Opportunity Areas



Iv.

MERCHANDISING RESEARCH

D,
E.

Segmentation for Monopoly
Competitive Standard Definition
Consumer Survey Research

1. Telephone

2. Mail Survey

3. Consumer Plan

Literature of Consumer

Elements of Final Merchandising Report

SUMMARY OUTLINE OF THREE ASSIGNMENT FORMATS

A,

B.
c.
D.
E

Site in Search of a Use

Use in Search of a Site

Money in Search of a Real Estate Investment
Mistaken Identification of Problem with Real Estate

Pricing Consultant Services -~ Professional Time or
Value Added



FIFTH MODULE
REAL _ESTATE INVESTMENT ANALYSIS

I. STRATEGIC PARAMETERS ON INVESTMENT SELECTION
A. Level of Political Exposure
B. Degree of Control of Market
C. Degree of Acceptable Management Intensiveness
D. Financial Parameters and Scale
E. Tax Strategies

F. Individual or Corporate Mortality

II. FINANCIAL PARAMETERS AND ANALYSIS
A, Front Door - Back Door Pro Forma Analysis
B. Projecting Pro Forma Income Statements Over Time
C. Critical Financial Ratios
D. Sensitivity Analysis

E. Project Efficiency Analysis

ITI. TAX STRATEGIES
A, Desire to Postpone Income Taxes
B. Desire to Reduce Progressive Rate
C. Desire to Convert Income Potentiai to Capital Gain
D. Desire to Avoid Taxes

E. Desire to Reduce Estate Taxes or Tax on
Corporate Liquidation



IV,

STRUCTURING THE OWNERSHIP ENTITY

A.

B.

Issues of Control, Risk Sharing, and
Benefits Sought

Alternative Single Entity Ownership Forms
Alternative Double Entity Ownership Forms
Finite Ownership Strategies

Long Term Multi-Generation Strategies

RISK MANAGEMENT STRATEGIES

A,

B.
C.
D.
E

Systematic and Non-Systematic Risks

Shifting Risk by Contract
Controlling Variance by Incentive
Limiting Loss per.Investment
Hedging with Puts and Calls



I,

II.

IIT.

SIXTH MODULE
BEAL_ESTATE INYESIMENT PORTFOLIO ANALYSIS

DEFINING OBJECTIVES OF A REAL ESTATE PORTFOLIO
A, Objectives of Portfolio Managers

B, Objectives of Unit Investors

C. Objectives of Public Regulators

D. Objectives of Ihvestment Bankers

ELEMENTS OF A REAL ESTATE PORTFOLIO AND
INVESTMENT POLICY

A, Selection Guidelines

B. The Core Portfolio

C. The Appraisal/Accounting Interface

D. Strategic versus Tactical Responsibilities
E. Conflicts of Interest

ENGAGEMENT OF PROFESSIONAL SERVICES

A, Marketing of Investment Fund Units
B. Engagement of Appraisal Services

C. Selection of Property Management Services
D. Fiduciary Exposure to Oversight

E

. Relationship with Accounting Services



IV.

PROBLEMS IN MEASURING AND COMPARING PERFORMANCE
A, Definition of Unit Value
B, Definition of Unit Share of Return

C. Element of Indices for Benchmark Comparison



«EGISTRATION

Please complete and return:

Seminar Co-Ordinator
Seminar Co-ordinator
Academic Associates Pte Ltd
17B Mayo Street
Singapore 0820

Tel: 2939622
Telex: RS 34032 ACADEM

Please register me for (tick where appropriate)

Modulel 0 Module2 O

NAME

DESIGNATION:

NAME & ADDRESS OF COMPANY

TEL: TELEX:

DATE:_____ _SIGNATURE:

Enclosed cheque/bankdraft for the amount of

S$ for the above
seminarfs,made payable to ACADEMIC ASSOCIATES
PTE. LTD.

Signature Date

REGISTRATION INFORMATION

SEMINAR DATES

Module 1 : 20 February 1984
Module 2 : 21 February 1984

VENUE

Garden Hotel
Balmoral Road
Singapore 1025

Telephone : 2353344
Telex No : RS 30999 A/B GARTEL

SCHEDULE

Registration : From 8.30 am
Seminar Starts:  9.00 am
Coffee Break : 10,30 am
Lunch Break : 12,45 pm
Seminar Ends :  2.00 pm

FEE

The fee for each half-day seminar is $$225.00 per
participant which includes seminar documentation,
lunch and refreshments.

For the combined 2 seminars, the fee is $8425.00 per
participant which includes seminar documentation,
funch and refreshments.

CANCELLATIONS

The organiser will allow registered participants to
nominate alternatives if they are unable to attend the
seminar, However, notification of such change must
be made at least one week before the seminar. For
those who are unable to nominate an alternative, full
refund will be made if cancellations are received in
writing or telex before 6 February 1984, Cancellations
made between 6 to 12 February 1984 will be allowed
a 50% refund. Refunds will not be entertained after
the dateline,

REAL ESTATE INVESTMENT
PORTFOLIO ANALYSIS

20 February 1984

REAL ESTATE INVESTMENT
ANALYSIS

21 February 1984

Speaker : Prof James A Graaskamp

Venue : Garden Hotel Singapore

ACADEMIC ASSOCIATES PTE LTD



MODULE 1

REAL ESTATE INVESTMENT PORTFOLIO
ANALYSIS

20 FEBRUARY 1984

FEE: §3225.00

HIGHLIGHTS

I. DEFINING OBJECTIVES OF A REAL
ESTATE PORTFOLIO

Objectives of Portfolio Managers
Objectives of Unit Investors
Objectives of Public Regulators
Objectives of Investment Bankers

II. ELEMENTS OF A REAL ESTATE PORT-
FOLIO AND INVESTMENT POLICY

Selection Guidelines

The Core Portfolio

The Appraisal/ Accounting Interface
Strategic versus Tactical Responsibilities
Conflicts of Interest

1. ENGAGEMENT OF PROFESSIONAL - SER.
VICES

Marketing of Investment Fund Units
Engagement of Appraisal Services
Selection of Property Management Services
Fiduciary Exposure to Oversight
Relationship with Accounting Services

1IV. PROBLEMS IN MEASURING AND COMPAR-
ING PERFORMANCE

* Definition of Unit Value

* Definition of Unit Share of Return

* Element of Indices for Benchmark Com-
parison

MODULE 2
REAL ESTATE INVESTMENT ANALYSIS

21 FEBRUARY 1984

FEE: §$225.00

HIGHLIGHTS

1. STRATEGIC PARAMETERS ON INVEST-
MENT SELECTION

* Level of Political Exposure

* Degree of Control of Market

* Degree of Acceptable Management Intensive-
ness

* Financial Parameters and Scales

* Tax Strategies

* Individual or Corporate Mortality

II. FINANCIAL PARAMETERS AND ANALYSIS

* Front Door — Back Door Pro Forma Analysis

* Projecting Pro Forma Income Statements
Over Time

* Critical Financial Ratios

* Sensitivity Analysis

* Project Efficiency Analysis

IN. TAX STRATEGIES
IV. STRUCTURING THE OWNERSHIP ENTITY

* Issues of Control, Risk Sharing and Benefits
Sought

Alternative Single Entity Ownership Forms
Alternative Double Entity Ownership Forms
Finite Ownership Strategies

Long Term Multi-Generation Strategies

V. RISK MANAGEMENT STRATEGIES

Systematic and Non-Systematic Risks
Shifting Risk by Contract
Controlling Variance by Incentive
Limiting Loss Per Investment
Hedging with Puts and Calls

VI. FOREIGN INVESTMENT IN US REAL
ESTATE — OPPORTUNITIES & RESTRIC.
TIXONS

SPEAKER

Professor James A Graaskamp, aptly described as a
“teacher and master of real estate’s bottom line” and
“one of the most brilliant academics” is Chairman of
the Real Estate and Urban Land Economic Depart-
ment of the University of Wisconsin — Madison
School of Business.

Prof Graaskamp, who holds a MBA degree from the
Marquette University and a Ph,D degree from the
University of Wisconsin, is also President and co-
owner of a real estate consulting firm, Landmark
Research, Inc; a trustee of the Urban Land Institute
and member of the Board of First Asset Realty
Advisors, a subsidiary of First Minneapolis Bank.

A “dynamo” with extensive business expertise, Prof
Graaskamp helped to create CREF, a US$10 million
common-unit equity real estate fund which allows for
investments in smaller units, He is acknowledged and
openly admired as a leader in the real estate industry.

From his wheelchair, Prof Graaskamp, a quadriplegic
has run home building, farm investment and real estate
consulting firms. Currently, his work includes sub-
stantial and varied consulting and valuation assign-
ments, investment counseling to insurance companies
and banks, court testimony as expert witness and
market/financial analysis of various projects, for
private and corporate industries and municipalities.
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1984 AUSTRALIA LECTURE SERIES
IN
REAL ESTATE VALUATION AND

INVESTMENT ANALYSIS
/'Zérocaf'y 23 -23, /984
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Melbourne Seminars Sponsored by:

Australian Institute of Valuers (Inc.)

Real Fstate and Stock Institute of Victoria
Robert A. Milne and Associates

Royal Melbourne Institute of Technology, Ltd.
Technisearch Limited.

The Sponsors of this program are pleased to provide the opportunity for
those in the real estate industry to attend a stimulating lecture series
personally conducted by a renowned leader in the property field.

The lecture series has particular relevance to practitioners concerned
with professionalism in real estate and their personal professional
development.



WHO SHOULD ATTEND?

The series covers a wide range of topical real estate issues, providing
an opportunity to upgrade and gain insights into modern methods and
techniques of real estate valuation and investment analysis. Participants
will come from a variety of backgrounds in the real estate valuations,
consultancy, marketing, financing and investment sectors.

SEMINAR LEADER

Dr. Graaskamp is Chairman, Department of Real Estate and Urban Land
Economics School of Business, University of Wisconsin. His professional
designations include Senior Real Estate Analyst, Society of Real Estate
Appraisers, and Counsellor of Real Estate, American Society of Real
Estate Councellors.

Dr. Graaskamp is acknowledged for his expertise in leading courses
that are amongst the most creative and practical academic programmes
of any university in the U.S.A. ‘

As an educational consultant, he has few peers and in the USA his
seminar presentations are in constant demand coast to coast. Under

the sponsorship of the American Institute of Real Estate Appraisers,
Society of Real Estate Appraisers and American Society of Real

Estate Councellors, Dr. Graaskamp developed the EDUCARE programme of
computer applications for real estate appraisers and investment analysts.

Dr. Graaskamp is also active in private practice. He is President and
founder of Landmark Research Inc., which was established in 1968 as a
consulting business and now has seven full-time employees. The firm
undertakes substantial and varied consulting and valuation assignments.

Dr. Graaskamp is a trustee of the Urban Land Institute, and a member
of the board of First Asset Realty Advisors, a subsidiary of First
Minneapolis Bank.

Dr. Graaskamp's reputation is built not only on his technical expertise
but on very high professional standards. This is well illustrated by
his use of a consulting editor in his lectures for students and for his
own writings, even though his undergraduate major was in English.

SEMINAR TOPICS

Seven different lectures are offered in half day modules. Each module
consists of 4 x 50 minute sessions and each session is covered in
three to ten pages of outlines and case material.
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1/84

2/84

3/84

4/84

5/84

The New Urban Land Economics

This lecture defines real estate and its attributes in its
context of physical, social, economic and legal environments,
and the major influences that affect its marketing, use and
measurements.

This introductory session will set :the context of real

estate for the remaining lectures, and is highly recommended
to all participants.

Contemporary Appraisal Concepts

This lecture commences by reviewing the traditional
principles and practice of valuation and then moves to a
more pragmatic approach of inferring value from sales.
In addition, the continuing evolution of theory and
practice is explored.

This lecture will stimulate all practising valuers and

will cover material first expounded by the late Richard U.
Ratcliff and refined and put into practice by Dr. Graaskamp.

Contemporary Appraisal and the Income Approaches

This lecture examines the shift towards Discounted Cash
Flow techniques and measures, and will consider the components
of income and expenditure and financing aspects.

This lecture will be of particular interest to practitioners
concerned with investment properties and their value analysis.

Feasibility Analysis and Real Estate Consulting

In this lecture, the major determinants of the feasibility
of a real estate investment are considered. Given client
criteria for selection and the solution sought, a model

of feasibility analysis is presented.

This lecture will be ideal for practitioners providing clients
with advice regarding the use of a particular site or finding
a site for a particular use, for finding both a site and a-use
for an investor.

Real Estate Investment Analysis

This lecture focuses on the important elements that need to
be addressed before making any substantial real estate
investment.



This lecture will be of interest to those concerned
with investing in real estate or providing advice to
investors. ’

NO. 6/84 Real Estate Investment Portfolio Analysis

This topical lecture deals with the control and management
decisions associated with real estate investment portfolios.

This lecture will be relevant to managers responsible for

real estate investment portfolios and to those private
consultants advising investors.

NO. 7/84 Current Mini Computer Applications in Real Estate

This lecture covers the spectrum of real estate computer
applicatiors ranging from lease rolls to sophisticated
D.C.F. and portfolio analysis potential.

This lecture will deal with the state of the art in
computer uses and potential for all valuers, agents and

consultants concerned with the real estate and property
field.

TIMES & DATES - MELBOURNE PRESENTATIONS

Coufse no. 1/84 The New Urban Land Economics
1.30 pm - 5.30 pm Thursday 23rd February, 1984.

Course no. 2/84 Contemporary Appraisal Concepts
8.30 am - 12,30 pm Friday 24th February, 1984.

Course no. 3/84 Contemporary Appraisal and the Income Approaches
1.30 pm - 5.30 pm Friday 24th February, 1984.

Course no. 4/84 Feasibility Analysis and Real Estate Consultancy
8.30 am - 12.30 pm Monday 27th February, 1984.

Course no. 5/84 Real Estate Investment Analysis
1.30 pm - 5.30 pm Monday 27th February, 1984.

Course no. 6/84 Real Estate Portfolio Analysis
8.30 am - 12.30 pm Tuesday 28th February, 1984.

Course no. 7/84 Current Minicomputer Applications in Real Estate
1.30 pm - 5.30 pm Tuesday 28th February, 1984.



SEMINAR FEE  $140

This fee entitles each participant to attend four (4) half day
modules of their choice. This fee includes provision of morning
and afternoon refreshments, light lunch and printed course outlines
and case studies.

EXTRA MODULE/S FEE §30 per Module

This fee applies only to participants who wish to attend more than four
modules.

VENUE

Royal Melbourne Institute of Technology, 124 La Trobe Street,
Melbourne, 3000.

REGISTRATION INFORMATION

Application for admission is to be made on the form attached to this
notice. The course fee is to accompany the application.

Notification of acceptance will be made in writing or by telephone
as soon as sufficient enrolments are received.

The company reserves the right to cancel any course which does

not have the required enrolment. It also reserves the right to
amend commencement date or session times if necessary.

CANCELLATIONS

Cancellations may be accepted up to ten days before each course.
After this a cancellation fee of 50% of the course fee will be
charged. No refunds will be made after Seminar commencement.

In the event of failure to attend the Seminar without prior
notice the full course fee will be charged.

ENQUIRIES
Please contact:
* For technical information about Seminar content

Mr.Geoff Lambe - Australian Institute of Valuers(Inc.)
Telephone 560-0355

Mr. John Higginbottom - Real Estate § Stock Institute of
Victoria, Telephone 379-3333

Mr. ‘Maurice Squirrell-Department of Applied Economics,
RMIT. Telephone 341-2432 or 341-2735



* For general information about Seminars and

additional registration forms:

Sue McGibbony or Glenda Hannan,
Continuing Education Unit,
Technisearch Ltd.,

RMIT.

Telephone: 341-2532 or 341-2533
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Members of the real estate industry in Australia will hmr: mt‘tunity
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topics, giving the attendees insights into modern methods of real sstates

valuation and investment analysis,
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The seminar topics will be offered in half day modules and cover:
1. The New Urban Land Ecorxmics
2. Contemporary Appraisal Concepts
3. Contemporary Appraisal and the Income Approach
4. TFeasibility Analysis and Real Estats Consulting
5. Real Estate Investment Analysis
6. Real Estate Investment Portfolio Analysis
7. Current Minicomputer Applications in Real Estate
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RMIT

MEMO TO: Students involved in Associate Diploma in Valuations
and Certificate of Business in Real Estate.

SEMINAR SERIES BY DR. JAMES A. GRAASKAMP

23rd - 28th February, 1984.

Special arrangements for RMIT students.

Dr. James A. Graaskamp will be visiting Melbourne during February, 1984,
presenting seven seminars (based on half day modules - see main brochure
for details). Special enrolment and fee arrangements have been made for
undergraduate valuation and real estate students.

1. Seminar "The New Urban Land Economics"

Fee: $10 (inc. morning tea)

Place: Glasshouse Theatre, Level two, RMIT Union Building,
360 Swanston Street,
Melbourne, 3000.

Time: 8.30 am - 12.30 pm, Thursday, 23rd February, 1984.

a) This session is for RMIT students only.

b) All valuation diploma students are required to attend
this session.

¢) Real estate certificate students are invited to attend this session.
2. Seminars 2 - 7

Students are invited to attend the remaining six sessions. Final
year valuation diploma students are strongly advised to attend these
sessions and should note that much of the material to be covered

- particularly insessions 2 and 3 - - will be studied, applied in
assignments and examined during the year.

Fee: (a) $55 (inc. morning and afternoon teas) or
(b) $80 (inc. lunch plus teas on 24, 27 and 28 Feb.)
Place: Glasshouse Theatre, Level two, RMIT Union Building,
360 Swanston Street,
Melbourne, 3000.
Times: Course No. 2/84 Contemporary Appraisal Concepts
8.30 am - 12.30 pm Friday 24th February, 1984.

Course No. 3/84 Contemporary Appraisal and the Income Approaches
1.30 pm - 5.30 pm Friday 24th February, 1984.

Course No. 4/84 Feasibility Analysis and Real Estate Consultancy
8.30 am -~ 12.30 pm Monday 27th February, 1984.



Course No. 5/84

Course No. 6/84

Course No. 7/84

-2-

Real Estate Investment Analysis
1.30 pm - 5.30 pm Monday 27th February, 1984.

Real Estate Portfolio Analysis
8.30 am - 12.30 pm Tuesday 28th February, 1984.

Current Minicomputer Applications in Real Estate
1.30 pm - 5.30 pm Tuesday 28th February, 1984.
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RMIT STUDENT ENROLMENT FORM

Seminar Series Presented by Dr. J.A. Gréaskamp

Personal Details

February, 1984.

b) with lunches on 24, 27 and 28 Feb

TOTAL FEE:

I enclose a cheque covering enrolment fee of §

Other
SURNAME : Name (s)
ADDRESS
FOR MAIL:
Post Code:
TELEPHONE NOS: Business: Home:
COURSE NAME: RMIT COLLEGE AC/TC
STATUS: FT/PT, STAGE (1984) STUDENT NO.
Fee Structure: 1) New Urban Land Economics Seminar (Students only) = $10.00
2) Seminars 2 - 7 a) without lunch = $55.00
b) with lunch on 24, 27, § 28 Feb. = $80.00
Enrolment Details
(Place (V) in appropriate box)
1. Student session "The New Urban Land Economics"
8.30 am - 12.30 pm 23rd February, 1984.) $10
2. Sessions 2 - 7 a) with morning/afternoon teas only $55
OR $80

Please make out cheques to "TECHNISEARCH LIMITED" and cross '"A/C Payee only".

Return to:

Mr. E.W. White,
Technisearch Limited,
RMIT, Building 5,

124 La Trobe Street,
MELBOURNE, 3000.
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ORMATION
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ishouse Theatre, Level Two, RMIT Union Building, 360 Swanston Street Melbourne, 3000

here is limited parking in the area around the RMIT, we recommend the use of public transport,
icularly the Underground Railway. The Museum Station entrance is conveniently
ted approximately 100 yards from the Seminar Venue.

3ISTRATION

lication for admission is to be made on the form attached to this notice. The course fee is to
ympany the application.

fication of acceptance will be made in writing or by telephone as soon as sufficient enrolments are
ived. As seminar accommodation 1s limited, enrolment acceptance will be made in order of
ipt.

company reserves the right to cance! any course which does not have the required enrolment. It
reserves the right to amend commencement date or session times if necessary.

VINAR FEE $140

fee entitles each participant to attend four {4) hai{ day modules of their choice. This fee includes
ision of morning and afternoon refreshments, light lunch and printed course outlines and case
es. .

‘RA MODULE /S FEE $30 per Module
fee applies only to participants who wish to attend more than four modules.

NCELLATIONS

cellations may be accepted up to ten days before each course. After this a cancellation fee of
% of the course fee will be charged. No refunds will be made after Seminar commencement

e event of failure to attend the Seminar without prior notice the full course fee will be charged

QUIRIES
se contact:
* For technical information about Seminar content
Mr. Geoff Lambe — Australian Institute of Valuers (inc.) Telephone 560 0355
Mr. John Higginbotham — Real Estate & Stock Institute of Victoria Telephone:
379 3333.
Mr. Maurice Squirrell — Dept of Applied Economics, RMIT Telephone 341 2432
or 341 2735. - -

* For general information about Seminars and additional registration forms
Sue McGibbony or Glenda Hannan,
Continuing Education Unit,
Technisearch Ltd,
RMIT.

Telephone: 341 2532 or 341 2533

1984 AUSTRALIA LECTURE SERIES
IN
REAL ESTATE VALUATION AND
INVESTMENT ANALYSIS

Presented by:

Dr. James A. Graaskamp, Ph.D., SREA, CRE
University of Wisconsin — Madison

SO

February 23 — 28, 1984
Melbourne Seminars Sponsored by:

Australian Institute of Valuers {Inc )

Real Estate and Stock Institute of Victoria
Robert A. Milne and Associates

Royal Melbourne Institute of Technology, Ltd.
Technisearch Limited

The Sponsors of this program are pleased to provide the opportunity for those tn the real estate
industry to attend a sumulating lecture series personally conducted by a renowned leader in
the property field

The lecture series has particular relevance to practitioners concerned with professionalism in
real estate and thenr personal professional development It provides an opportunity to upgrade
andgaininsights into modern methods and techniques of real estate valuation and investment
analysis

Participants will come from a variety of backgrounds inthe real estate valuations, consuitancy,
marketing, financing and investment sectors



SEMINAR TOPICS

Seven different lectures are offered in half day modules. Each module consists of 4 x 50 minute
sessions and each session is covered in three to ten pages of outlines and case material.

NO.1 /84 The New Urban Land Economics
1.30 p.m. — 5.30 p.m. Thursday 23rd February, 1984.
This lecture defines real estate and its attributes in its context of physical,
social and legal environments, and the major influences that affect its
marketing, use and measurements,
This introductory session will set the context of real estate for the remaining
lactures and is highly recommended to all participants.

NO.2 /84 Contemporary Appraisal Concepts
8.30 a.m. — 12.30 p.m. Friday 24th February, 1984.
Commences by reviewing the traditional principles and practice of valuation
and then moves to a more pragmatic approach of inferring value from sales.
In addition, the continuing evolution of theory and practice is explored.
This lecture will stimulate all practising valuers and will cover material first
expounded by the late Richard U. Ratcliff and refined and put into practice by
Dr. Graaskamp.

NO. 3 /84 Contemporary Appraisal and the Income Approaches
1.30 p.m. — 5.30 p.m. Friday 24th February, 1984.
Examines the shift towards Discounted Cash Flow techniques and measures,
and will consider the compc2nts of income and expenditure and financing
aspects. {
This lecture will be of particular interest to practitioners concerned with
investment properties and their value analysis.

NO. 4 /84 Feasibility Analysis and Real Estate Consultancy
8.30 a.m. — 12.30 p.m. Monday 27th February, 1984.
In this lecture, the major determinants of the feasibility of a real estate
investment are considered. Given client criteria for selection and the solution
sought, a model of feasibility analysis is presented.
This lecture will be idea! for practioners providing clients with advice
regarding the use of a particular site or finding a site for a particular use, or
finding both a site and a use for an investor.

NO.5 /84 Real Estate Investment Analysis

1.30 p.m. — 5.30 p.m. Monday 27th February, 1984.

Focuses on the important elements that need to be addressed before making
any substantial real estate investment.

This lecture will be of interest to those concerned with investing in real estate or providing advice to
investors.

NO. 6 /84 Real Estate Portfolio Analysis.

8.30 am. — 12.30 p.m. Tuesday 28th February, 1984.

This topical lecture deals with the control and management decisions associated
with real estate investment portfolios.

This lecture will be relevant to managers responsible for real estate investment
portfolios and to those private consultants advising investors.

NO.7 /84 Current Minicomputer Applications in Real Estate.

1.30 p.m. — 5.30 p.m. Tuesday 28th February, 1984

This lecture covers the spectrum of real estate computer applications ranging from
lease rolis to sophisticated D.C.F. and portfolio analysis potential.

This lecture will deal with the state of the art in computer uses and potential for all
valuers, agents and consultants concerned with the real estate and property field.

SEMINAR LEADER

Dr. Graaskamp is Chairman, Department of Real Estate and Urban Land Economics School of
Business, University of Wisconsin. His professional designations include Senior Real Estate Analyst,
Society of Real Estate Appraisers, and Counsellor of Real Estate,in the US.A.

As an educational consultant, he has few peers and in the USA his seminar presentations are in
constant demand coast to coast. Under the sponsorship of the American Institute of Real Estate
Appraisers, Society of Real Estate Appraisers and American Society of Real Estate Counsellors, Dr.
Graaskamp developed the EDUCARE programme of comriputer applications for real estate appraisers
and investment analysts.

Dr. Graaskamp is also active in private practice. He is President and founder of Landmark Research
Inc., which was established in 1968 as a consulting business and now has seven full-time employees.

Assisting Dr. Graaskamp will be his associate in Landmark Research Inc., Jean B. Davies.
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FIRST MODULE

THE NEW URBAN LAND ECONOMICS

Presented By

Professor James A. Graaskamp, Ph.D., CRE, SREA

University of Wisconsin School of Business

FIRST HOUR

I, BASIC CONCEPTS AND DEFINITIONS

A,

Real estate is a tangible product - defined as
artificially delineated space with a fourth
dimension of time referenced to a fixed point on
the face of the earth.

1. Real estate is a space-time unit, room per
night, apartment per month, square foot per
year, tennis court hours, or a condominium for
two weeks in January at a ski slope.

2. To the space-time abstraction can be added
special attributes to house and contribute
some form of activity. Contribution is
efficiency, security, comfort, or well-being.

3. Improvements from survey market to city layouts
to structures define space.

4, Legal contracts and precedents define time,

5. Rights of use are defined by public values,
court opinions.

6. Private rights to use are those which remain
after the public has exercised its rights to
control, to tax, or to condemn.

A_real estate project is a cash cycle business
enterprise which combines a space-time product with
certain types of management services to meet the
needs of a specific user. It is the process of
converting space-time needs to money-time
dimensions in a cash economy.



An_enterprise is an organized undertaking whose
form and behavior at any point in time is a
concensus or synthesis of forces outside the
enterprise attempting to determine its form and
behavior and focus within the organization
which can affect form, behavior, and sustaining
energy over time,

A_real estalte busipess is any business which
provides expertise necessary to relate space-
time need to money-time requirements and
includes architects, brokers, city planners,
mortgage bankers, and all other special skills.

The true profif cenfers in real estate are in
the delivery of services and cash capital.

Equity_ownership is the degree to which one
enterprise controls or diverts cash from
another real estate enterprise.

Public ownership exists to the degree real
estate taxes, user fees, and other charges take
a percentage of gross revenue in excess of
service cost.

A consumer must view space as one part of a
total consumption system involving direct cost,
surface cost, transportation cost and negative
income of risk.

The_real_estate process is the dynamic interaction
of three groups, space users (consumers), space
producers, and the various public agencies
(infrastructures) which provide services and
capital to support the consumer needs. (See
Exhibit 1.)

1'

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



EXHIBIT 1
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2. A desirable real estate solution occurs when
the process permits maximum satisfaction to the
consumer at a price that he can afford within
the environmental limits of land while
permitting the consumer, producer, and the
government cash cycle to achieve solvency -
cash breakeven at a minimum, after full payment
for services rendered.

3. Solvency of the total process, not value, ig
the crifical issue.

4, Land is an environmental constraint and not a
profit cener.

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

The consumer group requires three levels of
marketing sensitivity.

1. Ihe colleciive consumer operating through the
political process must be convinced that it
should provide permits, zoning, or other
approvals which franchise project.

2. Ihe individual consumer who rents or buys must
be convinced he will improve the activity
housed in terms of convenience, efficiency,
security, and well-being at a periodic cash
cost which is affordable.

3. Future users consist of undefined future
tenants representing a change in use which
requires flexibility of site, structure, or
services to maintain market edge, and therefore
presumed resale liquidity.

Recognition of the fact that profit maximization
must be limited by concerns for physical
environment and community priorities for land use
has resulted in redefinition of the most basic
concept in appraisal; i.e. highest and best use, in
the authorized terminology handbook sponsored by
the American Insitute of Real Estate Appraisers and



the Society of Real Estate Appraisers. Compare the
1971 definition with that for 1975:

Highest and best use concept -

A valuation concept that can be applied to either
the land or improvements. It normally is used to
mean that use of a parcel of land (without regard
to any improvements upon it) that will maximize the
owner's wealth by being the most profitable use of
the land. The concept of highest and best use can
also be applied to a property which has some
improvements upon it that have a remaining economic
life. In this context, highest and best use can
refer to that use of the existing improvements
which is not profitable to the owner. It is
possible to have two different highest and best
uses for the same property: one for the land
ignoring the improvements; and another that
recognizes the presence of the improvements.

p. 57, Real Estate Appraisal Principles and
Terminology, Second Edition, Society of Real Estate

"Highest and best use: That reasonable and
probable use that will support the highest present
value, as defined, as of the effective date of the
appraisal. Alternatively, that use, from among
reasonably probable and legal alternative uses,
found to be physically possible, appropriately
supported, financially feasible, and which results
in highest land value. The definition immediately
above applies specifically to the highest and best
use of land. It is to be recognized that in cases
where a site has existing improvements on it, the
highest and best use may very well be determined to
be different from the existing use. The existing
use will continue, however, unless and until land
value in its highest and best use exceeds the total
value of the property in its existing use. Implied
within these definitions 1s recognition of <the
contribution of thaf specific use Lo community
enyironment or Lo commupity development goals in
addition to wealth maximization of individual
property _owners. Also implied is that the
determination of highest and best use results from
the appraiser's judgment and analytical skill,
i.e., that the use determined from analysis
represents an opinion, not a fact to be found. In
appraisal practice, the concept of highest and best



use represents the premise upon which value is
based. In the context of most probable selling price
(market value) another appropriate term to reflect
highest and best use would be most probable use. In
the context of investment value an alternative term
would be most profitable use.

Beal Estafte Appraisal Terminology, Edited by Byrl

N. Boyce, Ph.D., SRPA, Ballinger Publishing Co.,
Cambridge, Mass., 1975. (Emphasis added.)

The purchase of a piece of real estate today
involves the acceptance of a great many assumptions
about the future. Those who take care to validate
these assumptions in a period of transition as to
public land use control tend to have the most
successful investment.

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

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

3. Risk management is the control of variance
between key assumptions and realizations.

4, An appraisal is a set of assumptions about the
future productivity of a property under
selected conditions of certainty.

5. A feasibility study is a test of a particular
proposal under alternative sets of assumptions
about the future and its tolerance for
variance or priority for certainty.

The concept of highest and best use of land was a
commodity concept which did not consider
externalities adequately. It is being replaced by
concepts of most fitting use and the concept of
most_probable use.

1. The post fitting use is that use which is the
optimal reconciliation of effective consumer
demand, the cost of production, and the fiscal
and environmental impact on third parties.



Reconciliation involves financial impact
analysis on "who pays"™ and "who benefits"--
thus the rash of debate on how to do impact
studies.

The most_probable use will be something less
than the most fitting use depending upon topical
constraints imposed by current political
factors, the state of real estate technology,
and short-term solvency pressures on consumer,
producer, or public agency.

Most probable use means that an appraisal is

first a feasibility study of alternative uses
for a site in search of a user, an investor,

and in need of public consent.

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

1.

A real estate decision has only two basic
forms., Either a site is in search of a use and
consumer with the ability to pay, or a
consumer, need or use with a defined ability to
pay is seeking some combination of space-time
attributes he can afford.

The individual consumer with needs and a budget
is the drive wheel.

The public sector represents the community
owned consumer service delivery system, seeking
to minimize marginal cost to the consumer and
average cost to the community at large.

The production sector responds to a derivative
demand for engineering and management
expertise,

Real estate is a collective decision and a
product of the political process.



Critiquing the form and adequacy of a real estate
solution is analogous to the artistic concept of
Judging the success of an art object by relating
form of the solution to the context to which it was
created,

1.

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

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

A solution is judged for its correctness or
success in terms of the degree of fit of the
form proposed to the context.

Feasibility analysis is concerned with the
degree of fit or the extent of misfit between a
proposed course of action and the context
within which it must operate or fit.

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

Ultimately there are only three major decision
formats for real estate and land economics.

1.

2.

A location (and related improvements) in search
of a justified use.

A justified use in search of the best fitting
location (and related improvements).

Money in search of an investment in location
and related improvements--the conversion of
space-time needs to money invested over time,



‘Analysis Process: In Search of a Use(s) For a Site
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EXHIBIT 4

Analysis Process: The Search For a Site For a Use(s)
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search parameters
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EXHIBIT 5

Process for Investor Selection of Real Estate
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II.

THE NEW URBAN LAND ECONOMICS
Presented By

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

SECOND HOUR
ANALYSIS OF LAND AND IMPROVEMENTS

BASIC CONCEPTS

Site analysis begins with a specific site and structures
or stems from the market revenue approach as a set of
site specifications which will control the search for
alternatives. Today there is no such thing as raw land
or a vacant lot., A site suitability study recognizes
every site as having:

A, Static attributes--physical characteristics of size,
shape, topography, soils, etec.

B. Legal attributes--public controls, private
agreements, and potential legislation defining use.

C. Linkage attributes--relationships to other sites
which may tend to generate movements of goods and
people to the subject site.

D. Dynamic attributes~~characteristics which affect
- behavior such as visability, prestige, or feeling of
fear or anxiety.

E. Environmental impact attributes on physical, social,
or economic factors both on and off the site.

PHYSICAL ATTRIBUTES

Static site attributes which begin to narrow the
potential market alternative uses should include both
the facts and their implications for productive use in
such topic areas as:
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Size, shape, and lot area

Topography, soils, geology, slope stability, bearing
capacity, septic suitability, potential for
subsidance, etc.

Water table, wells, streams, ponds, storm water
swales, shoreland edges, bulkhead lines, flood
plain designations, etc.

Flora and fauna which enhance marketability or which
might cause envirommental impact litigation.

Concealed utility easements, old foundations, etec.
Existing on-site utility services and capacity.

Access points to public thoroughfares or private
right-of-ways.

Site improvements such as paving, retaining walls,
pedestrian paths, culverts, etc.

Landmark attributes or historical site features
Define physical system sub-systems

Foundation system
Structural system

Floor system

Ceiling system

Roof system

Exterior wall system
Interior wall system
Horizontal circulation system
Vertical circulation system
Life-safety system

HVAC system

Site circulation system
Social control system

WN = OV~ EWN —
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III.

1"

LEGAL ATTRIBUTES

Legal attributes should move from specific limitations
on the site imposed by rights of others to private
covenants, private controls, etc. It is important to
recognize not only the black letter law but the
composition of those authorities who have discretionary
responsibility for interpretation, enforcement, or
amendment of these controls relative to future uses of
the site.

A, Legal interests, vested or continued of other
persons in the site.

B. Legal description, its accuracy, and implied
transfers.

C. All local ordinances defining alternative setback
lines and height limitations in order to identify
alternative building envelopes permissable on the
site.

D. Private covenants limiting use, reuse, or
modification of the property (urban renewal
covenants, landmark building facade bequests, etc.)

E. Applicable zoning and building code limitations on
use and the critical constraints of each relative to
floor area ratio (FAR) bulk, parking requirements,
dwelling units (DU), etc.

F. Special zoning options which may be available at
owner's option such as rezoning, down-zoning, PUD
zoning, etc.

G. Special controls imposed by other communities
through extra-territorial zoning, tax conservancy
commitments, urban renewal districts, tax increment
districts, county regulation of subdivision, and
overlapping jurisdiction.

H. Special state constraints on uses affecting
shorelands, state highways, state airports, etc.,
including state industrial building codes.



Special federal constraints such as airport
approach zone districts, harbor and river
commissions, office of environmental protection,
Department of Housing and Development (HUD),
provisions for the handicapped (HEW), and many more.

Since the building process takes time, impending
legislation is important, and regulations require
interpretation or public hearings so that public
attitudes and expectations may modify black letter
law.

A hidden source of regulation are the rules which
control the lending institutions which lend the
money. For example, they cannot lend on any
properties located in a designated flood plain
except under certain conditions which include
community participation in flood prevention
programs.

Attitudes of sewer, water, and highway commissions.

Planner's views of physical barriers to restrict
Usprawl",

Following the legal attribute inventory, an analysis
of the static and legal attributes should be
summarized in terms of competitive advantages and
disadvantages for costs, pricing, and marketing.

1. Some attributes lead to higher cost which the
front door approach may reveal as leading to
excessive rents or prices.

2. Some static or legal attributes can provide
monopoly advantages because its suitability is
unique relative to lands all around it, because
of exemption from certain regulations, or
existing approvals of development plans,
including licenses for dredging, building code
variances, etc,

3. Static attributes will also help identify "best
use" or the most probable buyer.

4, VLack of fit between static site attributes and
merchandising data is a basic cause of
unsuccessful projects. ‘
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LINKAGES

Linkage attributes have to do with functional network
relationships or points of interaction with activity
centers which may generate users or provide the
infrastructure which support the site.

A, Streets, sidewalks, rail, and transit systems
serving the site.

B. Access points.
C. Utility services are linkages, too.

D, Capacity of existing systems to absorb unit volume
generated on site and implications for off-site
improvements budgets.

E. Relationship of subject site to generators of
potential needs and uses for the subject site.

F. Neighborhood demographics (population, age,
employment, income, etc.)

G. Relationship to competitive alternatives and
projects and exposure to interception of linkages.

DYNAMIC ATTRIBUTES

Dynamic attributes have to do with the mental or
emotional responses which a site or project stimulates
as it affects decision-making behavior. These decision
makers may be property buyer, regulators of site use,
customers of establishments located on the site, or peer
groups which set community attributes or make decisions
for others by proxy (Board of Elderly Care Organization).

A. Image conditioning of the approach zone.

B. Visual factors in terms of prominence of the site,
views from the site, potential for controlled sight
lines, etc.

C. Anxiety factors of access and security.
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D. Noise as a function of traffic count or of nearby
land uses.

E. Prevailing air currents and airborne pollution
(phosphate plants or sulphite paper mills, for
example).

F. Political images established for a site by the
public positions of local politicians or vested
interest groups.

G. Historical community reputation and values attached
to the project site and structures.

1. Recycling of old buildings within existing urban
areas 1is fashionable among architects and the
upper class.

2. Recycling may establish historical roots and
images.

H. Perceived supply and demand factors.

OFF-SITE ENVIRONMENTAL IMPACTS

The real estate product today must respond not only to
the needs of the individual consumer in the market place
but to the collective community of consumers which
represent the community political environment. The
landscape builds like a reef, the cumulative bones of
thousands of individual decisions. This decade will
witness a final transition from relative lajissez faire
attitudes of land as a commodity to highly democratic
regulation of land _as_a_public resource and land _use_as
a_privilege granted by the public. If the proposal
won't sell at City Hall, there will be no opportunity to
market the product to individuals. Therefore, the
project must consider in its feasibility procedures and
in constraints imposed by pre-architectural programs the
impact on the environment of:

A. Physical factors of the environment.

1. Soil stability and water tables beyond the site
boundaries.

2. Eutrophication of lakes and streams.



B.

3.

u'
5.
6.

Disruption of environmental edges, plant, and
wildlife areas.,

Impact on energy resources,
Contribution to social disintegration.

Aesthetic and urban design.

Social factors of the environment.

1.

Displacement of existing residents and
neighborhood units.

Contribution to social integration or mobility
barriers.

Contribution to land use heterogeneity.

Contribution to regional and community master
plans.

Economic factors of the environment.

-t
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5.

Direct impact on real estate tax revenues.
Direct impact on other governmental revenue,
Direct impact on incremental government.

Secondary contributions to local government
revenues.

Secondary cost burdens created for local
communities.

Real estate business ethic environment.

1.
2.
3.
4,

Impact on supply equilibrium.
Impact on associated contractors.
Impact on families of project sponsor.

Ligitimacy of financing structure,

15



VII,

E. Silhouette of proposed project in terms of public
perception of impact.

F. Relationship of impact assessment to:
1. Scale of project.

2. Vulnerability of project sponsor to secondary
consequences of political discretion.

3. Stamina of project sponsor in the face of public
pressure.

MOST PROBABLE USE MATRIX

Definition of the site attributes permits the appraiser
or the planner to hypothesize some alternative uses for
the site. (Exhibit I-2.) The appraiser should be able
to set up a series of back door, revenue to justified
budget parameters for these uses to suggest the
parameters within which cash flows might crunch.

This technique is not unlike the residual approach, it
has the same potential for misleading, but when combined
with a sensitivity approach, does identify the
conditions critical for financial solvency.

16



Fanaibility Factar
Market Demand Risks

Legal/Political
Acceptabilfity

Technical
Construction
Problems and
Capital Cost Riaka

Relative Investment
Power Based Upon
Revenue Generation
Potential

Special Income Tax

Advantages or Publie
Sudbsidies Avallable

Real Eatate Tax
Consequences to
City

Scenario 1

Relurn to Formsr Upe

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

Inconsistent with
long term City goals
for 0lin Place

Failure to repair
within one year may
have jeopardized
grandfathered non-
oonforming building
conditions. Other-
wime this use has
loweat oonatruation
risks of Scenarios 1
through 5

$192,765

None

Modest inoreame in
assessed value

FEASIBILITY OF ALTERNATIVE USES

Sosgario 2

Purchase by Welfare
—Agenay . .

Velfare agencies
lack capital
reaouroes to
purchamse and rewodel
facilities, given
the absence of
government funding

Mixed acoceptability
as {nterim use as
housing for
tranaient males by
some groups; favorad
by welfare advocates
and disfavored by
looal residents

Capital oosts of
renovation to state
standards exceasive
for short term use

$120,380

None

Loss of $194,300 tax
base with tax-exempt
agency as owner

Sosnario 3

Conversion to

Claas B/C Qffiae

Office market
becouing more prioce
sensitive; would not
accept neighborhood
and lack of parking
unless rents were
lower than necessary
to support remodeling

Neighdorhood
resistance to
inoreased demand for
street parking

Variance needed for
parking requirement
of 1 stall per 300
3F to 1 atall per
2,500 SF of office
space

480,331

Rebabilitation tax
oredit of 20% for
older commercial
building conversion
plus posasible
induatrial bond
fipanoing

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

Sosnaria 8

Conversion to
Apartments with
Qffice on iat Floar

Strong demand for
spacious two bedroom
units in CBD area

Prefarred uss, given
need for downtown
housing and politi-
aal statements by
alderpersons for
reduction of bar
business in reaiden~
tial neighborhcods

Spacious apartments
with views provide
favorable rent/cost
per SF ratio--
housing oode oreates
wore remodeling risk
than commercial oode

$103,220

Possible historic
landmark status for
25% rehabilitation
tax credit plus tax
incroemsentsl
financing (TIF)
assistance

Real estate tax bane
would be multiplied
approximately 3 1/2
timen the present
assessmant

Scanario 5
Conversion to
Apartments with

—Nxiating Bar

Though there is a
strong demand for
affordable downtown
housing, oconsumer
survey shows tenant
reluctance to live
above noisy/potens
tially salodorous
bar-restaurant

Preferred use for
housing is ocompro-
nised by existing
bar managoment
agreement

Apartaent mix
cheapened by re-
taining existing ber
operation~-smaller
units require more
plumbing and bring
leas favorable rent/
oost per SF ratio

(410,513)

Posaible historioc
landmark status for
25% rehabilitation
tax oredit. TIF
less likely because
inorease in tax 1is
smaller

Real estate tax banme
would be multiplied
approximately 2 1/2
times the present
assessuont

Scanario 6

Demolition amd
~Sals_of Site

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

Inconsiatent with
oonstituenoy
favoring landmark
designation

413,778

Kone

Losas of
approximately
$140,000 of tax base
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THE NEW URBAN LAND ECONOMICS

Presented By

Professor James A. Graaskamp, Ph.D., CRE, SREA

Wisconsin School of Business
THIRD HOUR
REAL ESTATE MARKETING REDEFINED

BASIC CONCEPTS AND MODELS

A,

In a price economy cash solvency begins with cash
revenue which in turn requires a consumer willing to
spend in his own self-interest. Real estate project
cash flows, growth in investment value, and all
related premises of leverage, arbitrage, etc.,
presume some level of monopoly to avoid competition
and exploit spatial inertia.

Free enterprise is the art of creating your own
monopoly at appropriate points in time.

1.

For products, monopoly requires control of raw
material, design, services, and marketing
channels.

For services, monopoly requires behavioral
conditioning of consumer,.

Real estate is both product and service.

Timing is concerned with a supply cycle and
behavioral and demographic evolution.

Complexities require reduction of marketing
perspective to very selected segments and time
frames (market gaps and windows) which can be
modeled.

Segmentation in both market research and

merchandising to achieve monopoly reflect the
following concepts:

1.

Market studies are of the aggregate,
uncontrollable variables and forces in longer
time series within which the real estate
enterprise must find opportunities for
customers.

18
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Merchandising studies are primary research of
controllable variables in abbreviated time
series with which the real estate enterprise can
best operate within the sea of uncontrollable
variables to capture opportunities.

Market research is a process of disaggregation
from secondary data to refined segments which
scale a subset of the population who may
represent a merchandising opportunity.
Merchandising research is concerned with how to
capture some part of that opportunity with a
buy/sell transaction.

Positioning is the strategic selection and
tactical implementation of controllable
variables to achieve enterprise goals within
uncontrollable market trends. Positioning
starts with a "P" because the ultimate research
product is concerned with:

a. Premise for monopoly at the margin

b. Profile of prospect and supply segments
within population (absorption rate)

c. Profile of political power segments within
permit process

d. Psychology of the transactional decision to
spend or vote

e. Product and service standards

f. Product and service differentiation

g. Product and service pricing

h. Pene?ration into prospect profiles (capture
rate

i. Pace and phasing of production

Jje Promotional and motivational channels

Positioning at the strategic level is the sum
total of decisions made to exploit aggregate
opportunities and to avoid aggregate adverse
factors or potentials indicated by data on
effective demand and categories of supply. The
subject areas of analysis are listed in number 4
but the abstraction level of data is not
malleable by the decision maker. His enterprise
can be maneuvered within these larger force
fields.
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6. Positioning at the tactical level is concerned
with all the detail of controllable variables
within the subject areas listed in number 4, but
the decision maker can specify the exact form
these elements will play in his enterprise. In
short, positioning is the objective of decisions
made and the questions addressed in market and
merchandising research.

T. Thus the concept of segmentation also operates
on two levels, the disaggregation of aggregate
data, and the differentiation of product mix and
promotion codes of merchandising.

8. Because the research objectives listed in number
4 require integration of market data and
merchandising data within models which share
certain premises and hypotheses, it follows that
the seminar must also recognize and maintain
these links to the final questions or decisions
to be resolved in a land use decision.

Collective users operate politically to protect
their perception of a real estate decision impact on
their cash revenues, expenses, and future net worth.
For purposes of favorably influencing the voting
transaction (which can occur explicitly or
implicitly) it is necessary to understand the
political options available to various segments of
collective consumers with a presumed vested interest
in an enterprise decision.

1. Contiguous property owners

2., Organized neighborhood - tenant associations

3. Constituencies sharing common interests, such as
age, school children, religion, professions,
etec.

4, Community power structure and media bias.,

5. Formal political district boards and councils

6. Public agencies regulating community
infrastructure

T. Public agencies regulating financial
institutions

Most feasibility cases require the analyst to create
his own models with which to structure the data
available and the data which must be researched.
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Remember, models organize the analyst, the
report, and the client,

a. Models explain what you are going to do.

b. Models make relationships and key
assumptions explicit.

¢c. Models permit clients to understand logic
of conclusions and to test their own set of
assumptions.

A market research model should be careful to
recognize:

a. What are the questions?

b. What data is available - which is relevant?

c. What theory is available to focus data on
the questions?

d. How wWill the results be communicated?

e. What are the abilities of the analyst?

f. What is the cost/benefit ratio between the
model method and the question?

Market_data models use aggregate data, secondary
information, the easy to acquire data from
census tracts, traffic counts, building permits,
and so on., It is useful to scale the size of
the market potential of the opportunity area,
but by itself aggregate market data is
relatively unimportant to the success of most
projects.

a. Absorption rates apply to aggregate market
data to determine the total size or amount
of market activity in terms of how many lots
were sold, how many apartments in a rental
rage were newly rented, or how many square
feet of leased office space were occupied.

Merchandising data models are generally primary
information generated by the analyst about
specific competitive projects and specific user
groups which will permit an estimate of what
percentage of the opportunity group can be
captured for a specific project.
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a. Capture rates are the product of merchandise
research and are the ratio of the total
opportunity potential which might be secured
for a project or must be secured to achileve
financial goals., The capture rate will
reflect a careful judgment of product mix,
amenities, pricing, and timing.

Alternative purposes of primary market research

1.

To establish ratios for disaggregation of
secondary data to focus on specific subsets or
segments of the market (to scale market
opportunity).

To profile consumer demographics, motivations,
and dissatisfactions in comparable projects.

To profile fears of segments of collective users
within a political coalition.

To survey professionals who serve ultimate
consumers to identify trends in terms of office
layouts, technical support systems required,
financing, or motivations for future use
conversions.

To generate a definition of the competitive
standard for comparable projects.

To discover the competitive edge in terms of
site/product/service/advertising to insulate
project from direct price comparison shopping
and competition.

Recognition of real estate as a subcomponent within
a larger physical and behavioral system.

1.

2.

To contribute to the efficiency of the activity
housed,

To contribute to the security of the
establishment housed.

To reduce anxiety and stress of occupants
housed.
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4, To enhance the public and self-image of the
occupant. '

Focusing on monopolistic merchandising targets.
1. Correctly recognizing the space-time product.
2. Correctly identifying who signs the check.

3. Correctly discovering what motivates the
signature.

4. Providing acceptable justification for signing
the check.

5. Phasing the project to fit the pace of the
target group.

Combination of all elements relating to a site, in
search of a use can then be integrated with
financial analysis in a logic to screen alternative
uses as suggested in Exhibit 3.
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THE NEW URBAN LAND ECONOMICS
Presented By

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

FOURTH HOUR

BASIC ELEMENTS OF FINANCIAL PLANNING

Every real estate project is an individual business
enterprise which must be planned so that cash receipts
are available in a timely manner to meet all required
cash outlays. This planning proceeds from generalized
proforma budgets for a normal year of operations toward
detailed budgets integrated with the construction,
marketing, and operational phases of the project.

A. Financial Planning for future receipts and outlays
requires extensive assumptions organized among the
following categories.

1.

7.

The time line for segment of the real estate
process to be considered from a particular
viewpoint.

The profit centers available to be retained or
traded for financing.

The expected pattern of operating revenues and
expenses. »

The expected pattern of capital sources and
applications.

The expected pattern of real estate, income, or
estate taxes along the time 1line,

Strategic and tactical financial plans for
control of variance (risk management).

Concepts for measuring financial yield and
risks.

B. Every real estate project has a life line from
concept to eventual demolition, within which the
investor is choosing a specific time-line segment
for planning., At any particular point on the line,
only certain profit centers remain.
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1. Security of financial sources requires matching
of profit centers along the line to repayment
schedules on the debt.

2. Equity is the degree to which profit centers can
be diverted to the investor's benefit and yield
will be some relationship of receipts to outlays
over time.

3. The time line of the project must be
synchronized to the longer term cycles of the
market and the short cash cycles of the tenants.

4, Development analysis begins with a normalized
set of operating revenue and expense assumptions
and then works forward to cash flow over n
periods and then backward over the construction
period prior to normalized operations.

The preferred method of financial planning is to
select a market target in terms of rent levels and
services and solve for the capital budget justified
by revenues.

1. The traditional method is to convert net income
available for debt service by a required debt
coverage ratio characteristic of financing for
that type of real estate. (Consider Exhibit
I-3.)

2. The contemporary method is to view a real estate
project like any other enterprise by
establishing a critical cash break even point
for planning purposes (sometimes called the
default point) as demonstrated in Exhibit I-4.

3. Where the architectural budget or acquisition
price is already known, the financial planner
begins by solving for the rent required by the
capital budget desired (Exhibit I-5).

A required capital structure to finance the real
estate project will represent a negotiated
compromise between multiple cash cycle enterprises
including tenants, investors, public infrastructure,
land owner, and developer. The elements of
negotiation will represent arbitraging among the

26



27

EXHIBIT &4
% "y Rt e b d R Y LA A P S W S T A S N R Y O L, T ST TN L RN "‘"
E Figure 8
i
Loan to Cost Ratlo Approach i
{ {Frontdoor Approach) H
L
Site Acquisition Cost: $100.000 80,000 sq. ft. land !
3 bl ?:: .
1 ] Construction Budget: $960.000 f 32,000 x $30/sq. ft. :
4 .. ; :
-+ P :
1 Indirect Cost and fees, interest, etc. !
4 Development Fees: $180.000 H
3 < I
3] :
k Tota! Capitai Budget: $1,240.000 ;
! «  ToaaEm x :
{ » ) g
; [ 1 - Loan to Cost Ratio = .2 Loan to Cost Ratio: .8 J '
| |
] [ L
i v
: :
f Required Pre-Tax Cash 20yr. 11%% 4
: Distribution Rate: 6% monthly pay 3
{ Cash Throw Off Debt Service (Cash Required i
3 Required for Equity: $14.880 for Mortgage Lender): $126.944 1
3 i
| i
- Debdt cover ratio: h
13
‘ Net Operating Income >
{ - 3 - ]
: Debt Service i Reai Estate Taxes: $32,176 f 1
: $141.82¢ .. 1.11 (t00 low) ; _ - T i
1 $126,944 e e 3
{ Cash Repiacements: $1.000 g
§ ey
’ Defauit ratio: H
t
¢ Op.Exp. + R.E Tax + Debt Serv. k
k Gross Rent ‘
3 -
$80.000 + $32,176 + $128.944_ 89 l
F $288,421 3
A
SE v En ;
3 | NetLeasabieunus:27200Gta | 3
$9.87/sq. It. GLA ’
. . i
b B i e 2303 e o ™+ sl st ¥ 1 e A e——cs et s DA Al n o sl i) Cn st e aie i bl




EXHIBIT 5
f?‘{ -.‘,,‘vv:\..- '~~71‘-"-"'.‘£.'"‘: (D AU eon 3 T o e Sla i T T Y Y T \ -‘f:—‘?
. Figure 9

PR TR

“ ""’D;"Tr’vvr* Ll ARl e o Ll et AR N

Debt Cover Ratio Approach
(A Backdoor Approach)
Lender’s Point of View

Gross Rent Potentiai: $251,600 {
£ ores
: - i

5% Vacancy Loss: $12.600

27.2003q. ft. GLA x $9.28

Net Operating Income Available
For Debt Payment, income Tax, Cash Dividends:

$128.000
- s s
2. o S S -
Dabt Service Cash: $105.000 I Debt Cover Ratio
X Required By Lenders: 1.2

Cash Availabis For
income Tax and Investors:

$21,000 Cash Available for

Debt Service: $105.000

Required Pre-Tax Cash
Distribution Rate: 6%

E
E
{.
?
:

Justified Cash
Equity investment:
$350.000

Existing Ctaims or Planned X
improvement Budget: Land & Indirect Costs

$280,000
T

Proceeds Available for
Property Purchase As Is: Funds for Construction Budget
$890.500

g
_$890.500 _.$27.80/sq. ft. justified building budget
32,000 9q. ft.

e s rosle 1he s s 01 senerld b

NS T O A P 15207 S TTRp R 1§ SPRA IR 1" U SRS PPN~ S Se A i A




EXHIBIT 6

T E TR S b 2 A S8 et Ml T '7“"1. b IAAR AAE N BOIE 251 St S it Aartd a2 oo S
Figure 10
Default Ratio Approach

{(Another Backdoor Approach)
Developer's Point of View

oy

Gross Rent Potentisi: $251,600

PRPRRE VRPN ¢

Rigk Variabies And
Equity Cash: $37.740

| 5% Vacancy Loss: $12.580

et o aon basreiirl o s v Sl

r Rigk Resarve: 0

Cash Available
For investors: $25,160

Cash Available for
Debt Sarvice: $100.860

G PR AT P NG TSI P A oS M TS WA | U1 MR e BN it ) S0 o (A P4

Required Pre-Tax Cash
Distribution Rate: 6%

Justified Cash Justified Mortgage
Equity Investments: $419.333 - $1.207499  —a—f Loan: 5788.1966g

1 . .

Totai Justified Investment

asam b

]

;
‘.
¢
]
£
%
S
3
i
)
&
P

Existing Claims or Planned Land & Indirect Costs
Improvement Budget: $280.000

Pro Prgcocds Ava-"::b!e fgrg 27500 Available for ¢
rty Purchase “As is": . i
perty Fu Construction Budget

$37/3q. ft. Of gross area for justitied building budget

ez ST : S B - . . N L.
s P PP 2 U SR L U o1 NP SN T I S P LN I S




comparative advantages of each party and the risk
level acceptable to the decision makers in each
party at interest.

1. Owner-lender
2. Land owner, building owner, lender, tenant

3. City, land owner, building owner, lender,
tenant, limited partner, preferred partner,
general partner

4, The arbitrage trade offs reflects the present
value over time of each participant's
comparative advantage in terms of payment for
services, opportunity cost of money, tax
advantages, ability to control and fund
variance, and psychic income.

Financial risk management is the control of variance

between expectations and realizations, between
proformas and actual profit and loss statements,

balancing of receipts and outlays over time. Risk

management methods include:

1. Improving forecasts through statistical research

of the critical facts.

2. Combining risks by pooling resources, by
diversifying investments, and by improving
forecasting through scale of operations.

3. Shifting risks by insurance contract, accepting
the small certain loss of an insurance premium

rather than the unpredictable loss of unknown
frequency and severity of some insurable
catastrophe like fire, collapse, death, or
disability.

4, Shifting the risk by two-party contract.

5. Limiting liability for losses through the form

of ownership as a corporation or limited

partnership or esculpatory clauses (which says
the lender can only take the property in case of

foreclosure) with which one party releases a
second from an obligation to perform or for
damages as a result of failure to perform.
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Hedging 1s a term which covers a wide variety of
devices for protecting oneself against future
price fluctuations or other future
contingencies. A mortgage is a straddle in
future space markets, as a call on appreciation
and a put to the lender if market declines,

Concepts of measuring yield are all variations on
the objective that receipts to the investor should
exceed outlays over time to a degree sufficient to
compensate for risk of loss and deferral of
consumption.

1.

The very simplest measure of yield is, more is
better than less, sooner is better than later,
and spendable is better than accruing.

Overall rate of return on capital toc measure
positive leverage.

Spendable cash on cash after taxes.
Change in net worth after taxes.

Change in purchasing power of spendable cash and
liquidating value of net worth.

Degree of variance in portfolio return.

Degree of improvements in liquidity and mobility
of portfolio capital.
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Presented By
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FIFTH HOUR

REAL ESTATE PRODUCT AND PUBLIC INFRASTRUCTURE

The buyer or tenant of real estate space instantly
becomes an ongoing customer for an infinite array of
public services provided to support that particular
project. Therefore the real estate project is only a
short segment of a long time line continuum of cash
outlays and service benefits. The question is who
benefits and who pays--the fiscal impact of the
incremental real estate project.

A.

The public revenue from a real estate project takes
many forms and generally is poorly timed relative to
the cost outlay for such services, so that the
public must bridge the gap between revenues and cost
with public debt, taxes, user fees, and exactions on
the developer.

1. The real estate taxes on new improvements

2. Real estate taxes on enhanced adjacent
properties

3. Third level multipliers on community income and
capital investment

4, User fees and development permits

5. Development dedications and negotiated
contributions

6. Sales and income taxes attributable to community
growth

T. Recapture of district and federal tax payments
in the form of project subsidies and
governmental financing

The collective consumer is now aware of the
consequences to each of them implied by the fiscal
impact of alternative land use plans and therefore
the politics of real estate must arbitrage among the
comparative advantages to be enjoyed by each set of
actors in the development process and the public
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financing arena. Each party attempts to retain the
benefits while shifting the cost, by redefinition
of:

1. Percent share from special assessment versus
general assessment

2. Time lagged collection of costs relative to
benefits

3. Broader definition of geographic fiscal base
than actual benefit area

L., Broader definition of economic benefits than can

be measured or expected

5. Coalitions of beneficiaries to achieve omnibus
legislation incorporating specific benefits and
generalized taxation

6. Deliberate fragmentation of systems so that down

stream adverse effects are not considered

Real estate development plans requiring public
approval are now advocated on the basis of cash
benefits to off-site beneficiaries, or at least the
cash solvency guaranty of the collective consumer.

1. The land planner justifies apartment/townhouse/

single family mix of the residential development

in terms of tax base per child as well as
environmental loads in terms of gallons of
sewage, acre feet of storm water, or vehicles
per hour generated and burdening public
infrastructure.

2. New office buildings or industrial parks create
more tax revenue than service costs so these
surplus revenue land uses become the objects of
competition among various communities who are
willing to buy future surpluses at some present
value of the expected future cash flow.

3. Federal or district expropriation of land for

parks, military bases, or other large scale uses

must provide compensation to communities for
lost tax base revenues.
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The public is willing to purchase future benefits
with such devices as:

1.

Tax incremental financing which permits
definition of a special district, a freeze on
assessment base, and funding of a bond issue
amortized from increased tax revenue, to the
exclusion of all other overlapping tax
districts. These bond proceeds can be used to
finance public improvements, land writedowns, or
financing of tenants and buyers if the "but for"
criteria applies.

Industrial revenue bonds permit financing of
private endeavors with tax exempt public funds
if it creates jobs and tax base for the
community.

Urban development action grants are federal
grants to communities who in turn make low
interest loans to selected developers to achileve
lower opportunity cost of funds.

Special tax offset subsidies of up to 25 percent
of capital cost are available as investment tax
credits for remodeling landmark buildings,
updating old commercial buildings, or installing
energy efficiency features.

In short, urban economics is the study of local
governments and service utilities as cash cycle
enterprises which are first attempting to maintain
cash solvency, secondly create short term surpluses
(the profits of non-profits) for credibility with
various constituencies and ultimately increase stock
of public capital infrastructure for the delivery of
services to residents at the expense of
non-residents.

Palo Alto example

Comparative advantage in the development of
economic base

Risk management by means of public/private joint
venture or consortiums
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SECOND MODULE

CONTEMPORARY APPRAISAL - MARKET COMPARISON APPROACH
Presented by
Professor James A. Graaskamp, Ph.D, CRE, SREA

University of Wisconsin, School of Business

FIRST HOUR

Basic Concepts of Contemporary Appraisal

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

A.

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

1. Notice that the above does not presume the conditions
of fair market value. (See Exhibit 1.)

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

b. Negotiation abilities of equal force, or

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

2. Contemporary appraisal does presume that price must

always be conditioned by the property rights,
financing terms and conditions of sale required by
the issue for which appraisal is sought as a

benchmark.

3. Contemporary appraisal may therefore apply different
definitions of value depending on the problem
including fair market value, cost to replace,
investment value or most probable price at which it
will sell.

Value is a conditional price described as the most
probable price at which a property will sell {if exposed
to the market for a reasonable period of time and sold
subject to financing and transaction terms considered
typical at that point in time and place. (See Exhibit 2.)



EXHIBIT 1

FAIR MARKET VALUE - The highest price in terms of money (*The
Most Probable Price, Eighth Edition 1983, AIREA) which a property
will bring in a competitive and open market under all conditions
requisite to a fair sale, the buyer and seller, each acting
prudently, knowledgeably and assuming the price is8 not affected
by undue stimulus.

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

1. buyer and seller are typically motivated

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

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

4. payment is made in cash or its equivalent

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

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

Source: P. 137, Real Estate Appraisal Terminology, Editor Byrl
Boyce

*Not to be confused with most probable price in contemporary
appraisal, which does not reflect an assumption of a competitive
market with alternative, does not require ignoring of public
bargaining position of the party, and which does not require cash
to the seller if the market cannot have a transaction without
gseller financing.

EXHIBIT 2

The most probable price is that s8elling price which is most
likely to emerge from a transaction involving the subject
property if it were to be exposed for sale in the current market
for a reasonable time at terms of sale which are currently
predominant for properties of the subject type.

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



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

Appraisal as a fictional feasibility study is a model of
a decigsion process and, therefore, like all models is
constrained by the following elements:

1. What is the nature of the question?

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

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

4. What techniques and data management can be wused
reliably by the analysts?

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

6. What techniques and data management are cost

effective in terms of the dollar consequences of the
decision?

In that light, the sequence of steps required of the
contemporary appraisal process, referred to by Wisconsin
students as RATGRAM, is as follows:

1. What is the igssue for which the appraisal is sought
as a benchmark? (Exhibit 3)

2. What are the attributes of the property in terms of
alternative courses of action for their productive
use? (Exhibit 4)

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

4. Given the most probable use, who is the mogst probable
buyer in terms of class, motivation profile, or
market position?

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

a. Inference from past transactions involving
properties of similar potential and buyers of
similar motivation.

b. Failing adequate transaction data, it is then
acceptable to simulate the pricing methods
prototypes.

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



EXHIBIT 3

PROBLEM SITUATIONS AND VALUE REQUIREMENTS

Transaction Type

Decision Parameters Environment of Analysis

Value Needs

1.

2.

Sale

Purchase

How much can | sell it for? Concern with what will happen

-asking price Vg under real conditions, not
-Vs to seller idealized conditions

-Vt as the final acceptance -analyze market

price -rate of turnover
-marketing time (velocity) -price trends

-finance terms -comparable sales

-measure of central tendency
by way of average sales
-change in conditions will
change most probable
selling price

What should | reasonably Same conditions as a sale
pay? What will it sell transaction
for?

~of fer not too high/low
-highest price willing
to pay (buyer's Vg)

~if income is known and
gives a desired rate of
return, can a value be
simulated?

Most probable selling
price (V,)
-the most likely, not
the highest nor lowest,
but in statistical terms
the central tendency
under a given set of
conditions

-Average or range of
comparables
-Replacement cost new
-Compares existing property
under current market
conditions
-Present worth, future
income
-Market capitalization
rates: a) market update

b) agent's subjective rate
-Most probable selling
price (Vp)

a) current conditions

b) future pattern



EXHIBIT 3 (continued)

Transaction Type

Decision Parameters

Environment of Analysis

Value Needs

3. Trade

4, Extension of

credit

5. Eminent
domain

6. Insurance

Value of both or all -
properties in trade are
analyzed on same basis

Can it carry the debt
burden given the
objectives of investor

What is the legal
definition of value to

be used?

-not just present value
of market recognized
benefits, but all future
benefits--i.e.,
commodity vs. resource

What is legal definition?
What is real loss of
hazard?

-replacement cost vs.
reproduction cost

~actual cash value (ACV)
vs. replacement cost

Short-term cycle can necessi-
tate adjustment due to
submarkets

Subject to money markets
and general social and
policy constraints

To achieve value definition
must eliminate market value
if inherent worth measured
by a perfect transaction
between all wise persons
-actual sales used as guide

to hypothetical value
points

~imperfect market vs. legal
definition of value

~Contractual agreements
-Standard of indemnity
-Changing concepts: real
estate vs. property

-Legal definition vs. needs
of parties involved

V,, but more emphasis on
85 of parties involved
than market conditions

~-Loan to value ratio:

debt to collateral value
~-Future selling price (Vp)
-V considers pattern of
future debt, based on
mor tgage contract

Fair market value (Ve)
required by law; however,
law tends to favor reli-
ance on direct sales
which Vp best illustrates;
ethical portion subject
to appraiser's judgment

-Actual cash value (ACV)

-Reproduction cost less
depreciation--amount to
indemnify

-Replacement cost new

-All the above are applied
to total property and
portion lost



EXHIBIT 3 (continued)

Transaction Type

Decision Parameters

Environment of Analysis

Value Needs

7. Property tax
assessment

8. Depreciation
base

What is a fair tax basis
per site? What is the
land and building
contribution?

-equal treatment on a
mass basis
-legally/politically
determined ratio of
assessed to market value

What is value at beginning?
What is value at end?

What is the duration of
productive life?

-Mass appraisal
-Legal/potitical influence
-Only need challenge on
basis of equal treatment
of sites

Dynamic institutional
constraints fluctuate with
tax reform and rulings
-arbitrary methods due to

tax administration

~-tax allowance on deductions

~-recapture of wasting asset
via income stream

-productive life (arbitrary)?

Fair market value (Vg)
basis; Vp altered by
mass appraisal format
~assessed value ratio

applied to Ve
-equity only on spatial
relation and property
type basis; equity not
based on ability to pay

-Cost new on new buildings
(book value or most
probable cost, V()

~Need consider marginal
productivity of
improvements

-Land vs. improvement
dichotomy for existing
properties

-Vp if value by legal
requirements for inheri-
tance or estate tax

-Cost of reproduction less
arbitrary depreciation
(arbitrary on part of IRS)

-Capital gains and ordinary
income tax, allocation of
depreciation

-PV of entire property in-
come over holding period
and land value at end of
economic 1ife of present
building (property
residual) '

—Vp] and Vpn necessary?



EXHIBIT 3 (continued)

Transaction Type Decision Parameters

Environment of Analysis

Value Needs

9. Inheritance
tax

Ve, Vg, or Vgo--which is
best for depreciation
basis?

-goal: to tax wealth
received based on ability
to pay

~-basis for capital gains

10. What is preferred use?
What is price as it
relates to productivity?
What are taxes? What is
appreciation and capital
gains potential?

-price given use

-tax level

~cost of improvements

-amount of financing

~income and expense forecast

Utilization

-Disposition of estate and
taxing authorities'
standards

-Ve or Vp, the basis changes
with real estate cycle:
boom, then Ve lower than Vj

-Static attributes
-Legal/political constraints
-Financial constraints
~Economic Constraints
~Environmental constraints
-Not just single value
estimate, but address
problem in range

Ve or Vp"'Vp

short run,

Ve long run

-Ve preferred as base for
capital gains during a
siump

-Vp better for inheri tance
during slump

-both figures useful if
need decision to keep or
sell

-if assessment lower than
Vp, sell, then reinvest
in like property and keep
depreciation basis for
future--capital gain
determination

-vp

~Investment value V¢i

-Most probable use ?MPU)
-Most fitting use (MFU)
-Capitalization rate--based
on market or investor-owner
objectives



EXHIBIT 4

Critical lssues Which Define Appraisal

Process

Function of the
Appraisal

Property Rights

Relevant Definition
of Value

Allocation of
Productivity

b

Buyer Motivation
Presumed

Tax assessment

Fee simple private
rights unencumbered

Fair market value

Income attributable to
land & structures only

Purchase of economic
productivity

Mortgage loan
(non-participating)

Encumbered fee simple
private rights plus
addi tional rights
pledged

Regulations - fair
market value
Underwriting - solvency
price or liquidating
value

Fixed income pledged
from all sources less
costs of creative
management

Share of economic
productivity contributed
by capital

Mortgage loan
(participatory)

Encumbered title plus
non-vested interest in
selected future
revenues

Present value of all
future cash flows

Variable income pledged
plus share of reversion-

ary interest

Share of economic produc-
tivity contributed by
capital plus share in
selected management
returns plus positioning
against devaluation due
to changing condi tions

Sale of an
investment

Encumbered title plus
vested entitlements
plus going concern
profit center
opportunities

Most probable price
above minimum accept-
able alternative
opportunity

Return from land, struc-

tures, personalty, and
selected entitlements

Increase in spendable cash
Increase inliquidity value
of estate

Positioning to maximize

probability of survival
of benefits despite changing
conditions

Purchase of
investments

Encumbered title plus
positioning for access
to entitlements

Most probable price
within perceived peril
point limit

Land, structure,
personalty, and intan-

gible assets less profit

centers for management

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

Going concern
purchase of a
business

Encumbered title plus
positioning for access
to entitlements plus

reduction in risk for

business start-up plus
monopolistic market
controls

Most probable price
within perceived costs
of alternatives

Land, structure,
personalty, and intan-
gible assets and good
will plus profit
centers for management

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

of benefits despite

Increase

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

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

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

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

b. Contemporary theory recognizes explicitly the
errors in forecasting, the role of financial
terms, and the reality of bargaining position.
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CONTEMPORARY APPRAISAL - MARKET COMPARISON APPROACH
Presented by

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

SECOND HOUR
Concept of Most Probable Buyer Type/Most Probable Price

Ratcliff Theory would place as much emphasis on behavior of
prospective buyers or investors as on the operating behavior
and characteristics of a property. Appraisal is trying to
predict how people, buyer and seller, will behave in the
future, converting a decision to a mutually acceptable price.

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

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

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

B. A transaction matches motivation of buyer and seller
imperfectly and wmismatches increase as the appraiser
selects additional comparable sales.

1. Developer seeks financial efficiency in the building
while insurance company seeks financial efficiency in
terms of operations including visibility.

2. Seller of an old house is irritated with its
deficiencies while a young <couple buys with
excitement about remodeling opportunities.

3. Seller sells to improve liquidity with leaseback
while buyer purchases to avoid devaluation of liquid
resources.

4. One man's floor is another man's ceiling.
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5. Therefore, the eventual sales price at which two
parties will agree is arranged within a zone of
expectations and requirements reflecting the
assumptions of each party. Indeed, some transactions
are designed so that the final price is determined
late based upon whose assumptions prove to be more
correct in a speculative situation.

Ratcliff identified the significant set of alternative
values or perspectives of value, including:

1. Vs - value to the owner or user.

2. Ve - cost of constructing a substitute property.

3. Vp - a probabilistic prediction of what the property
will sell for

4. Vo - price at which the property is offered for sale.

S. Vb - bid price by a prospective purchaser

6. Vt - the price at which the property 1is actually

sold, as a historic fact.

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

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

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

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

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

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



3. The possible variance or error in the egtimate
probable gsales price may be intuitive by
appraiser.
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the

4. The zone may be defined by the logic of bargaining

positions. The seller wants to cover his debt

and

broker fees; the buyer assumes a certain value in a
new use less remodeling costs, less a cushion for

unexpected costs and profit.

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

outcomes.

6. There may be certain conditions which cannot be known
by the appraiser but which would change his estimate

as to what the buyer or seller would accept;

appraiser may define the transaction zone as

range between optimistic and pessimistic impacts
external events.

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

1. To the fact that an appraisal value is not

the
the

of

to

certainty but a prediction of a future hypothetical

business event.

2. Present value is the purchase of a set of assumptions

about the future and therefore value depends

which set of assumptions the buyer and seller "buy.

on
"

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

than in equity investment, etc.

The Ratcliff viewpoint is just plain common sense.
page 14 of his text he states his premise:

"The fundamental concepts of value and price which are
central to appraisal are at the heart of the social
science of economics. Economic goods are valuable
because of their utility (productivity) and scarcity.
Thus in analyzing the value of a parcel of real
estate, the starting point is with its inherent
utility - the characteristics and qualities which can
make it productive and desirable, and for which people
are willing to pay.

Oon
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"But price is set in the market place. To serve his
client's needs, the appraiser seeks to predict the
price at which the subject property will probably
sell. Viewing the property as a Dpackage of
potentially productive qualities, the appraiser must
predict the outcome of the interaction of the market
forces of demand and supply to which the property
might be exposed and which could trigger a transaction
from which market price will emerge.

"Economics is a behavioral science, descriptive of the
economic behavior of people under various conditions.
It is the appraiser's task to predict how people, both
buyers and sellers, will behave with respect to the
subject property when it is exposed for sale. People
make values and determine prices."

Most probable selling price is a derivative of the
theoretical work of Prof. Richard U. Ratcliff, William
Kinnard, Paul Wendt, and others.

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

2. This approach makes the point conclusion explicitly a
statement of the central tendency (mode, mean, or
median) around which a transaction price is likely to
fail. Thus it generally supplies a valuation as a
range of prices within which a transaction would
most likely occur, similar to but not necessarily a
concept of statistical standard error. This range
will be called a transaction zone.

General format of RATGRAM Appraisal follows common sense
logic:

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

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

3. Infer from probable use the most probable buyer-type,
financial motivations, and negotiation position.
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Define comparability and test applicability of
three alternative approaches.

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

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

c. Knowing nothing of buyers' methods, fall back
to normative approaches.

the contemporary approach, note:

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

Buyer-type is generally a class, but it could be
a s8single Dbuyer. The statistical marketplace
assumption does not control.

There is no need that buyers be fully informed as
the market may provide evidence that prices are
being set by ignorance; there is no need that
buyers have reasonable choices if the seller is
enjoying a monopoly position.

Finally, it should be noted that the 1logical
development from productivity analysis to
selection of the appraisal report structures the
form of the report.

Since appraisal starts from what is known about a
specific piece of property (Productivity Analysis,
Chapter 2 in Ratcliff),it is similar to a feasibility
report until one has determined the probable use and
the probable buyer. (See Exhibit 5.)

1.

The traditional appraisal report alwvays moves
from the general to the specific, subject to a
series of 1limiting conditions. Many of these
special conditions are professional courtesy to
avoid competition with other professions at the
same time that one avoids paying the other
professions and continues as a lone wolf in
appraisal, controlling the customer, a
psychological hang-up of real estate brokerage.
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Thus the appraiser avoids:

a. Engineering factors

b. Finance and taxation matters

c. Title issues, surveys, etc.

d. Legal character of leases, permits, and other
contracts

At the same time the element of uncertainty, left
implicit by a single number conclusion, is hedged
by additional limiting conditions including the
appraisal practice of ignoring politics, land use
administration, and personalities.

a. The practice of using limiting conditions has
moved to the point where the appraiser
supports consistency based on faulty premises
rather than honesty as the reliability of a
prediction.

b. Nevertheless, all an investor buys is8 a set
of assumptions about the future.

Ce. Since risk is the variance between
assumptions and realizations, how can the
appraiser evaluate the probable productivity
of the property without evaluating all the
assumptions which can be made explicit.

d. Thus the transaction zone of range of
estimates together with other report writing
techniques are intended to provide better
methods of recognizing the need for tolerance
in the decision process for the conditions of
uncertainty which surround the appraisal
estimate.
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EXHIBIT 5

CONTEMPORARY REAL ESTATE APPRAISAL REPORT OUTLINE

Letter of Transmittal

1.
2.
3.

4.
5.
6.

Brief statement of appraisal issue

Definition of value aplied

Value conclusion (qualified by financing, terms of sale,
and range of probable transaction zone as appropriate)
Sensitivity of conclusion to critical assumptions

Property observations or recommendations

Incorporation by reference of limiting assumptions and
conditions

Table of Contents

List of Exhibits

Digest of Facts, Assumptions, and Conclusions

i.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.

12.

13.

Property type

Property location

Property ownership

Determinant physical attributes

Controlling legal-political attributes

Pivotal linkage attributes

Marketable dynamic attributes

Most probable use conclusion

Most probable buyer profile assumed

Initial probable price prediction and central tendency
Adjustment of preliminary value estimate for external
factors or market position of parties

Testing of corrected probable price for consistency with
most probable buyer objectives

Final value conclusion and range of error estimate as
appropriate

Appraisal Problem Assignment

A. Statement of issue or circumstances for which
appraisal is intended to serve as a decision benchmark
and date of valuation

B. Special problems implicit in property type or issue
that affect appraisal methodology and definition of
value
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EXHIBIT 5 (continued)

C. Special assumptions or instructions that are provided
by others

D. Definition of value, which 1is the objective of
appraisal analysis and disciplines appraisal process

i. Selected definition and source

2. Implicit conditions of the definition

3. Assumptions required by relevant legal rulings

E. Definition of legal interests to be appraised

1. Legal description and source

2. Permits, political approvals, and other public use
entitlements

3. Fixtures or personalty to be included with sale

4. Specific assets or liabilities excluded as
inconsistent with issue or premise of appraisal

II. Property Analysis to Determine Alternative Uses
A. Site Analysis

i. Physical (static) site attributes (size, shape,
geology, slope, soil hydrology, etc.)

2. Special site improvements (wells, bulkheads,
irrigation systems, parking surfaces with unique
salvage or re-use characteristics, etc.)

3. Legal-political attributes (applicable federal,
state and local zoning, convenants, easements,
special assessments, or other land use codes and
ordinances, etc.)

4. Linkages of site (key relationships to networks,
populations, or activity centers that might
generate need for subject property)

5. Dynamic attributes of site (perceptual responses
of people to site in terms of anxiety, visibility,
prestige, aesthetics, etc.)

6. Environmental attributes of site as related to
off-site systems or impact areas.

B. Improvement Analysis

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

2. Mechanical attributes (brief sttement of heating,
ventilating, air conditioning, electrical,
plumbing, and fire or safety systems in terms of
limitations on use or efficiency)
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EXHIBIT 5 (continued)

3.

7.
8.

In short, it is useful to subdivide improvements
into subsystems:

a. Foundation system

b. Structural system

c. Vertical circulation
d. Horizontal circulation
e. Floor system

f. Ceiling system

8- Roof system

h. Internal wall system
i. External wall system
3. HVAC system

k. Communications system
l. Traffic separation system
m. Security system

n. Life safety systenm

o. Waste removal system

Special structural linkages to off-site elements
(tunnels, bridges, adjoining structures, etc.)
Legal-political constraints on use of existing
improvements (federal, state and local building
codes, fire codes, conditional use procedures,
neighborhood associations, and inspection liens of
record for violations).

Dynamic attributes of existing improvements
(impressions created by type, bulk, texture,
previous uses, past history, or functional
efficiency)

Current uses and tenancies of improvements, if any
Environmental impact attributes of improvements on
environs

Identification of Alternative Use Scenarios for
Subject Property

1.
2.

Marketing existing uses of property as is
Renovation of =existing property and marketing
improved space

Redirection of &existing property to alternaitve
tenancies and uses

Replacement of existing improvements or program
with new uses
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EXHIBIT 5 (continued)

II1. Selection of Most Probable Use

A.

Comparative Analysis of Alternative Uses

1. Testing and ranking alternative use strategies for
legal-political compatibility

2. Testing alternative use scenarios for fit to
physical property attributes within reasonable
cost to cure

3. Selection of scenarios that Jjustsify market
research

B. Analysis of Effective Demand for Selected Uses
1. Search for rents and income potentials of scenario
space-time products
2. Screen and rank market targets
3. Apply income-justified residual investment
approach to rank economic power of alternative
market scenarios
4. Evaluate marginal revenue, marginal investment
risk trade-offs
C. Summary Matrix for Selection of Most Probable Use
Scenario
1. Physical fit
2. Legal-political risk
3. Strength of market demand
4. Adequacy of available financing
5. Revenue and cost assumptions risk
Iv. Prediction of Price for Subject Property
A. Specification of Most Probable Buyer Type Implied by
Most Probable Use
1. Criteria motivations of alternative buyer types
2. Selection of most probable buyer type as basis for
prediction
3. Specification of essential site, improvement,
financial, or key decision criteria of principal
alternative buyer types
B. Explanation of Appraisal Methodology for Prediction

of Probable Purchase Price

1. Preferred method: to infer buyer behavior from
actual market transaction and market data
available from sales by comparable buyers of
acceptable alternative properties
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EXHIBIT 5 (continued)

2.

In the absence of adequate market sales data, the
alternative method selected for simulation of
probable buyer decision process

If market influence of simulation is impossible,
select normative model such as investment value,
or cost to replace

Search for Comparable Market Sales Transactions

Unit of comparison

Method of comparison

Investigation of sale transaction circumstances
Evaluation for comparability

Definition of predominant terms of sale

Source of comparative adjustments

Determination of Suitability of Existing Market Data
for Inference of Value for Subject Property

1.

2.

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

Where data is lacking or misleading, selection of
method leads to simulation in E or normative
methods in F



I.

21

COMTEMPORARY APPRAISAL - MARKET COMPARISON APPROACH

Pregsented by

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

THIRD HOUR

Basic Concepts and Definitions to Define Most Probable Use

A.

Real egstate is a tangible product - defined as
artificially delineated space with a fourth dimension
of time referenced to a8 fixed point on the face of the
earth.

1. Real estate is a gspace-time unit, room per night,
apartment per month, square foot per year, tennis
court hours, or a condominium for two weeks in
January at a ski slope.

2. To the space-time abstraction can be added gpecial
attributes to house some form of activity.

3. Improvements from survey market to city layouts to
structures define space.

4. Legal contracts and precedents define time.

5. Rights of use are defined by public value, court
opinions.

6. Private rights to use are those which remain after

the public has exercised its rightgs to control, to
tax, or to condemn.

A real estate project is a cash-cycle business
enterprise which combines a space-time product with
certain types of management services to meet the needs
of a specific user. It is the process of converting
space-time needs to money-time dimensions in a cash
economy.

1. A real estate business is any business which
provides expertise necessary to relate space-time
need to money-time requirements and includes
architects, brokers, city planners, mortgage
bankers, and all other special skills.

2. The true profit centers in real estate are in the
delivery of services and cash capital.

3. Equity ownership is the degree to which one
enterprise controls or diverts cash from another
real estate enterprise.

4. Public has direct ownership to the degree real
egtate taxes take a percentage of tenant income in
excess of service cost.
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5. Consumer must view space as a total consumption
system involving direct cost, surface cost,
trangsportation cost and negative income of risk.

6. The best real estate project is the one which has
the lowest net present value of cost as the sum of
cost to the consumer production sector and public
sector.

The real estate process is the dynamic interaction of
three groups, space users (consumers), space producers,
and the various public agencies (infrastructures) which
provide services and capital to support the consumer
needs. (See Exhibit 6.)

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

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

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

4. Land is an environmental constraint and not a profit
center.

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

Land is the point where demand and supply forces find
cash solvency. Location is a manufactured attribute.
Site attributes are exploited to create location by
analyzing:

1. Static attributes

2. Legal-political attributes
3. Linkage attributes

4 . Dynamic attributes

Recognition of the fact that profit maximization must
be limited by concerns for physical environment and
community priorites for 1land use has resulted in
redefinition of the most basgsic concept in appraisal;

f.e., highest and best use, in the authorized
terminology handbook sponsored by the American
Institute of Real Estate Appraisers and the Society of
Real Estate Appraisers. Compare the 1971 definition

with that for 1975:
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Highest and best wuse concept - "A valuation
concept that can be applied to either the land or
improvements. It normally is used to mean that

use of a parcel of land (without regard to any
improvements upon it) that will maximize the
owner's wealth by being the most profitable use
of the land. The concept of highest and best use
can also be applied to a property which has some
improvements upon it that have a remaining
economic life. In this context, highest and best
use can refer to that wuse of the existing
improvements which 1is most profitable to the

owner. It is possible to have two
different highest and best wuses for the same
property: one for the land ignoring the

improvements; and another that recognizes the
presence of the improvements."
P. 57, Real Estate Appraisal Principles and

Terminology, Second Edition, Society of Real

Estate Appraisers 1971,

"Highest and Best Use: That reasonable and
probable use that will support the highest
present value, as defined, as of the effective
date of the appraisal. Alternatively, that use,
from among reasonably probable and legal
alternative uses, found to be physically

possible, appropriately supported, financially
feasible, and which results in highest land
value. The definition immediately above applies
specifically to the highest and best use of land.
It i8 to be recognized that in cases where a site
has existing improvements on it, the highest and
best use may very well be determined ¢to be
different from the existing use. The existing
use will continue, however, unless and until land
value in its highest and best use exceeds the
total value of the property in its existing use,
Implied within these definitions is recognition

of the contribution of that specific wuse ¢to

goals in addition to wealth maximization of

individual property owners. Also implied is that

the determination of highest and best use results
from the appraiser's judgment and analytical

skill, fi.e., that the use determined from
analysis represents an opinion, not a fact to be
found. In appraisal practice, the concept of

highest and best use represents the premise upon
which value is based. In the context of most
probable gselling price (market value) another

24
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appropriate term to reflect highest and best use
would be most probable use. In the context of
investment value an alternative term would be
most profitable usgse."

Real Estate Appraisal Terminology, Edited by Byrl

Boyce, Ph.D, SRPA, Ballinger Publishing Co.,
Cambridge, Mass. 1975. (Emphasis added.)

The purchase of a piece of real estate today involves
the acceptance of a great many assumptions about the
future. Those who take care to validate these
assumptions in a period of transition as to public land
use control tend to have the most successful investment.

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

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

3. Risk management is the control of variance between
key assumptions and realizations.

4. An appraisal is a set of assumptions about the

future productivity of a property under conditions
of uncertainty.

The concept of highest and best use of land was a
commodity concept which did not consider externalities
adequately. It is being replaced by concept of most

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

2. Reconciliation involves financial impact analysis
on "who pays" and "who benefits" - thus the rash of
debate on how to do impact studies.

3. The wmost probable use will be something 1less than
the most fitting use depending on topical
constraints imposed by current political factors,
the state of real estate technology, and short term
solvency pressures on consumer, producer, or public
agency.

4. Most probable use means that an appraisal is first a

feasibility study of alternative uses for a site in
search of a user, an investor, and public consent.
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In seeking the most fitting and most probable use, the
inner city planner and private property appraiser must
interact to determine how community objectives and
consumer production sector solvency can be achieved
simultaneously.

1. A real estate decision has only two basic forms.
Either a site is in search of a use and consumer
"with the ability to pay, or a consumer, need or use
with a defined ability to pay is seeking some
combination of space-time attributes he can afford.

2. The individual consumer with needs and a budget is
the drive wheel.

3. The public sector represents the community owned
consumer service delivery system, seeking to
minimize marginal cost to the consumer and average
cost to the community at large.

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

Critiquing the form and adequacy of a real estate
solution is analogous to the artistic concept of judging
the success of an art object by relating form of the
solution to the context to which it was created.

1. Context includes those elements which are fixed,
given, or objective and to which any solution must
adapt.

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

3. A solution is judged for its correctness or success
in terms of the degree of fit of the form proposed
to the context.

4. Feasibility analysis is concerned with the degree of
fit or the extent of misfit between a proposed
course of action and the context within which it
must operate or fit.

5. Success therefore depends on how appropriately the
problem is defined; testing feasibility depends
primarily upon accurate and comprehensive definition
of the context.
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An enterprise is any organized undertaking, and a real
estate problem or project always begins from the
viewpoint of some enterprise relative to its

environment.

1. The systems engineer sees the eventual form of an
enterprise, in terms of both its configuration and
behavior, as representing a negotiated consensus
between two general sources of power--the power of
the environment to dictate form and behavior of the
organization on the one hand and the power of the
organization to decide for itself what its
characteristics and behavior will be on the other.

2. The systems engineer uses "power of the environment"
as a dynamic alternative to the static implications
of context and adds dynamic element of behavior to
the elective responses of the form giver.
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CONTEMPORARY APPRAISAL - MARKET COMPARISON APPROACH
Presented by
Professor James A. Graaskamp, Ph.D, CRE, SREA

University of Wisconsin, School of Business

FOURTH HOUR

Inference From Weighted Point System Comparisons

Application from Market Comparison Approach requires correct
definition of a common denominator to be used as a unit of
comparison to establish degree of sameness before ad justing
for less significant differences.

A.

Selection of a comparable unit as the basis for

comparison; should reflect user or investor viewpoint as
to source of productivity.

1. Conventional physical wunits should be tested or
compared to see which one explains the greatest
percentage of variance.

2. Adjusted prices should be tested to see if wvariance
is greater or less on the average per unit after
adjustments.

25 N. Pinckney sales demonstrated that shop keepers

purchased per unit of first floor space while real estate
developers purchased per unit of gross floor area.

The computer makes it possible to test a single linear
regression comparing adjusted sales price to a number of
alternative independent variables to select the one unit
which reduces the variance between sales the most. (See
Exhibit 7.)

Linear regression has more everyday application to
appraisal than multiple regression. In the U.S.
regression is used for intermediate analysis rather than
for setting price as the dependent variable. It has

limited use for pricing because:



SALE AVAILABILITY OF SALE rmIce
NOMBER LOCAT 10N SEWER AND WATER ZONING DATE GRANTOR ARANTEE rmice ACRES PER ACRE
L} Highway 50 No Ag 12/76 Rudy Industrial Wis. Electrio $700,475 155,66 $ 4,500

Park, Ina, Power Company
5 Righway 158 No Ag /79 Pitts City of Kenoaba $696,920 133.00 $ 5,28
19 Highway G No Ag " Thomas Campdell $188,373 53.87 $ 3,500
32 Bighway 158 Yes Comm 1980 Shopko $115,800 75.60 $ 5,500
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' " 19 SUBJECT
WEPrCO KENOSEA CAMPBELL #32 ( COMMERCTAL/
ATTRIBUTE WEIQRT (Y 50) INDUSTRIAL MARK (INY @) SHOPKO RETAIL)
Myaioal Attributes {1
Size of Site 203 1 .20 1/ .20 5/1.00 3/ .60 1/ .20
site Topography 108 3 .30 3/ .30 3/ .30 1/ .10 5/ .50
Linkagea
Righvay Frontage 30% 5/1.50 5/1.50 1/ .30 5/1.50 5/1.50
Availsbility of Rail 108 5/ .50 5/ .50 1/ .10 1 .10 1 .10
Availability of Utilities  20% 17 .20 5/1.00 1/ .20 5/1.00 17 .20
Laa Bl 1 ALa10 L0 SL.50 VAR 11} AL
TOTAL POINT SCORE 100% 2.8 3.60 2.% 3.60 2.8
Sale Price $700,475 $696,920 $188,375 #115,800 -
Date of Sale 12/176 6/79 "wm 6/76 ——
Time Adjustment [2] «28 - 25 o5 .8 e
Adjusted Sale Price $609,M3 [31] $618,136 (4] $188,373 $132,332 1,655,280
Aores 155.66 133 53.87 75.6 127
Adjusted Price per Acre 43,915 4,873 43,500 45,720 .-
Total Point Score 2,80 3.60 2.8 3.60 2.80
Price per Acre Paint Socore $1,398 $1,35% $1,058 $1,589 —
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EXHIBIT 7 {Continued)
POINT SCORE ADJUSTMENT PROCESS -
LARGE SITE LAND SALES

MOST PROBABLE PRICE COMPUTATION USING MEAN PRICE PER POINT EQUATIOR METHOD

Number of sales = 4
Subject Size = 154.5

SUBJECT COMPARABLE SALES -~ POINT SCORES

-= =
s===xz33 EEZ=SSZZ3ZZEITEREZTTEESETZTTITEZETE

A 5 19 32

$ PRICE/ACRE ---> 3915.00 %873.00 3500.00 5720.00
FACTORS WEIGHTS |
zzzE=TS s==z=zz=z
1 UTILITIES .2 1 1 5 1 5
2 FRONTAGE .3 5 5 5 1 5
3 SIZE .2 1 1 1 5 3
& RAIL o1 1 5 5 1 1
5 TOPOG | 5 3 3 3 1
6 USE .1 3 1 1 5 3
7
8
9
10

FACTORS x WEIGHTS SUBJECT COMPARABLE SALES

=zIz=s==3z=csz32xT 23=3=%2 BEZ=3IZSTZITTESISEELTETITITITEIZ

& 5 19 32
1 UTILITIES .2 .2 1 .2 1
2 FRONTAGE 1.5 1.5 1.5 -3 1.5
3 SIZE .2 .2 .2 1 .6
§ RAIL o1 5 5 .1 )
5 TOPOG 5 .3 .3 -3 .1
6 USE .3 o1 o1 5 -3
7 0 0 0 0 0
8 0 0 0 o 0
9 0 0 0 0 0
10 0 0 0 0 0

TOTAL SCORE 2.8 2.8 3.6 2.4 3.6
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EXHIBIT 7 (Continued)

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

PRICE PER
ADJUSTED ACRE PER
COMPARABLE SELLING WEIGHTED WEIGHTED
SALE PRICE PER POINT POINT
NUMBER ACRE SCORE SCORE
1 3915 2.8 1398.21
2 4873 3.6 1353.61
3 3500 2.4 1458.33
4 5720 3.6 1588.89
5 0 .00001 .00
6 ¢} .00001 .00
T 0 .00001 .00
8 0 .00001 .00
9 0 .00001 .00
10 0 .00001 .00
5799.05
Central Tendency (Mean):
5799.048
The mean price per acre per point (x) = -------H = 1449,.762
Where:
' - - -2
x X (x-x) (x-x) n n-1
1398.214 1439,762 -51.5476 2657 .157 8 3
1353.611 1449,762 -96.1508 9244.975
1458.333 1449,762 8.571429 T73.46939
1588.889 1449,.762 139.1270 19356.32
0 1449,762 0 0
o 1449.762 0 0
0 1449,762 0 0
0] 1449.762 0 0
0 1449.762 0 0
0 1449,762 0 0



Dispersion about the mean = the square root of

Therefore,
The Value Range 1is : 1449,762
or 1347.566

Since the subject's point score is:

Score X Value
2.8 1347.566
2.8 1449,762
2.8 1551.958

Since the acreage of the subject is:

It follows that:

$/ACRE X
Low Estimate 3773.19 X
Central Tendency 4059.33 X
High Estimate 4345,48 X

+/ = 102.1958
to 1551.958

2.8
$/ACRE
3773.19
4059, 33
4345.48

154,5

ACRES
154.5
154.5
154.5

Estimated
582957 .9
627166 .5
671376.7

102,1958

Value
or
or

or

583000
627000
671000

(Penuiluol) / 11gIHX3
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EXHIBIT 7 (Continued)

Computation of Least Squares Fit of Sales Price and Property Score

" e En D . E T - G Y . . > D D WS e A WS WS W D S W T e v Y WP WP W WP Wn WS W We P T WP WD MR M WP GE h Gn G . S WS W e W W e s Gn me e
e R B R B R E R o E s S T T S s r r e r o e o e e o o o e o o o e o o ov o o 00 v oo =00 s e o = @ o o o e o o e o - T W . = -

[STEP 1]
2 2
Sale Y X Y X XY
1 3915 2.8 15327225 7.840000 10962
2 4873 3.6 23746129 12.96000 17542.8
3 3500 2.4 12250000 5.760000 8400
4 5720 3.6 32718400 12.96000 20592
5 0 0 0 0 0
6 0 0 0 0 0
T 0 0 0 0 0
8 0 0 0 0 0
9 0 0 0 0 0
10 0 0 0 0 0
18008 12.4 84041754 39.52000 57496.8
[STEP 2]
- The sum of Y's
Y =2 e = 4502
n
- The sum of X's
X =2 e = 3.1
n
[STEP 31
2 2 _ 2
The sum of y 's = (The sum of Y 's) - n(Y)
= 2969738.
2 2 _2
The sum of x 's = (The sum of X 's) = n(X)
= 1.080000
The sum of xy = (The sum of XY) - n(XY)

= 1672



[STEP

b =

[STEP

Syx

[STEP

“
"

EXHIBIT 7 (Continued)

4]
slope of price point relationship

The sum of xy

(The sum of y *s) - b(The sum of xy)

--------------- = 1548.148
2
The sum of x
51
intercept
Y - bX = -297.259
6]
2
= The square root of —-cecccmcccccmmccccccmcee e
n -2
= 1524.011
71
The sum of xy
The square root of
2 2
(The sum of x 's) x (The sum of y 's)
.9336096
.8716270

35



[(STEP 8]

Subject '
Value =

COMPARABLE
NUMBER

3988.67 Estimated by Regression Equation:

WEIGHTED
POINT SCORE

EXHIBIT 7 {(Continued)

ESTIMATED
PRICE
PER ACRE

ACTUAL

P

PER ACRE

RICE

y = a+ bX

RESIDUAL
ERROR

2.8
3.6
2.4
3.6

C O O O o o

3988.67
5064.22
3450.89
5064 .22
.00
.00
.00
.00
.00
.00

NET ERROR

3915
4873
3500
5280

0O O O O O o

36
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Theory:

a. Violation of data requirements of independence,
normally distributed error, degrees of freedom,
etc.

b. Comparison of subject to mean of set

C. Where market comparison is sameness or set sgetb
theory, not statistical variance within a
heterogeneous group

d. Responsibility of appraiser to select comps and
make specific adjustments

Practice:

a. Lack of adequate comparables

b. Failure of appraiser to view all properties and
set adjustments

c. Inability to communicate with credibility ¢to
property owner or jury

Basic steps for market comparison approach using price
per point per unit

1.
2.

5.
6.

Define the unit of comparison

Set up an ordinal scale for property variables of
importance to the buyer

Convert ordinal scale for each variable to a cardinal
scale, using common denominator of 100X to determine
weighted point score for property.

Establish weighted price per point per unit for each
comparable and the subject

Divide dollars per unit by point score

Determine mean price per point per unit using linear
and straight averaging techniques

Some case examples:

1.
2.
3.

Burned-out hotel (See Exhibit 8.)
Industrial site (See Exhibit 9.)

Dilmore method to reduce implied weight of points
(See Exhibit 10)



Feanihility Faotar

Market Demand Risks

Legal/Palitical
Acceptability

Techniocal
Conatruction
Problema and
Capital Cost Risks

Relative Inveatment
Power Basad Upon
Revenue Generation
Poteantial

Special Income Tax

Advantages or Public
Subsidies Available

Real Estate Tax
Conaequences to
City

Scepario 1

Return to Farmer Use

Domand very elastic
relative to price
unleas room ratea
subsidized by
welfare agencises

Inconsistent with
long term City goals
for 0lin Place

Failure to repair
within one year may
have jeopardized
grandfathered non-
oonforming buiiding
oconditions., Other-
wise this use has
lowest oonstruction
risks of Scenarios t

through 5

$192,765

None

Modest increass in
assessed value

FEASIBILITY OF ALTERNATIVE USES

Seanario 2

Purchase by Welfare
Y.

Welfare agencies
lack capital
resourcea to
purchase and remodel
facilities, given
the absence of
government funding

Mixed acceptability
as interim use asz
housing for
tranaient sales by
asome groups; favored
by welfare advocates
and disfavored by
local residenta

Capital costs of

renovation to state
standards excessive
for short term uae

$120,380

None

Loss of $194,300 tax
base with tax-exempt
agency as owner

Scenario 1

Converaion to

Scenario 8
Conversion to
Apartasnta with

Conversion to
Apartaments with

Clasa R/C Offins  Offics on iat Flogr — __Rxdafing Bar

Office market
bscoming more price
sensitive; would not
accept neighborhood
and lack of parking
unless rents were
lower than necessary
to support resodeling

Neighborhood
resistance to
increased demand for
street parking

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

$80,331

Rehabilitation tax
credit of 20% for
older commercial
building oconversion
plus possible
industrial bond
financing

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

Strong demand for
spacious two bedroom
units in CBD area

Preferred uss, given
need for downtown
housing and politi-
cal statements by
alderpersons for
reduction of bar
business in residen-
tial nsighborhoods

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

$103,220

Possible historic
landmark status for
25% rehabilitation
tax credit plus tax
incremesntal
financing (TIF)
assistance

Real estate tax base
would be multiplied
approximately 3 1/2
times the presant
assessment

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

Preferred use for
housing is OCOMpro-
mnised by existing
bar management
agreement

Apartaent mix
cheapenad by re-
taining existing bar
opsration--szmaller
units require more
plumbing and bring
less favorable rent/
ocoat per SF ratio

($10,513)

Possible historic
landmark statua for
25¢ rehabilitation
tax oredit. TIF
less likely because
inorease in tax ia
smaller

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

Scenarig £

Demolition and
~Sale of 3ita .

Soft market for
vacant sites which
cannot be assembled
into larger plot~
tage; parking
revenues from 20
spaces inadequate
to carry olearance
ooats

Inconsistent with
constituency
favoring landmark
designation

413,778

None

Loas of
approximately
$1%0,000 of tax base

g LiglHX3
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SCALE FOR SCORING

Location
15%

Investor Perception of
Neighborhood Image
15%

Structural Condition
of Improvements
25%

Reuse Potential
30%

N W
]

[ R
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EXHIBIT 8 (Continued)

COMPARABLE SALE ATTRIBUTES

Corner lot with high visibility on
major traffic artery

Inside lot with low visibility on

major traffic artery

Inside lot with low visibility on

secondary street

Strong identification with Square
(within 1 block) or established
commercial or residential area
Neutral investor attitude

General identification with
deteriorated neighborhood

Fire-resistant construction, well
maintained, operational,
marketable _

Ordinary mill construction (brick
bearing walls-wood beams), poorly
maintained, needs mechanical work
Boarded up and/or partially
damaged or vandalized

Dominant commercial/retail reuse
potential with anticipation of
Landmark designation with 1981 tax
laws applied

Dominant commercial/retail reuse
potential with anticipation of
Landmark designation prior to
1981 tax law

Residential reuse potential with
1981 tax laws applied

Residential reuse potential prior
to 1981 tax law

Warehouse

Improvements demolished leaving
land only



Bargaining Position
of Seller
15%

Lo

EXHIBIT 8 (Continued)

Income adequate to carry property
or seller with strong asset
position

Little or no steady income but
seller not known to be under
financial pressures

Building owner known to have
financial pressures or multiple
liens on property



FEATURE
Location

Investor Perception
of Nedghborhood
Inage

Structural Condition
of Improvements at
Time of Sale

Reuse Potential

Bargaining Position
of Seller

Total Point Soore

15%

15%

25%
305

15%

#1 #? #3 # #5 #6
Frautachi  Sutherland Elsc, Fess Hotel Miller Horns Miller Horne Atrium
MEIGHT 21%-219 King _.3231 E. Milaon 123 E. Doty 713 ¥Williasaon 722 ¥illiamaon 25 M. Pincknay 10 Langdon . SUBJECT
KVARE | 5/ 75 5/ 75 3/ .45 3/ a5 1/ <15
KV ] 3/ A5 5/ .75 1/ .15 1/ .15 5/ .75
¥ .15 5/1.25 1/ .25 5/1.25 5/1.25 3/ .15
L VA RY 1/ .30 /1.2 2/ .60 /1.2 /1.2
SLala 3£ .85 hVASLY 3L .45 VAR h VALY
3.6 3.2 3.1 2.9 3.2 3.0

WEIGHTED MATRiIX FOR COMPARABLE PROPERTIES

Rating/Weighted Rating

124
01d Sorority Cardinal Hotel

3/ 45

5/ 15

1/ .25
A/1.2

2.8

5/ .75

1/ .15

1/ .25
5/1.5

3.1

(penui3uo)) g 119IHX3
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Nomimml Sale Price
Date of Sale
Terms of Sale

Adjuatment fors

Terma of Sale

Time of Sale
(5%/year from
1/1/79 on)

Adjusted Price for
Terns and Time

Land Area
Adjustment for Land
Avea Differences
¢ $5.00/8F
Adjusted Price lesa
Allowance for Land
Value

Groas Building Area
(GBA) (Squars Feet)

Adjusted Price per
Square Foot of GBA

Total Point Score

Price per Square
Foot/Point Soore

"
Frautschi
215=219_King

$320,000
November 1978
Land oontract
$50,000 ~ down
270,000 - 2 yrs

108 Year 1
6% Year 2

Diacount 10%

Appreciate 17.5%

$338,%00
21,728 SF

($108,6%0)

$229,760

21,000 SF

2
Sutherland Eleo.
~323 E. Nilson

$165,000
July 1979
Cash to seller

No adjustaent

Appreciate 15%

$189,750
8,221 3¢

($41,105)

$148,645

17,790 S8F

$10.94/8F of GBA  $8.36/8F of GBA

3.6

$3.04

3.2

$2.61

#3 11 5
Feas Hotel Miller Horne Miller Horne
123 E. Doty 118 ¥illiamaon 122 ¥illiamazon
$120,000 $148,000 $300,000
January 1975 Jammary 1979 November 1981
Land contraot Land contract Land oontract
$23,000 down
125,000 & 9 3/A%
~ 5 yoars
5% Finder's fee Reduoe to $140,000 Discount 20%
for $320,000 for creative
oonstruction loan finanoing

Appreciate 17.5%  Appreciate 17.5% Appreciate 2.5%

$121,500 $164,500 $246,000
8,712 8¥ 8,712 SF 17,424 8F
($43,560) ($43,560) (487, 120)
$77,9%0 $120,940 $158,880
9,330 S¥ 28,000 SF 30,000 SF

$8.35/8F of GBA $%.32/SF of GBA $5.30/8F of GBA

3.1 2.9 3.2

$2.69 $1.49 $1.66

#6
Atrium
25_NM._Pinokney

$150,000
April 1977

$100,000 cash

50,000 seller

2nd subordinated

to construotion
loan

Disoount 2nd-20%

Appreciate 17.5%

$16%,500

8,712 a¥

($43,560)

$120,940

16,060 sr

$7.53/8F of GBA
3.0

$2.51

7
014 Sorority
~J10_langdon .

$91,000
July 1981

Caah to selier

None

Appreociate 5%

495,550
6,720 8F

($33,600)

(penui3uol) g 1IgIHX3

$61,950

10,500 SF

$5.90/SF of GBA

2.8

$2.11

[/}



EXHIBIT 8 (Continued)

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

Adjusted Weighted
Comparable Selling Price Point

—Price per SF = (x)
Property per SF of GBA Score Weighted Point Score

1 $10.94 3.6 $3.04
2 8.36 3.2 2.61
3 8.35 3.1 2.69
4 4.32 2.9 1.49
5 5.30 3.2 1.66
6 T.53 3.0  2.51
T 5.90 2.8 _2.11

TOTAL $16.11
Central Tendency = £x = 16,11 = 2.30
n T

Dispersion = _g%x-§;' = 1,%4]1 = .569
N
where:
- - P A
X X L{x-X)/ (x-X) n np=1
2-61 - 2030 = 031 00961
2.69 - 2.30 = <39 .1521
10”9 - 2.30 = .81 06561
1.66 - 2.30 = .61‘ .u096
2.51 hond 2030 - 021 -04“1_
2.11 - 2.30 = 2.019 ___.__Q3_§_1
% (x-x) = 1.9417



L
EXHIBIT 8 (Continued)

Value range: x 4 dispersion = 2.30 + .57

Gross Weighted
Building x Point x (Central Tendency £ Dispersion)
Area Score

17,900 SF x 3.1 X (2.30 £ .57)

High Estimate of $159,256 or $160,000
Central Tendency of $127,627 or $130,000
Low Estimate of $95,998 or $100,000

All value estimates are rounded



EXHIBIT 9

approximately seven miles from the subject site and 1/4 mile

from Highway 51.

Comparable Sale 6, located on the corner of Pflaum Road and
Advqnce Road, has been used for an office/warehouse for the
Harvest Day Wholesalers. Similar one story steel buildings
have been built on the other three corners of the ihtersection.
All of the platted sites have the full complement of utilities
available with curb and gutter installed. These improved
properties 15 the East Addition of Glendale Industrial Park
have been well maintained. This site is approximately § miles

from the subject and 1/4 mile from Highway 51.

C. Adjustments for Differences to Relate the
Comparables to the Subject Properiy

To estimate the fair market value of the subject property,
based upon the sale prices of the comparables, adjustments are
made to account for the differences in the price sensitive
attributes of the comparables and the subject property. The
comparable properties and the subject property are scored
according to the scale detailed in Exhibit 9.

The subject site, which contains 2.5 acres, receives a
score of 3 because it is an average sized lot. Since it does
not command a more highly visible corner location, a score of 1

is given.

4s
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EXHIBIT 9 (Continued)

SCALE FOR SCORING COMPARABLE SALES
BASED UPON PRICE SENSITIVE ATTRIBUTES

PHISICAL ATIRIBUIES = 35%

Size 5 = Less than 1 acre
20% 3 =1 to 4 acres
1 = Greater than 4 acres
Corner Location 5 = Yes
15% 3 = Next to cornmer on a major road
1 = No
LINKAGES = 50%
Proximity to Major 5 = Near a shopping center
Retail Area 3 = Near strip retail area
20% 1 = No retail uses in sight
Access to Major 5 = On a major boulevard or highway
Highways 3 = On a traffic collector
15% 1 = On a side street
Availability of 5 = On a bus line
Madison Metro 3 = Within 2-3 blocks of bus line
5% 1 = None
Availability of 5 = Water, sewer, gas, curb,

Utilities and gutter
10% Water, sewer, gas
None

- LA



EXHIBIT

DYNAMIC AITRIBUIES = 15%

Positive Public 5
Recognition of
Street/Location 3
" 5% 1
Perceived Adverse 5
Influences 3
5% 1
Immediate View 5
from Property
Frontage 3
5%
1

L7

(Continued)

High visibility or recognition
of location

Average

Relatively unknown

None
Noise/Odor/Visual Problems
Physically threatening

Well-landscaped office,

shops, and residential
Office/warehouses well-screened
and partially landscaped
Assortment of office/warehouse
uses with inadequate screening
and/or poorly maintained or
vacant



EXHIBIT 9 (Continued)

Linkages are extremely sensitive to price. Sites located
in major retail areas command higher prices than do warehouses
and 1light manufacturing sites. No retail uses are in sight of
the subject so a score of 1 is given. International Lane, a
traffic collector, feeds into Packers Avenue, a major arterial,
so the subject receives a score of 3. A bus 1line on
Packers Avenue is within two to three blocks of the subject to
yield a score of 3. Electricity, telephone, and natural gas
lines are available in the general area, but there are no
curbs, gutters, or sidewalks. A score of 3 is given the subject
for the availability of utilities.

Dynamic attributes, (the public's perceptions of the
property's attributes) contribute to value. Since
International Lane 1is a well-known location with positive
public recognition, the subject is given a score of 5. Since
the noise from planes 1landing and taking off could be
disruptive, the subject receives a 3. The view from the
subject is marred by old barracks converted to offices and
warehouse buildings that would no longer meet the more
stringent architectural controls now in existence in Truax Air

Park West, so the subject receives a score of 1.

48



EXHIBIT 9 (Continued)

Each comparable is scored in a similar manner; the weighted
point score matrix which details the «calculation of a total
point score for both the comparable and the subject is found in
Exhibit 10.

.The price per square foot for each comparable is divided by
its point score and the results are also found in Exhibit 10.

The mean point score per square foot 1is applied to the
point score of the subject to indicate a central tendency value
of $111,000, or $1.01 per square foot. These calculations are
detailed in Exhibit 11.

The range of estimates yields a high of $123,500, or $1.13
per square foot and a low of $98,000, or $0.90 per square foot.

As a check on the appropriateness of the appraiser's
selection and weighing of price sensitive factors, the point
scores calculated for each comparable is multiplied by the mean
price per square foot per point score to predict or estimate
the actual selling price of each comparable. The results are

as follows:

COMPARABLE WEIGHTED ESTIMATED ACTUAL RESIDUAL
NUMBER POINT SCORE PRICE/SF PRICE/SF ERROR
1 3.30 1.45 1.50 -.05
2 2.20 0.96 1.03 -.07
3 3.80 1.67 1.55 +.12

(adj.)
L 3.40 1.50 1.55 -.05
5 2.10 6.92 0.96 -.04
6 3.20 1.41 1.32 +.09
7 2.50 1.10 0.91 +.19
8 2.50 1.10 1.28 -.18
9 2.10 0.92 1.00 +.08

NET RESIDUAL ERRORS +.09

49
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ewisir 9 (Continued)

WEIGHTED PCINT SCORE MATRIX FOR COMPARABLE SALES

BASED UPON PRICE SENSITIVE ATTRIBUTES

ATTRIBUTE WEIGHT 1905 A;;RG AVENUE 1801 CG‘H’E::ZILL AVENUE
Bhyaical Attribytes [1]

Size of Site 20% ¥ .60 1/ .20

Corner Location 15% 1/ .15 1/ .15
Lingkages

Proximity to Retail 20% 3 .60 17 .20

Access to Major Roads 15% 5/ .15 3/ A5

Availability of City Bus 5% 3 .25 5/ .25

Availability of Utilities 108 S/ .50 5/ .50
Dymamic Attributes

Public Recogniticn 5% 5/ .25 3/ .15

Perceived Adverse Factors 53 ¥ .15 5/ .25

View from Site . 1 12 .05 1 .05
TOTAL POINT SCORE 1ok 3.30 2.20
Sale Price $80,000 $181,150
Date of Sale 8s82 10780

Land Area (SP)

53,826 (1.23 4)

175,547 (8.03 A)

Price per Square Foot $1.50 $1.03
Total Point Soore 3.30 2.20
Price per SF/Point Score $0.45 $0.47

[1] Explanation of weighted acore:

point score/score x weight




EXHIBIT 9 (Continued)
#h #5 #$6 . 1
#3 814 ATLAS AVENUE LOT 1, BLK. 7, MADISON 2447 ADVANCE LOT 6, BLK. 3, MADISON
ATTRIBUTE WEIGHT 3520 PACKERS AVENUE (Backs on to INDUSTRIAL SUB., #1 (a.k.a. 4701 INDUSTRIAL SUB., #1
Cottage Grove Rd.) Pflaum Road)

Physical Attributes [1]

Size of Site 20% 5/1.00 3/ .60 3/ .60 3/ .60 5/1.00

Carner Location 15% 5/ 15 1/ .15 1/ .15 5/ 15 1/ .15
Linkagesa

Proximity to Retail 20% 3/ .60 3/ .60 1/ .20 1/ .20 1/ .20

Access to Major Roads 15% 3/ .45 5/ 75 1/ 15 3/ N5 1/ .15

Availability of City Bus 5% 5/ .25 5/ .25 1/ .05 1/ .05 1/ .05

Availability of Utilities 10% S/ 50 5/ .50 5/ .50 5/ «50 5/ .50
Dypapic Altributes

Public Recognition 5% 1/ .05 3 .15 1/ .05 5/ .25 1/ .05

Perceived Adverss Factors 5% 3 .15 5/ .25 5/ .25 5/ .25 5/ .25

View from Site 5% 1L..08 3/L..15 3L.158 3 .15 3L.15
TOTAL POINT SCORE 100k 3.80 3.40 2.10 3.20 2.50
Sale Price $30,000 $125,000 470,000 460,000 $20,900
Date of Sale 2/79 6/83 9/82 9/82 9s82

Land Area (SF)
Price per Square Foot
Total Point Score

Price per SF/Point Score

21,747 (0.50)
$1.55 [2]
3.8

$0.41

[1] Explanation of weighted score: point score/score x welght

[2] This older zale is adjusted upward 12 percent for time.

80,613 (1.85 A)
$1.55

3.40

$0.46

(1.12 x $1.38 = $1.55)

73,109 (1.68 A)
$0.96
2.10

$0.46

45,472 (1.0% A)
$1.32

3.20

$0.41

22,997 (0.53 &)
$0.91
2.50
$0.36

19



EXHIBIT 9 (Continued)

LOT 2, :318.&. 6. MADISON 5484 RO;ERTSON ROAD SUBJECT

ATTRIBUTE WEIGHT INDUSTRIAL SUB.,, #1 MADISON IND. 3UB., #1 LOT 2, CSM 928
Phyaical Atrributes (1]

Size of Site 20% 5/1.00 3/ .60 3/ .60

Corner Location 15% 1/ .15 1/ 15 1/ .15
Liokages

Proximity to Retalil 20% 1/ .20 1/ .20 1/ .20

Access to Major Roads 15% 1/ .15 1/ .15 3/ .45

Availability of City Bus 5% 1/ .05 1/ .05 3/ .15

Availlability of Utilities 10% 5/ 50 5/ «50 3/ .30
Dynamic Attridbutea

Public Recognition 5% 1/ .05 1/ .05 5/ 25

Perceived Adverse Factors . 5% 5/ .25 5/ .25 3/ .15

View from Site 51 U .18 3,15 1L.05
TOTAL POINT SCORE 1008 2,50 2.10 2.30
Sale Price $32,000 $98,600 N/A
Date of Sale 2/82 1/82 N/A
Land Area (SF) 24,975 (0.57) 98,600 (2.26 A) 109,493 (2.51 4)
Price per Square Foot $1.28 $1.00 N/A
Total Point Score 2.50 2.10 2.30
Price per SF/Point Score $0.51 $0.48 N/A

[1] Explanation of weighted ascore: point score/score x weight
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CALCULATION OF MOST PROBABLE PRICE USING
MEAN PRICE PER POINT EQUATION METHOD

Adjusted Weighted
Comparable Selling Price Point ——_Price per SF ____
Property per SF Score Weighted Point Score
1 $1.50 3.30 $0.45
2 1.03 2.20 0.47
3 1.55 3.80 0.41
4 1.55 3.40 0.46
5 0.96 2.10 0.46
6 1.32 3.20 0.41
7 0.91 2.50 0.36
8 1.28 2.50 0.51
9 1.00 2.10 -0.48
TOTAL $4.01
Central Tendency [1] = £x = 5481 = UL
n
Dispersion = V/_g;gx:xlz = 20168 = .05
(n-1) ) 8
(1] x = Sum of ____Price per SF____

Weighted Point Score

3
1}

|
"

Number of Observations

Average ___Price per SF ____

Weighted Point Score
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where:
- _ .

i 4 _X_ L(x=X2/ (x=X) ~h_ n=
42 L4l .02 .0004 9 8
+A47 +44 .03 .0009
<41 44 .03 .0009
U6 Lu4 .02 .0004
.46 .44 .02 .0004
41 44 .03 .0009
.36 a4 .08 .0064
.51 A4 .07 .0049
.48 44 .0l 20016

2(x - X)° = .0168

Value range for subject property:
X + dispersion = $0.44 4+ .05

Square
Footage of x Weighted x (Central Tendency & Dispersion) =
Subject Point Score

109,493 «x 2.30 x ($0.44% £ .05) =

High Estimate of $123,500 or $1.13 per square foot
Central Tendency of $111,000 or $1.01 per square foot
Low Estimate of $98,000 or $0.90 per square foot
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There appears to be a tight fit betweeh the estimated and
the actual price; so it can be concluded that the selection and
welighing of the price sensitive factors successfully reflected
buyer behavior.

"The market comparable approach 1s sensitive to the
appraiser's ability to predict buyer perceptions in a changing
market., The weighted point scores are an attempt to capture
these perceptions. Consequently, this calculated value is only
the 1initial step in determining the final price estimate, This
initial transaction zone must be adjusted in light of certain
external factors such as the buyer's alternative option to
lease surrounding land from Dane County instead of buying in
fee which, in turn, will be affected by the current cost of
financing land purchases, the income tax consequences of buy
vs. lease decision, and the effect of the Consumer Price Index
(CPI) escalator wupon rentai rates for 1leased 1land. Other
external factors 1include the effect of the Truax Air Park
covenants upon the quality of future development in the area,
and the future expansion of the Dane County Regional Airport.

D. Ibe Effect of Dapne County Leased Lands Upon fthe
Fair Market Value of the Subject

Dane County purchased thé Truax Airport and surrounding

lands from the City of Madison in 1974. A map of the area is

shown previously in Exhibit 7. Dane County has platted 160
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CONTEMPORARY APPRAISAL - MARKET COMPARISON APPROACH
Presented by

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

FIFTH HOUR
Automated Market Comparison Using Euclidian Distance

University of Wisconsin Real Estate program with H. Robert
Knitter, Director of School of Business Computer Center has
deveqloped a semi-automatic market comparison system for
appraisal of class properties which simulates the traditional
market comparison approach.

A, The system is called MKT COMP and it combines a data base
on comparable sales with euclidian distance in order to
match comparables to subject property ex-anti, adjust for
differences, and discard outliers ex-post before
estimating probable price as the mean or weighted mean of
the adjusted comparables.

B. Common requirements of any market comparison system are:

1. Sales comparables available for analysis

2. Variables to inventory

3. Variables on which to adjust because of correlation
with price

4. Rates of ad justment for differences in useful
variables

5. Selection of comparable sales most like subject
property

C. Concept of most like is critical in choosing best subset
of comparables. Euclidian distance measures sameness of
observations within a set in order to rank degree of
sameness in order to bracket subject property with
comparables. Advantages include:

i. Explainable ordinal ranking

2. Comparison to subject property for purposes of
ranking

3. High tolerance for error in selection of adjustment
factors

4. Ad justment factors can be in dollars per unit,
dollaras per unit of difference or dollars per special
transformation unit to permit curvelinear
relationships
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EXHIBIT 10 MARKET ANALYSES

FEASIBILITY STUDIES
APPRAISALS

INVESTMENT COUNSELING

REALTY RESEARCHERS

REALTY RESEARCHERS BUILDING '
586 SHADES CREST ROAD
BIRMINGHAM, ALABAMA 35220
(205) 623-5479

GENE DILMORE, SREA-MA|-ASA
GARY DILMORE, S8RA

APPRAISAL REPORT

THE PROPERTY

Two lots containing a total of 31,38} square feet, improved
with a 1—stor§ medical office building containing 8,876 sq.
ft. gross building area and apprbximately 7,185 sq. ft. net

rentable area.

LEGAL DESCRIPTION

Property 1identified as Tax Assessor's pParcel No. 23-1-1-6-6
and Parcel No. 23-1-2-1-12, 1ega11y.describ§d as all of Lots
3 and 8 and Lot 4 except SE 15 ft., survey of J. N.

Easterwood First Addition, as recorded in-Map Book 22 Page

49, Probate Office of Jefferson County, Alabama.

PURPOSE OF APPRAISAL

To estimate the market value of the unencumbered fee simple
interest in the above-described property, as of March 11,

1983. Market value is defined as: ghe most probable selling
price of the property, if properly exé&sed to the market for

a reasonable period of time, with both seller and purchaser

being reasonably well-informed, and neither acting under

compulsion.
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LOCATION

The property is located in the Roebuck—Center Point area of
Birmingham, in a commercially- developed neighborhood. It is
accessible to a densely populated residential area. The
trend of the area is toward continued enhancing wvalues, and

continued desirability of location.

ZONING & BEST USE

The property is zoned for commercial use. 1Its present use,as
a medical office with parking area, is in conformity with the

zoning, and 1is considered to be the highest and bet use for

the site.

STREETS & UTILITIES

Subject is on a paved street, with all utilities available.

LOT
Lots 3 contains 9,350 square feet, Lot 4 11,651 square feet,
and Lot 8 (the parking area) contains .apptoximately 19,309
square feet, with a total area of 31,361 square feet. Lot 8
is accessible via a drive adjoining Lo£ 4, and is separated

by Lot 7. The land is level.

IMPROVEMENTS

A one-story medical office building, containing 8,878 square

feet gross building area, and approximately 7,185 sq. ft. net
rentable area, built 1963 with remodeling in 1965, in average

condition.
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Exterior 1is 78% brick over block, 38% block, with concrete
slab floor structure, built-up roof, g. 1i. gutters and
downspouts. Floor cover is approximately 95% vinyl asbestos
and 5% carpeted. 1Interior finish is sheetrock, panel, and
vinyl paper. Ceilings are suspended acoustical tile, with

part fluorescent and part incandescent 1lighting.

Heating and cooling is by electric heat pumps. The dialysis
area has additional plumbing, and some walls have léaded X-
ray areas. There 1is a covered walkway around most of tﬁe
structure. Site improvements include'approximately 7,988 sq.

ft. of asphalt paving.

VALUATION

Market Data--Land

The first step in the valuation consists of estimation of the
land value. On the following two pages will be found computer
printouts of 6 commercial lot sales in the area. Following

the sales, is the printout of a program which applies the

Dilmore Size Adjustment curves to the sales, after they are
adjusted for items other than size. This program tests the
data fdr fit to seven curves, and sélects the best fit,
indicating the proper adjustment to be applied for
differentials in size between the sold properties and

subject.



RECORD 5

STREET
ADDRESS
‘DATE
SIZE
PRICE/SF
1D#
SELLER
PURCHASER
DB
PRICE
DESCR
REM

RECORD 2

STREET
ADDRESS
DATE
SIZE

PRICE/SF

ID%
SELLER
‘PURCHASER
DB

PRICE
DESCR

REM

RECORD 6

STREET
ADDRESS
DATE
SIZE
PRICE/SF
ID#
SELLER
PURCHASER
DB

PRICE
DESCR
REM

EXHIBIT 10 (Continued)

HW 11

‘NW COR BROOKHURST DR

86.1031
29818
3.84

-2

ROEBUCK CREST BLDG LTD

BEN L CHENAULT ET EL

1516/465

80000

B/ROEBUCK CRST ADD TO BROOKHURST
OFF BLT

1 AV N

8324

78.1226

19098

3.89

8

JESSIE MAE STEGER

EAST LAKE AUTO PARTS INC
1764/683

38000

50 X 204 IN 12/15A RUGBY 2ND
OLD HSE-USED FOR OFF

HW 11

NE COR BROOKHURST DR
80.0321

453024

.99

23-1-1-1-2-9
BROOKHURST PARTNERSHIP
E M CORP

1894/387

4500080

PT NE/NE 1-17-2W

16.4 AC @ 3269 JUST E OF BRUNO SHP CTR
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STREET
ADDRESS
DATE
SIZE
PRICE/SF
ID#
SELLER
PURCHASER
DB

PRICE
DESCR
REM

RECORD 8

STREET
ADDRESS
DATE
SIZE
PRICE/SF
ID#
SELLER
PURCHASER
DB

PRICE
DESCR
REM

RECORD 12

STREET
ADDRESS
DATE
SIZE
PRICE/SF
ID#
SELLER
PURCHASER
DB

PRICE
DESCR
REM

EXHIBIT 10 (Continued)

1 AV N

8320

81.8825

8675

4.44

23-11-2-12-16

MAURINE B NELSON

EAST LAKE AUTO PTS INC
2098/9740

38508

16/15-A RUGBY LD & IMP CO 2ND. ADD

ADJ EL AUTO PTS EXIST SITE

CP RD

E/S 1506 BLK

81.98528

16669

3.96

12-4-19-3-1-4

LANNY VINES ET AL
SOUTHEASTERN MEATS INC
2064/729

66009

119.31/111.14 X 156/158.79 LEV DTCH ACRS SOU PT

IN NE/SW 19-16-1W

ORCHARD RD

S/S 124' E OF PKWY
80.6124

54308

2.95

13-1-36-4-15-5
ROEBUCK PROF BLDG LTD
STEAK & ALE OF AL INC
1872/539

168009

189.2/262.9 X 206.7/273.8
STEAK & ALE
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ADJ FACTORS FOR 75% 77.5%  80% 82.5% 85% 87.5%
o1 6.84 ©.86 ©.88 #.89 $.91 $.92
B2 6.62 .66 ©.69 G.73 . 0.76 .88
83 3.63 2.67 2.36 2.18 1.87 1.67
B4 6.59 0.62 B6.66 $.786 B8.74 §.78
P 5 .77 ©.79 ©.82 8.84 $.86 $.89
b6 1.26 1.22 1.19 1.17 1.14 1.11
MEAN OF PRICES= 4.455

STANDARD DEVIATION OF PRICES = 1.684¢8

CQOEFFICIENT OF VARIATION = .3789819

MEAN OF PRICES ADJ'D W/ 75% CURVE = 3.99556

STD DEV = .523886

COEFF OF VAR = +.131117

MEAN OF PRICES ADJ'D W/ 77.5% CURVE = 3.99545

STD DEV = .449433

COEFF OF VAR = .112486

MEAN OF PRICES ADJ'D W/ 88% CURVE = 4.08967

STD DEV = .499363

COEFF OF VAR = 12454

MEAN OF PRICES ADJ'D W/ 82.5% CURVE = 4.83624

STD DEV = .622586 ‘

COEFF QF VAR = 154249

MEAN OF PRICES ADJ'D W/ 85% CURVE = 4.87281

STD DEV = .778282

COEFF OF VAR = .189128

MEAN OF PRICES ADJ'D W/ 87.5% CURVE = 4.11963

STD DEV = .928646 ’

COEFF OF VAR = .22542

MEAN OF PRICES ADJ'D W/ 99% CURVE =

1.928489
.259918

STD DEV =
COEFF OF VAR =

RECAP OF SIZES & PRICES

SALE# SIZE PRICE
2 16,0692 $5.94
3 453,054 $1.35
4 8,675 $5.67
5 16,660 $4.91
6 54,308 $3.86
SuUB 31,3061

4.17396

98%

8.94
g.84
1.59
g.82

g.91

1.99
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The land valuation may be'summarized as follows:
Land Sales Adjustment Chart

Sale % Price Time Location = Size Adjusted Ind.

1 $3.84 1.24 1.95 $5.08 .86 $4.39

2 $3.80 1.42 1.1 $5.94 .66 $3.92

3 $6.99 1.39 1.95 $l{35 2.6% $3.60

a $4.44 1.16 1.10 $5.67 .62 $3.52

5 $3.96 1.18 1.85 $4.91 .79 ' $3.88

6 $2.95 1.31 1.8¢0 $3.86 1.22 $4.71

Land Value Indication for Subject:

31,301 sq. ft. @ $4.00 sq. ft., or: (R) $125,000

COoST APPROACH TO VALUE

In applying the cost approach for a preliminary value
indication, we have: used the Marshall & Swift cost service.
We have tested their costs against numerous known local

contract costs, and ﬁound them to be quite reliable.

The building was classified as Class C construction, medical
office, low cost to average quality. " on the following page
will be found the printout from the 'Marshall and Swift

computerized cost service.

Preliminary wvalue indication from the Cost Approach to value

T is: (R) $377,599



EXHIBIT 10 (Continued)

COST ESTIMATE FOR: CARRAWAY MEDICAL CENTER
PROPERTY OWNER: DR'S COLLINS & BURNETT ‘
ADDRESS: 9228 PARKWAY EAST, BIRMINGHAM, ALABAMA
SURVEYED BY: GD

DATE OF SURVEY: 3/11/83

DESCRIPTION:
OCCUPANCY: MEDICAL OFFICE

FLOOR AREA: 8,878 Square Feet AVERAGE STORY HEIGHT:
CLASS: C Masonry : EFFECTIVE AGE:- 20 Year
COST RANK: 1.5 Low/Average CONDITION: 3.0 Average
NUMBER OF STORIES: 1.0 COST AS OF:.983/83

EXTERIOR WALL:
Bl’iCk,BlOCk BaCk—Up........o-. lﬂa%

HEATING AND COOLING:
Heat Pump.......'..............lag%

UNITS cosT
BASIC STRUCTURE COST: 8,878 39.81
EXTRAS:
Site ImprovementS....eeeeeasss
Paving ,Asphalt........ ceccacee 7,000 #.87

REPLACEMENT COST NEW::eeeseaooon

LESS DEPRECIATION:
Physical and Functional....... <390.9%>

DEPRECIATED COST.eccvecosoosoacs

T e T e e e e e e e e e e e e e e e e e e e v o 0 s o e e e s et ot e e e e e S el o e ks o O e e D D i S St s S . > > o
T et e e e . T . — ——— P > >t ————  ———— —— ————— — 3 . o =

T T T e e e e e e e e e e v e e e e . 0 e et ot e oy P s et e e e e i i i i i s et o e o e e . e o i i i ot e

Cost Data by MARSHALL and SWIFT
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12.0 Feet
s

1,580
6,890
368,745

<198,224>
252,521
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SALE COMPARISON APPROACH TO VALUE

Among sales of small office buildings which were investigated

and analyzed 1in estimating value of subject were the

following:

(1) Crenshaw Bldg, 1616 S 18th St. Sold 7/17/82, Deed Book

2217 Page 128, for $8¢9,0600. 2 sty, -blt 1965, 29,400 sq.ft.

lot, 17,117 sq.ft. bldg. At estimated $7.50 rt,'indicated
gross annual multiplier is 6.23. Assigning 5% vacancy and $3

expenses gives an indicated overall rate of return of 9.21%.

(2) 3768 S. 4th Ave. Sold 6/38/82, DB 2218 P 794, for
$250,008. 21,179 sq.ft. lot, 7,868 sq.ft. NRA. Blt 1972.

At estimated rent of $6.58, gross income multiplier is 5.49.

Assigning 5% vacancy & $2.75 exp, 1indicates overall rate of

9.59%.

(3) 1732 Oxmoor Road. Sold 4/15/82, MLS, for $105,000.

19,0908 sq.ft. lot, 1996 sq.ft. bldg, 25 yrs old.

(4) 1219 s. 20th. st. Sold 8/24/81, DB 2099 P 692, for
$680,000. 31,066 sq.ft. lot, 11,968 sq.ft. bldg., built
1956. Rt. 9.83. GAM was 5.79. Assigning 5% vac and $3.58

expenses indicates an overall rate of 19.27%.

(5) 1763-B Center Point Hwy. Sold 8/21/79, DB 1883 P 811,
for $106,099. 8,883 sq.ft. lot, 2,496 sq.ft. bldg GBA, est

NRA of 2,250 sq;ft. Blt 1977, Texcote and asbestos exterior.
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(6) 1965 Oxmoor Road. Sold 18/8/79, DB 1833 P 98, for
$199,000. 8,958 sq.ft. lot, 3,582 sq.ft. bldg, blt 78.
Gross annual multiplier was 5.78, 1indicated overall rate

11.85%.

(7) 3160 Independence Ave,. Sold 1/4/82, DB 2149 P 315, for
$360,006. A 15,008 sq.ft. lot, 4,738 sq.ft. bldg. Indicated

GAM was 8.46; indicated overall rate 7%.
(8) 2717 S. 19th Pl. Sold 6/1/82, DB 2281 P 481, for

$101,750. A 7,999 sg.ft. lot, approx. 2,508 sq.ft. NRA in

bldg. Blt 1972.

(9) 11 office park Circle. Sold 7/1/81, DB 2878 P 345, for
$265,006. A 49,068 sq.ft. lot, bldg approx 3,688 sq.ft. NRA.
Built 1965. Indicated GAM was 8.41; indicated overall rate

7.22%.

The sales were analyzed, using a procedure 'proposed by Dr.
Richard U. Ratcliff, elaborated and implemented by Dr. James

A. Graaskamp, with modifications by Gene Dilmore.

The comparison procedure is basically as follows: First,
land value 1is calculated as of the sale date for each
comparable property. The indicated 1land wvalue is then
deducted from the sale price, eliminating this major élement
from tﬁe price differentials. Then the remainder price, for
improveménts only, is reduced to price per square foot of net

rentable area.
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Next, the properties are assigned comparative quality points
for the major property attributes. Points are in accordance

with qualitative ratings, as follows:

Rating Points
Excellent 26
Good. 29
Average 15
Fair 13
Poor . 18

The major cateqgories of property attributes considered, and

the relative weights assigned to each were as follows:

Effective Age 30%
Space Quality (Construction, Design, Finish) 50%
Marketability (Accessibility, linkages to

clients & customers, amenities) 20%

1006%

Each assignment of quality points is given its appropriate

weight, and the weighted quality points totaled. For
example, a ratihg of Fair in regard to Age (13 points, x 30%
weight); a rating of Average in regard.to space quality (15
points, x 5@% weight); and a rating of Good in regard to
Marketability Factors (20 points, x 28% weight) gives, for

Sale #1, a total of 15.4¢ quality points.



Next,

by the

comparisons to a common denominator.
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we divide the "Price Per Square Foot for Improvements™

number

of quality points,

in order to

the price of improvements of $27.87 per square foot,

by 15.48 quality points,

$1.81

per square foot/per quality point.

Note

reduce

that

the

In the case of Sale %1,

divided

yields an indicator of a price of

these

comparative ratings are thus independent of subject property,

which is then assigned quality ratings in the same manner.

Finally, we

indicators,

and

add

. indication.

examine

subject

land

the

value

central tendency

for total

of these

The analysis is summarized in the following matrix:

Comparable Sales Analysis Matrix

market

nine
for a value indication for subject improvements,

value

Sale §# 1Ident. Price Land Improvements Imps Sq Ft
1 Crnshw 800,008 323,009 477,509 $27.87
2 37006 4 Av 250,008 74,9009 176,008 $25.14
3 1732 Ox 135,050 40,000 65,0088 $32.57
4 1218 s 20 680,000 310,000 370,000 $30.94
5 1763-B 109,909 33,000 67,9008 $29.78
6 1985 Oxm 196,008 36,0008 154,000 $43.97
7 3169 Ind 360,000 75,0809 285,00ﬂ'$69.25
8 2717 19 Pl 101,759 28,000 73,758 $29.50
9 11 Ooff Pk 265,000 147,009 llé,ﬂﬁﬂ $32.78
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Comparable Sales Analysis Matrix--Cont'd ®
Sale # Age Sp Qual Mktblty Quality Price Pper
Rating Rating Rating éoints‘ Point/SF
1 13/.3 15/.5 20/.2 15.49 $1.81
2 13/.3 13/-5 15/-24 13.40 $1.88
3 19/.3 15/.5 28/.2 14.59 - $2.25
4 18/.3 28/.5 20/.2 17.99 $1.82
5 208/.3 13/.5 13/.2 15.18 $1.97
6 26/.3 20/.5 28/.2 21.88 $2.02
7 20/.3 23/.5 23/.2 22.19 $2.73
8 15/.3 13/.5 15/.2 14.ﬂb $2.11
9 13/.3 28/ .5 20/.2 17.99 $1.83
Mean : $2.85

Standard Deviation $g.30
Subject 13/.3 28/.5 15/.2 ° 16.99
Value for subject from this approach is indicated as follows:

16.99 quality points for subject x $2.85 per point per square
foot = $34.65 per square foot. 7,185 sq. ft. @ $34.65 =

indicated value for improvements (R) $249,000
Adding back the land: Land 125,098
Preliminary value Indication $374,000

Applying the standard deviation gives a confidence interval
of plus or minus one standard deviation, of: $349,004 to

$428,000, with most probable figure of $374,000.
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(Standard deviation of $§.38 x 15.68 points = $4.77 x 7,185

sq. ft. = a standard deviation, in dollars, of plus or minus

(R) $34,000.)

Preliminary Value Indication from Sale Comparison Approach:

$374,000

INCOME APPROACH TO VALUE

The building is currently leased, as follows:

Offices 1 & 2: Community Dialysis Centéf, 2,409 sq. ft., rent
$1,188 per ﬁonth;. 5 year lease through 5/85. Office 2:
Douglas Collins, M.D., 1,160 sq. ft., rent $475 pér month.
Office 4: J. Ippolito, M.D., 1,658, rent $688 per month;
month-to-month lease. Office 5: James Burnett, M.D., 2,635

sq. ft., rent $1,308 per month.

Since only a portion of the building is leased to unrelated
parties, and the lease on Offices 1 and 2 expires in 2 years,
market rental was projected by comparison with other office

rentals 1in the general area. Among rent cbmparables

considered were the ‘following:

(1) Brookhurst Office Bldg, 266 Gadsden Hwy. Built 1978, 2

sty, 7,390 sq. ft. Rent $8.047.

(2) Corporate East Bldg, 213 Gadsden. Hwy. Built 1977, 2

sty, 28,888 sq. ft. :‘Rent $9.58.

(3) Plaza Courtyard, 9229 Todd Drive. Built 1988, 2 sty,

9,400 sq. ft. Rent $8.40.
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(4) Social security Bldg East, 9217 Todd Drive. Built 1975,

2 sty, 13,8068. Rent $9.00.

Comparison with these and other rent comparables indicated
for subject a market rental value of approximately: $8.50

per sq. ft.

A vacancy allowance of 5% was assigned. Operating expenses
were deducted in accordance with expense data on numerous

office buildings in our files.

In the preceding comparable sale data, it will be noted that
a number of the sales have indicated overall net rates of
return calculated. From these sales, we derived an overall
capitalization rate for subject of 14%. The income approach

to value may be summarized as follows:
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Income Approach Summary

Gross Potential Rental

7,185 sq.ft. NRA @ $8.50 $61,872
Less Vacancy Allowance 5% 3,854
Effective Gross Rental $58,018

Less Operating Expenses:

Taxes (.60) : $4,335
Insurance (.13) 935
Utilities (1.580) 18,775
Janitorial (.45) 3,200

Repairs & Maint. (.25) 1,809
Pest Control, Waste Disp 500
Management (5%) 2,921

Misc 259 24,696 (3.44)

Net Rental $33,322
Capitalized @ 10% =

Preliminary value Indication $333,000

VALUE CONCLUSION

A preliminary wvalue indication was derived from the cost
approach at $377,544, from the income approach at $333,0804,
and from the sale comparison approach at $374,000. The
concept of "most probable purchaser" is quite relevant €for
this type of small office: although there is some investor-

market, the market for this type of property is made up more
of purchasers for owner-occupancy. For this reason, the sale

comparison approach is more heavily weighted than it would be

for a primarily investment property.
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The preliminary value (indications may be weighted €for a
correlated value cohclusion, as Eollows:'.

Cost Approach §$377,588 x 15% =‘$56,625

Income Approach $333,088 x 25% = $é3,25ﬁ

Sale Comparison $374,0080 x 6% =35224,400

199% = $364,275 (R) $364,000
FINAL ESTIMATE OF  MARKET VALUE OF SUBJECT PROPERTY AS OF
MARCH 11, 1983:
$364,008
Respectfully submitted,

Gene Dilmore

Gary Dilmore
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EXHIBIT 11

Demonstration of Euclidian Distance
For Selection of Best Comparable

Comparable 1 = 2,000 sq. ft. and quality 7 sold for $80,000
Comparable 2 = 3,000 sq. ft. and quality 3 sold for $110,000
Adjustment for difference in size is $20 per sq. ft.
Adjustment for difference in quality is 2% of sales price

\O

subject is 2,700 sq. ft.
8 within quality rating of 4

(O N 7

h Y

1
i
i
] X
{

size

a ) [ 1 [} I3 Ly
0 500 1000 1500 2000 }2500+~ 30D0 3500 L40OO
\

AY
$'" = 500 sq. ft. 3- - =

2

1
v

quality

Comp. 1 Euclidian distance dollars = [{2,700-2,000)32@]2 + [(5-7).02 x 80,000)2
= 14,0002 + 32002 or 196,000 + 1,024,000 =
1,220,000

E(2,7oo-3,ooo)$zd]2+(}5-3).ozx11o,ood]2

300 x 20 or 60002 + L4002
360,000 + 193,600 = 553,600

Therefore, €omparable 2 is most comparable to the subject property,
because hypotenuse 4553,600 is shorter than hypotenuse“¥1,220,000.

N

Comp. 2 Euclidian distance in dollars

nou
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D. Consider that the market comparison method ¢typically
involves comparison of selected comparables with a
subject property in terms of certain differences with a
dollar adjustment made to actual sales price for the
extent of the differences. The process might be
represented as:

Vk = Al (Xs - Xk)l+ A2 x (Xs82 - Xk2)
Vp = average of Vk

Refer to diagram of Euclidian Distance (See Exhibit 11.)

One application of the system is for residential assessment
in the upper income community of Maple Bluff, Wisconsin.
There is a wide variance in size of residential units (900
8q . ft. to 9,000 sq. fr.), lot size (5,000 sq. ft. to 35
acres), and locational factors including lake views, a
country club, and a railroad. All the details of the
system are provided in Exhibit 12.



AUTOMATED MKT COMP ASSESSMENT SYSTEM

For Maple Bluff
Dane County, Wisconsin

Implemented By

Jean B. Davis
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EXHIBIT 12 77

Date of Inspection

Name of Inspector

VILLAGE OF MAPLE BLUFF
DANE COUNTY
WISCONSIN

SINGLE FAMILY RESIDENTIAL INFORMATION FORM

1. : Tax Parcel Number
2. Property Owner
3. Street Number
y, Street Name
LAND DATA
5. Previous Lot Sale Price
6. Previous Lot Sale Date
7. X Geocode
8. Y Geocode
9. Neighborhood Number
(01-18)
10. Lot Square Feet

(rounded to nearest 500 ft.)

11. Lot Front Feet
(rounded to nearest foot)

12. Lot Depth
(rounded to nearest foot)




13..

14,

15.

16.

17.

18.

19.

EXHIBIT 12 {Continued)

Lot Subdividable

(smaller of A, B,

A & B apply only to unplatted-uncertified lots)

CONDITIONS WHICH MUST

No
1.
Lot area -
Unplatted = 40,000 sq.ft.
Gross Lots 25,000 sq.ft.
(round down to next
integer value)
Lake 2.
Net = frontage -1
Additional 100 f¢t.
Lots (round down to next

integer value)

under 65,000 sq.ft.;
oversize lot

LLake Access Easement

No; 1 = Yes

Shore Quality

inaccessible bluff/Dengel Bay
shallow

mud; 0 = no dominant problem
Water Quality
odor; 2 = flotsam; 1 = weeds;

no dominant problem

Lake Front Feet

(rounded to nearest foot)

Lot on Corner

No; 1 = Yes

BE MET:

All lots must have
no less than 40*' of
street frontage or
a single driveway
(apron) easement.

Platted vacant lots
(within a parcel)
will be treated as
buildable if,
separately or in
combination, the
total area is <
14,000 SF, and
conforms to
condition #1.

Lot Oversized (but not subdividable)

78



20,

21,

22.

23.

24,

25.

26.
27.
28.
29.
30.

EXHIBIT 12 {Continued) 79

Lot on Cul-de-sac

0 = No; 1 = Yes
Inside Lot
0 = No; 1 = Yes
Lot Wooded
0 = Below average (0 to 3 major trees)
1 = Average wooded lot (4 to 7 major trees)
2 = Above average lot (more than 7 major trees)
Lot View
0 = Commercial lot or railroad lot
1 = Average view
2 = Golf course or park view
3 = Water average (non-State Capitol view)
I = Water superior (State Capitol view)
Lot Topography
0 = Severe, non-usable slope
1 = Wet pockets
2 = Downsloping lot,
3 = Level contour
4 = Upward sloping lot
Adverse Influence
0 = None 5 = Public property
1 = Contiguous lake easement or exposure
2 = Joint driveway" 6 = Railroad
3 = Other (high lines, etc.) 7 = High traffic
4 = Commercial property 9 = Combination

If lot suffers from two adverse influences, enter the
higher value.

SITE IMPROVEMENT DATA

Tennis Court

OQutdoor Pool

Patio

Storage Shed

Boa thouse




31,
32.
33.

34,

35.
36.
37.
38.

39.

ho.

&1,

42,

EXHIBIT 12 (Continued)

Seawall

Indoor Pcol

Elevator

Other Structure Name

Other Structure Value

Other Structure Name

Other Structure Value

Special Structures Total

(Sum of columns 26 - 37)

Driveway

F-J VN V]

(score = style, material)

SIYLE

Linear into garage-
back into street
Linear with turn-
around space

Circular

Large with parking
space and turnaround
space

Circular with parking
space

E

Dirt

Gravel

Asphalt
Concrete/Brick

W N -

AN -

Neighborhood Foliage
New and raw

Some mature trees

Shady

Landscaping

W —

Little or none
Average
Above average

Screening of Back

Little or none
Yes

80



B3..

uy,

45.

46 .
bt.
48,
hg.

50.
51.

52.

Single pitch

EXHIBIT 12 (Continued)

Screening of Front

0 = Little or none
1 = Yes
Curb and Gutter
0 = No; 1 = Yes
Sidewalk
= No; 1 = Yes
IMPROVEMENT DATA
Previous Sale Price
Previous Sale Date
Year Built
Era
0 = Pre-1910 3 = 1950-1969
1 = 1910-1929 4 = 1970 to present
2 = 1930-1949
Square Feet Living Space
Number of Stories
0 = Vacant Lot 1.6 = Miltilevel
1 = 1 Story 2 = 2 Stories
1.3 = 1-1/2 Stories 2.3 = 2=-1/2 Stories
Roof
(score = style, material)
STYLE MATERIAL
1 = Gable 1 = Gravel
2 = Hip 2 = Asphalt shingles
3 = Mansard 3 = Wood shake/shingle
4 = Gambrel 4 = Slate shingles
5§ = Flat 5 = Tile
6 = 6 =

Metal
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53..

54, -

55.

56.

57.

58.

59.

EXHIBIT 12 (Continued) 82

Exterior
0 = Concrete block 6 = Part masonry/
1 = Wood siding/frame stained boards
2 = Stucco 7 = Part masonry/aluminum
3 = Stained boards/shingles 8 = Predominantly brick
4 = Aluminum siding veneer
5 = Part masonry/frame 9 = Predominantly stone
Garage Type
0 = None 5 = 2=3 car detached
1 = Carport 6 = 2-~3 car basement
2 = 1 car detached 7 = 2 car attached, small
3 = 1 car basement 8 = 2 car attached, large
4 = 1 car attached g = 3 car attached
Building Style
1 = Cottage = Good builder's
2 = Pre-1940 suburban/mansion
3 = Standard builder's 7 = Architectural
suburban (Owner custom contemporary
obsolescence) 8 = Architectural
4 = Architectural modern traditional
5 = Pre-1940 remodeled 9 = Architectural colonial
Basement Type
0 = Slab 4 = Partially exposed (opening on
1 = Crawl grade at least one side)
2 = Partial 5 = Exposed (raised ranch/bilevel-
3 = Full English basement- window sill at grade)
Basement Condition
0 = No problem
2 = Mild problem due to seepage/aging
5 = Poor condition or no basement
Appearance to Neighbors
1 = Less attractive
2 = Equally attractive
3 = More attractive
Quality
0 = Uninhabitable 5 = Well-maintained
1 = Major mechanical or 6 = Maintained like new
structural problems T = New--standard
2 = Interior damage 8 = New--custom
3 = Exterior maintenance 9 = New--deluxe
required
4 = Average condition



83
EXHIBIT 12 (Continued)

60, Enclosed Porch
0 = None 5 = Average glass
1 = Small screen 6 = Large glass
2 = Average screen 7 = Small glass, heated
3 = Large screen 8 = Average glass, heated
4 =z Small glass 9 = Large glass, heated
61. Total Number of Rooms
62. Total Number of Bedrooms
63. ' Total Number of Bathrooms
(sum of bathroom scores)
64, Half
(Score = .5 for each)
65. Three-quarter
(Score = .75 for each)
66. Full
(Score = 1 for each)
67. Bathroom on First Floor
0 = No
1 = Yes
68. Total Number of Fireplaces
69. Living Room
(score = size, layout)
SIZE LAYOUT
1 = Small 1 = Poor
2 = Moderate 2 = Indifferent
3 = Large 3 = Good
70. Dining Room
0 = None
1 = At end of living room
2 = Dining L
3 = Full dining area
4 = Separate room



EXHIBIT 12 (Continued)

T1. Den/Library/Study
0 = None 2 = Average
1 = Small 3 = Large
T2, Kitchen Score
Score = (Size ® Type ¥* Work area) + Eating space
73. Kitchen Size
1 = Small
2 = Average
3 = Large
T4. Kitchen Type
1 = Single wall 4 = U-shaped
2 = Pullman 5 = L= or U-shaped with island
3 = L-shaped
5. Kitchen Work Area

To calculate kitchen score use:

0 = Obsolete ( .5)
1 = Dated (.75)
2 = Modern (1.00)
76. Kitchen Eating Space
To calculate kitchen score use:
0 = None 0]
1 = Counter/Stools 2
2 = Space for table/chairs .4
3 = Breakfast nook .6
TT. Family Room
(Score = location, size)
0 = None
LOCATION SIZE
1 = Poor 1 = Small
2 = Adjoining kitchen 2 = Average
3 = Fully separate and 3 = Large
well located
78. Recreation Room
0 = None
1 = Yes (Must have fully finished floor,
ceiling, and walls)
79. Laundry Area Score

(Score = location ® type)



80..

81.

82.

83.

84.

85.

EXHIBIT 12 (Continued)

Laundry Area Location

LOCATION
1 = Basement
2 = At grade
3 = Second floor
Laundry Area Type
0 = None
IYPE
1 = Exposed
2 = Enclosed closet
3 = Separate room
Heating System Score
(Score = Fuel ¥ Type)
Heating Fuel
FUEL
1 = Electricity
2 = 0il
3 = Gas
Heating Type
IXPE
1 = 01d hot water - radiators
2 = 01d low pressure steam - radiators
3 = 01d hot water integrated with water heater
4 = Gravity hot air grills on floor
5 = Hot water-baseboards
6 = Forced hot air
7 = Forced hot air-zoned
8 = Multiple forced hot air units
Electrical Service
AMPERAGE
1 = 30 amp.
2 = 60 amp.
3 = 100 amp.
4 = 125 amp.
5 = 150 amp.
6 = > 150 amp.
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86.

87.

88.

86
EXHIBIT 12 (Continued)

Water Heater

Score (Capacity, Fuel)
0 = With hot water heat system
CAPACITY OF UNIT FUEL
1 = 20 gal. 5 =z 75 gal. 1 = Electric
2 = 30 gal. 6 = 100 gal. 2 = Solar
3 = 40 gal. T = 100+ gal. 3 = 011
4 = 50 gal. 4 = Gas
Interior Circulation (Traffic pattern)
0 = Poor
1 = Moderately good
2 = Good
3 = Excellent

Total Special Features Score

(Sum of all special features points)



EXHIBIT 12 (Continued)

SPECIAL FEATURES

Front Exterior Entry

NP

(Score = Sum of style and function)

. STYLE FUNCTION
Single door Unprotected

-1 =
Double door 2 = Protected

Front Interior Entry

WN - OW

(Score = Sum of points)
Entrance direct to living room
Vestibule (hall entry)

Foyer (enclosed entry)
Spacious vestibule
Spacious foyer

Master Bedroom Suite

WnN —

(Score = Sum of points)
Extra closet space
Dressing area
Sitting area

Living Room Extras

(Score = Sum of points)
Classical cathedral ceiling
None
Contemporary sloped ceiling,
built-in cabinets

Sunken multi-level, special natural
illumination, deluxe woodwork

Dining Room Extras

WN O

(Score = Sum of points)
None
Built-in china cabinet, break front/buffet
Wet bar
Deluxe built-ins

Den/Library/Study Extras

N - O

(Score = Sum of points)
None
Buil t-in cabinets
Deluxe woodwork

87



8.

g.

10.

11.

EXHIBIT 12 (Continued)

SPECIAL FEATURES (Continued)

Kitchen Extras

(Score = Sum of Pecints)
None
Each built-in appliance, serving pantry/bar, direct
access to outside, grill/BBQ, more than one sink area
No window
Below average window area
Average window area
Above average window area

Family Room Extras

N =0
nn

(Score = Sum of points)
None
Built-in cabinets, deluxe flooring,
deluxe paneling, sloped ceiling
Wet bar
Kitchen facilities

Number of Special Spaces

WNh =0

(Score = Sum of points)
None
Special woodwork/craft area
Dark room
Sewing, sitting, office areas, partially
finished recreation room

Recreation Room Extras

Vi) O

(Score = Sum of ponits)
None
Buil t-in cabinets
Wet bar
Kitchen facilities

Household Extras

-0

|mwnN

(Score = Sum of points)
None
Greenhouse - attached at window, special
indirect lighting
Security system :
Greenhouse - attached and walk-in, sauna
Central air conditioning, grand spiral staircase
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W OO~ GV

11
12
13
14

15
16
17
18
19

20
21
22
23
24

25
26
27
28
29

30
31
32
33

34
35
36
37
38

39
4o
41
42
43

Il
45
16
47
48

Tax Parcel Number
Property Owner
Street Number
Street Name

Previous Lot Sale Price
Previous Lot Sale Date
Geocode X

Geocode Y

Neighborhood Number

Lot Square Feet
Lot Front Feet
Lot Depth

Lot Subdividable
Lot Oversized

Lake Access Easement
Shore Quality

Water Quality

Lake Front Feet

Lot on Corner

Lot on Cul de Sac
Inside Lot

Lot Wooded

Lot View

Lot Topo

Adverse Influence
Tennis Court
Qutdoor Pool
Patio

Storage Shed

Boathouse
Seawall
Indoor Pool
Flevator

Other Structure Name
Other Structure Value
Other Structure Name
Other Structure Value
Special Structures Total

Driveway

Neighborhood fFoliage

Landscaping
Screening of Back
Screening of Front

Curb Gutter
Sidewalk

Previous Sale Price
Previous Sale Date

EXHIBIT 12 (Continued)

89
VILLAGE OF MAPLE BLUFF, DANE COUNTY
SINGLE-FAMILY RESIDENTIAL TAX INFORMATION FORM
AS OF JANUARY 1, 1980
PLSPRICE
PLSDATE 43 Era ERA
GEQ X 50 sq. Ft. Living Space SQFTLS
GEO Y 51 Number of Stories | _STORIES
NBRHD 52 Roof ROOF
53 Exterior | _EXTER
LTSOFT
LIFFL 54 Garage Type CARAGE
LTDPTH 55 Building Style STYLE
LOTSD LY 56 Basement Type BSMTYP
LOTQVSZD 57 Basement Condition — BSMTCND
LKAC 58 Appearance to Neighbors | __APPEARS
SHORE 59 Quality QUALTY
WATER 60 Enclosed Porch PORCH
LKFFT 61 Total Number Rooms ROOMS
LTCNR 62 Total Number Bedrooms | BDRHMS
t¥$3§ 63 Total Number Bathrooms BATHS
64  Half " HFBTH
LTW00D 65  Three Quarters THQBTH
LIVIEW 66  Full FULLBTH
LTTOPO 67  On First Floor BTHIST
ADINF 68 Total Number Fireplaces FPLAC
TENCT 69 Living Room | LIVRM
gUTPgoL 70 Dining Room DINRM
s?géo 71 Den/Library/Study DEN
2 Kitchen Score KTCHSCR
BTHSE ;3 Kitchen Size KTCHS Z
{SEAWLL 74 Kitchen Type KTCHTYPE
INPOOL 75 Kitchen Work Area KTCHWRK
ELEV 76 Kitchen Eating Space KTCHEAT
STCT1
VALUE1 77 Family Room FMLYRM
STCT2 78 Recreation Room RECRM
VALUE2 79 Laundry Area Score LAUNSCR
SPCTOT 80 Laundry Area Location LAUNLOC
81 Laundry Area Type LAUNTYP
| DRVWY
NBRFOL 82 Heating System Score HTGSCR
LNDSCP 83 Heating Fuel HTGFUEL
CRBK 84 Heating Type HTGTYP
SCRET 85 Electrical Service ELECTSRV
86 Water Heater WTRHTR
CRBGTR 87 Interior Circulation INTCIR
SIDWLK
PSPR 88 Special Features Score SPFTSCR
__PSDATE
YRBLT

Year Buijlt




EXHIBIT 12 (Continued)

VILLAGE OF MAPLE BLUFF, DANE COUNTY
PROPERTY TAX ASSESSMENT
CHANGE IN ASSESSMENT DATA

Tax Parcel Number

90

Name of Property Owner

Address of Property Owner

Description of Changes:

Data Base Changes:

Data Item Column Number

Signature of Reviewer

Date Entered in Data Base

Blue Copy: Assessor

Date
Previous Entry Updated Entry
Initials
Green Copy: Property File



SET wi

Reaay

DTh 132

RUN [15Ce 54 IHKTNHZ

ENTER FACTOR FILENAHNE

*LAKE2

ENTER CONPARABLE FILENARE

*LAKEX

CeFAC

X.CON

EXHIBIT 12 (Continued)

MARKET COMP OUTPUT
FACTOR FILE

ENTER SUBJECY FILENARE

*| AKE.

OMAUWNMO

QO N NS WNY

4C

Sus

o] 4}

&

-2

103
'Y
1 3
0
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PSDATE
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/44Ju§tmenf
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EXHIBIT 12 (Continued)

MARKET COMPARISON ADJUSTMENT GRID
LAKE FRONT RESIDENTIAL PROPERTY

PROPERTY &LPURT 8 4
2319 4601108 4% canBKIDGE AD
9 4601108 45 CAnBRIDGE RD ADJUSTHENT == 3112 4601113 33 CARBRIDCGE KD
FACTOR TYP RATE AVE. S~UiV, 123516 46G1462 u:: ::::ttt t:
113511 4601457 13 - L1-ant IY'P)
~AnT A I-ART  ADJ 12-ANT  AD4
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- [ 2343 215000,00 215000, 50 0 82.17 '
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FANRN | Y 103.0C (U (VY 240570 229506, 221285
33735 .
RECRN le 2000.,00 =1000, 1155, ;2::2:“2."“20“:: 2 eaa 38705« ®1335 e3548.
LAUNSCR  ls 303,00 -15C, 3¢9, ;
“'GSCK 1. 200-00 "600. 13]7.
INTCIR 2. 0.01 1533, 1037,
SPFYSCR L. 2%C.00 -52%9, Losl.

AVE ADJUSTLD AMT . 231274
WEIGHTED AVE. 233500,
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1983 PKOPERTY CARD ~ PARCE)-

45 CAMBi [UGL RD
RADISOMy M1 53704

LAND DATA
PREVIOUS LOT SALE PRICE
PREVIOUS LUT SALE DAFE

VEOCODE
NEIGHBORHIID MUNBER

LOT SQ. Fl.o

LUT FRUNT ¢#T,9¢
LOT LEPTHe

LOY SUBDIVIDABLE
LUT UVLRSIZED
LAKE ACCESS EASEMEMY
SHURL QUALITY
NATER wuALITY
LAKEL FRUMT FT,
LAOT OM CORMER

LaT Ux Cut BE SaAC
INSILE LOT

LUT wuGbER

LUT vitw

LLT TUPOLRAPHY
ALVEPSE IMFLUENCE

EXHIBIT 12 (Continued)
PROPERTY CARD

LAKE FRONT RESIDENTIAL PROPERTY

4501108

¢
Q

7.
17

18060
89

223

Mo

Mo

LT}

MO aaminhant problem
Filotsam
80

No

Ha

Mo

MateryCapito!
Level cantour
Mone

SPCCIAL STRUCTURLS AMD SITE KMPROVEMENTS

TEMNIS COURT
OUTOOUR FQUL
PATIL
STOKAGE SHED
BOATHOUSE
SUAMALL
INOUOR POUL
ELEVATUR

00

nl

SPECIAL STRUCTURCS TOTaL

LRIVEMAY
NETGHBUKHOOD FOLIAGLT
LANDSCAP NG

SChil MING OF BACK
SCPREENMING OF FROMT
CURE AND GUTTER
SLUEMALK

CAPPRUX. USIMG VILLACE mApP

[y
0
0
]
Y
0
¢
[«
C
Q
Q

Lihedrs gravel
Shady

Avera je
Littie or none
Yes

Mo

LI']

4 to ? major trees

IMPROVEMENT DATA

-

PREVIOUS SALE PRICE
PREVIOUS SALE DATE

YEAR BUILY
t KA
Sde FTa LIVING SPACE
MUNBER OF STORIES
SULLLING STYLE
RUUF
EXTERIOR
GARAGE
BASERENT TYPE
BASERENT CONDITION
QuaLlTY
APPEARANCE TO MEIGHMORS
EMCLUSED PORCH
MUnsL Kk OF ROONS
NUMBER OF BELDRUDNMS
NUMBER OF BATHKUUNRS
HALF wATHS
THREE QUARTER BATHS
FULL BATHS
BATH OM FIRST FL LUK
MUNBER OF FIREPLACES
LivING KOUN
OINING ROUM
DENM/LIBRARY/STUDY
FARLILY ROun
KITCHEN SCURE
SI12E
TYPE
MORK AREA
EATING SPACE
RECREATION ROON
LAUNORY AREA SCORE
LOCATION
TYPEL
HEATING SYSTEM SCURE
Futy
TYPE
ELECTRICAL SERVECE
MATER HEATER
TRAFFIC PATTERM
SPLLlAL FEATURES SCOKE

LAND
INPKOVERENTS
198 ASSESSMENT

LAND
InPkUVERINTS
L9t ASSEdURENT

215000
8262

1930

1930~-1949

3060

2 Steries
Architectuwral Traaitionat
Gabliesasphalt shingles
Part masonsy/trame

2 Car attachedy smalil
Full

Mila seepage/aging
Maintalnea like new
Equalily atteactive
Average glassy heated
il

.
2.2%

1

1

1

Yes

2

Moderate SiZes averdye layaut

Full dining area
Averaje size
Mone
19.40
Lerye
L af U with istang
LTYTI4Y
Space tor tableschairs
Mone
1
Basement
faposed
3
Cas
Uta hot water=radietoars
60 amp,
40 yales electrac
Geaa
7

64,000
L48,500
2124500

64,000
o995
2334500

€6



EXHIBIT 12 (Continued)

MARKET COMPARISON ADJUSTMENT GRID
NON-LAKE RESIDENTIAL PROPERTY

PROPERTY REPUKRT 1 4
$3143 4601146 74 CAMBRIDGE D
2 463117 37 OLO SHOPE RL ADJUSTHENT ~m 171147 46C1220 20¢ LAKENDOD 8LV
FACTOR Tye RATE AVE, S-DEV. 152139 4601212 236 LAKENQOD LY
3532 46C1132 159 LAKEN0OOD 84VO . A
FACTOR SUNJECT 9~ANT ADd L7-ANT ADJ 15-AMT ADJ 3-ANT ADd
psPE . #9000.00 11€0€0.00110000. L06000.00108000. 125003.,00125Q00. .L33000,00133006«
PSPR 9. 1.00 118500, PSDATE 78.42 “82.67 0. 02,33 Oe 80,58 0. 81.67 0.
PSDATE 2e .00 Ce . NARHO 5.00 7.00 ~3000. $.00 0. 4,00 0. 5,00 0.
NERIU L. 1508.0C =750 15C2. LISQFT  135C0.00 235C0.00 -4400, 1500000 =-s60. 17500.00 -1760. 145C0.00 ~2200.
LTS<FT 1. Jehh  =22%9, 1573, LOTSOLY 0.00 . 0,00 D 0400 0. 0.00 0. 0.00 0.
LOTSDIV Lo 15507.92 O. O SHORE 0.00 0.00 0. 8.00 0. 0,02 0. o.og g.
SHORE 2 -0.02 C. c. WATER 0.00 £.00 O.. 0.00 a, 0.00 S 0.0 0.
: LKFFT €.00 0.00 0. 0.00 'Y 0400 0. 0.00 .
WATEXR 2. -C.02 Ce 0 b ELKET 0400 c.00 0u 0.00 0. 0,00 0. 0.00 0.
LKFFT Le 0.C° Oe Qe LTCHR 1,00 .00 =750, 1. 00 Q. 0.00 ~250. 0.00 ~75C.
LFFL‘FT le 395,00 Co Ce LICWL 0,00 0,00 Qe 0.00 Q. 0.00 Oe Q.00 O
LTCNP Le =750.00 “5624 375, LTwOGD .00 V.00 2200, c.00 2120. 1.00 0. 0.00 zug.
LTCuL le 500.CC Ue o LIVIEW 1.9 1.00 0 1.00 04 1.00 'R ;.gg e
LTHOOL 2. NeC2 1744, 1187, LIv0R 3.00 3.00 0. 3.00 0. 3.039 - ?0. o.ca -99".
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SPCTIUY Le lat ¢ Licc. 115, SQFTLS 308C.00 2660.00 0e 2860.00 Ue 25C0.00 0. 3080.6C 0.
YPBLT le 8.00 Ve Ge EFFSQET 2763.00  2496.00 5340, zbzt.gg zug. zu;.gg 1502. zu:.gg g.
e - 2.00 2.30 0. . . . . . N
225?12 i 228 332(7,' "“Z' :;?::“ 8,00 2,00 3960, 5.00 1908, 3400 3750, 4.00 3192.
* P ° g GARAGE 0.00 5,00 3300, 2.00 106d. 5.00 37%0. 8,00 0.
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ExTeR 2. 0.1 3203, 922, BSMICHD %.00 0400 =3750. :.gg g. i.gg -zzsg. g.gg - ;3:.
GAPALL 2a J.71 2028 1792, QUALTY 5,00 2.00 6600 - . - . - - -
STYLL 2e D,Q1 242%. 2824, PURCH 3.00 2.00 &0, 0.00 183%. :.gg mg. E.gg ::gg.
bSHTYP 2 2.C1 1661 2253 BORMS $.00 4,00 15004 4.00 1502, . . N 0.
* * * ety BATHS 2450 3.50 ~4C00. 1.75 3000, 2050 0. 2.25 10004
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QUALTY 2. Q.02 320 4580, D 1MRH 4.00 3.00 22004 1,00 21204 4.00 0. 2.00 53204
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P e Ao 1125 5L, ot e See Cloon: 3'{':0 ~900. 32,00 ~1000. 13.00 900,
B ATHS L. AGGC.CP 0, 2644, banen 2.0 32.00 =100 0. 00 0. 0400 0. 0.00 e
FPLAC Lo 750.02C =375, 433. LAUNSCR 1.00 1.00 0e 4.00 -900. 2.00 -300. 1.00 0.
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0N le 10€0,00 -750, 947, InTCIR 2400 1.00 11€Q. 2.00 0. 2.00 0. 2406 0.
KTCHLCK 1.  B850.0C ~510. 1533, SPFISCR 7,00 11.00 ~1400, 0.00 ~-350. 5,00 700, 12.00 ~1752.
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1983 PROPERTY CARD = PARCEL

37 ULD SHORE RD
NADLSUMy M1 53704

LAND DATA
PREVIOUS LUT SALE PRICE
PREVIOUS LOT SALE DATE

CEO0COOE
ML ICHBORHOUD NuMBER

LOT SU. FT,.¢

LOT FKUNT FT,.¢

LOT DEPTHe

Lat SuuOIvIiDaABLE

LOT OVEKSI2ED

LAKE ACCESS EASEMENT

LAKL FRONY FT,
LOT UM CUxNMER

LOT UN CuL Of SAC
InSTLE LUY

LOY wGODED

LOV viEwW

LOT TUPOGRAPHY
ADVERSE [MFLUEMCE

EXHIBIT 12 (Continued)

PROPERTY CARD
NON-LAKE RESIDENTIAL PROPERTY

460140

4 Lo 7 majer traes

Average vigw

Level cantaul

Pudlic propestly of exposui e

SPECIAL STRUCTURES AMD SITE [MPROVEMEMT S

TEMMLS COURT
LUTUUUR POOL
Pallo
STORAGE SHLD
BOATHOUSE
SLAwALL
INLUUR POOL
ELEVATUK

Co

~
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URIVEMAY
NETLHBUAMOOD FOLEIAGE
LAMUSL AP ING
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- -

oo OoOOO0O0ODOD

Linear wih turn spacey concrete
Shaay
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No
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ANPROVENENT DATA

PREVIOUS SALE PRICE
PREVIUUS SALE DATE

YEAR BUILTY
£ra
5Q. FTe LIVING SPACE
NUNBER OF STORIES
BUILOIMG STYLE
RUDF
EXTERIOR
CAKAGE
BASEMENMT TYPE
BASENENT COMDITION
QUALILTY
APPEARAMCE TO ME IGHBORS
ENMCLOSED PORCH
MUNMBEx OF ROOMS
NUMBER OF B[ DROONS
MUMBEK UF BATHROOMS
HALF BATHS
THREE QUARTER RATHS
FULL BATHS
BATH OM FIRST FLOUR
MURBER OF FIREPLACES
LIVING RUOM
DINING ROUN
DEN/LIBRARY/STUDY
FANILY ROOM
KITCHEN SCURE
S1LE
15443
WORK AREA
LATING SPACE
RECKEATION ROUM
LAUNORY AREA SCORE
LUCATIOM
TYee
HEATING SYSTEM SCURE
FutL
Tvee
ELECTRICAL SERVICE
MATER HEATER
ThAFFLIC PATIERM
SPELIAL FEATURES SCORE

LAND
TMPROVENE MT S
1982 ASSESSMENT

LAND
INPRUVENENTS
1983 ASSESSNENT

o~

89000
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1910-1929
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2 Steries
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Gablesasphalt shingles
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Poes conditicon e Ao masement
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5

2450
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-—-NO

Moderate sizey average layoul

Separdte reom

None

Ad oining kKitCcheny ave SsiZe
9.10
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Pul iman

Latea

Breakfast maok

Hene

1

Basement
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4
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(la (0w pressure stean

125 amp.

40 galay gas

[TTY]

1

3Cs100
89,400
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3Cy120C
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1194500
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EXHIBIT 12 (Continued)

October 27, 1983
Addendum - Market Comp Lecture - Maple Bluff Valuation

Iransformation of the Variable for Age

A. Discovery of Need to Transform Variable
for Age of House )

1. Had used variable #49 ERA (See Maple Bluff Single
Family Residential Information Form) which grouped 20
years of age into a single variable.

Graph of the relationship of value and age variable:

///jé New 1370
7 19¢9 1750
Va/“fi i /999 1932
1929 1970
Low Prr_ %/
4 3 < i 0o
ELA

2. Adjustments were based upon the difference in variable
value for the subject and the comparable, multiplied by
.02 of the comparable sale price.

3. Example:

Year - Selling

Built ERA Age/Years Price
Subject 1910 1 73 ?
Comp. A 1949 2 34 $100,000

Comp. B 1930 2 53 $ 95,000



two
the

B.

EXHIBIT 12 (Continued) 97

Using ERA variable, the adjustments would be as follows:

ERA
SUBJECT 1 Adjustment Calculation
4 x X, - X))
CoMP. A 2 [(.02 x $100,000) x (1-2)] = $2,000
COMP. B 2 [(.02 x $95,000) x (1-2)]1 = $1,900

Thus, the $ adjustments differ by only $100 even though the

comps vary in age by 19 years and both are much newer than
subject.

Transformation of Age Variable to Better Reflect
Relationship Between Value and Age of House

1.

sl
b4
274

Vghe

cmf

Graph of Relationship Desired

&
¥ T = 44 ™~ -

s as 78 iy
,43& - YEms

Use regression to determine points on the curve which
represent value of the age varlable called effective
age. The larger the variable, the newer the house,

The resulting equation solves for the effective age of
any house.

Because of the nature of this variable, a type 3
adjustment is used to translate the variable into a
dollar adjustment. In MKTCOMP a type 1 adjustment uses
a dollar amount, and a type 2 adjustment is a



EXHIBIT 12 (Continued) 98

percentage of the selling price. A type 3 adjustment
allows for the use of a separate calculation to solve

for the percent of sale price to be used. In this case
the equation is:

[(Vs/Vec - 1) x .50] x Selling Price = $ adjustment

where Vs

effective age of subject
Ve

effective age of comparable

4, Example:

Year Effective Selling

Built Age/Years Age Variable Price
Subject 1910 73 56.65 ?
Comp A. 1949 34 75.22 $100,000
Comp B. 1930 53 64.77 $ 95,000

Using the Effective Age variable, the $ adjustments would
be as follows:

Effective

ERA ___Age __

SUBJECT 1 56.65 Adjustment Calculation
[(Vs/Vec - 1) x .50] x Selling Price
= Adjustment

COMP. A 2 - 75.22 [(56.65/75.22 - 1) x .50] x $100,000
= $12,300

COMP, B 2 64.77 [(56.65/64.7T - 1) x .50]1 x $95,000
= $6,000

Thus, the $ adjustments are more realistic with the
spread and magnitude of dollar adjustments more representative
of the differences in ages among the houses,



EXHIBIT 12 (Continued)

A Composite Variable - Kitchen Score

MKTCOMP -~ Maple Bluff

To capture the several price-sensitive factors in a

kitchen, a composite variable is created.

(See Variables 72 to

76 on Maple Bluff Residential Form). Upon inspection, the
several attributes described in Variables 73 to 76 are scored
and the equation shown in the description of Variable 72 is

used to calculate the Kitchen score.

Example:

The least desirable kitchen would be scored as follows:

Attribute Description Score
Size Small 1.0
Type Single wall 1.0
Work Area Obsolete «5
Eating Space None 0

Kitchen Score = (1 x 1 x .5) + 0

The most desirable kitchen would be scored as follows:

Attribute Description Score
Size Large 3.0
Type L-shaped with island 5.0
Work Area Modern 1.0
Eating Space Breakfast nook .6

Kitchen Score = (3 x 5 x 1.00) + .6 = 15.6

The difference in kitchen scores between the subject and
its comparables are adjusted at $850 per point score. The
maximum adjustment is $12,835, or 15.1 x $850.

99



THIRD MODULE

CONTEMPORARY APPRAISAL THEORY AND THE INCOME APPROACH

Presented By

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

FIRST HOUR

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

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

Notice that the above does not presume:

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

2. Negotiation abilities of equal force, or

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

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

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



II.

1. What is the nature of the questionv

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

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

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

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

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

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

1. Validation (mortgage loans)

2. Benchmarking performance (pension funds)

3. Confrontation (legal cases)

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

Wisconsin students as RATGRAM is as follows:

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

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

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



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

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

1. Inference from past transactions involving

properties of similar potential and buyers of
similar motivation.

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

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

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

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

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

terms and/or critical assumptions about unknowable
facts.

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



Critical Issues That Define Appraisal Process

Functlon of the
Appraljsal

Property Rights

Relevant Definition
of Value

Allocatlon of
Productivity

Buyer Motlivatlon
Presumed

Tax assessment

Fee simple private rights
unencumbered

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

Present value
income attributable to
land and structures only

Purchase of economic
productivity

Mortgage loan
(nonparticipating)

Encumbered fee simple
private rights plus
addltional rights
pledged

Regulatlons =

market value
Underwriting -~ solvency
price or liquldating
value

Fixed Income pledged
from all sources less
costs of creatlve
management

Share of economic
productivity contributed
by capital

Mortgage loan
(participatory)

Encumbered tltle plus
nonvested Interest In
selected future revenues

Present valua of all
future cash flows

Variable Income pledyed
plus share of reverslonary
Interest

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

changing conditions

Sale of an Investment

Encumbered title plus
vested entitlements plus
golng concern profit
center apportunities

Most probable price
above minlmum acceptable
alternative opportunity

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

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

Purchase of
Investments

Encumbered title plus
positioning for access
to entitlements

Host‘probable price
within perceived perll
point limit

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

increase in spendable cash

Increase in liquidity
value of estate

Positioning to maximize
probability of survival
of benefits despite
changing conditions

Golng concern
purchase of a
bus iness

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

Most probable sales
price within perceived
costs of creating an
alternative

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

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

of benefits desplite
changling conditions

I 1181HX3



ITT.

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

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

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

Three Basic Methods of Appraisal

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

A.

Given reliable information on past market
behavior, the preferred method of appraisal is to
process the data, statistically if possible, to
derive a prediction of future price behavior under
given conditions and with means for estimating the
reliability of the prediction.

1. Statistical prediction if possible.

2. Statistical rules for defintiion of a data set
at the least.

Should market data be unavailable or inconclusive,
the appraiser is forced to resort to the second
method of appraisal, namely the construction of a
real estate market model of factors which reflect
his understanding of how buyers and sellers might
behave.

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



EXHIBIT 2 6

CONTEMPORARY REAL ESTATE APPRAISAL REPORT

Latter of Transmicsal

1. Brief statament aof appraisal issus

2. Definition of value applied

3. Value conclusion (qualified by financing, terms of sale, and range
of prchbable transaction =cne as aporcpriats)

k. Sensitivity of conclusicn o critical assumptions

§. Property cbsarvations or recoamendations

8. lncsrperation by refaranca of limiting assumpticns and conditicns

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

1. Property type

2. Proparty lccation

3. Property ownership

4. Oeterminant physical attribuctes

§. Controlling legal-political attributas

6. Pivatal linkage attributss

7. Harketable dynamic attributas

8. HMaost probable use cenclusion

9. Mast prcbable buyar profila gssumed )

16. initial prchable prica pradiction and central tendency

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

12. Testing of corracted probable prics faor consistency with most prchadle
buver cbjectives

13. Final value concliusion and range of errcr estimate as appropriate

T. Appraisal Problem Assignment

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

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

€. Special assumpticns ar instructions that are provided by others

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

T.. Selected definition and sourcs
Z. Implicit-conditions of the definitien
3. Assumptions required by relevant legal rulings

€. Definition of legal interests 2o be appraised

1. Legal description and source
2. Permits, political approvals,and other public use entitlements
i; Fixtures or personaity 2o be included with sale .

. Specific assets or liabilities exciuded as Inconsistent with

. issue or premise of appraisal



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

A, Sits Analysis

1. Physical (static) site attributes {sizs, shape, geclogy, slaope,
sail hydralogy, etc.)

2. Special site imgrovements {wells, bulkheads, irrigaticn systems,
parking surFaces with uniqua salvaga or re-use charictsriscics, ets.)

3. Legal-peiitical atsributes (scplicatla fedaral, state and local
zoning, csnvenants, easameants, special assassments, or cther
land use codes and ordinances, etc.)

4. Linkages of size (key relacicnshizs to netwarks, poculations,
or activity cantsars that might zanerats nesd for sublect prsoerty)

5. Oynamic atsriSuctss of sizs (csrcao=ual responses af ;eszla o
site In terms of anxiety, visikilisy, prastige, aesthetics, e7=.)

8. Envirocrmental atiriSutas of site as ralatad tg off-siz2 systams

" or impact arsas. :

B. Improvement Analysis.

1. Physical (static) ateributes of improvements, cataioged Sy type,
construction, iavout, canditian, scrucrtural flaws, etc.

2. Mechanica'l actribuctes (brief statament of heating, vencilating,
alr conditianing, electrical, slumbing, and fire ar safecy
systams (n terms of limicatisns on use or afficiency)

3. Special struczural linkages to off-site eleaments (tunnels,
Sridgas, adjaining structuras, ate.)

k. Legal-zolitical constrainss on use of existing Improvements
(federal, state and local Suilding codas, fire codes, canditional
uss procedures, neighborhoed associations, and inspection
liens of raccrd for violations).

5. DOynamic atzributes af existing imorovements {imprassions crsacsd
by type, Sulk, texture, previous uses, past history, or
functicnal efficiency)

6. Current uses and tanancies of Improvements, if any

7. Environmental impact astributes of improvemants on envircas

E. Identification of Alternative Usa Scanarias for Subjec:z Propercy

‘. Marketing existing usas of property as Is

2. Rerovation of existing praperty and marketing improved space

3. Redirection of existing property tc altarnative tanancies
and usas

h. Raplacement of existing Improvemants aor program with new uses
i111. Selection af Mast Prodadle Usa
A. Comparative Analysis of Altarnative Uses

1. Testing and ranking altarnative-use strategies for legal-
palitical compatibilicy :

2. Testing altarnative-use scenarlics for fit to shysical property
attributes within reascnable cost to cure

3. Selection of scenarios that justify market ressarch



EXHIBIT 2 (Continued)

B. Analysis of Effective Qemand for Selected Uses

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

2. Scraen and rank market targets

3. Apply income-justifiad residual investment approach t3 rank
economic power of altaernative market scenarios

5, Evaluate marginal ravenue, marginal Investnent risk trade-—cffs

C. Summary Matrix for Seleczicn of Most Probable Use Scenario

1. Physical fit

2. Legal-solitical risk

3. Strangth of market demand

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

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

1. Criteria mativations of altsrnative buyer types

2. Selection of most probable buyer typa as basis for pradicticn
of & sales transaction with logic for ranking of altarnatives

3. Specification of essential site, improvement, financial, or kay
decision criteria of principal altarnative buyer types

B. Explanstion of Appraisal Methedology for Prediczicn of Probabla.
Purchase Price

1. Prefarred methad: to infer buyer behaviaer from actual markat
transaction and markat datas available from salas by comparable
buyers of accaptable altarnative proparties

2. In the absencs of adequats market sales data, the altermative
mathod selected for simulation of probable buyer decision procsss

3. If market Influence of simulation is impossibie, salect normative
model such as Tavestment valus, or cost to replacs

C. Search for Comparable Markat Sales Transactions

. Unit of comparison
2. Method af comparison
3. Explanacion of search parametars
© &, Investigaticn of sale trainsaction circumstances
5. Evaluatiom for compgarabilicy
6. Oefiniticn of predominant terms of sale
7. Source of comparative adjustments

0. Detarmination of Suitabilicy of Existing Market Data for Inferenca
of Value for Subject Propaerty

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

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

3. Canclusicon lesds to Ear F



EXHIBIT 2 (Continued)

v 9
E. Simulation of Probable Buyer Decision Procass 1f Market Canparisen
Approach Is Inconclusive or Impossible

1. Scurca and explanation of simulatica model
2. Schedules of simulaticon assumptions
3. Rangs of altarnative simuiation value pradictions (sensitivity analysis)

{(OR) F. Seleczion of Normative Mode! of Juyer 3shaviar

1.. investment model
2. Cost-to-replacs model
3. Noncuantitative decision models

G. Computation of Mas:t Prchable Price and Standard Error of Prediction
H. Corracticn of dreliminary Value Zstimata for Zxctarnal! Factors

1. ldentification of conditicns relative to dats of aporaisal
not prasant in marker ccmparisan assumptions

2. Speczification of palitical cantingancias that might upset
normal appraisal assumstians of substituticn

3. (dentificatian of any violatien of conditicns in the definition
of value b5y the agprzisal mechodology

k., Indication of adjuscrent necessary to preliminary prcbabla prica
estimate or

§. Explicit statament that no adjustnent s necessary

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

1. Comparliscn ta values derived fram selectad altarnative appraisal

© methodalogy

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

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

k. Comparison to decision critaria appropriate to Issue (financial
ratios required by mortgage lender, comparative assessmencs c?
similar property far the tax appeal board, ratss of raturn in
slternative invesunents, construcsion pricas for similar property,
or whataver damcnstratas consistency with statement of the issua)

V. Appraisal Cenclusion and Limiting Conditions

A. Dafiniticn of Value and Value Conclusion of the Repors:
3. Cartification of !ndepandent Appraisal Judgment
€. Statement of Limiting Conditions That Escabiish:

1. Contributions of ather professiconals on which resort relies
2. Facts and forecasting under canditicns of uncartainty

3. Critical assumpticns provided by the zppraiser

&, Assunptions provided by the client

§. Controls on use of agpraisal impcsed by the appraiser

Appendices

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



After-tax investment models are another
submodel of market behavior, but while these
may measure demand from the buyer's viewpoint,
it may not measure the minimum price expected
by the seller who also has a tax model to
consider. In using the second approach, the
appralser must be very careful to indicate
price on the supply side representing minimum
expections (Vs) of the seller.

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

1.

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

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

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

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

1.
2.
3.
4,
5.

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

Community compatibility

(See Exhibit 5.)

10
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New Issues and New Appraisal Techniques

It is generally recognized that the real estate market
is dependent upon substantial amounts of credit to
support effective demand so that real estate prices
and perhaps values vary with the terms and supply of
credit generally available in the marketplace. Indeed
the o0ld timers have seen the definition of fair market
value gradually move away from the firm premise of
cash to the seller to a somewhat more subjective
condition of terms generally available in the market.

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

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

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

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

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

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

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



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

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

1. Income investment properties

2. Economic development properties

3. Multi-family residential properties

4, Single family residential properties

The impact of financing in each situation requires

that we go back to basics. The appraiser or his

client must define:

1. What is the function of the appraisal?

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

3. Which definition of value is appropriate?

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

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

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

12



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

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

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

Buyer and seller are typically motivated.

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

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

Payment is made in cash or its equivalent.

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

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

€ I — S V) N —

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

® Not to be confused with most probable price in contemporary
appraisal, which does not reflect an assumption of a
competitive market with alternative, which does not require
ignoring of public bargaining position of the party, and
which does not require cash to the seller if the market
cannot have a transaction without seller financing.

13
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EXHIBIT 4

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

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



Faanibility Faotar
Market Demand Risks

Legal/Political
Acceptability

Technical
Conatruction
Problems and
Capital Cosat Riaks

Relative Investment
Power Bamed Upon
Revenue Qeneration
Potential

Special Incowe Tax

Advantages or Public
Subsidies Available

Real Estate Tax
Consequences to
City

Scapario 1

Return to Former iUss

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

Inconsistent with
long term City goals
for 0lin Place

Failure to repair
within one year may
have jeopardized
grandfathered non-
conforming building
conditions, Other-
wise thias use has
lowest oonstruction
risks of Scenarios 1
through 5

$192,765

None

Modest increase in
assessed value

FEASIBILITY OF ALTERNATIVE USES

Scapario 2

Purchase by Welfare
Agongy.

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

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

Capital costa of

renovation to state
standards excessive
for short term use

$120,38

None

Loss of $194,300 tax
base with tax-exempt
agency as owner

Scenardo 1

Conversion to

Llsan B/C Qffice

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

Neighborhood
resistance to
increased demand for
street parking

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

$60,331

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

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

Scenario ¥
Conversion to
Apartments with
Qffice on st Floor

Strong demand for
spacious two bedroom
units in CBD area

Preferred use, given
need for downtown
housing and politie
ca) statements by
alderpersons for
reduction of bar
business in residen-
tial neighborhoods

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

$103,220

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

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

Scanario §
Conversion to
Apartments with

~Exiating Bar

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

Preferred use for
housing is ocompro-
mised by existing
bar management
agreement

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

(410,513)

Poasible historic
landsark status for
25% rehabilitation
tax oredit., TIF
less likaely because
inoreane in tax ia
smaller

Real estate tax bese
would be multiplied
approximately 2 1/2
times the present
aspessmont

Scanario 6

Demolition and
~Sals_of Sita .

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

Inoonaistent with
oonstituenoy

favoring landmark
designation

None

413,778

None

Loss of
approximately
$140,000 of tax bamse

S L19iHX3
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Traditional techniques of market comparison and
capitalized income lack reliable data or fail to
represent market behavior, leading to greater reliance
on discounted cash flows for large income properties,

A.

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

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

1. There is the problem of defining net operating
income in terms of what is attributable to the

real estate (aside from financing effect on
cash throw off).

2. There 1is the problem of defining the net
reversion to equity in an uncertain future
(aside from financing effect on mortgage
balance).

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

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

The problem of defining real property as tangible
or intangible,

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

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

What is inherent?

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

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

definition of economic rent attributable to
real estate:

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

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

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

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

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

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

Ancillary to rather than integral with the
project.

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



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

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

Problem of defining or forecasting a reversion:

1.

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

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

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

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

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

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

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

1.

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

18
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2. Exit value assuming abrupt liquidation
(construction loan validation).

3. Replacement value with asset of current
technology.

4, Reproduction value of asset at original state
of technology.

5. Market value in an organized market for
tangible goods.

6. Current value as original cost indexed for
dollar devaluation.

T. Discounted value of future receipts at
interest factor.

8. Value of asset not yet charged to consumption
or production.

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

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

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

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



(38

!

Fe

[ 3Y

~i{

10

11

12

13
14
15
16
17
18
13
20

21

22

23

LIST OF EXHIBITS

EXHIBIT 6
CASE STUDY - EXHIBITS 6-21- SEMINAR

Locacien of Subject Siz= Rslative to the Capisol

Subject Site in Original “adiscn Plat. .

Site Plan of Subject Prcperty.

-

Proposed Capitol Concourse Plan.

Prcposad Parking for Ccnczurse Plan. . .

Traffic Pattarns and Public Parking Upcn Completion of
Concoursa. .« « « + .« «

Capical

Viaw from the East Ma

Prcperty . . .

Photograohs of Subject Property.

Lzccaticn of First Floor Rezail

Square . . . .

First Flcor Retail

.

(%]
£i

in Office Entrance cf the Subject

Yacancies cn the Capitoi

VYacancies on the Squara Existing or i

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

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

Exprassicn of State's Intarast in Pcost O0ffice Building--
Wisconsin Stata Journal Article.

Lecation of Comparable Sales on or Near Capitol Square

Comparable #1 - 30 West Mifflin. e ..

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

Comparable #7

50 East Mifflin.

16 North Carroll

123 West Washingten. . .

102 and 110 North Hamilton

212 East Washington. . .

2 West Mifflin

Scale for Scoring Comparables cn [mportant

Considerations

Investor

Weighted Matrix for Comparable Prcperties. . .

Calculation of Mest Probable Price Using Mean Price

Per Pgint Equation Method. . .

II-7

20

Page

190
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EXHIBIT 6

(Confinued)

SCALE FOR SCGRIMG COMPARABLES ON IMPORTANT INVESTOR CONSIDERATIONS
FOR OFFICE/RETAIL SPACE N MADISOM C-k ZCTHE

Parking
25%

Location
20%

First Floor Retail
Lease in Place at
Time of PUrchase

15%

Need for Renovation
of Office Space at
Time of Purchase

15%

Visual Quality of
Office Entrance
10%

Vacancies in Existing
Office Space at Time

of Purchase

15%

§ =

Qw
Hou

w0 AN
L B ]

-\ 1
"

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

Limited parking on premises
Little or no surface parking on
premises.

In the blocks of East and West
Mifflin St. or North and South
Carroll St., across from the

Capitol Square

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

Off of the Capitol Square

Strong lease in place.

Strong lease in place for part of
first floor.

Lease expires in less than 6 months
or vacant.

No renovation required.
Modest rencovation required.
Intensive renovation required.

Excellent design and location.
indifferent design and/or location.
Poorly defined and/or adjacent to
incompatible uses.

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

21



WEIGHTED MATRIX FOR COMPARABLE PROPERTIES

RatIng/Welyhted Ratlng

FEATURE/ n
WEAGHT 30 W. Hifflln

n

50 €. Hifflln

i3
16 N. Carroll

I

123 4. Washington

15
102 N. Hamllton

106
212 £, Washlngton

Sub ject
110 E. Haln

Parking
25 5/1.25

Location
203 5/1.00

First Floor

Retall Lease

In Place 5/7.75
153

Heed for
Renovatlon

153 5/.75

Visual Quality

of Offlce

Entrance 5/.50
10%

Vacancles In

Exlsting

Offlce Space 8/.75
153

3/.75

5/1.00

5/.15

1.5

3/.30

0/0

0/0

5/1.00

e/0

3/.48

3/.30

5/.75

0/0

3/.60

3/.45

5/.75

5/.50

5/.75

3/.75

1/.20

3/.45

T H

3/.30

0/0

3/.75

1/.60

a/0

1/7.15

¥ .30

0/0

3/.75

3/.60

/.15

3/.45

1/.10

L 1191HX3

1/7.15

Total VWelghted
Score 5.00

2.95

2.5

3.05

1.85

g

Selling Price  $2,555,500

Total Het 65,000
Kentable Area 3q. ft.
(HRA)

Price Per
Square Foot $39.30
(NRA)

Price Per

Square foot

of NRA 7.86
lolaT'Vc‘ghlea

Score

$850,000

38,500
sq. fr.

$22.10

7.%9

$615,270
35,725
sq. ft.

$17.20

6.88

$2,896,000
138,000
sq. ft,

$21.00

6.89

$330,000
28,000
sq. ft.

$11.80

6.38

sh72,000
38,000
sq. ft.

$12.40

6.89

[A4



EXHIBIT 8

CALCULATION GF MOST PRQBABLE PRICE USING
MEAR PRICE PER POINT EQUATION METHCD
Mith Standardized Weighted Point Scores)

T

. h . .
Comparable Selling Price We ightec Price per NRA

Property per NRA Point Score We ighted Point Sc‘ore ()
1 $39.30 5.00 7.86
2 22.10 3.45 7.49
3 17.20 2.50 6.88
4 21.00 3.95 6.39
5 11.80 1.85 6.38
6 12.40 1.80 _6.89
TOTAL 42.39
Central Tendency _ = x o h2.39 _7.07
(Hean = x) n ©
Dispersion - < (x-%j° </ 1.38 _ 525
(Standard deviation = s) n-1 5 i
where:
x & Jx-®/ £x0% n -1
7.86 - 7.07 = .73 .62 6 5
7.9 - 7.07 = .%2 .18
6.88 - 7.07 = .19 .04
6.89 - 7.07 = . .18 .Og
6.38 - 7.07 =" .89 K
6.89 - 7.07 = .18 .03
1.38
Value Range: X ts=7.07%.53

Estimate of Value of Subject Property =

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

[sample mean of price per NRA per total

weighted score t (Dispersion 2 t value)]
[7.07 = (.53 » t value)]

Confidence Level!

‘ @ n-1 =35;

68% (t = 1.000) 90% (¢ = 2.015)
High Es:im:e:' $1,240,000 $1,320,000
Central Tendency: 1,150,000 1,150,000
Low Estimate: 1,060,000 380,000

‘AH value estimates are rounded.



Schedule of Rental Revenw::sI

Occupancy as of

April 30, 1980

Lowar Level & Roof

B level Vault-Vacant

# tevel-Showroom & Offlce

A Level-Starage

tioneywal | Plune Box
Total-Lower Level

First Floar

Chez Vous-112

Chaz Vous-ith

North Entry 5

South Entry-lLeaf & Ladle
Total-First Floor

Second Floor
201 Vacant
202 Slllcss
203-k Vacant
205-6 Stale
207-8  llomccrafis
209-10 Stated
219 Pr. Reyez
212-14 Dre. Wierwill
215 Vacant
216 (U}
218-19 Rape Crisis Center
220-21 Stated

Total -Second Floor

Annual
Space Rent par
Sq. Ft 5q. Ft.2
100 j.o0
k000 3.00
4oo k.00
5100
454 .80
1000 4.80
2000 9,00
3500 9.00
($11]
150 6.50
600 6.70
543 6.20
£06 7.00
386 7.20
(1] 6.25
219 7.00
700 6.50
ks 6.715
500 7.50
816 7.00
1400 6.25
(Y473

for the Period of April

Leass Terms

as of k/30/80}

6/30/80

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

1/1/80 - 12/3%/84

7/1/79 - 6/30/840
9/1/78 - 8/31/79
3/1/78 - 5/31/80
1/1/79 - 12/31/81
1/1/19 - 5/31/80

k/1/78 - 3/31/8)
2/1/78 - 6/30/79
5/1/8a - 4/30/8)
1/1/80 - 12/31/8)

12/1/79 - 5/31/80

30, 1980 Through Apri) 29, 1985

Annuallzed Gross Rental Revenues

k/30/86-  &§/30/81- k730/82- k730783~ k/30/8h-
4/29/81 4/29/82 4/29/83 &729/84 h/29/85
§ 2,100 $ 2,100 $ 2,270 $ 2,270 $ 2,k50
12,000 12,000 12,960 12,960 14,000
1,600 2,400 2,600 2,800 3,000
600 600 60a 650 650
- §18,300 $17,100 $18,430 $18,680 $20,100
$ 2,180 $ 2,290 $ 2,360 $ 2,360 $ 2,360
4,810 5,030 5,200 5,200 5,200
18,000 19,500 21,000 2:.200 2k,000
31,500 33,130 33,350 36,670 39,600
§56,050  ¢59,950 §62,510 $68,730 §71,160
$ 910 $ 90 $ 1,050 $ 1,050 $ 1,1k0
4,020 4,320 ,320 h,670 h,670
3,370 3,640 3,640 3,640 3,930
3,540 3,820 3,820 h,120 4,120
2,780 2,850 3,000 3,000 3,080
2,820 3,040 3,040 3,280 3,280
1,600 1,750 1,730 1,870 1,870
h,520 4,500 k,900 4,900 5,210
2,800 3,020 3,020 3,270 3,270
3,750 k050 h,050 4,370 k,370
5,840 6,120 6,260 6,530 6,69
Blgéﬁ 9,h50 9,ks0 10,200 10,200
suk B0 $47,910 $48,260 $50, 500 51,830

{4
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Schedule of Rental Revenuas' for the Perlod of Aprll 30, 1980 Through April 29, 1985

Annual Anuallized Gross Rental Revenuss

ficcupancy as of Space Rent pe Lease Terms ¥/30/86-  N/3078i- k7367872- 8730783~ 4730784~
April 30, 1980 sq. Ft. $q. Ft. a3 of 4/30/80 h/29/81 4/29/82 h/29/8) 4729764 §/29/85
Third Floor
i Vacan 150 5.15 -- $ 860 $ 860 $ 93 $ 930 $ 1,000
302-) State 1"y 5.75 -- 6,780 7,32 1,320 1,900 1.%0
30h  Siatel 230 6.0 -- 1,540 1,660 1,660 1,800 1,800
305-8 State’ 942 6.70 -- 6,300 6,800 6,800 1,160 7,360
149  The Journal Co. 232 7.0 9/1/79 - 8/31/80 1,810 1,880 1,9/0 2,030 2,120
310-11 Stated k56 6.70 .- 3,050 3,300 3,300 3,560 3,560
M2 Vacani 234 5.75 .- 1,350 1,h%0 1,hs0 1,570 1,570
313-0h Or. K. Mang h82 7.20 6/1/79 - 5/31/80 3,490 3,130 3,750 h,000 k,030
35 Vacant 131 6.70 10/1/79 - 9/)0/40 5,000 5,000 5,310 5,480 5,630
316-19 Wisc. Bulldars Assoc. 1091 7.00 170/80 - 12/31/80 7,810 8,180 8,160 8,730 8,940
320-2k Vacant 1363 1.00 == 9,540 1a, 300 10,300 11,130 1,00
Total-Ihird Floor 7090 ' k71520 §50.560 §51, 150 §5k.450 $55.0h0
Fourth Floar
AoV Vacant 150 6.40 - § 960 $ 960 $ ),0k0 $ 1,080 $ 1,020
402 Furst, Carlson iInc, 648 6.h0 817719 - &/30/80 &, 350 h,30 4,)00 N, 730 5,090
A03-11 State 2147 6.75 1/4/80 - 12/31/81 14,500 14,880 15,670 16,100 16,960
hi2 Vacant 202 6.4 -- 1,290 1,290 1,400 1,400 1,500
§13-18 Wisconsin Alllance of Cltles 679 6.80 -- 4,480 5,020 5,420 5, k20 5,850
NS Stateg 259 7.00 3/1/79 - 2/28/8) 1,830 1,940 1,970 2,100 2,130
k16-19 Sulcs 1370 6.00 vacated 6/30/80 8,220 8,860 8,880 9,59 9,59%
§20-2a State 560 6.0 vacated 6/30/B0 3,750 3,750 h,050 h,050 h,30
421-22 Siate 300 6.70 vacatad 6/30/80 2,010 2,010 2,170 2,170 2,340
k23-2h Ed Konkal 140 6.60 9/1/719 ~ 8/31/80 2,240 2,240 2,k20 2,h20 2,620
Tatal-Fourth Floor 11133 $hh, 130 $h5, 340 $h7.720 $49,020 $51,570

Y4
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Schedule of Rental Revenuesl

Occupancy as of

Apcid_3o0, 1980

Flfth Floor

501 E. C. Barton

502 Vacant

503-5 Vacant

506-19 State

520 State-B8d. of Aglng

521-22 Dr. Coryell

§23-2h Green Bay Prass Gazette
Total-Flfth Floor

Sixth Floar

201 Vacan
£02-4 Siate
605 Vacant

606-10 State
611 The Evjus Foundatlon
612-14 State
615 Tennay Bldg.
616 John Barsness
617 8i1) Mard
618-19 Stata
620-2k Vacant
Total-Sixth Floor

Sevenlh Floor

701 Lawton & Cataes

702-19 Lawton & Cates

720-24 Vacant
Total-Seventh Floor

for the Perilod of April

30, 1980 Through April 29, 1985

Annual Annual lzed Gross Rental Revenues
Space Rent peg Lease Terms o 4730/80- " K/30/81- §/30/82- §730/83- %/30/8%-
Sq. Ft. Sq. Ft. as of 4/30/80 4/29/81 k/29/82 4/29/83 h/29/84 4/29/85
150 7.60 - $ 1,240 $ 1,270 $ 1,270 $ 1,380 $ 1,380
842 7.50 - 6,310 6,820 6,820 7,360 7,360
810 7.50 - 6,070 6,070 6 k4o 6,800 6,800
3922 6.25 1171779 - 10/31/83 24,500 24,500 24,500 30,590 31,770
555 6.70 /1779 - 6/30/8) 3,950 4,000 k,270 h,330 h,940
339 7.20 ;51579 - gllojgﬂ 2.#20 2.290 2.720 2.920 2.920
33 7.60 1/79 - 8/31/82 2,560 2,69 2,760 2,760 2,760
z§§% sk7.670  skB.oho sL8.850 sEngﬁo ss7f%36
150 6.70 -- $ 1,000 $ 1,000 $ 1,080 $ 1,080 $ 1,170
1473 6.00 vacated 6/30/80 8,840 9,540 9,540 10,300 10,300
20k 6.k -- 1,300 t,300 i,h10 1,hi0 1,520

to 6/30/80

1000 6.70 then ao. = wo. 7,370 7,500 7,500 8,100 8,100
286 7.00 vacatad 11/30/80 2,000 2,000 2,160 2,160 2,330
6h7 7.50 1/1/719 - 10/31/83 h,850 h,850 &,850 5,080 5,240
Ihh 7.00 .- 2,400 2,400 2,600 2,600 2,800
850 6.00 371779 -~ 2/28/8) 5,170 5,520 5,59 5,950 6,020
250 6.70 vacated 5/31/80 1,940 2,120 2,120 2,300 2,300
A9l 8.00 vacated 5/31/79 3,950 3,950 h,270 h,270 k610
1262 6.70 -~ 8.4%0 9,130 9,130 9,800 9,860
€980 $47,270 §49,310 $50,250 $53,110 $5k,250
150 5.7% 6/1/19 - §/31/83 $ 930 $ 970 $ 1,100 $ 1,050 $ 1,090
Skaz 5.75 6/1/79 - 5/31/83 33.620 35.120 33.#20 37,850 39,160
1106 7.00 -- 1.74%0 740 360 8,360 9,030
8473 $h2,270 si%‘,am 45,910 §47.260 $%3,280

9¢
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Schedule of Rental Revenuesl

Anpual’
Qccupancy as of Space Rent per
Aprid 30, 1380 5q. Ft, Sq. Fu.?
tighth Floor
ot Wisconsln Radio Mews 150 1.00
802-5 State 1536 7.55
806-7 Dr. Mannls kJ0 1.50
808-22 State 4580 6.00
823-24 Or. Bayle 319 7.60
Total-Eighth Floor 7015
Miuth Flvar
901 Hillman & Robertson 150 8.00
902 Wisc. Ins. Alllance 864 1.00
9503-6 Hulcahy & Wherry 980 8.00
907 Robiert Behling 225 8.00
909-10 Larry Hall 700 6.00
91 Or. Sciwmitz 2A8 7.2%
912-19 Duvins Insurance 2500 7.00
921 State 575 7.00
922-23 Judicial Commisslon 155 6.50
924-25 Or. Rundel| 3;2 1.20
Total-Ninth Floor 701
Tenth Flour
1004 Vicior Lind 150 6.80
1002 Misc. Assoc, of Indep. Collegas BG6h 6.50
100)-4 Wisc. Canners 6 Freaszers 756 8.00
1005-8 Woeltsr Co. ' 911\ 6.80
1009-10 Vacant k55 6.50
1011-1) Dr. Dol 1) 6.65
1014 Vacant 229 6.25
104618 Stale 1616 7.50
1019-21 Vacant 6£80 6.20
1022 Ierh Walsh N 8.00
1023-24 Lane Co. Advocate for
Battered Humen it 7.20

)
Total-Tenth Floor (157

Anual Totals for

74,054 4q. ft.

Lease Term:.,

te 6/30/80

to 10/31/8)
9/1/779 ~ 8/31/80
2/4/19 -~ 6/30/80
9/4/79 - 8/31/80

1/1/80 ~ 12/31/80
€/1/19 ~ 5/31/80
11779 - 12/30/8
/1780 - 3/N/781
6/1/79 - 5/31/80
171779 - 12/31/80
k/1/80 - 3/31/8)
vacated 7/1/80

5/1719 - h/30/8)

6/1/73 - 5/31/80

11/1/79 - 10/31/80
1/1/80 - 12/)1/80
5/1/79 - h/30/80

12/1/719 - 11/30/80

6/1/19 - 5/31/80

-

1171779 - 10/31/8)
vacated 2/29/80
12/1/719 - 11/3/60

8/1/79 - 1/31/80

4/29/81

$ 1,050
11,600
3,040
27,460
2,180
$k8,750

$ 1,230
6,400
8,070
1,810
h,520
1,920
18,060
§,020
2,300

2,650

$50,980

$ 1,050
5,160
6,050
6,1M
2,950
5,230
1,430

12,120
5,300
i,420

§50,370

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

Avnual ized Gross Rental Revenues

4730/68K-

V/3a/80- W/30/8i- K730/82- k730783~

§/29/82 h/29/8) 4/29/8% k/29/85
$ 1,050 $ 1,130 $ 1,130 $ 1,220
11,600 11,600 12,060 12,520
000 §,000 h,210 8,320
36,620 3/, 100 31,100 39,560
2,880 3,00 3,10 3,120
§56,150 §58,870 §57,820 $60,760
$ 1,300 $ 1,340 $ 1,h00 $ 1,400
6,480 6,910 7,000 7,000
8,530 8,750 4,210 9,210
1,960 1,900 2,110 2,110
4,550 4,870 ,900 4,900
1,9/0 2,060 2,140 2,230
18,060 18,180 19,350 19,350
4,350 h,350 h, 700 k,700
2,500 2,500 2,00 2,700
2,600 2,860 2,180 2,800
$52,360 §57.800  $55,390  $%6,h80
$ 1,200 $ 1,250 $ 1,00 $ 1,350
6,050 6,190 6,480 6,650
6,050 6,530 6,530 7,050
6,650 6,860 1,200 7.,k00
3,190 3,190 3,450 3,450
5,210 5,640 5,670 6,100
1,40 1,540 1,540 1,620
12,120 12,120 12,600 13,09
5,440 5,870 5,910 6,150
1,490 1,89 1,540 1,600
_2,6l0 _2,B40 _2,300 610
§51,5/0 §53,540 $55,120 85%17‘0
§522,120  §537,260  §565,460  §386,210

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

'Tha annual | zed gross rental revenue for the period from April 30, 1980 through April 29, 1981 Is cansistent with the

actual lease terms, IF at market rents, as of April 30, 1980. Increases In rents are assumed to take place according
to lease terms and conditions; an Increase of B percent Is used at lease renewal dates. This factor was taken from a
survey of aoffice rent Increases In Class 8 bulldings onand near the Capitol Square in Madison and Is the current rate

used by the Tenney Bullding manager.

2The annua) rental market rate Is glven as of April 30, 1980, Only one Lenant In Rooms 509-10 s considered ta be below'
markel rent al $h.73/s1uare foot; therefore the rent for Lhis space Is calculated at a market rate of $6.00/square foot:
Market rents are also lmputed ta spaces used by the bullding owner.

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

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

A most probable Investor might consider an escalator basdd upon a percentage of gross sales to encourage rental of this
space If restaurant use Is most likely; the projected revenues probably would not Increase as rapldly as farecast,

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

(PenulluoY) € LigiHX3
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tover Level ¢ loof'

8 level - Vault

0 Leval
Showroom and 0ffice

A Level - Storage

Yotal - Lower level

First Floor

-t o e

1IN East Haln

Leal ¢ Ladle

Harth Entry

Tatal - First flaoor

Schedule of Vacancles by Floor and by lease Terms for
the Perlod of April 30, 1980 Through April 29, 1984

Aanual ! of

Space fental Rate Honths

Sy. Fg.z 1 Vacant Par. Sq. FL. Vacant
700 100 3.00 12
700 100 3.00 12
7u0 100 3.28 12
j00 50 3.25 6
700 50 3.5 6
4,000 100 3.00 12
& ,000 100 3.00 6
&,000 50 3.25 6
4,000 50 3.25 6
4,000 50 3.50 )
koo 100 ].00 é
400 100 1.50 9
5k 100 5.20 8
§54 100 5.20 i2
454 100 5.20 h
1,000 100 5.20 8
{,000 50 5.20 2
1,000 50 5.20 4
3,500 100 9.00 7
3,500 100 9.50 ]
3,500 100 10.50 3
3,500 100 i1.30 3

i

2,000 160 9.00 9

Projection Perlod

V736780~ 5730781~ 4730783 §730783- §/30788~
h/23/81 h/29/82 4729783 h/723/84 4/29/85
$ 2,100
$ 2,100
$ 2,220
$ 1,140
$ 1,1h0
12,000
6,000
3,250
3,250
1,750
1,k00
2,250
$14,100 $ 8,100 $ 5,520 $ 5,79 $ 5,140
$ 1,570
$ 2,360
$ 780
3,480
2,600
860
18,370
8,310
9,190
$ 9,89
_13,500
$31,870 §13,360 §$ 4,960 10,830 $ 9.8%

62
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Second floor
201

202

203-4

205-6

209-10

215

218-19

220-21

Total - Second Floar

Schedule of Vacancies by Floor and by Lease Terms for
the Period of April 30, 1980 Through April 29, 1385

Annual 1 of Projectlon Period
Space Rental Rate Honths 4736780~ %/36/81- §730/82- h/30/83- k730785~
Sq. Fi.2 % Vacant Per Sq. FL. Vacant 4/29/81 4/29/82 4/29/83 h/29/84 4/29/85
150 100 6.50 j2 $ 900
150 100 6.50 12 $§ 900
150 100 7.00 12 $ 1,050
150 100 7.00 12 $ 1,050
150 100 7.60 12 $ 1,140
600 100 6.70 6 2,010
600 50 7.20 12 2,160 Q
600 50 7.20 12 2,160 T
600 50 7.80 [ 1,170 et
600 50 7.80 3 580 =
5h3 100 6.20 12 3,370 3
543 50 6.70 12 1,820
543 50 6.70 12 1,820 F;
543 50 6.70 9 1,360 )
. or
506 100 7.00 6 1,770 5
506 50 7.50 12 1,90 £
506 50 7.50 12 1,900 a
506 50 8.15 9 1,550 ~
506 50 8.15 6 1,030
k51 100 6.25 6 1,410
AS) 50 6.75 12 1,520
k51 50 6.75% 12 1,520
451 50 7.30 9 1,230
kis ) 100 6.75 12 2,800
k15 100 7.310 6 1,510
15 100 7.30 3 760
816 100 8.00 8 k,370
8ié 100 8.20 12 6,69
1,400 100 6.25 6 4,370
1,400 50 6.75 12 4,720
1,400 50 6.75 6 2,360
l,‘lOO 50 7.30 [ 2.560 \6’
§16,630 §14,530 511,570 HEREY 9,kka



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

(PPnu13uod) 0 1y8)HX3

Annual 4 of o N Projectlon Perlod _
Space Rental Rate Honths %730/ Bo- 4/30/871- 1730782~ 4/30/83- k/3670k-
sq. Ft.? % Vacant Per Sq. Fi. Vacani b/29/84 4/29/82 4/29/8) £/29/8% h/29/85
Third Floor)
301 150 100 5.75 12 $ 860
150 100 5.75 12 $ 860 .
150 100 6.20 12 $ 930
150 100 6.20 12 $ 9%
150 100 6.70 12 $ 1,000
302-) 1,179 100 5.75 6 3,390
1,179 50 6.20 12 3,650
1,479 50 6.20 12 3,650
1,179 50 6.70 6 3,950
304 230 100 - 6.70 6 170 \
230 100 7.20 12 i,660
230 100 7.60 6 %00
305-8 942 100 6.7 6 3,450
942 50 7.20 12 3,19
942 50 7.20 )2 3,390
942 50 7.80 ) 1,030
30-41 456 100 6.70 6 1,530 '
k56 50 7.20 12 1,640
h56 50 7.20 12 1,640
n 3L T 100 5.75 12 1,340 ’
234 100 6.20 1 1,450 .
2)h 100 6.20 12 1,h50
234 100 6.J0 12 1,570
234 100 6.70 02 1,570
IS 731 100 6.70 & i.610
320-24 1,361 100 7.00 12 9,5h0
1,36) 100 7.60 6 _ 5,150

Total -~ Third Flour $22,19%0 $17,800 $11,060 $ 6,h50 $ 5,300



Schedule of Vacancles by Floor and by Lease Terms for
the Period of April 30, 1980 Through April 29, 1986

Anaual { of Projection Period
Space Rental Rate Honihs %/30/80- 4/730/81- §730/82~ %/730/83- §/30/Bk-
sq. Ft.2 % Vacant Per Sq. Ft. Vacant L/29/81 h/29/82 k/29/83 4/29/84 h/29/85
fFourth Floor
101 o 150 100 6.40 12 $ 960
150 100 6.40 12 $ 960
150 100 6.90 12 $ 1,040
150 100 6.90 12 $ 1,040
150 100 7.48 12 $ 1,120
412 202 100 6.40 12 1,290
202 . 100 6.4 12 1,290
202 100 6.90 12 1,400
202 100 6.90 12 1,400
202 100 7.40 12 1,500
hi6-19 1,370 100 6.00 6 4,10
1,370 50 6.50 12 k,A50
1,370 50 6.50 12 k450
1,370 50 7.00 12 . 4,800
1,320 50 7.00 6 2,h00
h20-20a 560 100 6.70 6 1,880
560 50 6.70 12 1,870
£60 50 7.20 3 1,520
Total - Fourth Floor $ 8,240 $ 8,570 $ 8,410 $ 7,2k0 $ 5,020
Fifih Floor
502 842 100 7.50 12 $ 6,310
842 50 8.00 12 $ 3,410
842 50 8.00 12 $ 3,h0
842 50 8.75 6 $ 3,410
520 555 100 7.70 6 2,130
555 50 7.80 12 2,160
555 50 8.90 9 § 1,850

Total - Fifth Floor $ 6,310 $ 3,410 $ 5,540 ~§ 5,570 § 1,850
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Sixth Floor
1]

602-4

605

6\}
620-24

Total - Sixth Floor

Seveath Floor
No Vacancles Projectad

- aa

Ba1

Total - Elghth Floar

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

Annual 1 of

Space Rantal Rate Honths

$q. Ft.z 3 Vacant Par Sq. FL. Yacanl
150 100 6.70 12
150 100 6.70 12
150 100 7.20 9
LA 100 6.00 6
1.473 50 6.50 12
1,473 50 6.50 12
1,07 50 7.00 9
1,473 50 7.00 é
204 100 6.h0 12
208 100 6.40 i2
204 100 6.90 12
204 100 6.9 9
250 100 7.75 §
1,262 100 6.70 1
1,262 100 7.20 6
1,262 100 7.20 é
1,262 50 7.80 9
150 100 7.00 10
150 100 7.00 12
150 100 1.50 3

Projectlon Parilod

§/30/B0- k730/81- k730/82- k730783~ “X73078K-
h/29/8) 4/29/82 4/29/8) h/29/8k 4/29/85
$ 1,000 ’
$ 1,000
$ 810 V]
=
4,420 \ 5
0770 -
A,770 ep -
3,870 =
§ 2,580 ©
1,300 §
' 1,300 2
1,410 5
1,060 c
Iy
o
640 ~
8,450
4,540
h,5ho
3,690
415,810 $11,610 $11,530 $ 8,620 $ 2,580
$ 48éo
$ 1,050
§ 560
$ Bdo $ 1,050 $ 560 0 0

£e



Rinth_Floor

e et

909-10

922-23

Total - Ninth Floor

Tenth Floor
1009-10

1004

1019-20

Total - Tenth Floor

TENNEY BUILDING TOTALS‘

Space 2
§q. Ft.

700
700

355
355

kS5
455
h55

229
229
229

680

Schedule of Vacancles by Floor and by Lease Terms for

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

Annual I of Projection Purlod
Rental Rate Months 4730780~ k730781~ “§730/82- §730/83- K/30/8%-
t Vacant Per Sq. Ft. Yacant h/29/81) h/29/82 4/29/83 4/29/84 4/29/85
100 6.50 6 $ 2,280
100 7.00 6 $ 2,440
100 7.00 12 2,500
100 7.60 6 $.1,350
0 $ 2,280 $ 4,940 $ 1,350 0
100 6.50 12 $ 2,950
100 7.00 12 : $ 3,190
100 7.00 9 $ 2,39
100 6.25 12 1,430
100 6.25 12 1,430
100 6.70 6 770
100 6.70 ] 380
$ h,760 § 4,620 $ 2,19 $ 770 0
$120,730 $85,330 $66 480 $59,310 $19,220

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

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

explored; subdividing the largar space for offlce space and/or slorayge space are possibilities.

2ll Is assimed that the smaller offlce spaces from 200-500 square feel will experience less overall vacancy than the
larger spaces. There appears ta be a trend toward several small Independent businessmen sharing @ conmon secretarlal

staff; some of the larger vacant sultes could be remodeled for this type of use,

3l'hc sacond and third floors have the greatest amount of vacancy due o the exodus of State lenants. By the end of
June, 1980, the State's move alone will cause 443 of the second Floor vacancies; the thivd Floor will experlence a
vacancy rate of 39.51 due to loss of State tenants; the State related vacancy rates on the fourth and sixth floors
will be 29% and 21% respactively. A most probable buyer will have to anticlpate a large capltal investment In 1980
to remodel and refurbish the Building to make It competitive In the Class B afflce warkel that already has a
large supply of space avallable on and near the Square.

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

those needs.

(Penui3u0l) 01 LigIHX3
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Revenues:

Grass Incose:
Less: Vacancles
Effective Grass
Parking Rentals

Total Ravenues

gggggscs:'

Account ing & Leqa!
Bullding Security
tnsurance 3
Halntenance

Wage & Salarles
Payroll Taxes
Repalrs

Telephonch
Ucllitles 5
office Expznses
Hanagement
Concourse Speclal Assassment

Total Operating Exsenscs
Before R.E. Taxes

Het Operating income
Befare R.E. Taxes

Real Estate Taxcsa

Het Oparating Income

schedule of Projected Revenues and Expeases froam

April 30, 1980 Through April 29, 1985

4/30/80-
H(29/3l

§493, 960

{120,790) (24.5%)
373,170
lz,ggg

$386,130

h,200
21,840
71,000
28,850
60,000
11,500
14,880
1,600
90,600
7,040
22,390

2,360
($272,260)
$113,870

(26,680)

¢ 87,190

4/30/81-
£/29/82

$522,120
_Psdm)uadu
36,750

12,960
$449,750

h,6h0
24,100
7,730
31,850
66,240
12,700
16,430
l.l?o
104,470
7.520
26,320

_ 2kl
(5303 ,180)

$146,570

(28,000)
$118,570

4/30/82-
4/29/83

$537,260
__}‘ég,yag) (12.42)
70,780
12,960

$483,740

5,120
26,620
8,530
15,160
73,130
14,020
48,130

1,950
107,560

8,250
27,5h0

2,630
(3328 640)

$155,100

(29,400)

$125,700

h/30/83-
§729/84

$565, k60

-(59,910) (10.6%)
505,550

—th,o00

$519,550

5,650
29,3%
9,420
38,820
80,730
15,470
20,020
2,150
114,380
8,840
30,280

2,550
(§357,700)
$161,850

(30,880)

$130,970

h/30/8%-
k/29/85

$586,210

_(39,220)(6.73)
546,950

14,000

$560,990

6,240
32,440
10,400
42,860
89,130
17,080
22,100

2,380

122,020

9,690

32,570

2,480

($389,390)

$171,600

(32,420)

$139,180

(penu13uo)) 01 L1€1HX3
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Notes to Schedule of Projected Revenues and Expenses
From April 30, 1980 Through April 29, 198%

'Expenseg

In general, expenses are projected to increase according to the average annual change of 10.4% in the Al ltem Consumer
Price Index over the past five years. (See amended Exhibit 27).

2Bulldlng Secur by

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

~—— s - o

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

i
ULl it les

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

January 12, 1979 .h3/gallon

oct‘)ber '. ‘979 .77/94”()0

February 1, 1980 .95/gallon
in thirteen months the cost has risen 1213. Though the Tenney Bullding s converting Lo natural gas on Its primary baller,
the cost of natural gas Is also volatile. Over the past five years natural gas has had an average annual Increase of 17.6%
for the commerclal time-of-use consumer, according Lo Milion Spiros, Madison Gas & Electric Cu.

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

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

Sofilce expenses Include rental of space In the Tenney Bulldlang for management operallons.

6Hnnagcmcnl cosls are computad as 6% of effective gross office revenue with 43 allowed for management and 23 for leasing
commlsslons for space turnaover.

Lg

(Panui3luocl) 0} L1gIHX3



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

7Tm:all operating expenses are calculated before Including real estate Laxes for ease In using the MRCAP dlscounted cash
flow pragram.

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

1. The assessed value as of 1/1/80 Is $§1,200,000.
2. The mlll rate |s assumed to Increase slightly (approximately 13) after several years of decrease.
3. Taxes will contlnue to Increase due to inflated city budgets and decreasing state alds.

(penui3u03) 01 L1giHX3
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EXHIBIT 10 (Continued)

4. Conversion ¢f Net Income to Present Value

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

at the end of a five-vear holéding period.

C. Assumpticns Used in MRCAP

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

proiect vaiue by specifying the ratioc of net inccme to debt service
acceptable to an institutional mortcage lender. Given the interest
rate and term available as of April 30, 1980, the program will
solve for the justified amount of mortgage and for justified cash
eqﬁity, assuning tyrical befora-tax cash-cn-cash investor requirements
for office buildings, with potential for inflation sensitive rents.
Exhibit 28 is a simplified flow chart depicting the steps in sclving
for the justifiesd project budget. A
On April 30, 1980, prudent lenders will require a minimum
debt cover ratioc of 1.3 and ecuity investors expect no less than
6 percent cash-on-cash.
l. Inputs into MRCAP Program
a. Dekt cover ratic = 1.3
b. Before tax cash-on-cash requirements = 6%

¢. Project holding period = S5 years



EXHIBIT 11

REVENUE JUSTIFIED CAPRPITAL BUDGET
DEST COVER RATIO APRPPROACH

GROSS RENT BQTENTIAL

VACANCY LOSS

NET OBERATING INCOME AVAILASLE

rEOA SEST BAYMIENT, INCOMSE TAX, TASH SIvioENDS

40

oEST SERVICE

CHEET CovVER RATIQ

RESUINED BY LENDERS

CASH AVAILABLE =OM

INCEME TAX AND INVESTORAS o

h 4

ABSH AVAILABLE ETR

SEST sSERVICE

MEQGUIREDS PAR-TAX CASH

DISTRMBLUTION RATH

JUSTISIED CTASH

EFQUITY INVESTMENT

JUSTISIED MCHRTIAGH

LOAN

TOTAL JUSTISIED INVEETMENT

EXISTING CLAIMS OR PLANNED

IMBEROVEMENT EBUCGET

PRCCAEDS AVAILABLE =TR

BRCPERTY BUACHASE AS IS




EXHIBIT 11 (Continued)

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

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

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

g. Resale price = 10 tizes net orerating inccme in
year of sale

h. Resale cost rate = 4%

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

j. Investor marginal income tax rate = 50%

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

1. Buildings = 60% of total improvement value

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

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

o. Improvements for Energy Conservation = a total
of $54,000 which includes 543,000 for storm windows
and $11,000 for natural gas ccnversion unit.

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

g. Investment Credit Dummy = tY allow for tax benefit

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

r. Mortgage = orincxpal amount determined by debt
cover ratio; interest rate a minimum of 12% with a
20-year term, paid monthly, oa the first mortcage and
13% interest and an 8-year term for the second mortgage
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EXHIBIT 11 {(Continued)

2. Real Estate Tax Assumptions

Real estate taxes are a function of assessed value (or fair
mérket value when assessed value is 100 percent of mafket value)
and the net mill rate; therefore, real estate taxes are estimated
as a function of gross rental incone. Ddiing the past two years,
real estate taxes have been between 5 percent and 6 percent of
the Building's potential gross rental income. As a result
of tests of several values between 3 percent and 6 percent, it
is determined that 5.4 percent of gross rental revenues best represents
the historical pattern of the Building's real estate taxes.
MRCAP is programmed tc use 5.4 percent of the first year's gross
rantal income to compute the first year's real estate taxes and
then providaes for a growth factor of 3 percent-to increase the

taxes each year thereafter.

D. Analvsis of Test Results

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

past three years on the subject property have been:

Year 1977 1978 1979
Real Estate Taxes $33,118.75 $29,951.95  $25,340.93
Net Mill Rate | .026495 .024153 .022036

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

these results in the MRCAP runs:
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EXHIBIT 11 (Continued) ’

Dercentace of First Real Estate Taxes
Year's Grcss xental
Revenue 1380 1981 1982 1983 1984
5.0 $24,698 ‘525,933 $27,230 $28,591 $20,021
5.4 $26,674 528,008 529,408 S30,878 532,422
5.8 $28,65Q0 $30,082 $31,586 $33,168 s34,824
6.0 $29,638 $31,119 s$32,675 $34,309 $36,025
The real sstate taxes estimated at 5.4 gercent of the first

year's grcss rent best approximates the shift from a decreasing

to an increasing net mill rate that can new be expected due to
an anticipated decrease in state a2ids to cities. Rising costs
of local government can be expected to be borne by the local taxcaver.
The input and output for the MRCAP program using real estate
taxes estimated at 5.4 percent of g:bséurental cevenue are found
in Exhibit 29.
If taxes are a conservative 5.4 percent of gross rental revenue,
MRCAP substantiates the fair market value of 51,150,000 estimated

by the market compariscn approach to value.
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EXHIBIT 12 44

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

FIRST YEAR'S GROSS RENT

#RCAP 9:39CST 12/20/30

ENTER INPUT FILE SQME?TENNEY

THE PROGRA# MRCAP IS THE PROPERTY OF
HICHAEL L. RG3BINS

70 REaL ESTATE DYWANICS IHC.

4701 UINNEQUAH RO.

HONONA, UWISC.

USER dQd. 34

{g98)-221-1129

NO REPRESEMTATION IS SADE THAT THE ASSUMPTIONS OR
CONPUTATIONAL FORMAT USED IN THIS PROJECTION UILL

BE ACCEPTABLE TO TAXING AUTHORITIES.

+41Q.09 LIB CHG APPLIED

REPART SECTION NUnBER 1 FaGe |

R E R I I I IR I I I I IR AL ITII IR ISoSI SIS 2IITEDL

# BROSS RENT § 334373. & RATE OF GRUUTH OF GROSS RENT 9.9432

* EXPENSES § 330234. * RATE OF GROUTH OF EXPEASES 2.993a

+ R E TAXES § 19473. & RATE OF GROUTH OF R E TAXES  9.4509
INCOHE TAX RATE  0.35000 PROJECT VALUE GROUTH OF 2.0099

* VACANCY RATE 0.1373 UQRKING CaPITalL LuUAN RATE d.1409
EQUITY DISCOUNT  0.1300 EXTRAORDIHARY EXPENSES 3 92,
RESALE COST 3.0400 REINUESTMENT RAVE 9.3699

UKG CAPITAL RS 8 30090. CAPITRL RESZR I4TERE3T RaiTE 9.
INITIAL COST 3 1021302, IAITIAL EQUITY REQUIRED 3 386009,

ALL %7 URLUES ARE RVERAGE niQUHTS FOR HOLOING PERIOD. GF 9§ YRS,

INIfIﬁL C0ST DERIVED THROUGH 3sACHOUNR TFE 3 USIHG. 2 AORTHAGES



EXHIBIT 12 (Continued)

PRJ FORNA

INVESTMENT ANALYSIS OF

BUILDING
FOR
EP ORI SECTi04 <uUn3ER 2 FrGE
S+ 4 2 2 - - Tttt R T2 3 Y ittt It
COAFPBANEST SUKANARTY
TITLE PCT. YEGIN USEFHL DEPR
BEPR YSE LIFE AETHOO £O0ST  SCH
1LAND 9. : 2%, 3 % 34006, O
3UILDING 2.8 1 29, 2 s 338221, @
HYAC 8.9 1 9. 2§ 225431. @
ZLZYATORS 3.2 1 4. %Y 3 3000, 9
EAS25Y CONSIRUVATION 0.9 5. 2§ 54900, 9
TENANT 1AFRGUEAZATS 0.9¢ 1 15. d1 3000w, 0
INUESTHEST CREDIT 40 1.49 3 1. 2§ 19309. %
AORTGAGE SUMMARY
TITLE INTR BESIN END TERA RIS PCT
®ATE IR. 1R. BalLL  MALUE
1RST AGRTGAGE 0.1299 1 29 20 &  S31493. 0.:87
SZIIOMD ACRTSAGE 0.1306 1 8 3 % 194009. 6.09%



EXHIBIT 12 (Continued)

PR3O FORMKA

INVESTHENT ANALYSIS OF

BUILDING
FOR
RzPB2T ssCr1a0d #UMHBER 3 PaGE 1
F T PSR E R 33 4 2 P Rt Pt et ettt T
Ca3H LU adaliS1IS
T2 AT =ITIZTIXTIE 1239 1981 1282 1753 ‘ $3S4
1 BRGZ3 1400AE S$36224. 335080. S530220. 5724s0. 324219,
2 LESS YRCaNCY 123729, 55330. 62480.  5%21y, | i7f1a,
3 LESS REAL ESTATE TAXES 354713, 28008. 22398, 39873, 37322,
¥ LZ35 EXPEHSES 272289, 3Iu3i39. 328sd0, 3ITTTIG. 3832399,
S NET INCOHE 87174, 118382, 12%5472. 130972, 139178,
E LESS DEPHECIATION 76323, 83378, 33442, 32429, 45313,
7 LES3 INTEREST 78472, 74515, 72298. 87735, 66938,
3 TAXABLE IHCOAE -835399. -20351. -10048. -1443. 24726,
9 PLUS DEPRECIATION _ 74323, 84398, 43442, 424629. 43313.
10 LESS PRINCIPAL PAYMENTS 14730. 146687. 18904, 21417, 24243.
11 CASH THROU-OFF -40048. 27341, 34490. 39770. 479735,
12 LESS TAXES g. 0. 8. Q. 13343,
13 LESS RESERVES 0. Q. 9. 0. 0.
{4 CASH FROM QPERATIONS 9. 27341, 34490, 39770. 34613,
15  UORKING CAPITAL LOAN 9. 2. i Q. 0. 0.
14 DISTRIBUTABLE CASH AFR TaX 0. 27341 . 34490, 39770, 34613,
17 TaX SAVING ON OTHER INCOME 32799. 10173, 5024. 721, q.

18  SPENDABLE CASH AFTER TAX 32799. 3733s8. 39914, 140491, 34413,



EXHIBIT 12 (Continued)

ARPHET YaLUE & REVERSIQOW

T=szss=zs=s===zz==z23 198¢Q 1931 1e32 19383 1953
t? 40 OF YEAR mARKET UaLUE 871932, 1185525, 12%45921. 1309717, 1391724,
29 L2335 RESALE COET 34373, 47423, 50277. 52387, 55871,
21 LES3 LOAA 3ALANCES 820764, 35049077, 3583173, T68375e. S37:95.
22 PLUS CU=m, CASH RISERVES e5993, 25994, <5994, 25994, 25993,
23 GEFIRE TAx H4ET UORTH 242313, S8Q117. 847466. 713%8e. 8223903,
23 CAFITAL GRIA (IF SOLD) -1310%48, 132534, 333531, 425719, S51%%s.
23 CAPITAL 54INS TAX ~36219, 30309, 62702, 35344, 119312,
23 alNIdus PRES. TaAX Q. d. a. q. v,
27 IMCOME TAX Onm EXCEZSS DEP. 1300. 2433. 28¢97. 2950, 2437,
28 TOTAL TaX 3 3aLT ~-tg6ld. 38744, 633799, 38294. 112977,
22 AFTER TAX HET UORTH 258924, S21171. SB81847. 431273. 709%s32.

BEFORE TAX RATIQ ANALYSIS

CASH FLOU ANALYSIS

EBEZTUSEZTEEXEITZITR 1980 1981 1982 1982 184
30 RETURM ON NET UCRTH 3/4 TAX -3.5014 1.4243 0.2175 0.1728 0.2099
31 CHAKBE IN NET UORTH 3/4 TAX -2434%6. 317893, 87349. 72108. 1039042,
32 ORIS EQUITY CASH RTNB/4 TAX -3.0082 3.9333 0.9710  0.9818 - 0Q.9°87
33 ORIG EQUITY PAYBACK B/4 TAX $.0000. 0.0563 0.1273 3.2031 .2803
34 B/4 TAX PRESENT vaLUE 844386, 1092030, 1124006, 1142993, 1174339,

AFTER TAX RATIO ANALYSIS

EBIESEEEZLTEETIITEJITXZIXIZTN

CASH FLOU ANALYSIS

2AFTITIISZSIXZITIES 1980 {1981 1232 1983 1284
35 RETURN OM NET UGRTH AFR TAX -0.3998  1.1578  0.1923 0.1345  §.17°¢8
36 CHANGE IN NET WORTH AFR TAX =227084. 242243. ada?5. 49443, 7S3I%.
37 QRIG EQUITY CASH RTNAFR TAX 0.0673 9.0772 0.0813  9.9833 2.0Mi2
38 ORIG EQUITY PAYBACK AFR TAX 0.0473 0.1447  0.2240 9.3993 5.38%@
39 AFTER TAX PRESENT VALUE 893455, 1102032, 1124503, 1133347, 1399032,
aE—

CASH FLOU AMALYSIS

ETESITTTIRXZ=XSEIE 1989 1281 1992 12832 1334
40 HET INCOME-naRKET UALUE RTO 0.1003  0.1903  G.1wy  V.twEd QT
31 LENGER BONUS IHTIREST RaTE Q0.040u J. 350 F.29vd UIRTIR vl
42 DEFAULT RATID 3.7e%s 0..7324 9.3139 J.3:39 3.334%7



119
129
130
130
130
1649
170
139
199
299
21¢
229
23

239
130
2390
279
289
290
360
310
329
330
J40
33Q
340
379
380
390
109
419
420
439
449
439
450
470
480
420
300
314
520
339
340

EXHIBIT 12 (Continued) 48

INPUT FILE

§9:48C3T 12729548

i,. BUILBIAG. DAYIS
19,1980.0,1,1.9.5.73000
20.3.2.1.3..05.2.2
30,493940,.322125.537250.563440.536210
50,12950,12930.12%49, 13909, 14500
40.129790.35330.53490.57710.37220
70..954. .95, _
30.272239.333130.323349.357709,339374
199,.13..50, .0¢

101.9.14,2

122,.13.1,.04,.9

103.9.30099.9,9

2001, 1LAND

291,1,340090.0.9

202,1.1.25.0

200.2,3UILDING

291,2,.49..89,2

202.2.1.29.9

290.3,HUAC

201.3..40,.99.2

292,3,1,7.9

200,4.ELEYATORS
201,4,73000,.70,2

202,4,1,4,0

209,5,ENERGY CONSERVATION
201,5,54090..90.2

202,5,1,5.0

200,6.TENANT [HPROVEHENTS
201,5.50000,.99,4

202.6,1,10,0

200,7,INVESTMENT CREDIT DUMMY
201,7,10800.1.9.2

202,7,1.1.9

300.1,FIRST HORTGAGE
301.1.1.0..12,3.20
302.1,12.1.20.90

303.1,0.0.0,90

300.2,SECOND MORTGAGE
301.2.104000,.13,3,8
302,2,12,1.8.0

303.2,0.0,0,0

400,9

403.99,1,2.3.4,5

999,99



VII.

4g

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

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

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

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

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

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

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

F. Tower structure appraisal provided in
Exhibit 17.

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

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

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



Reprinted with permission of First Asset Realty Advisors

Exhibit 1%
63
First Asset
Real_“tg First Bank Place
Advisars Minneapoiis. MN 55480
APPRAISAL ENGAGEMENT LETTER
TO0:

RE:  Property Identification

Dear T

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

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

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

b. Fee title will be encumbered by Teases in place and possible
other covenants. Appraiser must indicate remaining market
value of these other leasahold or non-possassory interests.

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

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

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

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

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

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

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

§. The appraiser must document his opinion as to the appropriate
discount rate applied to each segment of the cash throw-off and

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

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

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

Following the initial appraisal at the time of acquisition, the appraiser
will be asked to submit a letter of review 180 days after the date of the
original appraisal indicating if he would modify any of his critial
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assumptiong at that time and, if so, indicating how this might affect his
original valye estimate as a specific dollar ddjustment, up or down.

At the end of 360 days, the appraiser would be expected to perform a
thorough review o8f his original appraisal, specifically focusing on the
market approach (item 3), adjustments indicated for the income approach
(items 4 and S5), and additions and amendpents to market data (item 7).
Aside from the specific instructions prdvided in paragraphs 1-7 above, it
is anticipated that all work will be done according to the standards of
the American Institute of Real Estate Appraisers, and it is further
understood that the client for whom the appraisal is done for purposes

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

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

Yours very truly,



Mal

Puge 2 of 2
Reet NOI ) acx) Jnaue Seunurlan
June W, 1942
M, of e
Twin HBase
Space City Tenant  (3A lzase Term Waae Rencal/
No, Tenant btures  Rating  S5q.Ft, From Ta Year Rental  5).bt, % Kent Formula /59, Ft,
4. Total Sporcs 3 Macional 10,000  11/1/78 1/ 1/9% 15 yes. Yr. 3-) $50,000 $5.00 4% over $1,250,000 (§125) .
Imo. Y. 4-7 L0000 $6.00 44 over il.ﬁm,wu ($150)
Yr. 8-10 §70,000 $7.00 4 ovar $1,750,000 ($175)
/ Ye. VI-15 $80.000 $8.00 4% over §3.000,000 ($200)
12.  Ociental Arts, Inc. | Local 1,066  2/t/80  1/31/8) 2 yra. ¥re, ) $ 8,925 3$8.37 62 over $148,750 (f140)
Yr, 2 $9,975 $9.35 11 over $161,250 ($151)
18, Uhassigned - - 1,02 -- - e s $ 9,856 $8.00 11 over $166,250 (5156
6% ovar $164,267 133)
19. (hassigned o= = T 49 - - - - $ 7,000 §15.59 10% over §70,000 (§156)
20.  Unassigned e - ( 873) .. .- - - $12,000 $11.75 S over $0,000 ($275)
2.  Potomill (3) 5 tocal 1,536 10/1/78 1/31/89 10 yrs. Ye. 1-3 $ 6,144 $4.00 62 over $102,400 (SMl)'
Imos. Yr. 4-7 $12,288 $4.00 64 over ?204‘,800 ($111)
Yr. 8-10 $18,432 $i2.00 64 over 307,200 ($200)
22,  tuceah : 8 Mational 1,632 2/1/719  Y/3/89 10 yrs., -- $11,424  §7.00 6% over $190,400 (§177)
23, e 24  Rep. 4,966  Y1/1/78 1/31/94 135 yrs, ~- $32,279 $6.50 6% ove- $537,983  (§108)
mos,
24, CGrest v b Mational 1,037 10/0/78 V/N/B4 5 yrs. Y. 0 $10,000 $9.64 & over $125,000 ($121)
Imos. Yr. 2-5  $15,000 $14.46 8% over $187,500 ($181)
25. The Book Center | Reg. L2V 6/1/79  U/N/BT Dyxes. Yo, 1-2 $ 9,608 $8.00 6L over $160,133  (§100)
8wos. Yr, 3-8  $12,010 $10.00 62 over $200,167 ($167)
272, Imports ] Lacal 788 12/1/80 1/3N/H4 Zziyrl. .- $10,200 $12,00 6% over $170,000 ($261)
mos.
Total 66,142
*(3) Aasigned to Fhotomill as of April 1, 1981
Rental Suwnary
C.L.A. -~ 8.F,
Leased Space 56,364  (45.21)
nassigned Space 9,718 (14.82)

Totals 06,142 (100.04)

g1 31a1ux3
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12,
13,

17,
18.

Tenant
Footweat
Fabric
thassigned
Cedrics
Uhassigned
Unassigned
Horthwestern Book
BSody Shoppe
Richards
Unassigned
louse of Large Sizes
Video
Pizza
Total Sports
Oriental
tnussigned
Shirt

Saife,
5,745
+10,179
813
1,586
2,100
4,208
5,495
1,795
1,612
1,255
1,932

2,186

2,976
10,000
1,066
1,22
449

1982
6 »on,

1983

1984

HALL

Tenant™ by Tecant Base Remt Projections
‘ncludim laase Step-ups (1) snd Reletting M:tlvlty (2)

1945

$ 19,94
$ 27,

§ 2,862

$ 5,153
$ 1,875
$ 1,50
$ 11,708
$ 14,360
$ 6,005
§ 4,99
$ 4,229
§ 8,044
$ 0,793
$ 0,000
§ 4,908
$ 4928
$ 3,500

$ 29,927
$ 55,985
$ 2,024
$ 10,309
$ 15,750
$ 21,0%
$ 21,475

$ 14,360

$ 12,000
§ 8,788
§ 6,658
$ 12,488

$ 12,586

$ 60,000
$ 10,412
$ 9.85%
$ 7,000

§ 29,927
$ 95,985
$ 102
$ 11,895
1§ 13,750
$ 23,05
§ 27,475
$ 17,95

$ 12,090

$ 8,785
$ 9,99
$ 19,674
$ 12,586
$ 60,000
$ 10,412
§ 9,85
$ 8,9

$ 19,427
$ 55,985
§ 1%
$ 11,09
$ 15,750
$ 21,05
§ 2,475
$ 17,99
$ 12,09
$ 0,705
$ 9,990
$ 19,674
§ 20,002
$ 60,000
$ 10,412
§ 9.8%
§ 8.9%

1386
$ 19,927
$ 55,985
$ 1,024
§ 11,895
$ 15,2%0
§ 21,05
$ 13,068
§ 17,9%
$ 15,430
$ 8,785
$ 9,9%
$ 19,674
§ 20,832
$ 70,000
$ 10,412
$ 9,85
§ 8,934

-~ § 26,365

v 1
§ 45,016 § 51,705
$ 55,985 + § 55,985
§ 1124 § 9,858
$11,005 3§ 11,09
§20,100 § 7,100
§ 30,897 § 0,897
§ 30,660 § 38,660
§ 20,605 § 20,615
$ 15,430 § 15,430
$112 §1,n
$ 9,99 § 9,990
§ 26,365
§ 20,632
$ 70,000
$ 13,29
$ 13,208
$ 8,9%

$ 20,832
§ 70,000
$ 10,412
$ 13,208
§ 8,9%

1989
$ 51,708
$ 55,985
$ 9,858
$ 18,08
$ 20,101
$ 20,897
$ 38,660
$ 20,615

$ 15,430 .

$ 1,172
$ 11,322
$ 26,365

$ 20,832

§ 80,000
$ 13,2%

$ 13,208 -

$ 11,402

1950
$ 51,705
$ 55,985
$ 9,85
$ 18,00
$ 20,101
$ 30,897
$ 38,660
$ 20,635
$ 15,430
$ 1,m
$ 11,322

- $ 26,365

$ 20,832
$ 80,000
$ 13,29
$ 13,200
$ 11,402

1991
$ 51,705
$ 55,905
$ 9,85
$ 18,00
$ 20,101
$ 0,897
$ 38,660
$ 20,635

$ 19,69

$n,m
§ 11,322
$ 26,365
$ 33,85
$ 80,000
$ 11,290
$ 13,208

$ 11,402 -

1992
6 wos,

$ 25,835
$ 22,99
$ 4,929
$ 9,042
$ 12,827
$ 19,7
§$ 24,670
$ 13,238

"$ 9,846
$ 71,512
$ 5,660

§ 16,824

$ 16,928

$ 40,000
§ 6,645
$ 8,428
$ 5,M

L3

(penuiluo)) G1 L191HX3



4}

(2)

Tensnt
Dismond Center
thotomi i}
Hurcoh

Great .
Book Center

Impacts

Arna
5q.Ft.

1982
6 mos,

1983

HALL

Tenack by Tenant Rsae Rant Projections
Including Lasse Step-ups (1) and Reletting Activiky (2)

1984

1983

1886

(15
1,9%
1,632
4,966
1,037
1,200

788

$ 6,000
$ 6,144
§ 5.2
$ 16,140
§ 2,500
'$ 6,005
$ 5,100

$ 12,000
$ 12,28
§ 11,424
§ 32,219
$ 15,000
$ 12,010
$ 10,200

$ 12,000
s 12,280
§ 11,424
$ 32,219
$ 17,068
$ 12,000
$ 11,807

$ 12,000
$ 12,208
$ 10,424
$ 32,29
§ 17,068
§ 12,010
$ 11,6807

$ 16,008
§ 12,20
$ 11,424
$ 12,29
$ 12,860
$ 12,000
$ 11,807

180,
§ 16,805
$ 10,432
$ 11,424
$ 32,229
$ 12,068
§ 18,347
g 11,807

19%0

1991

1992
6 mos,

$ 16,885
§ 18,432
$ 11,424
$ 32,219
L § 17,868
. $ 18,37
g 0,80

§ 16,005

§ 20,016

§ 18,608
$ 32219
$ 22,804
$ 18,347
$ 13,669

$ lé;ﬂs
$ 20,016
$ 18,608
$ 32,219
§ 22,004

4§ 10,7

" 741,669

$ 23,75
$ 20,016
$ 18,608
$ 2,29
- § 22,004

18,40

313,669

§ 11,800
$ 10,008

§ 9,304

$ 16,140
$ 11,400
-~ $ W, 00
$ 6,81

66,142

$233,39%

$451,662

$466,765

$n,010

$491,029

$545,698

$556,599

$992,13)

§3592,15)

" $616,314

$333,06)

Host ease soniversaries end 1/31 of sny pacticular year. For cash flow projection purposes; wa've assumed lease anniversary dates to be l2l;.|l of the
preceding year, HNo material charge results from this minor timing od justment .

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

(penui3uoly S LI91HX3
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Fabrics
Morthwescecn ook
Plizza
ifouse of Larpe Sizes
Hurrah

Great

3,420

§, 854

10w
o2

1,3

107

1,19
3,617

1 Rent Computat lons
JC TR T ™)

1,19

551

1,678
4,518
5,337

HALL

5,967
1,3%

1,200

2,726
1,462
2,19

1947
4,95
2,9N

578
1,858

10,642

9,197

7,1
4,875
1,424
5,081
14,075
11,363

11,198
6,9
2,137

12,784

11,701

14,975
2,500

1,99

643
21,789

16,227

191
18,052
5. 8213

3,05

218" -

26,114
18,955

30,785
22.2%5

(penurjuogl) 91 LIGIHX3
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Reveruesd

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

Real Estote Tax
Recovery (4)

recoverad Lxp. (5)

Total Crosa Reverns

Less Vacency (6)
Percentoge

£l fective Gross
Rewcniue

Expienses

Reol Catate Taxes (7)
tecoversble Exp. ()
Hume. (52) 9)

Reswrves for -
Tenwnt Work (12)

Rewerves for
Kepales (10)

loessing Fees (11)

Tot 1l Expenses

Nt Operating Income

""l"

TN to \N _ 11 to 6/30
1982 1993 1o e lee 1w 1 1949 1990 1) 1992
{31,396  B51.662  §66,65 RI0,011  §93,029  §545,698  §356,599  §592,153  § 592,153 § 616,3M § 131,063
§ 18,450 §20,907 §20,907 §33,243 §32,243 $31,24) §$30,229 §38,229 § 18229 § KL% § 21,98
$10,597 12,660 § 19,116 §$20,830 §34,0:6 42,004 $30,505 §$67,780 § 71,572 § 98,343 § 36,68
§69,760  $115,300 §121,400 §133,000 §139,600 §146,300 §157,300 §165,200  § 172,300 § 182,000 § 95,600
43,310  $95,100 §99.800 §104,800 $110,000 §115,600 $121,300  $122,400 § 133,700 § 10,400 § 73,700
P1.491  §104,629 §735,98  §169,884 810,910 337,915 §9I0, %) §990,765  §1,004,956  §1,081,243 § 581,02
$43,935  §39,007 §6L7% $42,56 $44,880 $30,080 $39,200 §41,900 §_ 44,500 § 45,500 § 24,700

(an) an) an) (®) () (®) (62) ey (61) (6x) (62)
$320,558  $645,372 $,213  $127,018  $766,029 837,034 $A92,743  §940,865  § M4 1,005,043 § 536,026
§ 04,0000 §153,0000% $130,000 $144,500 §152,00  §159,000  §167,500 $175,700  § 184,400 § 193,700 § 101,70
§£39.400  §82,700 §86,000 §91,100 §95,700 $100,500 $105,500 $110,800  § 116,300 § 122,100 § 64,100
§12,000  §26,700 425,200 §26,600 §28,000 §31,000 $32,000 $34,50 § 1S40 § 37,90 § 20,60
0 $ 3,200, § 1,500 0 $ 67w § 4000 § 800 § 6,600 0 $ 20 § 7,50
§ 2,50 § 2,00 § 2,00 § 5,000 § 840 § 8,90 § 9,00 § 980 § 1000 § 100§ 17,50
0 10,00 § 450 0 $20.80 §16,200 § 2,200 $ 19,700 0 g 9000 § 2,200
$139,000 $280000  §264,200  $2M,H0  $ILGG  §IEH0  $I,00 52,50  § W60 § I76,N0 § 212,600
SIH9,750  §I6.22 410,000 BSLIIE 06,429 §519,104  $574,341  $591,45  § 624,05  § 639,003 § 0B

*  ncluden wieclels of $21,604,82
o jnelules specials of $22,

oo, (o

(Penuiluog) SI L1§IHX3
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EXHIBIT 15 (Continued)

1982 RECOVERAELE EXPENSES ANNUALIZET

For Mall, -

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

Recoverable Expenses

Insurarce $ 8,400
Utilities
Electric $19,900
Water and Sewer $ 3,200
Gas $ 3,200
$26,300
Maintenance Services
Soow Removal $10,500
Janitorial $12,600
Parking Lot Sweep $ 3,000
Trash $ 400
Rodeat Control $ 1,100
Landscaping $§ 3,800
.Mall Music $ 300
$31,700
- Overlocad Security s 1,30Q
Supplies
Maintenance $ 3,000
Electric $ 600
Landscapirg $ 1,300
$ 4,900
Repairs
Electricity $3,10
Ehgggnen: $ 2,500
Plumbirg, $ 600
$ 6,200
TOTAL RECOVERABLES $78,800

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

BASIC ASSUMPTIONS TO CASH FLOW PROJECTIONS

Revenues

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

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

3. For . tensnts in occupancy for a year or more, historical
sales were used as a benctma;g for projectad sales. For ‘
tenants, the calendar y=ars 1982 through 1992 sales volumes were
escalated at 8% per year. Perceptage rent was calculated on a
tenant-by-Cenant and *year-by-Year basis using the percentage rent
formula outlined in each lease.

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

° ! Yacancy ' Tax Reimbursement

1982 (6 mos) 17 ) 83%

1583-84 12 8%
1934~87 - 8 9Z%
1988-91 : 6. 94%

‘S The standard lease provides for 100% of all recoverable expenses to
be reimbursed to the landlord by the tenants, collectively. Unlike
the tax clause, the pro-rata share each tenant contributes is
allocated hetween the gross leased and occupied space; consequently
100% of all recoverable expenses are paid collectively by the
exiscing tenants. A 154 administrative charge is added to all
reimbursable expenses (per the leases). Furthermor=, bassd upon

’ experience, 754 of the ""Reserves for Structural
Repairs” sre reimbursable expenses.

6. A discussion for vacancy allowance i{s detailed in Item #4.
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EXHIBIT 15 (Continued)

Basic Assumptions to Cash Flow Projections - Continued

Expenses
7. Real estate taxas for 1982 are detailed on ';;a'svzé 1 of this report.

10.

11l

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

Finally, in 1982 about $43,000 of:s_gecial .as's;essmen:s will be billed
to Burnhaven, including interest payable at 8. Approximacely.

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

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

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

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

For 1582, hasirg fees are §2.25 per square foot of leased space.
The fee {s increased SL per yesr, consistent with the increase in
base rents. Leasirg fees are expensed in the year incurred.

Accordirg to~- properties, tenant work is minimal for

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

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



EXHIBIT 15 (Continued)

Discouncad Cash Flow Analysis - Continued

Annual Cash Flow Discomt ¢ 17% Present Worth
Last '

6 mos. 1982 $ 189,758 x 92450 = § 175,431
1983 $ 366,022 x 790171 - 5 287,640
198 $ 410,013 X .675360 ‘= § 276,906
1985 $ 457,118 «x .577230 = § 263,862
1986 $ 454,429 x .493359 = § 226,197
1947 $ 579336 x| 621674 = § 264,290
1988 $ 574,943 x .366495 = § 207,212
1989 $ 591,365 x .308039 ° = § 182,163
1990 S 624,05 x .263281 = § 164,302
1991 $ 659,043 x .225026 = § 148,302

1st | | .
6 mos. 1992 $ 323,726 x .208037 - § 67,37
*Rev. $4,839,000 x .208037 = $1.006,000
£.267,652
Roihéed to
-§3,200, 000

* Projected 1992 Reszle Price

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

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

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



EXHIBIT 16

VALTEST

A DEMONSTRATION PACKET

PREPARED BY

LANDMARK RESEARCH, INC.
MADISON, WISCONSIN

PREPARED FOR
THE REAL ESTATE ANALYSTS NORTHSTAR USERS GROUP

SEPTEMBER 24 AND 25, 1982
COSTA MESA, CALIFORNIA
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EXHIBIT 16 (Continued)
76

VALTEST

DEMONSTRATION 1

INPUT ASSUHFTIDNS
LA IR SR LR 2L

1. ENTER PROJECT NARKE % J
2. ENTER PROJECTION PERICR 7 5
3. ID YOU WAKT TO ENTER EFFECTIVE GROSS REVENUE INSTEAD OF NOI7 N
TD REPEAT PREVIDUS YEAR’S NDI/EGR FOR BAL OF PROJECTION ENTER 0
N.O0.I. YEAR 17 5000
N.0.I. YERR 27 3000
N.D0.I. YEAR 37 4000
H.D0.1. YEAR 4% 5000
N.0.I. YEARR S% 7000
4. ACGUISITION €OST: 7 50000
5. D YOU UANT TO USE STANDARD FINANCING? Y OF N®Y
#TG. RARTIO DR AMDUNTY, INT., TER¥, N2 FAY/YR 7 .8, .12
6. ENTER RATIC OF IMF #1/707AL VALUE, LIFE OF IM& #17 .8
1S THERE A SECOND IHPROVEMEXT?T Y QR N¥ N
7. BEFRECIATION METHOD, IMFROVEMENT %1 T 2
ENTER D.B. Z2: ¥ 175
1S PROPERTY SUBSIDIZED HOUSING * Y OR N 7N
IS PROPERTY RESIDENTIAL? Y DR N? Y
8. IS5 OUNER A TAXABLE CORPORATION? Y QR N 7Y
CORPORATE FEDERAL ORDINARY TAX RATE COULD BE
174 - 462 (197E LAY, EFFECTIVE 1979)
16% ~ 46% (1981 LAY, EFFECTIVE 1982)
15% - 446% (198' LAY, EFFECTIVE 1983 & THEREAFTER)
MAXIMUM CORFORATE CAFITAL GAIN ALTERNATIVE TAX RATE 1S 28X

(FLUS STHTE RATE)

ENTER:
1) EFFECTIVE ORD'INARY RATE 2) EFFECTIVE ORDINARY RATE (YEAR OF SALE)
7 LAL, A6
9. RESALE PRICE (NZT OF SALE CBSTS) ? 60000
10. IS THERE LENDER PARTICIPATIOK 7N
11, ENTER ODUNER’S AFTEE TAX REINVESTHERT RATE (207 9 :
12. ENTER CUKER'S AFTER TAX OFFORTUNITY COST OF EDUITY FUNDS (MY 9

FILE = JEAN LANDMARK RESEARCH, INC.



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

AFTER TAX CASK FLOW PROJECTION
DATE 9/14/82

DATA SUKNARY

L2 EIEEIE RS TS T2
ACQUISTN COST:  $50,000.  HT6. ANT.: $40,000.
NDI 1ST YR: $5,000.  RTB. INT.: TTi%x T
ORG. EQUITY: $10,000.  MIG. TERK:  25. YKS
CTO 1ST YEAR: $-55.  DEET SERVICE 15T YEAR: $5,055.
NTG. CONST.: .1243849
IP. ¥1 VALUE:  $40,000.  INP. Wi LIFE: 15.
INC. TX RATE: 461
SALE YR RATE: 461 OUNER: CORPORATION

DEFRECIATION IMPROVEMENT #1 & 1751 B.B.
RESIDENTIAL PROPERTY

LEKIER PARTICIFATION: CASH THROU-OFF: RONE REVERS10H: NOHE

NC REPRESENTATION IS MADE THAT THE ASSUNKPTIONS PROVIDED BY JEAN
ARE PROPER DF THAT THE CURRENT TAX ESTINKATES USED IN THIS
PROJECTION WILL BE ACCEFTABLE-TO TAXING AUTHORITIES. NO ESTINATE
HAS BEEN MADE OF MININUM FREFERENCE TAX. CAFITAL LOSSES IN YEAR OF
SALE ARE TREATED AS ORDINARY LOSSES (SECTION 1231 PROFERTY) AND
ARE CREDITEDL ABAINST TAXES PAID AT THE
ORDINARY RATE AT THE TIME OF SALE.

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

BY A CONTRIBUTION FRON EQUITY IN THAT PERIQD

MTG INT & TAX TAXABLE INCOME  AFTER TAX
YEAR NOI  LENDERS X BEF INCONME TAX CASH FLOU
1. S000. 4783. A867. ~4453. -2049. 1954,
2. 5000. 4751, 4122, ~-3874. -1783. 1728,
3. 6000. 4713. 3841, -23E3. ~1084. 2022,
4. 6000. A68%. 3216, -1857. -6a°%. 1814.
G 7000. 4620, 2641, ~4¢2. -214. 215¢9.

- - - ———— - - ———— - —— - —————— - —— - o o o o o

$29000. $2353°%. $18488. $-13031. $-5999. $9722.



EXHIBIT 16 (Continued)

DEMONSTRATION 1 (Cont.)

RESALE PRICE:

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

NET SALES PROCEEDS
BEFORE TAXES:

RESALE PRICE:

LESS LENDER'S X:

NEY RESALE PRICE:
LESS BASIS:

TOTAL GAIN:

EXCESS DEFRECIATION:
CAFITAL GAIN:
ORDINARY GAIN:

TAX ON DRIINARY GAIN:
TAX ON CAFITAL GAIN:
PLUS MORTGAGE BAL:
TOTAL DEDUCTIGNS FKOH
NET RESALE PRICE:

NET SALES FROCEEDS
AFTER TAX:

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

$0.

$21,739.

$40,000.
$C.

" $60,000.
$31,512,
$28,4853.

$5,155.

$23,333.

$2,371.
$4,533.
$38,261.

$47,1864.

IF PURCHASED AS AROVE, HELDR S YEARS & SOLD FOR

THE HMCLIFIED I.R.K.

BEFORE TAXES 1S
ASSUMING AR AFTER TAX REINVESTHENT RATE OF

20.6487% AND AFTER TAXES 1S
9%, ANDI OPFORTUNITY COST OF 92

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

DEMONSTRATION 1 {Cont.)

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

Ave $5,800.

HORTGAGE ANALYSIS

Jd

LR E IR ES R RS RS X

KORT
INT.

4785.
4751,
4713,
4669.
4520.

HORT
AXORTY
270.
304.
343.
386.
435.

DEBT

SERV

3035,
5055,
3055.
5055.
3055.

DISTRIBUTION OF CASH THROU-OFF

CASH THROW-OFF

YERKR T0TAL
1. -35.
2. =43,
3. 945.
4. 945.
5. 1945.

3723.

RESALE PRICE:

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

NET SALES PKOCEEDS
BEFORE TAXES:

CASH THROW-OFF = 0%

J

CASH THROU-DFF
10 ERUITY

?45.
945.

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

$0.

REVERSION = 0%

CASH BOHU
T0 LENDER

DCR

.989

.989
1.187
1.187
1.383

1.147

S

NTG.

BAL.

39730.
39426.
39083.
38497.
38241.

79



EXHIBIT 16 (continued)

DEMONSTRATION 1 (Cont.)

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

EXCESS DEP

YERR TAX DEP. S.L. DEP.
1. 44646.7 2666.7 2000.0
2. 4122.2 2666.7 1453.6
3. 3641.3 26646.7 974.6
4. 3214.5 2666.7 54%.8
3. 2841.2 2666.7 174.4
TOTAL 18487.9 $13333.3 9154.6

EQUITY ANALYSIS
J
AARE LT RS SR R L]

BEFORE TAX EQUITY DIVIDEND

BALANCE
35333.3
312111
27549.8
24353.3
215121

1.
2.
3.

i,

J.

ND1
$5,000.
5,000.
6,000.
6,000.
7,000.

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

ORIGINAL EQUITY: & 10000

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

CASH RETURK
ORG EQ  CUR EQ
-.0035 -.0054
-.0055 -.0032

0945 0836
0943 0827
1945 <1641
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EXHIBIT 16 (Continued) 81

VALTEST

DEMONSTRATION 2

INFUT ASSUNPTIONS
S IR SR T LT

1. ENTER PROJECT NAME T CARDINAL-2
2. ENTER PROJECTION PERIOD T 5
3. DD YOU WANT TO ENTER EFFECTIVE GROSS REVENUE INSTEAD OF NOIT N
T0 REFEAT PREVIOUS YEAR’S NDI/EGR FOR BAL OF PROJECTION ENTER 0
N.0.I. YEAR 17 81745 ~
N.0.I. YEAR 27 B1920
N.0.I. YEAR 37 98910
N.0.I. YEAR 47 108809
N.0.I. YEAR 57 119680
4. ACOUISITION COST: ? 1007000
5. [0 YOU UANT TO USE STANDARD FINANGING? Y OR N°Y |
KTG6. KATID OK AMDUNT, INT., TERM, NO FAY/YR 7 647000, .1523&, 30, 12
&. ENTER KATID OF IMF H1/TOTAL VALUE, LIFE OF INF %17 w149, 15
IS THERE & SECOND INFROVEMENT? Y OR N7 Y
ENTER RATID OF IMF #2/TOTAL VALUE, LIFE OF INP ¥27 ,781, 13
CENTER REHARILITATION TAX CREDIT FOR INF #2: 194425
15 STRUCTURE A CERTIFIED HISTORICAL LANDMARK? Y DK N?Y
7. DEFKECIATION METHOD, INFROVENENT #1 7 1
DEFRECIATION KETHOL, INFROVEMENT #2 ¢ 1
1S PROPERTY SUBSIDIZED HOUSING 7 Y OR N 7N
1S PROFERTY RESIDENTIAL? Y OK N? Y
8. IS DUNEK A TAXABLE CORFORATION? Y OR N 7N
THE MAXINUM FEDERAL INDIVIDUAL ORLINARY RATE COULD BE:
70% {PRE-1981 LAW)
50% (1981 LAW, EFFECTIVE 19€2)

(PLUS STATE RATE}

ENTER:
1) EFFECTIVE ORDINARY RATE 2) EFFECTIVE ORDIRARY RATE (YEAR OF SALE)
? '5, .5
9. RESALE FRICE (NET OF SALE COSTS) ? 12587350
10. IS THERE LENDER FARTICIFATION 7N
11. ENTER DUNER'S AFTER TAX REINVESTMENT RATE (Z)7 11
12. ENTER OUNER'S AFTER TAX OFFORTUNITY COST OF EQUITY FUNDS (X)H? 11

FILE = CARD2A LANDMARK RESEARCH, INC.



EXHIBIT 16 (Continued) 82

DEMONSTRATION 2 (Cont.)

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

DATA SUKMARY
tZSITEITEITIIDEY

ACQUISTK CBST: $1,00?,000. HNTG. aHT.: $647,000.

NOI 15T YR: $81,745, ¥T6. INT.: 13.236%

ORG. EBUITY: $360,000. ¥TG. TERM: 30. YRS

CT0 157 YEAR: $-17,893. DEBT SERVICE 1ST YEAR: $97,638.

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

DEPRECIATION IMFROVEMENT #1 : STRAIGHT LINE

DEFRECIATION IMPRODVEMENT #2 : STRAIGHT LIKRE

RESIDENTIAL PROFERTY

CERTIFIED HISTDRICAL STRUCTURE

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

ND REFRESENTATION 1S MADE THAT THE ASSUMFTIONS PROVIDED BY JEAR
ARE PROFER OR THAT THE CURRENT TAX ESTIMATES USED IN THIS ,
PROJECTION UILL BE ACCEPTABLE TO TAXING AUTHORITIES. NO ESTIMATE
HAS BEEN MADE OF NINIMUM PFREFERENCE TAX. CAPITAL LOSSES IN YEAR OF
SALE AKE TREATEL AS ORDINARY LOSSES (SECTION 1231 PROPERTY) AND
ARE CREDITED ABGAINST TAXES PAID AT ’ - THE
ORDINARY RATE AT THE TINE OF 5ALE.

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

BY & CONTRIBUTION FROM EQUITY IN THAT PERIOD

BTG INT & TaX TAXABLE INCOME  AFTER TAX
YEAR MBI  LEMNDERS Z DEF INCOME Tax CASH FLOW
1. 81745, §8500. 62434, -7%190. -236221, 218328.
2. 81920. 98313. 62434, -78828. =-39415. 214657,
3. 98%910. 98097. 62434, -61622.  -30812. 30084,
4. 168800. 97845. 62434, -31480. =23741. 34903.
3. 1194680, 973552, 62434, -40307. -20154. 40196.

§491050. $4%90307. $31217¢, §-311427, $-352343. $345207.

NCTE: 1ST YEAR'S TAX REBUCED BY $1%6,625. FOR TAYX CREDIT (I#F H2)



EXHIBIT 16 (Continued)

DEMONSTRATION 2 (Cont.)

RESALE PRICE:

LESS MORTGAGE BALANCE:
PROCEEDLS BEFORE TAXES:
LESS LENDER’S Z:

NET SALES FROCEEDS
BEFORE TAXES:

RESALE PRICE:

LESS LENDER’S %:

NET RESALE PRICE:
LESS BASIS:

TOTAL GAIR:

EXCESS DEFRECIATION:
CAFITAL BAIN:
ORDINARY BAIN:

TAX ON DRDINARY GAIN:
TRX ON CAFITAL GAIN:
PLUS MORTGAGE BAL:
TBTAL DEDUCTIODNS FROM
NET RESALE PRICE:

NET SALES PROCEEDS
AFTER TAX:

IF PUKRCHASELD AS AROVE, HELD
THE ¥DDIFIED I.R.R. BEFORE TAXES IS

$1,258,750.
$639,115.
$619,435.
$0.

$419,435.

3 S

$1,258,750.
$0.
$1,258,75G.
$494,830.
$543,920.
$0.
$563,920.
$0.

sSS=SsZ=o =T

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

$751,899.

$506,851.

===z z======x

S YEARS & SOLD FOR

157 YR B4 TAX ER DIV:
AVG DEBY COVER RATIO:

$1,258,750.

83

~4.9703%
.9857

10.5005% AND AFTER TAXES IS 22.2744%

ASSUMING AN AFTER TAX REINVESTMENT RATE OF 11%, AND OFPORTUNITY COST OF 11X



YEAFE

2.
3.
4.
J.

AVG

EXHIBIT 16 (Continued)

DEMONSTRATION 2 {Cont.)

BISTRIRUTION OF CASH THROU-CFF

CARDINAL-2
CASH THRDU-OFF CASH THKOU-OFF  CASH BONUS
YEAR " T07TAL T0 EQUITY TO LENLER
1. -17853. - -17893. 0.
2. -17718. -17718. 0.
3. -728. -728. 0.
4. 9162. 9182. 0.
5. 20042. 20042, 0.
-7136. -7136. 0.
RESALE PRICE: $1,258,750.
LESS -MORTGAGE BALANCE: $439,115.
FROCEEDS BEFDRE TAXES: $419,635.
LESS LENDER’S Z: $0.
NET SALES PROCEEES
BEFORKE TAXES: $619,635.
CASH THROW-DFF = 0%  REVERSION = 0%
HORTGAGE ANALYSIS
CARDINAL-2
LS LRI EEE E I EE RS EES R
KORT HORT BEBT
NOI INT. ANORT SERV DCR
B1745. 98500. 1139. 95635. 820
81920. 98313, 1325, 99438. .822
98910. 95097. 1541, 99638, .993
108800. 97845. 1793. 99638.  1.092
1194E0. 97552. 2086. 99638.  1.201
$95,211. .98
EQUITY ANALYSIS
CARDINAL-2
L IR I EE E R E RN
BEFDRE TAX EQUITY DIVIDEND
YR END CASH RETURK
YR NDI EQUITY AKOUNT ORG EG  CUKX EQ
1. $81,745.  $379,032.  $-17,893. -.0457 =-.0472
2. 81,92¢. 398,075, -17,718. -.0492 -_0445
3. 98,910, 409,345, =726, -.0920 ~-.0018B
., 108,800, 492,138, §,162. L0254 ,000¢
5. 119,46¢. 404,224, 20,042, .0557  .04%¢
ORIGINAL EQUITY: § 340030

MIG.
BAL.
645861,
644537,
642995,
641202,
639115.



EXHIBIT 16 (Continued)

DEMONSTRATION 2 (Cont.)

DEPRECIATION SCHEDULE
CARDINAL-2
INFROVEMENT # 1
STRAIGHT LINE
RESIDEHTIAL
R T e R e TR P L LS

YEAK TAX DEF. S.L. DEP. EXCESS
1. 10002.9 10002.9
2, 10002.9 10002.9
3. 10€02.9 10002.9
4. 10002.9 10002.9
3. 10002.9 10002.9
SUB-TOTAL S50014.3 50014.3

DEFRECIATION SCHEBULE
CARDINAL-2
INFROVEMENT # 2
STRAIBHT LINE
RESIDENTIAL
(2 23S EES IR RESEEIREE S 24

YEAR TAX DEF. S.L. DEP. EXCESS
1. 52431.1 52431.1
2. 52431.1 52431.1
3. 52431.1 324311
4, 52431.1 S52431.1
3. 52431 .1 524311
SUE-TOTAL 262135.7 262155.7

S=s=S===c< ssz=zZ==== sSzzTz=2

¥

BEP
.0
.0
.0

%

DEF
.0
=0
.0

TOTAL 31217¢.¢ 2176, IV

BALANCE
1400490.1
130037.3
120034.4
110031.5
100028.7

BALANCE
734435.9
681604.7
629173.6
576742.5
524311.3
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EXHIBIT 16 (Continued)
VALTES T DEMONSTRATION 3 86

INPUT ASSUﬂFTIONS
BRkdbaki i dadpibadd

1. ENTER PROJECT NAME ¥ SELL AT LOSS TEST

2. ENTER FRDJECTIGN FERIOR 7 &

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

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

EFFECTIVE GROSS KEVENUE YEAR 47 15089
EFFECTIVE GRLESS REVENUE YEAR 357 13330

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

FIXEDR OF EXFENSE YEAR 17 3700
FIXED DF EXFENSE YEAR 27 3929
FIXED OF EXFENSE YERE 37 41490
FIXED OF EXFENSE YERR 47 4410
FIXED OF EXFENSE YEAR 57 44670
4. ACRUISITIBN COST: ¥ 46000
9. [0 YOU WANT TO USE STANUARD FINANCING? Y DR N&Y
MTG. RATIO OR AMODUNT, INT., TERM, NO PAY/YR 7 49300, .1B, 25, 12
é. ENTER RATIO OF INWF #7/70TAL VALBE, LIFE OF IMF #17 .25, 13
IS THERE A SECOKD IMFROVEMENT?® Y OR N7 Y
ENTER RATID OF IMF #2/7TOTAL VALUE, LIFE OF IMF #27 .53, 15
EXTER REHABILITATION TAX CREDIT FOR IMP #2: 9075
IS STRUCTURE A CEKTIFIED HISTORICAL LANDMARK? Y OR N?Y *
7. DEFRECIARTION METHOD, IMFROVEMENT #Y 7 2 -
ENTER D.R. 23 7 120¥%
DEFRECIATION METHOD, IMPROVEMENT #2 7 2

ENTER DI.B. X: ? 120%* *For lllustrative
IS PROFERTY SUBSILIZED HDUSING 7 Y DR N N Purposes Only

IS PROPERTY RESIDENTIALY Y DR N7 N
8. I5 DUNER A TAXABLE CORFORATION? Y QR N 7Y
CORPORATE FEDERAL ORDINARY TAX RATE COULT BE =
174 = 4% (1978 LAW, EFFECTIVE 1979,
16X - 467 (1981 LAY, EFFECTIVE 1982)
13% - 4427 (1981 LAY, EFFECTIVE 1983 3 THERLEAFTER)
HAXINUM CORFORATE CaFITAL GAIN ALTERNATIVE TAX RATE IS 28X

(FLUS STATE RATE)

ENTER:
1) EFFECTIVE ORLINARY RATE  2) EFFECTIVE ORLDINGRY RATE (YEAR OF SALE)
T L4, .4
9. RECALE FRILE (KEY GF SALE COSTS) 7 60000
10. IS THERE LENIER FARTICIFATION 7Y
ENTZR CASH THROU-OFF (%), FROCEEVUS EEFORY TOOES (Xd: 5, 5
i1, ENTER OUNEF 'S AFTER TA) REINVESTMENT RAGE (337 ©Q
12, ENTTR DUWNER'S ARFTEE TAX OrFPORTUNITY COSY OF EQUITY FUNLS (L7

FILE = SALTESTH4 LANDMARK RéSEARCH, INC.



EXHIBIT 16 (Continued)
DEMONSTRATION 3 (Cont.)

AFTER TAX CASH FLDE FROJECTION
SELL AT LDES TEST
DATE 9/14/82

DATA SUANARY
I XS EEREEEAREES X

ACOUISTN COST: $66,000. M1G6. ANT.: ~ %49,500.

NCI 15T YR: $9,272. KT6. INT.: 18%

OFRG. EQUITY: $16,500. #TG. TERH: 25. YRS

€T3 157 YEAR: $238. DEET SERVICE 18T YEAR: $9,014,

HTG. CONST.: .1BZ20916
INF. %1 VALUE: $16,500. I#P. ¥1 LIFE: 15,

INF. K2 VALUE:  $35,300.  INP. %2 LIFE: 15.
INC. TX RATE: 401 -
SALE YK RATE: 40% DUNER: CORFORATION

DEFRECIATION IMFROVEHENT #1 ¢ 173% B.B.

DEFFECIATION IMPROVEMENT #2 @ 173% L.E,

NON-RESIDERTIAL FROFERTY

CERTIFIED HISTORICAL STRUCTURE

LENIER FARTICIPATION: CASH THROU-OFF: 52 REVERSION: &3

NC REFRESENTATION 15 MADE THAT THE ASSUKPTIONS PROVIDED BY JEAN
ARE FROFER OR THAT THE CURRENT TAX ESTIMATES USED IN THIS
PROJECTION WILL BE ACCEPTABLE TO TAXING AUTHORITIES. NO ESTIMATE
HAS BEEN MALE OF MINIHUM PREFERENCE TAX. CAPITAL LOSSES IN YEAR OF
SALE ARE TREATED AS ORDINARY LOSSES (SECTION 1231 PROFERTY) ank
ARE CREDRITED AGAINST TAXES PAID AT THE
ORDIKARY RATE AT THE TIME OF SALE.

FOR® YHE PURFDSE OF THE MODIFIED INTERNAL RATE OF RETURN (M.I.R.R.)
CALCULATION, NEGATIVE CASE IN ANY ORE PERIOI IS COVERED

BY A CONTRIBUTION FROM EQUITY IN THAT FERIOD

TG INT 8 T4X TAXABLE INCOME  AFTER TAX

YEAR NO1  LENDERS % DEF IRCOME TAX CasH FLOU
1. 9272, 8914, 6160, -5603. -113%7. 11643.

2. $580. 8907. 5441, -4770. -1907. 2447,

3. -3210. 8853, 46(7. -16870. -6749. -5473.

4. 9716, B6s6. 424¢. -3197. -1280. 2137,

3. 10CEA4. BE3”. 3750. -2503. -1¢03. 2019,

£35641. $44377. $244¢4, §-331435. $-2233¢€. $12771.,

NOYE: 187 YEAR'S TAY RELUCED EY £5,075%. FOR TAX CREDIT (IaF #2}
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EXHIBIT 16 (Continued)

DEMONSTRATION 3 {Cont.)

RESALE PRICE:

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

NET SALES PROCEEDS
BEFQRE TAXES:

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

TOTAL GAIN:

TAX DEFRECIATION:
CAPITAL BAIN:
ORDINARY GAIN:

TAX ON ORLIINARY BAIN:
TAX ON CAPITAL GAIN:
PLUS MDRYGAGE BAL:
~TOTAL DEDUCTIONS FROM
NET RESALE PRICE:

NET SALES PROCEEDS
AFTER TAX:

IF PURCHASED AS ABOVE,

THE NODIFIED I.R.R. BEFORE TAXES 1S -12.4777X AND AFTER TAXES IS

$40,000. 15T YR B4 TAX EQ DIV:

$48,670. AVG DEBT COVER RATIO:

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

$10,764.

$40,000.
$547.
$59,433,
$41,5%.
$17,838,
$24,404.
0.
$17,838.

bttt b g -4

$7,135.
- so0.
$48,670.

$55,805.

$3,629.

ESZzZ===c=o

HELD 5 YEARS & SOLD FOR $460,000.

ASSUMING A% AFTER TAX KEINVESTHENT R&TE OF 9%, AND UPFORIUHIT: CUST

88

1.4881%
«7908
1.1581

5.4951%

oF 9%



EXHIBIT 16 (Continuéd)

DEMONSTRATION 3 (Cont.)

CASH THROW-OFF

- BELL AT LOSS TEST

CASH THROU-OFF

YEAR T0TAL 10 EQUITY
1. 258. C 244,
2. 566. 533.
3. -12224. -12224,
4. 902. 857.
5. 1070. 1016.

-9427, -9547.

RESALE FRICE: $60,000.

LESS MOKTGAGE BALANLE: $43,5670.

PROCEEDS BEFORE TAXES: $11,330.

LESS LENDERS %2 $567.

NET SALES PROCEEDS

BEFORE TAXES:  $10,764.

CASH THROU-OFF =

1.
2.
3.
4.
5.

NOI
$9,272.

9,580.
-3,210.

9,916,
10,084,

ORIGINAL EQUITY: ¢

S REVERSION = 5%

EQUITY ANALYSIS
SELL AT LOSS TEST
I e s LN LT

BEFORE TAX EQUITY BIVI
YR END

EQUITY ANOUNT
$16,613. $246.

16,747, 538.

29,131, -12,224,

29,324, 857.

29,554. 1,016.
14500

DISTRIBUTION OF CASH THROUW-OFF

CASH BONUS
T0 LENDER

13.
28.

0.
43,
33.

FEND

CASH RETURN

ORG ER
.0149
.0336

-.7408
0320
0616

CUR EO
.0148

-0321

-.4196

0292

0344



YEAR

2.
3.
4.
S.

AVE

YEAR
1.
2.
3.

5.

NO1
§272.
9580.
-32139.
9216,
10084.

$7,126.

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

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

$59,620.

EXHIBIT 16 (Continued)

DEMONSTRATION 3 (Cont.)

MORTGAGE ANALYSIS
SELL AT LOSS TEST
EI 22X X RS FFEEE R R RS

KOKRT

INT.

g8901.
8879.
8853.
8821.
8784,

HORT

ARORT
113.
135.
161.
192.
230.

BEBT

SERV ICR

7014, 1.0629
9614, 1.043
?014. -.33%4
9014, 1.100
9014. 1.119

REVENUE AND EXPENGE REPORT

BRI R LIt rrITyTRYYOY"

3

RAT
6.2
5.2
S.%
S.%
5.4

ATE

Z VAR OF.
$828.
$711,

$50.
$754.
$777.

—————————

SELL AT LOSS TEST
DATE 9/14/82

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

-————— - o

$20,86¢C.

HT6.

BaL.

457387.
49233.
457092,
487900.
485670,

NO1
$9,272.
$9,580.

$-3,210.
$9,916.

$10,084.

$35,4641.

90

DEFAULT
RATIO
.981
9460
13.224
740
731

1.138



EXHIBIT 16 (Continued)

DEMONSTRATION 3 (Cont.)

DEPRECIATION SCHEDULE
SELL AT L0S5S TEST
IAFROVEMENT ¥ 1
1737 D.B.
NON-RESIDENTIAL
FEERRRES AR R TR R

YEAR TAX DEP. S.L. DEP. TaX DEP BALANCE
1. 1925.0 1100.0 1925.0 14575.0
2. 1700.4 1100.0 1700.4 12874.4
3. 1502.0 1100.0 1502.0 11372.5
4. 13256.8 1100.0 1326.8 T16045.8
3. 1172.0 1100.0 1172.0 8873.7

SUE-TOTAL 7626.3 5500.0 76246.3

BEPRECIATION SCHEDULE
SELL AT LOSS TEST
IMPROVEMENT & 2
175% D.B.
NON-RESIDENTIAL
S LI

YEAK TAX DEP. S.L. DEF. TAX DEF BALANCE
1. 4235.0 2420.0 4235.0 32045.90
2. - 3740.9 2420.0 3740.9 28324.1
3. 3304.5 2420.0 3304.5 25019.6
4. 2919.0 242¢.0 2919.¢ 22100.7
3. 2578.4 2420.90 2578.4 19322.2

SUR-TOYAL 16777.8 T 12100.90 16777.8

s=ST====cx= ST=|E=SSS==2 Z=mms=o==

TOTAL 24404.0 17600.0 24404.0
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EXHIBIT 17
DEMONSTRATION OF SELECTION OF BEST USE SCENARIO FOR

VACANT OFFICE TOWER REQUIRING
‘COMPLETE MECHANICAL RENOVATION

B. Alternative Uses for Pvare Square

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

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

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

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

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

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

C. Economic Ranking of Alternatives

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

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



EXHIBIT 17 (Continued)

BASIC LOGIC FOR RANKING ALTERNATIVE PROGRAM SCENARIOS BY JUSTIFIED

PURCHASE BUDGET

93

S Rent/Unit Rent/Unit Rent/Unit
x + X X
1 Number of Units Number of Units Number of Units
Potential
Gross Income x Default Point Cash for Operatioms
x -
I 1-Default Point Operating Expenses
iEquity Cash Margin
) Capital Replacement
Vacancy Loss
Real Estate Taxes
Reserve for =
Contingency - Cash Available
= { for Debt Service
Cash Throw-0fif +
(B/4 Tax)
e Mortgage Constant
Equity Cash Constant
Justified Equity l
(B/4 Tax Lffect) + { Justified Mortgage
Total Justified
Project Budget ’
! Construction Outlays
| -

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

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

D. Ranking of Alternatives

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

E. Political Compatibilitv of Alternatives

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

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

F. Conclusions

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

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

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




SUMMARY OF BUDGETS FOR ALTERNATIVE USE SCENARIOS

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

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

in subject property as 1is

(ponuiluog) [1 Li€IHX3
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SUMMARY MATRIX OF FEASIBILITY OF ALTERNATIVE USES

Feagibility Factor

Scenaria #1

Scenario #2

Scenario #3

Scenario f4

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

Financial Risk

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

Depends on desire
to live in a high-
rise

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

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

9
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B. Most Probable Price

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

SCALE FOR SCORING COMPARABLES ON PROBABLE BUYER CONSIDERATIONS

Locaticn 5 = Neighborhood of stable or increa51ng
. prices

= Neighborhood of stagnant prices
Neighborhood of declining or
deteriorating prices

=
"

= Mostly occupied, 10Z or less vacancy
- Partially occupied
- thant at time of sale

Vacancy at sale

Hwu
"

|
Building condition and Minimal improvements required good
remodeling required condition
3 = Average renovation, fair condition
1 = Empty shell, major renovation
required, poor condition

w
]

Accessibility ' - 5 = Easily accessible, visible entrance
or entrances :
3 = Some accessibility problems
1 = Very difficult access, one-way
streets or no islands

Parking 5 = Adequate, available parking -
3 = Limited, expensive parking
1 = No parking




EXHIBIT {8 (Continued) %8

C. Market Comparison Approach to Probable Price

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

SUMMARY OF COMPARABLE SALES

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

137 E. Wilson 10/78 cash

301 N. Broom 11/79 land contract
212 E. Washington 12/77 seller~financing
102-110 N. Hamilton 7/77 land contract
202 N. Benry 3/79 land concract

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

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



"WEIGHTED MATRIX FOR COMPARABLE PROPERTIES OF 4610 UNIVERSITY AVENUE

Weight/Weighted Ratings

102-110 202 Pyare

110 E, 149 E, 16 N. 137 E. JO1 N, 212 E.
Feuture Weight Main Wilson Carroll Wilson Broom Washington Hamilton lenry Square
Location .10 3/.3 3/.3 3/.3 3/.3 5/.5 /.3 3/.3 5/.5 5/.5
Vacancy .20 3/.6 1/.2 5/1.0 1/.2 1/.2 1/.2 /.6 - 1/.2 1/.2

Building condition &
remodeling required .35 3/1.15 1/.35 3/1.15 1/.35 1/.35 1/.35

3/1.15 1/.35 1/.35
1/.15 1/.15 3/.45

1/.2 1/.2 3/.6

Accesslbility .15 1/.15 ' 1/.15 1/.15 1/.15 1/.15 3/.45
Parking .20 1/.2 1/.2 1/.2 1/.2 5/1.0 5/1.0
Total welghted score 1002 2.4 1,2 2.8 1.2 2.2 2.3
Time-ad justed cash : 0
equivalent (TACE) pr}ce' $1,391,008 $270,694 $781,741 $271,200 $96,570 $574,209
Total net rentable 76,000 32,000 35,725 25,500 5,760 18,000
area (NRA)
TACE price per sq.ft.(NRA) $18.30 $8.46 $21.88 $10.64 $16.77 $§15.11
Mean price per point §7.63  $7.05  $7.82  $8B.86 $7.62 $6.57

per sq. ft.

2.4 1.4 2.1

$395,464 $262,933

28,000 24,000 84,969

$14.12  $10.96
$4.88 $7.82

Jgee Appendix F for cash equivalency calculations.

66
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EXHIBIT 18 (Continued)

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

Comparable Selling Price Weighted Price per NRA

Property . per NRA Point Score Weighted Point Score = x

1 $18.30 2.4 $7.63
2 8.46 1.2 7.05
3 21.88 2.8 7.82
4 10.64 1.2 8.86
5 16.77 2.2 7.62
6 15.11 2.3 6§.57
7 14.12 2.4 5.88
8 10.96 1.4 7.82

Total $59.25

Central tendency (x) = %f-a égégi = 7.41

) £
Dispersion (std. dev.=s) = VEG-B) ¢ - J.S..‘_;—l = .90

n-1
where:

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

5.71

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

Estimate of value of subject property =

{Sample mean of price per NRA

NRA of subject x Weighted point score X per total weighted score = s

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

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

1AllAva.lue estimates are rounded.
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EXHIBIT 18 (Continued)

NET PRESENT VALUE UNﬁER
L.C. FINANCING AND 8ALLOON PAYOUT
ACCORDING TO CONTRACT ON 12/31/85

13739 1980 © 1981
$500,000 $250,0G0  $250,000
3,576 (2A) 5,364 (3A) 11,145 (38)
$502,5/6 33,435 (98) 50,787 (sC)
5238, 799 $311,922

NET PRESENT VALUE CONVENTIONAL LOAN
1973

$862,000

-~ Balanc= 2.404 022

$503,578 $288,799 $311,932
.884666 . 786455
255,49 $255,431
248,440 243,540
48,551 $67,710
43,710 67,710
39,351 67,710
$1,317,332

52,456,451 Total Cash Equivalency

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

INCOME PREPCRTED GROSS INCOME s49g9, 249
{Contract) NET INCOME 196.5&8

MARKET RENT LEVELS

At least gross $450,000
Less 40% expense 180,000
NOI $Z70,000

QAR = 270,000 = 109915
2,456,451

SP/Unit =2,456 451 = 14,622
: 163

1282 - 84

4 years

$ 67,710

Salance 2.433,0C0
52,517,710

4
z3

$2,517.710

101



EXHIBIT 19

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

Given the following information, determine the ¢ash ecuivalent

price of the transaction:
Sale Price

Existing Mortgage (assumed)
Purchase Mcney Mortgage

Current Financing

A. What is the equity investment?
B

$1,000,000

Balance 5$632,052

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

$200,000 2 10%
Amortization over 20
years, balloon in 10 years

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

What is the balance outstanding on the existing {assumed)

mortgage in 10 years?
€. What is the payment on the PMM?

What is the balance outstanding EQY 107 ‘
D. What is the cash aguivalent price of the transaction?

Suggested Solution - 11
Existing Mortgage plus PMM

A. $117,948
B. $454,781
€. § 1,930
S146,049
D. Equity

Assumed Existing Mortgage
PW $6,039.20, 120 mos.
8 14.5%
PW $45%,781, EOY 10
@ 14.5%
Purchase Money Martgage
PW 51,930, 120 mos.
@ 14.5%
PW $146,049, EOY 10
8 14.5%

Total (Cash Equivalent Price)

* Courtesy of Byrl Boyce

$117,948

$381,535

$121,931

S 34,558
$763,581
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EXHIBIT 20

103
PROBLEM (CASH EQUIVALENCY)*
*Courtesy of A. Robert Parente, SREA, MAI.
An Tncome producing property {speclal purpose) was resold by the
Midland National Bank on a "“workout.' The terms of the sale were
as follows: o
Sale Price: - $1,178, 808, no cash by purchaser,
Ie e., 7002 debt financing
s
Terms of Financing: Fnrst year - interest only at a
rate of 4-1/2% and payable
montﬁ?y

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

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

D. What is the unadjusted sales price per square foot for use In the
DSC approach?

E. What Is the cash equivaient price assuming 100% financing were
typical in the market?

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

G. What is the adjusted sales price per square foot under each of the
conditions set forth above?



EXHIBIT 20 (Continued)

Suggested Solution - IX
Problem (Cash Equivalency)

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

B. f = _09913

€. $%,737.97

D. 61,178,808 = 12,000 = $98.23/sq. ft.

E. PW i Costs Year 1 @ 3-3/4% = § 50,347.92
PW i Costs Year 2 & 9-3/4% = 60,918.28
PW Amortization payments

Years 3-25 @ 9-3/&% = 881,198.63

Cash Equivalent Price
(100% Financing) = $992,464.83*

*5186,343.17 less than face value ofwnotem

$992,464.83 * 12,000 = $32.71/sq. ft.

F. Discount Rates given ¥ = 12%, Y = 15%, m = 75% | = 9.
Y = 12% Y = 15%
Mortgage .75 x .0975 = .073125 .75 x .0975
Equity <25 x .12 = .03 .25 x .15
Discount Rate (r) = ,103125 Discount rate (r)
PWCF @ 10.3125% PWCF @ 11.0625%
Year 1 $ 50,198.33 $ 49,999.88
Year 2 60,399.42 59,715.07
Years 3-25 835,796.73 780,188.86
$946,394. 48=* $889,903.81#**

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

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

* Courtesy of Byrl Boyce

75%

.073125

-0375

.110625

104
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EXHIBIT 21

CASH EQUIVALENCY EXAMPLE

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

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

7/79  $3,450,000  Skho,243  $136,548  7.68 5%.3  $20,536 5.7

3. Cash Equivalency - Monthly payment differential

| 25% down with 753 L/V at 10.55 for 25 years  Down 862,000
Mortgage $2,588,000
$3,450,000

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

1979 - 4/80 Conv. Mortgage $2%4,135
L.C. (5.29) 272,875
5 21,330/12 = $1,788 {A)

L/80 - 4/81
$2,950,000 Conv. Mortgage $294,335
TS0 x .0925 i Fze 12 = 53,715 ()
4/81
$2,700,000 $294,335
250,000 226,625

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

H. Cash equivalency to be consistent with _
definition of fair market value 1s the subject
of major debate:

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

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

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

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

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

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

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

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

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

Factors which have delayed appraisal reforms
include:

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

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

3. Fear of appraisal societies that a retreat
from old principles will discredit
appraisal designations and existing
regulatory monopolies and therefore
contribute toward further competitive
erosion by the accountants and the
engineers and the investment bankers.



Postponement of reform pending merger of
the major appraisal societies, an effort
recently frustrated by a membership vote
in March, which will trigger significant
competition and public efforts which lack
the benfit of significant reform of the

‘profession and its out-of-date educational

programs,

A common sense appraisal outline representing
the Ratcliff apprqagﬁ would be as follows:

10.

What is the 1é$g§?

What are the basic appraisal problems in
the issue?

What definition of value is most
appropriate?

What implicit assumptions are inherent in
the value definitions?

What explicit assumptions are provided by
others?

What is the most probable use of the
property?

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

What level of behavioral transaction
forecasting can be applied?

a. Inference from market sales ‘

b. Simulation from actual buyer calculus

c. Standard normative models for prudent
buyers

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

How does the most probable price test in
light of criteria presumed in the buyer
profile?

108
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To critique an appraisal provided as a
benchmark of a mortgage loan and to classify
the appraiser as contemporary or old guard,
the reader should look to the following
elements.

1.

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

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

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

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

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

‘appraiser use basic statistics for

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

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

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

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

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

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

FOURTH MODULE

REAL ESTATE FEASIBILITY
Presented by
Professor James A. Graaskamp, ?h.D, CRE, SREA

University of Wisconsin, School of Business

FIRST HOUR

Basic Concepts and Definitions

A.

Real estate is a tangible product - defined as
artificially delineated space with a fourth dimension of
time referenced to a fixed point on the face of the

earth.

1. Real egstate is a space—-time unit, room perx night,
apartment per month, square foot per year, tennis
court hours, or a condominium for two weeks in
January at a ski slope.

2. To the space-time abstraction can be added special
attributes to house some form of activity.

3. Improvements from survey market to city layouts to
structures define space.

4. Legal contracts and precedents define time.

5. Rights of use are defined by public values, court
opinions. ‘

6. Private rights to use are those which remain after
the public has exercised its rights to control, to
tax, or to condemn.

which combines a space ~time product with certain types of
management services to meet the needs of a specific user.
It 1is the process of converting space-time needs to
money-time dimensions in a cash economy.

1. A real estate business is any business which provides
expertise necessary to relate space-time need to
money—time requirements and 1includes architects,
brokers, city planners, mortgage bankers, and all
other special skills.

2. The true profit centers in real estate are in the

delivery of services and cash capital. Money is an
energy transfer system.
3. Equity ownership is the degree to which one

enterprise controls or diverts cash from another real
estate enterprise.



4. Public has direct“éwnérshipnfo the dégree real estate
taxes take a percentage of tenant income in excess of
service cost. ’ o

5. Consumer must view space as ql total consumption
system involving direct cost, surface cost,
transportation cost and negative income of risk.

6. The best real estate project is the one which has the
lowest net present value of cost as the sum of cost
to the consumer production sector and public sector.

|

The 1real estate process is the dynamic 1nteracﬁion of
three groups, space users (consumers), space producers,
and the various public agencies (infrastructures) which
provide services and capital to support the consumer
needs. (See Exhibit 1.) r
i

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

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

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

4. Land is an environmental constraint and not a profit
center.

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

|

Land is the point where demand and supply forces find

cash solvency. Location is a manufactured attribute.

Site attributes are exploited to reduce outlays and to

increase receipts and include:

1. Physical attributes

2. Legal-political attributes
3. Linkage attributes

4. Dynamic attributes

5. Environmental attributes

Recognition of the fact that profit maximization udsc be
limited by concerns for physical environment, and
community priorities for 1land use has resulted in
redefinition of the most basic concept in appraisal;
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i.e., highest and best use, in the authorized
terminology handbook sponsored by the American Institute
of Real Estate Appraisers and the Society of Real Estate
Appraisers. Compare the 1971 definition with that for
1975

Highest and best use concept -

"A valuation concept that can be applied to either
the land or improvements. It normally is used to
mean that use of a parcel of land (without regard
to any improvements upon it) that will maximize
the owner's wealth by being the most profitable
use of the land. The concept of highest and best
use can also be applied to a property which has
some improvements upon it that have a remaining

economic life. In this context, highest and best
use can refer to that use of the existing
improvements which is most profitable to the
owner. It is possible to have two different
highest and best uses for the same property: one
for the land ignoring the improvements; and
another that recognizes the presence of the
improvements.

P. 57, Real Estate Appraisal Principles and

Terminology, Second Edition, Society of Real

Estate Appraisers 1971.

"Highest and Best Use: That reasonable and
probable use that will support the highest present
value, as defined, as of the effective date of the
appraisal. Alternatively, that use, from among
reasonably probable and legal alternative uses,
found to be physically possible, appropriately
supported, financially feasible, and which resulcts
in highest land value. The definition immediately
above applies specifically to the highest and best
use of land. It is to be recognized that in cases
where a gsite has existing improvements on it, the
highest and best use may very well be determined
to be different from ¢the existing wuse. The
existing wuse will continue, however, unless and
until land value 1in its highest and best use
exceeds the total value of the property in its
existing use. Implied within these definitions is

——————— e —_————— = —_——————

implied is that the determination of highest and
best use results from the appraiser's judgment and
analytical skill, i.e., that the use determined



from analysis represents an opinion, not a fact to
be found. In appraisal practice, the concept of
highest and best use represents the premise upon
which value is based. In the context of most
probable selling price (market value) another
appropriate term to reflect highest and best use
would be most probable use. In the context of
investment value an alternative term would be most
profitable use."

Real Estate Appraisal Terminology, Edited by Byrl
Boyce, Ph.D., SRPA, Ballinger Publishing Co.,
Cambridge, Mass., 197S. (Emphasis added.)

The purchase of a piece of real estate today involves the
acceptance of a great many assumptions about the future.
Those who take care to validate these assumptions in a
period of transition as to public land use control tend to
have the most successful investment.

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

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

3. Risk management is the control of variance between key
assumptions and realizations.

4. An appraisal is a set of assumptions about the future
productivity of a property under conditions of
uncertainty.

The concept of highest and best use of land was a
commodity concept which did not consider externalities
adequately. It 18 being replaced by concepts of most

l. The most fitting use is that use which is the optimal
reconciliation of effective consumer demand, the cost
of production, and the fiscal and environmental
impact on third parties.

2. Reconciliation 1involves financial impact analysis on
"who pays" and "who benefits" - thus the rash of
debate on how to do impact studies.

3. The most probable use will be something less than the
most fitting wuse depending upon topical constraints
imposed by current political factors, the state of
real estate technology, and short-term solvency
pressures on consumer, producer, or public agency.

4. Most probable use means that an appraisal is first a

feasibility study of alternative uses for a site in
search of a user, an investor, and of public consent.



In 8eekihg the most fitting and most probable wuse, the
inner city Planner and private property appraiser must
interact to determine how community objectives and
consumer production sector solvency «can be achieved
simultaneously.

1. A real estate decision has only two basic forms.
Either a site is in search of a use and consumer with
the ability to pay, or a consumer, need or use with a
defined ability to pay is seeking some combination of
space~time attributes he can afford.

2. The individual consumer with needs and budget is the
drive wheel. :

3. The public sector represents the community owned
consumer service delivery system, seeking to minimize
marginal cost to the consumer and average cost to the
community at large.

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

Critiquing the form and adequacy of a real estate solution
is analogous to the artistic concept of judging ¢the
success of an art object by relating form of the solution
to the context to which it was created.

1. Context includes those elements which are fixed,
given, or objeccive,' and to which any solution must
adapt.

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

3. A solution is judged for its correctness or success in
terms of the degree of fit of the form proposed to the
content. ‘

4. Feasibility analysis is concerned with the degree of
fit or the extent of misfit between a proposed course
of action and the context within which it must operate

or fit.
5. Success therefore depends on how appropriately the
problem 1is defined; testing feasibility depends

primarily wupon accurate and comprehensive definition
of the context.



An

enterprise is any organized undertaking, and a real

estate problem or project always begins from the viewpoint
of some enterprise relative to its environment.

1.

The systems engineer sees the eventual form of an
enterprise, in terms of both its configuration and
behavior, as representing a negotiated consensus
between two general sources of power--the power of the
environment to dictate form and behavior of the
organization on the one hand, and the powexr of the
organization to decide for itself what its
characteristics and behavior will be on the other.

The systems engineer uses "power of the environment"
as a dynamic alternative to the static implications of
context and adds dynamic element of behavior to the
elective responses of the form-giver.



REAL ESTATE FEASIBILITY
Pregsented by

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

SECOND HOUR

I. Feasibility Analysis

A.

The concept of feasibility is elusive and much abused.
Combining the systems concept of enterprise under
conditions of uncertainty and the physical design
concept of fit leads to the following definition:

"A real estate project is 'feasible' when the
real estate analyst determines that there is a
reasonable 1likelihood of satisfying explicit
objectives when a selected course of action 1is
tested for fit to a context of specific
constraints and limited resources."

The problem of defining objectives and measuring success
depends almost entirely on correctly defining the
problem and values of the client.

1. The nature of a decision process must be made
explicit.

2. Defining a problem in terms of inherent
characteristics must be addressed today.

3. The nature of risk and risk management must be made
explicit because the definjition implies uncertainty
by means of a subjective probability, "reasonable
likelihood of succeeding."

4. There 1is a need to identify and measure the weight
elements of success. ‘

5. There 1is a need to identify and dimension the
limited resources of the client 1in terms of
personnel, expertise, cash, and time for commitment
and completion.

6. Definition of decision process and problem lead to
proper description of work project for the analyst.



The @general theory of the management process for any

enterprise can be converted to real estate semantics for
feasibility:

Values, objectives, policy Strategic format
Search for opportunity

alternatives Market trend analysis
Selection of an opportunity Merchandising target with

monopoly character
Program to capture opportunity Legal-political cqnstraints
Ethical-aesthetic constraints
Physical-technical constraints
.Financial constraints

Construction of program Project development
Operation of program Property management
Monitoring and feedback Real estate research

These basic elements and definitions then lead to the
requirement of a correct report title. Most
feasibility reports go wrong on the title page because
the analyst did not clearly understand to which elements
of context and form his report was to be addressed.
Seldom does the analyst do a complete feasibility study
as a single report on his own. Components may be
provided by others and the sequence of set may differ in
each case depending on how the consultant understands
the client. Therefore, a report should be entitled as
one of the following:

decigsion criteria.
2. Market analysis: Economic base studies or other

3. Merchandising studies: consumer surveys, competitive
property analysis, marketability evaluation, etc.
4. Legal studies: opinion on potential legal

constraints, model contracts of forms of organization,

and politician briefs.

5. Architectural and engineering studies: alternative
building envelopes, structural solutions, and net
usable space and space relationships, together with
technical resolutions of problems in the physical
context adequate for budgeting and marketing work.

6. Compatibility studies: project impact on various
groups affected in terms of their attitudes,
expectations and vested interests in the status quo
and community goals.

7. Financial studies: cash flow budgets, potential risk
and sensitivity analysis, fiscal impact analysis, and
alternative sources of capital, tax implications,
etc.
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E. Feasibility analysis is a sub-topic within the generally
expanding literature of problem scolving. Any Counselor or
problem solver is urged to read the following:

1. The Art of Problem Solving, Russell L. Ackoff, John
Wiley & Sons, New York, 1978.

2. The Complete Problem Solver, John R. Hayes, The
Franklin Institute Press, Philadelphia, 1981.

3. Strategic Planning in Emerging Companies, Steven C.

Brandt, Addison-Wesley Publishing Company, 1981.

Ackoff subdivides any problem into five <types of
components:

1. The decision maker-—-the person or persons faced with
the problem as a group or individual.

2. The controllable variables--those aspects of the
problem situation the decision maker can contrpl.

i
3. The uncontrolled variables--those aspects of the
problem gsituation the decision maker cannot control

but those which, together with the controlled
variables can effect the outcome of his choice. The
uncontrolled variables may be quantitative or

qualitative, but together they define the problem
environment, in the language of Ackoff, or the
context in the language of Christopher Alexander.
1

4 . Constraints imposed from within or without on the
values of the controlled and uncontrolled variables.
For example, the consumer places a limit on how much
he is willing to pay for rent, although rent levels
themselves are often set by cost factors beyond his
control.

5. The possible outcomes produced jointly by the
decision makers choice and the uncontrolled variable.

Ackoff further refines problem solving:

A problem is said to be solved when the decision maker
selects those values of the controlled variables which
maximize the value of the outcome; that 1s, when he has
optimized. If he s8selects values of the controlled
variables that do not maximize the value of the outcome
but produce an outcome that is good enough, he has
resolved the problem by satisficing.  There is a third

possibility: he may dissolve the problen. This is

accomplished by changing his values so that the choices
available are no longer meaningful. For example, the



11

problem of selecting a new car may be dissolved by
deciding that the use of public transportation is better
than driving oneself. It may also be dissolved by moving
to within walking distance from work so that driving is
no longer required. We use "solving" loosely to cover
all three alternatives.

Ackoff also points out that many problem solvers are reactive

responding to the immediate irritation which leads us "to
walk into the future facing the past - we move away from,
rather than toward something. This often results in
unforeseen consequences that are more distasteful than
the deficiencies removed." Recall D.D.T. Problem should
be proactive by specifying the ideal outcome and looking
for ways to move in that direction. "The chances of
overlooking relevant consequences are minimized when we
formulate a problem in terms of approaching ideals .
focusing on an ideal reveals the relationships between
things that can be done in the future and tends to make
us feel simultaneously with sets of interacting threats
and opportunities, to treat them as a whole, as a system
of problems.

From that it is important to learn that:

An appraisal is a ficticious feasibility study in which

human behavior is assumed to be normative

The Hayes text is a rich collection of problem solving
and decision making methods. Hayes believes that
problems should be represented with doodles, flow charts,
simple diagrams, or other graphics. He sees the problem
solving process as correctly representing the goal,
correctly specifying the initial state of affairs,
correctly specifying the differences between the current
state of affairs and the goal, the restrictions in moving
toward the goal and operators available to advance
affairs to the goal. He defines decision technique for
conditions of certainty, uncertainty, or competitive
conflict. Hayes develops for strategic viewpoints:

l. The mini-max strategy which assumes that "nature is
so that the object is to choose the
strategy that will minimize the disaster, although it
has the unfortunate property that may also eliminate
the best possible outcome.



12

2. The maxi-max sgstrategy chooses the course of action
which could provide the best of the best possible
ocutcomes, but it doe§ not defend you against the
possibility of enjoying the worst possible outcome.

3. The Hurwitz strategy allows a compromise between the
pegssimistic and the very optimistic strategies above
while allowing one to modify the probabilitiestwith a
factor for the level of optimism or pessimism of the

decision maker.

4. Minimizing maximum regret strategy may be most
significant for real estate investors as in phasing
the project or buying standby credit at an

exorbitant rate.

Hayes describes four 3ene£a1 types of decisions which

require different decision procedures: decisions under
certainty, under risk, under uncertainty, and under
conflict. In the case of certainty the facts are known
and static, and it is only necessary to rank in terms of
desirability. Consider four student apartments as
deacribed in Exhibit 2. Hayes demonscrates: five
different methods which may be useful for making

decisions under certainty:

\

1. Dominance which determines that one alternative
dominates if it is at least as good as the other
properties and is better in one attribute on at least
one propertye. (See Exhibit 3.)

2. The lexicographic method which ranks like a
dictionary specifying the most important attributes
first and then resolving ties in ranking by going to

the second most important attribute second. The
weakness 1is that the selection process ignores all
but the most important attributes 80 that the

selection may have serious unattractive secondary
attributes.

3. Additive weighting takes all attributes into account
but gives them different weights depending on value

systems of observer. It does not recognize
interactions of attributes so it can lead to
inappropriate decisions by ignoring interactions

just as lexicographics 1ignore minor attributes.
(See Exhibit &4.)

4. Effectiveness indices take into account
interactions, such as the profitability index which
takes present value of premises relative to total
capital budget.



EXHIBIT 2

Student Apartments
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brightness:

cleanliness:

kitchen:

noise level:
size of rooms:
general repair:

distance from

Al

always needs artificial
lighting

needs vacuuming

new stove, sink, and
refrigerator

frequently noisy
average

needs no repalirs

A2
size of rooms:

noise level:

general repairs:

brightness:

cleanliness:

landlord
attitude:

distance from

cramped
usually quiet
needs no repairs

very bright through-
out the day

needs vacuuming

cordial

place of place of
emp loyment: 15 minutes emp loyment: 60 minutes
landlord kitchen: stove, sink, and
attitude: indifferent refrigerator in
good condition
A3 AL

distance from
place of
employment:
brightness:

landlord
attitude:

cleanliness:

kitchen

noise level:

general repair:

size of rooms:

20 minutes

fairly bright

very friendly
ready to move in

stove, sink, & refriger-
ator, old but useable

sometimes noisy

needs one week repair
work

comfortable

general repair:
brightness:
noise level:
size of rooms:
distance from
place of
employment:

ki tchen:
landlord

attitude:

clean]lness:.

needs no repairs
very bright
often quiet

small

45 minutes

stove & refrigera-
tor in good condition
cordial

ready to move in




EXHIBIT 3

Alternatives
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1 2 3 h
Distance in 15 Min 60 Min 20 Min 45 Min
‘Mfnutes
Size of Average Cramped Comfortable Small
Rooms
Kitchen New stove, Stove, etc. Stove, etc. Stove, etc. in
etc. in good con- old but good condi-
dition useable tion
General Needs no Needs no Needs one Needs no
Repair Repair Repair Week work Repair
Cleanliness Needs Needs Ready to Ready to
Vacuuming Vacuuming Move in Move in
Noise Frequently Often Quiet Somet imes Often Quiet
Level Noisy Noisy
Brightness Always needs Very Bright Fairly Very Bright
artificial Bright
light
Landlord Indifferent Cordial Very Cordial
Friendly

Only one alternative dominates another in this problem:

Alternative & dominates

Alternative 2. Alternative 4 is as good as Alternative 2 in "kitchen," '"general
repair,' ''noise level," 'brightness,' and '"landlord,'" and it is better in ‘'distance,"
'size,'" and ''cleanliness.' Alternative 1 does not dominate Alternative 2 because,
while it is better {n some properties, such as ''distance,' it is worse in others.



EXHIBIT &

Alternative Apartments

1 2 3 I Weight
Distance in 15 Min (4) _ 60 Min (1) 20 Min (3) 45 Min (2) 7
Minutes '
28 7 21 14
Size of Average (3) Cramped (1) Comfortable(4) Small (2) 4
Rooms
12 L 16 8
Ki tchen New stove, Stove, etc. Stove, etc. Stove,etc. in
etc. (5) in good con- old but good condi-
dition (&) useable (3) tion (&) 3
15 12 9 12
General Needs no Needs no Needs one Needs no
Repair Repair (5) Repair (5) Week work (2) Repair (5) 2
10 10 o 10
Cleanliness Needs Needs Ready to Ready to
: Vacuuming (4) Vacuuming (&) Move in (5) Move in (5) 1
L 4 5 5
Noise Frequently Often quiet (4) Sometimes Of ten quiet
Level Noisy (2) Noisy (3) (&)
2 4 3 b
Brightness Always needs Very bright Fairly Very Bright
artificial (5) Bright (3) (5)
light (1)
1 5 3 5
Landlord Indifferent(3) Cordial (5) Very Cordial (5)
Friendly (4)
3 5 4 5
Sum of
Value X 75 5t 65 63

Weight
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5. Satisficing approach requires the decision maker to
identify the minimum value he is willing to accept
for each of the attributes, rejecting alternatives
which fail the test, and accepting the first
alternative which meets all the minimal values tests.
(For example, a buiiding with a debt cover ratio no
less than 1.2, a cash on cash yield of 92, leasable
area no less than 60,000 square feet in an office
building no more than five years old with one parking
stall per 300 square feet of G.L.A.) (See Exhibit 5.)

Summary of systems in Exhibit 6
Success may be measured by any of the above systems with

lists of attributes selected by the analyst as relevant
tests of alternative courses of action, such as:

1. A check list of physical attributes

2. A check list of critical linkage attributes

3. A check 1list of dynamic behavioral attributes

4. A check 1ist of attributes or services (given

weighted point scores)

5. Financial ratios measuring risk, such as cash
breakeven, rate of capital recapture, loan ratios or
sensitivity to specified contingencies

6. Probability distributions of alternative outcomes and
standard error

7. Psychological gratifications

8. Specified legal attributes

9. Measures of impact on environment

Data base management on personal computers will require
that you 1learn to use decision rules dealing with
certainty, conflict, and difference by understanding the
advantages and disadvantages of each rule.



© Kepner-Tregoe. Reprinted with permission

MUST

WANT

EXHIBIT 5§

Worksheet Containing MUSTS and WANTS,

With Appropriate Weights Added, For a House-Purchase

OBJECTIVES: Resource Limits and Reauirements

Down payment not to exceed $10,000

Monthly payment (principal, interest, taxes, and insurance)

not to exceed $300
Minimum of four bedrooms
Minimum of two bathrooms

Location outside of downtown area, within 45-minutes driving

time to office parking lot
Occupancy within 60 days

OBJECTIVES: Best use of resources, maximum results and returns,

minimum disadvantage

Minimum down payment . . . . . . . . . . . o o e
Lowest monthly payment . . . . . . . . © e s s e W
Location conveniently close to work . . . . . . .
Able to use present furnishings, drapes . . . . .
Shelter for two cars . . . . . . . . . .. .. ..
Public transportation nearby . . . . . . . . . ..
Location convenient to elementary and high schools
Location convenient to shopping center, stores . .
Workshop and storage space available . . . . e e
Stable resale value . . . . . . . . . . e s 0w e
Attractive; modern style and appearance . . . . .
Good landscaping; trees, shrubs . . . . . « e
Large play area for kids . . . . . . . . .

Large, modern kitchen with a view . . . . « v e
Large, comfortable family room . . . . . . « o e .
Location on quiet street, in good neighborhood . .
Minimum maintenance cost to house . . . . « v . .
Minimum risk - tax increase or special assessments

Source: Page 198, The Rational Manager by Charles H. Kepner and

Benjamin B. Tregoe.

Weight

oo
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Decision Making Methods

EXHIBIT 6
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Method Type Use this Cost of com-  Number of

method putation alternatives

required - examined

Domi - - Optimizing for prelimi- lTow all
nance nary screen-

Ing of alter~

natives
Lexicog- Optimizing when attri- very low all
raphy butes are very

different in

weight
Additive Optimizing when it is im- high all
Weighting portant to find

the best alter-

native
Effective- Optimizing when it is very high all
ness Index very impor-

tant to get

best alterna-

tive
Satisficing Non- when the cost very low some

optimizing of examining

the whole set
of alternatives
is very high
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REAL ESTATE FEASIBILITY
Presented by

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

THIRD HOUR

Problem Perceived by the Client

The

original problem as perceived by the client is generally

fill-defined or misdirected as the problem becomes understood
by the analyst.

A.

There are several reasons for the shift in perception by
both parties, such as:

1. Implicit assumptions by the client as to the services
offered by a real estate appraiser

2. Implicit asgsumptions and poor sequencing in the
decision process

3. The bias of viewpoint, because everyone is an expert
on real estate

b A bias introduced by training, previous experience,
or peer group controlling the client

The consultant must begin by attempting to discover the
sequence or protocol of decisions which have brought the
client to that point to discover what has been taken for
granted, what has been overlooked, and what will be
needed.

Education can't provide the tools for this critical
initial step in the relationship between counselor and
client. Ackoff pointed out that educators generally
produce only competence, communicativeness, and concern
while the characteristics that makes for outstanding
managers are courage and creativity. Hayes goes on to
define creativity as "A special kind of problem solving,
that i8 the act of solving an ill-defined problem. I11l-~
defined problems are those which require problem solvers
to contribute to the definition of the problem from
their own resources."”
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The consultant must structure the initial interview and
subsequent intermediate report sessions to ask the client
explicitly about the following:

1. His concept as to the "essence" of his business

2. His preferred method of meeting entrepreneurial risk

3. His preferred method of dealing with governmental
regulation and news media

4. His preferred method of personnel compensation

5. His style of value decision trade-offs between
qualitative and quantitative issues

6. His perception of his risk position and his risk
utility "curve" ’

7. His personal non-business objective

8. His reasons for being involved with real estate (a
gsimple question revealing, in most cases, tremendous
naivete and lack of in-depth preparation by the
client)

In the process of‘devexgping the assignment with the
client, keep in mind the following questions:

1. What is the Problem at hand?

2. From what Viewpoint or Perspective should the problem

3. What Judgments seem to be appropriate?

4. What Assumptions should be adopted?

5. Is the resulting Premise realistic?

6. What Derivation Process should be applied?

7. What Conclusion results?

8. What Alternative choices are available’

Since the problem perceived by the client may be poorly
defined, the analyst needs to convert the stated problem
into a sequence of issues which relate to, the
enterprise decision process outlined earlier. (See Exhibit 7.)

1. That stated question, "How much should I pay for the
land?" is a step in implementation of the program.
Go back to the statement of objectives, "Why do I
need to invest in land?" and the search for
opportunities, "How did we choose this piece of
land?"

2. In general, you must discover what has been done,
what explicit assumptions have been made, what
implicit assumptions seem to be operating, and who
made the decisions thus far. (See Exhibit 8.)



EXHIBIT 7

SCOPE OF SERVICES

BASIC BASIC COMPONENT
BUSINESS SERVICES ACTIVITIES _ INFORMATION TRACTS & CRITICAL DETAILS
rnmlyais of Economic Context Re:
r r -
Development Planning & Programming Past Growth Trends
Coordination Economic Base & Volatility
Strengths & Weaknesses
Site & Use Analysis Recent Trends & Changes
. Future Economic Outlook including
( - Growth Potential
Econamic Analysis of Region '{ - Growth Constraints
l - Investment Considerations
Construction Cost Analysis Analysis of Specific Property Types Re:
Development Past Directions of Growth
Feasibility_{{| Highest & Best Use Analysis Major Growth Factors
Analysis Future Growth Areas
Sub-Area Differentiation
Market Amalysis -4 Historic Supply/Demand Relationships
Future Demand Trends
Absorption Capacity
Marketability Analysis . Recent Trends & Projected Construction
Appraisal—{-K Location Amalysis Analysis of Specific Property Types Re:
A Rent Levels & Trends
Rent & Vacancy Survey 1 Vacancy Levels & Trends
Quality Differences
Locational Differences
Market Price Analysis Lease Terms & Differences
r
Income Amalysis of a Specific Property Re:
Property Value-Price Determination
Real Anmalysis Revenue Assumptions (1st year & Growth)
Estate —J (potential Expense Assumptions (1st year & Growth)
Investment | or previous \\Financial Return Analysis - Reserves and Capital Replacement Req'ts
Analysis acquisitions Financing Assumptions
& problem Depreciation Assumptions
properties) Transaction Structuring Resale Assumptions
( Return Comparisons
.
Acquisition, Hold/Sell/Refinance/Evaluation |{Formulation of Investment Criteria Re:
Sale, Trade,
Ref inancing Economic expectations (nat'l & local)
Assistance Investment Strategy Formulation Realistic Return Levels for altermate
markets and property types
Risk/return tradeoffs
Acquisition Negotiation Diversification (geographic & prop. type}
Management Strategies
. Alternate investment vehicles
Sale & Debt Packaging
Formulation of Search Methodology Re:
Property
Management — . Property Search & Evaluation — Camparison/Selection of Markets
& Analysis Identification/Solicitation of
available properties
Buyer Identification Contact with Owners and/or Brokers
Management Determination of Market Preference Points
Assistance (Cap rates, cash-on cash returns,

u Management Analysis & Planning

expense ratios, and market trends)
Approximation of Value to Buyer

\ Determination of Upside Potential

21



Reprinted with permission of Feasibility Research Group, Ltd.

EXHIBIT §

FEASIBILITY ASSIGNMENT AND ACCOUNTABILITY WORKSHEET
XYZ APPRAISAL COMPANY
XXX STREET ANYWHERE, U.S.A.

Name of Client: Date:

Assignment Description:

PROVIDED { APPROVED { SEQUENCE AND
FEASIBIITY INPUT BY BY DATE AVAILABLE

1. Definition of questions and
strategic objectives

2. Definition of success criterion
3. Ranking of criteria by priority
4, Definition of specific site

5. Definition of market opportunity
6. Space user profile

7. Space consumer preference survey
8. Space product definition

9. Aggregate and market forecast
and absorption rate

10. Merchandising capture rate by
product mix

11. Legal and political constraints
assumed for user and investor

12. Site constraints and site
development plan

13. Architectural constraints and plans
14. Envirommental impact assumptions
15. School district impact assumption

16. Municipal infrastructure and
revenue impact

17. Aesthetic and social impact
18. Land cost assumptions

19. Improvement cost assumptions
20. Indirect cost assumptions

21, Operational cash-flow budget
assumptions

22. Income tax liability assumptions

2. Financing and refinancing assunptioq

24. Other
Accepted by Client

(Date)

Worksheet suggested in part by John Rasmussen, Feasibility Research Group,
210 Michigan Theater Building, Ann Arbor, Michigan 48108.
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3. A useful technique is always to reverse the question
or place it in some hierarchy of values.

a. For industrial real estate assume that working

capital is preferrable to fixed assetsg.
Therefore,
b. Own no real estate - shift real estate problems

by purchasing procedures.

C. If you can't shift space needs, lease short term

d. If you want the option of 1long term leases,
negotiate a long term lease for rental discount
and then give back part of the discount if you
cancel under a change of conditions clause.

e. Own or build only as last resort

4. One creative think system recommends conversion of

new problem by analogy to old format; retail
location is useful for any multi-tenant space Just
as commodity terms made describe a mortgage.

Familiar problems may need a purge of conventional
answers by conversion to strange analogies.

Another way of understanding the problem is to relate it
to scope of services you can offer, as in Exhibit §, or
the ideal way to approach a solution for the client.
For example:

1. It is8 preferred to identify locational need and use
requirementas of a user before searching for a
specific site. (See Exhibit 9.)

2. If the site is already owned by a specific client,
it is then necessarxy to adapt the use to the
specific limitations of the site. (See Exhibit 10.)

3. In the absence of a site in search of a use or a use
in search of a site, the problem is to search for an
investment opportunity in real estate. (See Exhibit 11

4. Limitations of a4 site owned may require the
consultant to solve both a disposition and an
acquisition problem.

Definition of a report medium and viewpoint of an
intended audience 1is critical in the early stages of
defining the assignment.

In distinguishing between judgment and assumptions, the
analyst may need to be an expert on experts, helping to
select members of a team of specialists under the
control of a generalist.



" Analysis Process: In Search of a Use(s) For a Site

EXHIBIT 9
Figure 8

Physical Attributes:
® Physical

e Legal

e Linkage

e Environmental

Building Envelope and Orienta-
tion of Technical Alternatives

Y

Solvency Tests:
Justified private capital

— Required capital investment

+ Public capital subsidy
= Net private capital
exposure

Workable Alternative Uses o

Y

Market Attributes:

e General market patterns

o Micro markets

® Collective consumer
expectations

e Future market potential

!

Infrastructure Tests:

e Fiscal impact

© Public service capacity

e Environmental tolerance

e Public priorities and
subsidy

Possible Alternative Use o—
Scenarios

Financially Soivent Most In—
Fitting Use

+

Invesiment Tests:

@ [nvestor limitations
and objectives

o Acceptible risk sensi-
tivity parameters

Y

Most Probable Use of Site I
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Physical profile

Alternative revenue
justified capitai
budgets and sources
and application
financing structure

Consumer profiles,
price rangse, and
product description

Preliminary environ-
mental, political,
and fiscal
constraints

After-tax cash flows,
financial ratios,

and qualitative

test



Definition of site —
search parameters
Preliminary Screening of Alternatives
With Use Profile Criteria:
e Qualitative criteria
e Quantitative criteria (nonfinancial)
® Subjective prefarences
Acceptable physical I
sites
Financial impact Forecas!s:
‘Revenue Capital investment
@ Sales revenue o Net Jand investment
e Operating costs & Net tenant improvemaents
® Labor costs @ Net buiiding investment
e QOccupancy cost ® Reiccation cost
* Management cost ® Less:
® Net income Government grant
® Less: ' Subsidized losn
Debt service New debt
Taxes / New cspital
Net cash retumn Net capital exposure
Financiaily viable Y
and workable sites .
User Trade-Off Values:

EXHIBIT 10

Figure 5

Analysis Process: The Search For a Site For a Use(s)

Profile Attributes:
e Linkages
1. To markets
2. To empioyees
3. To suppliss
4. To anciilary services
e Legal-political limitations
1. On use
2. Onsite
3. On investors
e Site functions and size
& Neighborhood and community requirements
e Improvement functions and size
e Environment impact of activities

@ Capita! efficiency vs. empioyee sacurity

© Marketing edge vs. raw material sources

& Community abligations vs. company etficiency

® Location capital vs. future advertising expense

e Current business practice vs. long-term changes in

Ranking of aiternatives

for acquisition

o

technique

L

e Etc.
Selection of Most Probable Sites

Z

Use location
profile

Preliminary
rejection of
majority of
alternatives

Preiiminary
financial impact
of acceptabie
alternatives

Decision matrix,
scoring systems, or
game plans apgplied
to final selection
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EXHIBIT 11

Figure 7
Process for Investor Selection of Real Estate

Profile Attributes:

o Legal constraints on acceptable investments
® Tax law constrainls on acceptabie investments
e Estate planning cbjectives
® Diversification requirements
@ Passive active management
o Regular income:cap:tai appreciation
e Safety of pnncipal/potentiai yield
on investments

/]

investor profile

Limitations on search for
real estate opportunity

Property Type:
e Degree of political risk
o Degree of political exposure
1. zoning and building con-
trois
2. potenhai government sub-
sidized competition
3. dependence on subsidized
demand
© Channeled demand
1. locked-in rent roil
2. degree of monopoly
3. degree of reciprocity
4. edge from markaet re-
search
& Management intensiveness
1. types of management
2. dependency on unique
talents
e Financial parameters
. cost of acquisition
sources of capital
revenue forecast
. expense forecast
resale pnice forscast
. income tax forecast
. measures of risk
. measures of yieid

PNOR RN

Property Productivity Phase:

© Raw land speculation o antigi-
pate future need

e Packaging of master plan, gov-
emment approvals, and mar-
ket research to create feasi-
bie development of raw land

© Subdmision and installation of
infrastructure criticai to
master pian for sale of par-
ceis

® Subdsvision into fots and con-
struction of buiidings for rent
or sale

o Ownership and management of
established building sites and
rental structures by acquisi-
tion

® Purchase of security interasts
in a portfolio of ongoing
properties

Form of Ownership:

@ Sole ownership in fee

@ Joint venture interest

& Mortgage lender with contin-
gent participation

¢ Limitad partnership interest

¢ Subchapter S corporation

® Controlled corporate sheit

© Real estate trust interests

® Minority positicn in commin-
gled fund

® Minonty interest in pubiicly
held corporation

Investment saarch and Y
negotiation hmits

4

Salvency Test Comparisons of Site
Matched to Use

Acceptable risk p
investmants

\

{nvestment Test Comparisons of Site

Best investments ranked I
by probabls yield

Matched tc Use

Most Probabdie Real Estate Investment

Selection

Defauit ratio
Payback ratics

Tax crossover points
and othaer risk tests

After tax cash flow
and sppreciation with
various measures of yieid
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REAL ESTATE FEASIBILITY
Presented by

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

FOURTH HOUR

Although macro-economic theory argues a tendency toward
perfect competition, the individual project should be
striving toward a monopoly. Market analysis is the research
necessary to create and maintain a competitive edge in order
to stabilize investment performance against the profit
decline of perfect competition, against inadvertent clash
with community attitudes, and against future user rejection.

A, Given that premisge, market research is risk management.
The levels of market research would be:

1. Intuitive positioning to reflect attitudes about the
future long-~term trends of society, demographics, the
economy, etc.

a. For example, if government, education, and high
tech are attitudes, then positioning might lead
one to focus on state capitals with universities
having technical rather than liberal arts
emphasis. ‘

b. Attitudes might be set by futuristic books such

c. An o0ld precept is "sell if everybody's buying,
market to the gap that everyone overlooks." Thus
market positioning might take an established idea
in first and second tier cities and introduce 1t
in the third and fourth tier cities.

2. Next, marketing would stratify within a narrow band
of broader demographic market of intuitive
positioning.

3. Stratification would consist of several segments of
the broader band of preference (elderly breakdown or
thirteen housing segments).

4. Identifying issues and symbols which would trigger
adverse reactions of the collective consumer.
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5. Evaluating demand/supply relationships to determine
need for sensitivity to specialized consumer needs.

6. Focusing the project to ptobide relief from aﬁxiety,
a reduction in physical discomfort, improved
efficiency of an activity'houge, or‘improvemént of
self-esteem of the targeted user/customer group.

7. Defining and contrélling the window for pteseﬁtation
of the concept (the approach zone, the sales center
office, the formal introduction and 1nterview,‘etc.).

8. Identifying alternative markets and basic Qroduct
features necessary to permit marketing campaign for
an alternative second course, a fallback position.

The real estate project gafket;ﬁg program must kéep in
mind the features required to neutralize the collective
consumer who might oppose entitlements, the features and
codes which will motivate the space consumer at a price
which provides financial viability, and the overall six
strategic attributes to be marketed to the investor. At
the very least, market and merchandising research should
be able to eventually produce & marketing program which
suggests:

1. Where the developer/investor should position his
effort relative to demographic and economic trends
given a desired scale of operation.

2. The unmet needs in the marketplace in terms of most
probable user groups, their total number, and their
effective demand constraints.

3. The time span of their effective demand in the
marketplace.

4. The competitive standard product minimum requifed for
entry into the market. '

3. The competitive produét/sérvice/margin necessary for
monopoly advantage.

6. The project image most likely to neutralize
collective opposition.

7. Essential media and themes required for ptdmotion
programs.

8. Financial parameters required to attract invéstors,
mortgage or equity.
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The first step is to reduce aggregate data about user groups
which 1is plausible but overly general information to a scale
which will focus on a sub-segment with a proper rationale or
hierarchy. To do that requires an analytical model and in
most cases, each situation requires the analyst to create his

own

model with which to structure the data available and to

discover the missing links in the logic diagram which must be
researched.

AO

Models organize the analyst, the report, and the client
1. Models explain what you are going to do.

2. Models make relationships and key assumptions
explicit.

3. Models permit clients to understand logic of
conclusions and to test his own set of assumptions.

A market research model should be careful to recognize?
1. What are the questions?
2. What data is available which is relevant?

3. What theory is available to focus data on the
questions?

4. How will the results be commﬁnicated?
5. What are the abilities of the analyst?

6. What is the cost benefit ratio between the model
method and the question?

generated by the analyst about specific competitive
projects and specific user groups which will permit an
estimate of what percentage of the opportunity group can
be captured for a specific project.

Merchandising data is generally primary information

1. Absorption rates apply to aggregate market data to
determine the total size or amount of market activity
in terms of how many lots were sold, how many
apartments in a rental range were newly rented, or
how many square feet of leased office space were

occupied.
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and are the ratio of the total opportunity potential
which might be secured for a project or mdst be
secured to achieve financial goals. The capture rate
will reflect a careful judgment of product mix,
amenities, pricing, and timing.

A flow chart of the market research process is provided
in Exhibits 12 and 13.

Most multi-tenant or multi-user land uses are susceptible
to a retail trade area model. A retail model is a device
analogous to establishing a retail trade area perimeter
for a super market to segregate households which have a
reasonable probability of using the outlet from those who
don*t because of convenience, distance, age, or income.
Thus the analyst should establish a preliminary
hypothesis for:

1. Primary market area to be served.
2. Secondary market area to be served.
3. Principal competitors.

Consider Exhibit i4 as a simple market model to define
the size of an opportunity area in a selected county for
elderly persons requiring residential care units.

1. For lines with asterisks the key ratios for reduction
were derived from a survey of the elderly generating
primary data for this county.

2., For example, while 37X of the elderly were
financially qualified, only about 60Z of those were
interested in considering a residential, minimal care
facility or 22%Z of those in the conventional Housing
market - hence the reduction from 19,700 to only
4,200, This chart should have showed the ratios from
the survey.

3. Failure to convert serious interest into action was a
round number based on experience of those who had
marketed similar developments in the past, as was an
allowance for potential customers coming from outside
the county to be closer to relatives, etc.



EXHIBIT 12

SEGMENTATICON LOGIC TREE

PROJECT
ATTRIBUTES

}

POTENTIAL
USES

PRODUCT MIX,
PRICE & CAPTURE
RATES OF SUBJECT

T

!

POTENTIAL
USERS

COMPETITIVE EDGE
OF SUBJECT

R

o

SIZE OF OPPORTUNITY
USER GROUPS

RATIO OF SEGMENT

WHO CAN AFFORD
SUBJECT

T

|

RATIO OF SEGHENT
INTERESTED IN
SUBJECT

3t



Reprinted with permission of Feasibility Research Group, Ltd.

EXHIBIT 13

FOCUSING IN ON THE VARIOUS SEGMENTS OF THE ELDERLY POPULATION
TO DETERMINE RELATIVE LEVELS OF'HOUSING NEED

AND THE URGENCY OF THAT NEED

Total Ann Arbor Population

Total Population of
Elderly Citizens

Total Population of
Low & Moderate Income Elderly
3rd level priority

2nd level priority
1st level priority

lderly citizens demonstrating
greatest unmet housing need

--What specifically are their needs?
--How many are there in this segment?
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EXHIBIT 14 (Continued)

MODEL FOR SELECTION OF
PRIMARY MARKET GROUP
FROM SURVEY SAMPLE

N = 170

ALL
170 SURVEYED

SCREEN FOR
AGE > 75

N = 81
RESPONDENTS
OVER 75 YEARS

SCREEN FOR
HOME
OWNERSHIP

N = 31
HOMEOWNERS
OVER 75 YEARS

SCREEN FOR
INCOME
2 $10,000

N = 19
PRIMARY FOCUS GROUP
-OVER 75
-HOMEOWNER
-INCOME OVER
$10,000

34
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Market
market
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data provides a measure of potential scale of a
opportunity; the most important aspect of market

analysis is forecasting the degree of market penetration or
capture rate of remedial development.

A.

To

reduce aggregate market data to a merchandising

hypothesis, the first clue to segmentation may be found

in

correctly understanding the essence of buyer

motivation or of the activity to be housed.

1.

Retailing is a break point for goods (a warehouse
grocery), or a service industry, or a theater using
lighting, staging, and mood to reinforce a role
played by the buyer. ‘

A restaurant may be to provide a quick food break
(high turnover, pedestrian flow, conditioned
ordering), or to provide recreational entertainment
and consumption of an evehing, or to provide a
staging for business, social, or publicity roles.

A motel for transients, for regsorts, or for
terminal traffic uses all of its facilities and
location to sell a "room-night" of occupancy

because that is an 80Z gross margin. Anything done
after that is Justified by its contribution to
"room-night"” sales or its reduction of average cost
to capture a customer per "room-night."

The revenue unit may be related to the method of
measuring profit of the pfoject in question such as
per acre, per camper pad, per event, per front foot
of shoreline, per stool or table, etc., not to
mention sq. fe., per frame at a bowling alley or
per tennis court hours, or per hour of ice time.

Sometimes the prospect is identified by who really
signs the check for a particular type of real
estate.

a. The salesman or the management paying his
travel costs

b. The doctor or the clinic

C. The district manager or the corporate real
estate manager

d. The ticket buyer or the promoter

e. The bowling league, team business manager,
travel agency tour guide
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6. The market segment may be defined initially by the
source for a prospective user list - people who
share a common address, hobby, professional
specialty or some other identifier.

o . I
a. A reverse directory or criss-cross telephone

book .
b. Building directories of comparables
c. Mailing lists of specialty publications
d. License number spotting
e. Guest registers
f. Charge account mailing addresses

The objective of these approaches, revenue unit, the
decision maker, the prospect list source, is to segment
the user market to a specific and relatively small
group of potential customers who can be surveyed to
generate original and relevant information about: their
space needs and motivations. Unlike most consumer
markets, the number of prospects is always low; think
small!

1. Real estate is a series of micro-markets. A 24~
unit building with one, two, three bedroom units
has at least three sub-markets.

2. A 24-unit building is a $500,000 enterprise with a
$75,000 gross sales potential from only 24
customers!

Consider alternatives for segmentation of macro market
models in Exhibit 15 wusing a branch diagr&m and
definitions of detached family housing unit consumers
in Exhibit 16. ‘

The ratio sought by the survey follow a precise
reduction pattern:

1. How many will consider moving?

2. Of those, how many would consider staying in town?

3. 0f those, how many would consider an apartmeﬁt?

4. Of those remaining, who would consider an apartment
in town, how many would consider a specific
location?

5. Notice the reduction process defines a subset of
the elderly market - a micro-market.
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EXHIBIT 16
18

POTENTTAL MARKET SEGMENTS

I. Singles — Unmarried, active, mobile, many interests, entertain
informally, few financial burdens, recreation oriented. "Buy
basic furniture, basic kitchen equipment, cars, stereos, and
vacations.

II. Young Marrieds, #1 —~ Young couple, working wife, entertain
informally, amateur gardeners, planning on family. Better off
financially than they will be in the "family formation" future.
Buy durables — cars, kitchen equipment, furniture, and
vacations. Rate housing as a need for-more living space.

III. Young Marrieds, #2 — Discretionary income available, deferring
family, active, entertain informally and often, some formal
entertaining, independent, dual-person working household, do-it-
yourself buffs, sports car. Rate housing as an investment.

Iv. Compact Family/Move Down —— Discretionary income available,
interested in no maintenmance, informal living, some formal
entertainment. Away from home often, occasional visits from
family or guests, focus on both active and passive recreation.

v. Divorcees/With Children -— Family oriented activity, limited
entertainment, informal lifestyle, limited maintenance.

VI. Full Nest, #1 — Home purchasing at its peak, even though liquid
assets are low. Dissatisfied with financial position, and amount
of money saved. Conscious of monthly payments, family activities.
Unemployed female with numerous interests, mostly child oriented.
Lifestyle is casual and informal. "Interested in new products,
buy washers, dryers, T.V.'s, baby food, dolls, wagons, etc.

VII. Full Nest, #2 -~ Family move-up ﬁarket, as financial position
gets better, some wives work. Interested in larger sized
packages. The most price/size sensitive group.

VIII. Established Family -~ Making monthly payment comfortably, some
discretionary income as more wives work, approaching peak of
economic and social lifestyle curve, some formal entertaining,
older children and teenagers, many interests.

IX. Luxury Families -- Have arrived, tremendous discretionary income,
very formal house, don't entertain often, but when they do, it's
formal, dine out often, no maintenance, privacy mandatory.



X.

XI.

XII.

EXHIBIT 16 (Continued)

Empty Nester -~ Home ownership at its peak, more satisfied with
financial position. Small or no debt, Family 1s often away
from home, occasional visits from family. Mobile in attitude,
but permanent In residence, nmear grandchildren, many hobbies,
one child in college, one or two children married, self-
sufficient couple.

Active Retired — Sti1ll working two or three days per week,
active either socially or politically in community or church
affairs, self-sufficient, many hours away from home, do not
entertain often, but when they do, it's semi-formal. Winter/
summey residences. Likely to sell home before retirement.

Retired - Drastic cut in income, dependent, limited activities

outside community. Winter/summer residences.

39
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Each of these ratios suggests a specific calculation or
perhaps a short table of statistics. The specific
title on the table of data and its sub-columns should
be written before the questions are drafted and the

collection of data begun. Notice the research begins
with careful definition of the questions to be
answered. All answers become:. relevant and all
unnecessary questions are avoided. These types of

questions depend on knowing the precise character of
secondary data available to which the ratios must be
applied in the systematic model devised for the
problem.

1. Confine vocabulary to basic 1000 words; avoid
iingo.

2. Structure questions to permit check-off, or
branching to set up subsets. (See Exhibit 17.)

3. Always test the questionnaire on half a dozen
prospects or friends to reveal misunderstandings
before using on the market.

4. Questions may take different formats. (See

The second type of question is generally attempting to

measure either anxieties or preferences. Both are
dangerous survey areas for amateurs as well as
professionals and it is often cheaper to subcontract
these particular functions to consumer regsearch
specialists. Nevertheless, a little common sense can
generate considerable ugseful information on the

competitive edge.

i. Probe for dissatisfaction with existing space or
life gstyle.

2. Probe for anxieties about uncontrollable trends and
events.

3. Probe for desired social structure ties, real or
imagined.
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I°d like %o ask you s few questions sbout the place yow lived just defore
you moved into this apsrtaat.

EXHIBIT 17

Simple Survey Formats
for Classification of Subsets & !leasurement of Praference

5. Ahout how many years {id you lfve In your fomer hom?

__ lsss thaa 1 yesr
1 year = L.T. 1 years
2 to L.T. § years
5 te L.T. 10 years

.10 t0 1S years

__mors thes 1S years,

s_mMnnn.m«ncnwmmmhctonmmm!

house

T

— apartment
!»Mt how many apartsents, including yours

- other,

were thers ia the bul lding?

LT & 17 t0 24
—Nwe8 w2
—%te it —_mace thes 32

About how much rent 4id you pay per mozth, iscladisg

\ 4

Y

to thalis spartmeas.

utilities bus oot

v
Oid you reat a room , a {la2% or floor, ar ealire

L.7. $350
£50 to L.2. $73

" 37% to L.T. $200

Did you own. or reat tha housae?l

__L.T. $30
— §50 to L.T. 473
— 873 te L.7. 410

7. XTow ¢14 you first find ous adout them?

e Tanily —_ nesspeper
— friends radio
=, thursk television

Kousing futhority _ other,

4

$100 to L.7. 5123

= 3125 te $150
- WTE tkac 3130

__room __ flat/Tloor __ emifTe
t how tuch rent d:d ;ou pey per Dozth, {=clmii=g
utilities byt not telwphone?

touse?

4100 to L.T. S225

s wen

go
- DoTe thaz lsg
Xow I'd like to aak xdu socne gemeral guestions sdont your deeision te meve

How important are the following items to you?

Somewhat.

Indifferent Unimoortant

I

Vet

Imngcrtant

Private Balconies
or patios
Laurdry facilities
in each building
Washer/dryer connecticn
in your apartment
Extra storage space
More than 1 bath
Carpeted stairways &
hallways in common
areas of apt. bldyg.

(Areas shared by all residents)

Master T.V. Antenna
Systen .

Very " Somewhat
Important Important
() () ()
() () ()
() () ()
) (1 )
<) () ()
() () ()
() (D) ()
() () ()

Children's day care
center ard/or
nursery school nearby

{
(

)

)
4

(O

()



EXHIBIT 17 (Continued) 42

1h. What type of building features would you prefer in the layout of the condominium
unlt? (choose only one of each of the following sets of altarnatives)

{ ) Two bedrooms with larger living area or/
{ ) Three bedrooms

- amuy L "1 - aases S
{ ) Three bedrooms, or/
( ) Four bedrooms, or/
( ) Large master bedroom and two &4-bed bunk rooms
{( ) Two-story living room with inside balcony, or/
( ) Living room with beamed cathedral ceiling
( ) Full dining room, or
( ) Dining "L" plus family-sized kitchen
{ ) Sundeck balcony for living room or/
{ ) Outdoor patio at ground level
{ ) Wwalk-in closets in each room or/ - - - -
( ) Large work room plus laundry room in each unit & standard closets
{ ) One car garage attached to unit or/
( ) Two car garage in group parking complex, or/
( ) Carport and lower price
{ ) Central air conditioning or/
{ ) woodburning masonry fireplace or/
{ ) Gas-log fireplace and window air conditioning unit
( ) Contemporary natural decor with wood and rock materials, or/
{ ) Maintenance-free modern masocary and aluminum exteriors, or/
( ) well styled colonial detailing
{ ) Extensive outside landscaping, or/
( ) HMore floor space in each room
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real estate analyst can choose between systematic

telephone interviews, direct mail questionnaires, and
personal interviews in depth.

1.

The telephone interview may be less expensive per
question and fastest but is limited in the type and
amount of questions which can be asked. Rifled to
a project known to the analyst, it tells much about
the wuser profile for a good comparable without
having to ask about the product which the analyst
can inspect for himself.

A telephone survey is also useful to disaggregate
census data or to estimate market penetration of a
competitor (such as a retail store) into an area.

Direct mail questionnaires may cost from 3 cents to
$§3 or more for each successful question; they take
at least a week to prepare and test and perhaps
three weeks before cutoff of additional responses.
The type of question is brocader and can be graphic
such as alternative site maps and simple floor
plans; response depends on careful construction of
the mailing 1list, a very time consuming process.
Consider the following types of questions:
:

The double barreled question occurs when twe or
more questions are combined in one so that the
answer is always ambiguous as to the significance
of each item but often occurs in the effort to
shorten an interview or a question.

<« Would you be at all uneasy if people of a
different religion or race were to move in next
to your home?

. A8 you see 1it, what are some of the good points
and the bad points of the present Governor of
this state?

Sensitive questions on family income should be
asked at the end of the interview while the opening
questions should be of more general interest. When
a question about income is asked, the response
should permit some degree of obliqueness by the
respondent.

. The respondent can select a range of income or
perhaps enter the answer with a letter A, 1, B,
etc. in place of a dollar amount.
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. 1If socio-economic questions are generally short
and direct, they are a welcome contrast to the
time consuﬁing and thought provoking qués:ions
which pteceﬁed them. »

6. Consider the folloqing el@q:iy housing study survey
and market model in Exhibits 18 and 19 or the
apartment market questionnaire in Exhibit 20.

A survey of existing properties and alternatives
available to a selected market segment defines only the
competitive standard - namely the minimum produét and
price necessary to be in the market.

1. Comparison shopping further identifies where there
may be gaps in the supply of alternatives, a market
opportunity gap, or where the oversupply is so
significant as to portend the last compétitive
alternative before bankruptcy - namely  price
cutting.

2. Comparison shopping should not only identify the
physical characteristics of the product and price
but the nature of the promotion effort as well.

3. Promotion comparison should consider pedestrian and
vehicle approaches, model location, furniqhings,
and sales people.

4. Review of the promotion campaign should reveil whom
the competitors believe to be their prospect.

A survey of users, is designed to reveal or to identify
the competitive differential attributes which would

provide that monopoly element required of every
successful project.

1. A second product of consumer survey is the ability
to develop locally relevant ratios which permit
disaggregation of market data into market ségments
and the conversion of potential numbers of people
into potential dollar sales over time.

2. Survey quesgstions to create ratios require previous
construction of a market model hypothesis.

3. Survey questions can discover latent political
issues or provide a calm base for citizen input

, from those who rightfully dislike public hearings.

4. Survey questions and execution should not be done
by planners or appraisers.



EXHIBIT 18 b5

LOGIC FOR ESTIMATION OF EFFECTIVE DEMAND
FOR PROPOSED RETIREMENT CENTER

STEP 1:

Number of households in sample
with interested, qualified respondent(s)
e - — = Sample ratio

Number of households in sample

STEP 2:

Number of households
Number of households in population segmented
in population ¥ Sample ratio = by age, income/assets,
segmented by age and degree of interest
STEP 3:
Number of households in Estimate of number
population segmented by age of units proposed
income/assets and degree # Capture rate = project can capture
of interest from identifiable

groups

STEP 4:

Developer must assume total unit demand hill be the sum of
units estimated in STEP 3 plus some units unanticipated from
other communities and market segments,
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EXHIBIT 19

ST. CATHERINE'S SURVEY
I am responding for:

___ Myself; ___ My parent(s); ___ My friend(s)

BACKGROUND AND HOUSEHOLD INFORMATION

Which of the following best déscribes your preseht living
arrangement? I live:

Alone .

With my spouse only
With one of my children in my home

In the home of one of my children

With my children and my spouse

With a friend or friends

With relatives other than my spouse and children
Other, please specify:

[l e Y Y as Nane N ann ¥ ane N aun |
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What is your present marital status? Are you:

{ 1 Single [ 1 |Married [ 1 A widow or widower

Which of the following best describes your present housihg
type?

[ 1 I own a single family home or a duplex:
[ 1] in which I presently reside
{ 1 but do not presently reside there
[ ] I own a condominium:
{ 1 in which I presently reside
[ 1] but do not presently reside there
{1 I rent an apartment
[ 1] I have a room in someone else's house
{ 1 Other, please specify:

How long have you lived in your present home?

[ 1] Less than one year [ ] Five to ten years
[ 1 One to two years [ 1 Ten to twenty years
{ 1] Two to five years [ 1] More than twenty years

What is your age (your spouse's age)?

Your Age Yo''r Spouse's Age _____

—— e
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EXHIBIT 19 (Continued)

Are you:

[ ] Male [ ] Female

What is/was the main employment (work) for you or the
head of your household over the years? (Example: auto
worker, tool maker, clerk, lawyer, manager, carpenter,
nurse, teacher, farmer, etc.)

P

If you need any help in moving about or walking at this
time, do you:

[ ] Use a cane [ 1] Use a wheelchair
[ ] Use a walker [ ] Need no assistance at all

Below is a list of activities that many of us have
difficulty with as we grow older. Do you have: NO
DIFFICULTY, SOME DIFFICULTY, or find you CANNOT DO
these activities?

SOME CANNOT
DIEEIEHLII DIFFICULTY _DO_IT
Cooking « o« « « o o o o o« « [ 1 [ 1] [ 1.
Shopping .« ¢ « ¢ ¢ o« o « o [ ] [ 1] [ 1]
Housekeeping . e « o o« [ [ ] ]
Personal care (bathing) « o [ 1] [ ] [ ]
Hearing on the telephone . [ ] [ 1] [ ]
Reading the newspaper . . . [ 1° [ 1] {1
Taking medication . . . . . [ ] [ 1] []
Going up and down stairs . [ ] (] [ 1]
Taking care of
personal finances . . . . [ ] (1] [ ]
Driving a car . . . e o « [ 1] [ ] (]
Walking more than two
blockS « « « o « o o o o« o [ 1] [ 1 [ 1

In general, which of the following best describes your
overall state of health?

Excellent (plenty of energy)

Average (good health - no problems and enough energy)
Fair (some health problems but able to live
completely independently)

Need some care or assistance

Need full-time care and assistance

e [ K ane Laen |
| Sy ') [ S W)
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EXHIBIT 19 {Continued)

Do you currently use any of the following Community

Support Services?

Kenosha Homecare, Inc.
Nutrition site meals
Mobile Meals - American Red Cross
Kenosha Visiting Nurse Association
Tele-Care Program or Life-Line
City Vans

No, do not use support services
Other, please specify:

[ N e N N W s W e Kns W |
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If you were to need help with activities of daily living,
who would you depend upon? (Check as many as apply.)

Family
Friends
Church group
Could afford to hire people to help me in my home
Would prefer to use community support services

in my home

Would prefer to live in a retirement facility where I
could be closer to support services

Others, please specify:

~ ~ [ X o Nome Naan Non |
d [ b berd b ) bed

Retirement centers offer different plans to assist
residents who need short-term or long-term nursing home
care. If one of the following plans were available, which
plan would you prefer? A

[ 1 I would prefer only to be assured of assistance from
the retirement center staff in transferring to a
nursing home, if and when needed

[ 1 I would prefer assurance of priority entry to a
nursing home which is associated with the retirement
center, if and when needed

[ 1 I would be willing to pay a significantly higher
Entry Fee for a retirement center which would
guarantee access to a nursing home bed, if and when

" needed, for the same Monthly Service Charge I was
paying for my apartment. (Of course, doctors! fees,
medications, special treatment, and extra meals
would be charged separately.)

[ 1 Other, please specify:




EXHIBIT 19 (Continued)

There are many different reasons for moving into a
residential facility designed especially to meet the needs
of older adults. How would you rank the following reasons?

'VERY MODERATELY NOT
-IMPORTANT _IMPORTANI_ _IMPORTANT

a, For companionship
with others of
similar interests [1] {1 {1

b. Freedom from the
responsibility and
maintenance of a
single family home [1] [ [ ]

¢c. Availability of a
nutritious meal in
a full-service

dining room {1 L1 [1

d. Need for a
special diet {1 [ 1 [ 1

e. Security of knowing
someone wWill check on
me daily [ 1] 1 [ ]

f. Security of 24-hour
emergency assistance
nearby [1 L1 {1

g. Knowing supportive
services such as
house cleaning and
personal care are
available if needed [1] [1] [ 1

h. Close to a nursing
home to insure
continuing care,
if needed [ 1] [ 1] [ 1]

i. Close to a nursing

home to visit my

spouse or friends,

if needed [ ] [ ] [ ]
J. Near a hospital [1 L1 []

k. Other, please specify:
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EXHIBIT 19 (Continued)

If you could choose a type of housing best suited for your

current needs, would you:

[ ] Live in my own single family house.
[ ] Live in my own condominium.

[ 1] Live in an a government subsidized apartment, such as
Villa Nova, Tuscan Villas, or Lakeside Towers.

[ 1 Live in a private apartment building, such as
Imperial House, Wexford, or Capri, that rents to all
age levels.

[ ] Live in a private apartment building that only rents
to older adults.

[ ] Live in a private retirement center designed especially
for older adults which provides supportive services as
needed but has no nursing home on the premises.

[ ] Live in a private retirement center designed especially
for older adults which provides supportive services as
needed and has a nursing home on the premises.

[ ] Live with my children.

[ 1 Live with a brother or sister.

{ 1 Other, please specify:

In the future, which of the following event(s) might
trigger the need to move? (Check as many as apply.)

[ ] Health problem [ 1 Children moving away

[ 1 Death of a spouse [ 1] Opportunity to sell

[ ] Financial limitations home/farm

[ 1 Friction with my [ 1] Selection of my name for
relatives vacant apartment at

[ 1 Growing awareness of government subsidized
loneliness elderly housing project

[ 1 Burden of home upkeep [ ] Other, please specify:

Have you given any serious thought to moving from your
present home? 4

[ 1 No [ 1] Yes. For what reason?




EXHIBIT 19 (Continued)

18. If yes, how soon would you want to move?

In less than one year
In one to three years
In three years or more

[ onun W e B |
e el bed

THE PROPOSED PROJECT
AND THE
RETIREMENT LIVING CONCEPT

St. Catherine's Hospital is considering the development of a
private retirement living center in Kenosha which would not be
subsidized by the government nor limited to any single
religious denomination. The tentative location under
consideration for the project is across from St. Catherine's
Hospital and is adjacent to Pennoyer Park which fronts on Lake
Michigan.

The program being considered by St. Catherine's would provide
private apartments for individuals and couples, plus meal
service for one or more meals in a large family dining room,
the use of community rooms, planned activities and programs,
and a resident manager who would schedule supportive services
as needed and who would be available for 24-~hour emergency
assistance. Transportation would be provided for shopping and
for other needs. All of these services would be included in the
Monthly Service Charge. Retirement 1iving emphasizes
convenience, security, and freedom from the burden of home
upkeep.

To answer the next few questions, please PRETEND for a moment
that you have the need or interest in the residential facility
described above. Your responses are IMPORTANT since they will
be used in planning the proposed facility.

19. Are you familiar with this retirement living concept?
(Please check as many as apply.)

[ 1 Yes, I have visited friends who live in
retirement centers.

[ 1 I am familiar with Alexian Village and St. John's
Tower in Milwaukee, Clement Manor in Greenfield,
and/or Tudor Oaks in Muskego.

[ 1] I am only familiar with subsidized developments such
as Lakeside Towers and/or Villa Nova.

[l 1 I am not familiar with this type of retirement living
facility.

5t



EXHIBIT 19 (Continued)

Which supportive services and facilities would YOU want to
have included in your Monthly Service Charge and which of
these would YOU want to have available on a separate fee
basis? (The more services included in your Monthly Service
Charge, the higher the charge.)

INCLUDED  AVAILABLE
IN MONTHLY FOR A FEE NOT

—_CHARGE _ AS_NEEDED  INTERESTED

House cleaning

services [ 1 .[ ] {1

Laundry service - [ 1] [ 1 L 1
linens

Laundry service - [ 3] [ 1 [ 1
personal

24~hour emergency
assistancee [ ] [ 1] [ 1

Personal care
assistance [ 1 [ 1 [ 1

Scheduled transportation
for shopping and

personal appointments [ 1 [ 1] [ 1
Garage parking [ 1 [ 1] L 1
Cable TV outlets t 1 [ 1 [ 1

Tray service in my
room when I'm 111 [ 1 [ 1 [ 1

Individual storage
lockers within the
building i ] [ 1 [ 1

Laundry room with
washer and dryer [ 1 [ 1 [ 1

Organized social and
recreational programs [ 1] [ 1] [ 1
A larger apartment is more expensive than a smaller uniﬁ.

Which is more important to you?

[ 1] Having as much space as possible;
[ 1 Keeping costs as low as possible.
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EXHIBIT 19 (Continued)

22. To answer the next question, pleaSe refer to the drawings.

There are four floor plans presented:

Plan A is
Plan B is
Plan C is
Plan D is

studio apartment with 1 bath (400 sq.ft.),

1 bedroom apartment with 1 bath (600 sq.ft.),

2 bedroom apartment with 1 bath (800 sq.ft.),

2 bedroom apartment with 1-1/2 baths (830 sq.ft.)

[V VR

WHICH DO
YOU

PREFER?

{ 1 Plan A
[ ] Plan B
[ ] Plan C
[ ] Plan D



23.

24,

25.

26.

27.

EXHIBIT 19 (Continued)

How many persons would be living in ygur apartment?

[ 1] Just myself
[ ] Just myself, but I would want room for an
occasional guest
[ 1 There would be two of us
[ 1 There would be two of us, but we would want room for

an occasional guest.

There will be a kitchen in each apartment for meal
preparation. As currently planned, there also will be a
central dining room for one or more daily meals. Which
MEAL PLAN would you prefer included in your Monthly
Service Charge? "

[ ] I'd prefer to have ONE MEAL PER DAY PROVIDED in the
central dining room.

[ 1] I'd prefer to have TWO MEALS PER DAY PROVIDED in the
central dining room.

[ 1 I'd prefer to have ALL THREE MEALS PER DAY PROVIDED
in the central dining room.

[ 1] Other, please specify:

After thinking about the concept of retirement living, as
previously described, does this appeal to you as an
alternative living arrangement?

[ 1 Yes, this would suit my needs now

[ 1 Yes, it looks interesting and I would explore it
seriously for the future

[ 1 Yes, if and when needed

[ 1 Don't know, it would depend on

[ 1 No, it's nice but not for me

[ 1 No, it's not for me

What do you like about this concept?

Is there anything you particularly dislike about this
concept?
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EXHIBIT 19 {Continued)
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In what part of the
City or County do you
live: (Please refer to
the map if you live in
the City of Kenosha):

SECTION

City
City
City
City
City
City

of
of
of
of
of
of

Kenosha
Kenosha
Kenosha
Kenosha
Kenosha
Kenosha

L T e Lane Ramn L L
TITMmMOQW
[ I I I I B |

Town of

Pleasant Prairie

East of I-94 but not
in Kenosha or
Pleasant Prairie

In Kenosha County but
west of I-94

boud [ ] bead et ol B b bk

[1]

What would be the best
location for you in the
City of Kenosha for a
retirement living
facility? (See Map)

Section
Section
Section
Section
Section
Section
I would not want to
be in the City of
Kenosha

— e e ey
St b b d b bed ed
MmO O W™

The tenatively proposed
site for St. Catherine's
Hospital residential
facility is shown in
Section B of the map. If
you wanted to move from
your present home, would
you consider moving to
this area?

[ 1]

Yes [ 1 'No
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32.

33.

34,

35.
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EXHIBIT 19 {(Continued)

What do you like about this location for the proposed
residential facility?

What do you particularly dislike about this location?

Do you own/drive a car?

[ 1 I own and drive a car
[ 1] I do not own a car

If you ownh a car and were to move to the proposed
retirement center, which of the following would you
prefer?

[ ] A heated and secure underground garage

(for a monthly fee)

A covered stall (for a minimum monthly fee)
A surface parking lot (no monthly fee)

I would sell my car and use public/private
transportation as needed

] Other, please specify:

[ ] e
ed veed v

What mode of transportation do you use for shopping and
errands?

I use my car

I use the bus
I use a taxi

I walk

I catch a ride with friends

My family drives me where I need to go
Other, please specify:

e e,
Mool bred boed b bl fd bond




EXH]BIT 19 (Continued)

Ideally, how close to your home would you want each of
these facilities? Please check the distance that is best
for you.

WITHIN . o
WALKING WITHIN WITHIN DOES
DISTANCE 1 MILE 2 MILES NOT
(2 blocks) FROM HOME EBQH_HQME MAIIER
Bus Stop [1 [1 L1 {1
Grocery store [ 1 [1] [ 1 [ ]
Drug store [1 L1 {1 {1
Medical offices [ 1] [1 [ [ ]
Dental offices [ 1 [ 1 {1 {1
Nursing home [1] [1 {1 [ 1]
Shopping center 1 {1 {1 L1
Bank and/or
Savings and Loan [ 1] [ 1] L1 [1
Recreational
facilities [1 [ 1 [ 1 [ 1]
Library [1 1 L1 {1
Churches [ 1] [1 [ 1] [ 1
Hospital ] {1 {1 {1
Other, please specify:
[ [] [1 [

People often have a number of sources of income.
Which of the following are your main sources of
income now? (Please check as many as are appropriate.)

[ ] Salary/wages [ ] Assistance from community

[ 1] Social security [ ] Interest/dividends on

[ 1] Pension/Annuity investments

[ 1 Assistance from [ 1] Income rental property
family members

[ 1] Other, please specify:
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39.

EXHIBIT 19 (Continued) 58

IF YOU OWN A HOME, what price do you think it would sell
for today? Would it sell for...

Less than $40,000
$40,000 to $50,000
$50,000 to $60,000
$60,000 to $70,000
$70,000 to $80,000
$80,000 to $90,000
$90,000 or more

e bed b b e bed Lk

How did you arrive at this figure?

Do you still have a mortgage on your home?

[ 1 Yes [ 1 No

For statistical purposes only, we need to know your TOTAL annual
income for 1982. (Note: There is no way of knowing your identity.)

40.

41.

42,

What was your (and your spouse!s) TOTAL ANNUAL gross
income for 19827

Less than $12,500 [ 1 $25,000 - $30,000
$12,500 to $15,000 [ 1 30,000 - $35,000
$15,000 to $20,000 [ ] $40,000 or more
$20,000 to $25,000

et
Soveed bt bred S

What percentage of your gross income would you consider to
be a reasonable Monthly Service Charge for your retirement
apartment which would also include all utilities (except
phone), a daily meal, scheduled transportation, 24-~hour
emergency assistance, and the use of community rooms?

[ 1 less than 30 percent [ 1 40 to 50 percent
[ 1] 30 to 40 percent [ 1] 50 percent or more

Are you able to pay your current ordinary living expenses
each month without going into savings?

[ ] Yes
[ 1 No _
[ 1] Occasionally need to go into savings for ordinary

living expenses
[ 1 Occasionally need to go into savings for major
purchases, taxes, or emergencies
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EXHIBIT 19 (Continued)

The payment plan being considered includes a one-time ‘
Entry Fee which may be partially refundable when you leave
and a Monthly Service Charge.

The Entry Fee is applied to financing the construction
costs which, in turn, reduces the amount of the mortgage
required and the monthly interest and principal payments.
A higher Entry Fee can permit a lower Monthly Service
Charge. In most cases, the resident will obtain money for
the Entry Fee payment from the sale of a home or from
savings.

How much would you be willing and able to pay as an
Entry Fee to live in the proposed retirement center.

[ ] Under $15,000

{ 1 $15,000 - $20,000

[ 1 $20,000 - $25,000

{ 1 $25,000 - $30,000

[ 1] Over $30,000

As currently envisioned, the Monthly Service Charge would
include the apartment of your choice with all utilities
provided, except telephone; a daily meal served in the
main dining room; a 24-hour emergency response and
building security; scheduled opportunities for
transportation; and social and leisure time activities.
If your Monthly Service Charge included all of the items
listed above, what would you be willing and able to pay
each month:

Under $600

$600 - $650

$650 - $700

]
]
]
1 $700 - $750
]
1

$750 - $800
Over $800

~ ™ ™ ™ ™™ m™m
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EXHIBIT 19 (Continued)

Sound fiscal management requires that the payment plan
include both a partially refundable Entry Fee and a
Monthly Service Charge. Some people prefer to pay a
higher Entry Fee and a lower Monthly Service Charge while
others prefer a lower Entry Fee and a higher Monthly
Service Charge. A typical one bedroom apartment in a
retirement center might have the following alternative
combinations. Please indicate which combinations would be
most suitable for you:

{ 1 A partially refundable Entry Fee between $10,000
and $20,000 could result in a Monthly Service Charge
between $800 and $725.

[ 1 A partially refundable Entry Fee between $20,000
and $30,000 could result in a Monthly Service Charge
between $725 and $650.

[ 1 A partially refundable Entry Fee between $30,000
and $40,000 could result in a Monthly Service Charge
between $650 and $575.

{ 1 A partially refundable Entry Fee between $40,000 and
$60,000 could result in a Monthly Service Charge
between $575 and $425.

[ 1 Could not afford any of these.

The refund policy for the proposed facility is in the
planning stage. The proportion of the Entry Fee which
would be refundable when you leave would also affect the
amount of the Monthly Service Charge. Which of the
following refund policies would be acceptable to you?

[ 1] A NO REFUND policy which would REDUCE the Monthly
Service Charge (as described in Question 45)
by approximately 10%.

{ 1 A FULL REFUND policy which would INCREASE the Monthly
Service Charge (as described in Question 45)
by approximately 10%.

[ 1 A PARTIAL REFUND policy which would help keep the
Monthly Service Charge at the levels described in
Question 45,

{ 1 Other, please specify:
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47, If this retirement living concept appeals\to you as an
alternative to your present living arrangement, when would
you seriously consider a move? ‘

. |
‘ " |

[ 1 I would like to seriously explore the possibility of
moving to St. Catherine's proposed retirement center
now.

[ 1 I might consider living in such a facility in a year
or so. ﬂ :

[ 1] I might be interested, but I would want to wait to
see how others liked it first.

[ 1 I would be interested ONLY if something happened to
me so that I needed the extra help with daily living
activities.

[ ] I would never be interested in such a facility.

If never, why? Please §pecify:

48, If you currently live in your own home, is the sale of
your house critical to your decision and/or readiness to
move into the planned retirement center?

[ ] Yes, the house would have to be sold before a final
decision could be made to move

[ 1] No, the decision to move is not necessarily dependent
upon the sale of my house

[ 1 The house would not be sold even if I decided to
move to the planned retirement center

[ 1 Other, please specify:

Additional Comments:

IF YOU WOULD LIKE TO LEARN MORE ABQWT THE PROJECT AS IT
EVOLVES, PLEASE CHECK THE APPROPRIATE BOX QN IHE ENCLOSED

BETURN POSTCARD AND RETURN IT TO US.

Remember: DO NOT SIGN the questionnaire. Please return the
questionnaire in the postage paid envelope as soon as possible.

THANK YOU FOR YOUR HELP!



EXHIBIT 20

C. Model Used for Calculation
of Effective Demand

According to the 1980 Census, there are 2,971 elderly in
Oshkosh who are 75 years or older. of these, approximately
2,117 elderly live in non-subsidized housing and are not in
nursing homes. (See Appendix for adjustments made to sample and
population base.) As discussed previously, it is assumed that
the most probable immediate users of the proposed congregate
facility will be found in this segment of the population.

From the survey sample, in generai, and the primary focus
group, in particular, estimates can be made about the potential
market for the proposed facility. Given the nonprobabilistic
judgement survey sample used (necessitated by the cautious,
conservative nature of the Oshkosh elderly) it can be assumed
that the sample contains a somewhat higher proportion of
potential users than exists in the total Oshkosh 75 + year old
population.

Only those people wiih an interest in or curiosity about
the proposed facility would respond to the newspaper
advertisement, would sign up at a meeting ¢to ‘receive a
questionnaire, and/or would be a part of a captive audience
such as on the Simeanna waiting list or a current resident

there,
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EXHIBIT 20 (Continued)

Even though an annual income of $10,000 and homeownership
are considered minimum income/asseé thresholds for eligibility
in Carmel Residence, there will be some 1n this group who ‘w111
be unwilling to put the necessary cash 1nto an entry fee‘and
there will be some in lower income levels who have assets

\
beyond the levels disclosed in the questionnaire. Questions

regarding entry fees were eliminated to avoid prejudicing
potential users so tolerance levels are not known. Also there
will be a few elderly in the secondary focus group (65 to T4
years) (see Exhibit 12) who will be ready to move lntojthe

facility in the near future., And, of course, there will‘ be
those who meet all of the income/esset/age qualifications of
the primary focus group and yet will choose an‘ alternacive
facility.

It must be remembered that no matter what segment of:the
sample is analyzed, the majority of respondents who found ‘the
concept of congregate living appealing, (Question #26) would
consider a move to such a facility ONLY IF SOMETHING HAPP;NED
TO ME...(Question #35). The trigger event most likel§ to
precipitate such a need for the total sample and for the

primary focus group would be the following:
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SCREENS USED TO SUBSET MOST PROBABLE USERS

OF PROPOSED RETIREMENT CENTER

N=326

Respondents
65 Years +

(1) High degree of interest in pro
response.
or so.

Age
65 - 7h
N=209
| .
N=179 N=26
Income Income
>$12,500 $15,000
- Secondary -
N=120 Focus Group N=h
fHigh inter igh inter
est level est level
N=18 N=1

These respondents a
See questionnaire in Appen

Age
75+

ighinter

N=56
Cist level)

N=15

dix for exact wording of the question.

N=117
1
(Loms )

N=101 N=12
Income Income
12,500 $15,000

Primary

Focus Group N=3

ject is defined as those who answered Question #47 witha 1, 2, or 3
re interpreted as having serious interest now or interest in a year

(ponui3uo)) 0z 119IHX3

o
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EXHIBIT 20 (Continued)

TOTAL SAMPLE PRIMARY FOCUS GROUP
All respondents 75 + and homeowners
Income >
$10,000
N =170 N=2T N =19
Health problems 62% 82% 100%
Death of a spouse 21% 33% 42%

(Multiple answers possible - See Appendix for all

responses.)

An analysis of Question #35, "If this congregate living
concept appeals to you as an alternative to your present living
arrangement, when would you Seriously consider a move?",
reveals that only a small fraction of those 1interested would
consider a move in the near future.

A summary of the results from the total sample and the

primary focus group are as follows:

¢S5
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TOTAL SAMPLE PRIMARY FOCUS GROUP
m-mmm - 15__+_X_eﬁ£.ﬁ..__h.' T
“ | Inéome >
$10,000
N =170 N=27 N =19
Serious now 6% T7.5% 5%
Might in a
year or so 14% 263 32%
Might, but
wait and see 3% 7.5% 10.5%
Only when & if 53% LYY 4 42%
No response 17% 15% 10.5%
Never —I2 0% )
100% 100% 100%

A potential market exists, but apparently only a fraction
of that market is ready to move immediately.

Unpredictable events, in the form of a growing awareness of
health problems and the heightened recognition of the need for
assistance, hold the key to the long term effective demand for
units in the proposed Carmel Residence.

To make inferences from the sample results to the

population the following calculations are made:
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EXHIBIT 20 (Continued)

OSHKOSH
SAMPLE PQPULATION
Age
2 75 years 54 2,117
Homeowners 31
Homeowners who
responded to
income question 27
Homeowners with
income 2> $10,000 19
Application of 2,117 x 351 = T41
Ratio 19 Primary potential
54 = 35% market for Carmel
Residence

Of the 741 elderly Oshkosh residents who are 75 years or
older, own a home, and have an income > §10,000, and who
constitute the primary potential market for Carmel Residence,
only a fraction will need and/or desire to become a resident at
the proposed facility.

It 1is assumed that over the next five years the proposed
Carmel Residence can expect to capture from 15 percent to 20
percent of the potential elderly market. A five year frame is
used because today!'!s 75 year old will become more and more
vulnerable to the health problems that will trigger the need
for a congregate living facility. The proposed project must be
scaled to meet this very specialized demand.

If 20 percent of the potential market can be captured over

five years, the rate per year would be four percent; if 15
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EXHIBIT 20 (Continued)

percent of the potential market can be captured, the annual
capture rate would be three percent.

Therefore, given the estimated capturé rates and a
potential market of 741 persons, the followinghnumber of units

could be absorbed in the first year:

ANNUAL ABSORPTION RATE FROM

33 43
Units Absorbed

per Year 22 30
This conclusion 1s supported by a review of the survey
results from the primary and secondary focus grups indicate the

following interest in moving into a congregate living facility:

Eﬁﬁﬁéﬁéﬁéﬂﬁ SECONDARY
FOCUS GROUP

N =19 N =24

Serious -~ now N= 1 N= 1

Might - 1 year or so N= 6 N= 3

Might - wait and see N= 2 N= 1

If and when needed N= 8 N = 15

No response N= 2 N= 4

A total of 316 questionnaires were mailed and 170 were

returned; when adjusted to exclude Simeanna residents, the
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EXHIBIT 20 (Continued)

totals are 237 mailed and 130 returned. The 107 of this group
who did not return the questionnaire are considered not
interested in the concept for a multitude of reasons. The 237
potential respondents are considered representative of the
elderly population in Oshkosh who are not in subsidized housing
or in nursing homes.

As previously discussed, by the nature of the sample
selection process, the sample is skewed toward those most
interested in the project. In the primary focus gfoup (N=19)
there are seven people who are inclined to move to the proposed
facility in the near future. When those who are interested but
will wait and see if they like the facility are 1included, the
number 1increases to nine individuals who represent the sample
effective demand for Carmel Residence in the first year. When
those who are serious now or might be in a year are combined
from both age groups, there are 11 who <can be considered
serious candidates for the facility. Based on the sample

results, several estimates of the absorption rate follow:
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EXHIBIT 20 {Continued)

ANNUAL ABSORPTION

MARKET SEGMENT | RATE
Primary Focus Group

Serious and

Might - 1 year N= T 3.0%

Serious, Might -
1 year, and Might

wait and see N= 9 3.8%
Primary & Secondary
Focus Groups

Serious and

Might - 1 year N = 11 4.6%

Thus, the estimated five year capture rate of 15 percent to
20 percent of the potential market is substantiated by the
survey sample results.

The primary market in Oshkosh needs only 22 to 30 units in
Phase I. However, even the conservative estimate of 22 must be
supplemented by the secondary market outside of Oshkqsh which
in the case of Evergreen Manor is 33 percent of their total
occupancy.

Therefore, the consultant recommends that Lutheran Homes of
Oshkosh build no more than 30 units in the first phase of
construction to serve both the primary and secondary markets
identified above. Given an even rate of absorption the first
year, Lutheran Homes of Oshkosh will have to carry one-quarter

of the inventory for almost one year. If 30 units are built in
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6. Final stage was to write wup a series of
gspecifications or profiles on ténants, ﬁroduct
design and components, and a cash flow analysis of
the entire project from the viewpoint of the
developer 8o he could see how much money there was
to make. Then he would know that the city knew the
financial aspects of the #roject. Developefs were
then asked to bid.

B. In the case of Santa Maria, three developers bid and the
city picked Ernest Hahn to build the project. There was
no demolition or site acquisition before the start of

the EMAS. The entire project was done within a four
year period. For the first six months of cqnplete
operation, June 1976 through December 1976, sales were
approximately 15.6 million and is 70X leased. The Mall
did 4.9 million, Sears - 6.9 million, and a 1local
department store - 3.7 million.

Generaljzed Format of Mérchandising Report Summary

Cash flows ultimately depend on sales or rqnéal revenues and
further refinements of the frontdoor-backdoor approaches
depend on establishing an explicit set of assumptions about

the geographical market area, the‘user segment within that

market area, and so on. All you buy in a real estate
investment is a set of assumptions about the qarket.
Therefore, the analyst should provide and identify a

marketing assumption checklist for the reader:
A. Definition of geographic and demégraphic market

1. Primary trade area to be served

2. Profile of prospects by current location, status,
income, etc. in primary carefully segmented area.

3. Secondary trde area to be served

4. Profile of prospects by current location, itatus,
income, etc. in secondary carefully segmented area.

B. Definition of principal competitors

1. Existing supply

2. Prospective supply with timeline advantage

3. Competitive standard package of project features

& o Unique features of successful competitors

S. probable cause of unsuccessful competitors

6. Merchandising appeals of competitors

7. Definition of market penetration and competitive gap
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A good example of modeling market data thgough segmentation
and survey for renovation in a small community is a project
by Gruen Gruen + Associates for Santa Maria, California.
The study was begun in 1972. Project is operating as the
Santa Maria Town Center with retail sales ahead of
forecasts.

A. The Gruen's were able to convince the redevelopment
agency to avoid any physical planning until a detailed
analysis of the demand for alternative services that
could attract people back to the downtown area was done.
This EMAS study (economic market analysis study) flow
chart is in Exhibit 21 and had the following outputs:

1. First, a full analysis of economic data and retail
data was utilized to generate information about the
type of tenancies that could realistically be
expected to penetrate downtown markets.

2. With a lead on tenancies, the Gruen 8 worked with an

architect to provide sketches " of alternative
architectural styles and concepts to show
residence in survey to see what type of treatments
might strike the most positive response. (See

Exhibit 22.)

3. The EMAS should then be able to indicate the kind of
tenancies that could survive downtown, suggest their
doliar sales potential, and indicate at a
preliminary level a design scheme.

4. At the same time, back door financial studies are
done from rents from capital budgets to discover
what would be feasible for the private developer and
what components may need to be subsidized by the
public.

5. Appraisers ugse the EMAS and suggested tenant mix as
the basis for their value estimate in the after
condition.



Reprinted with permission of Dr. Claude Gruen & Nina Gruen of Gruen Gruen + Associates

EXHIBIT 21

Population Farecast l
{Ninc Trade Arcas)

Converted ta Households l

Convertced to Disposable
{ncome for Retall Purchases
£ Services

Potential for Region

A
Clothing Home Durables Food & Services | Other
Furnishing Entertalnment Retail
’ l
Actual Actual Actual! | Actual (8D Acrual Actuatl CB80D
c80 C80 Home [.54] Food & CBo Other Retail
Cothing furnishing | Ourables | Entertainment! Services |

l

B/A = Capture Rate
What can be done to improve
capture rate?

Survey for household opinion
1. Current irritation with downtown
2. Current preferences for transportation
3. Current shopping pattarns and alternatives to cso
&. Design preferences
5. Shopping nix preferences

b

Remedial development Impact on
capture rate

X

farecasted disposable income
by trade srea

€80 sales In selected future
years by categary

<
-

Sales per sq. ft. per category

Supply of rctail and scrvice space
by catcgory

Existing supply which is servicable

k Sq. footage and type of nrw space requircd




Reprinted with permission of Dr. Claude Gruen & Nina Gruen of Gruen Gruen + Associates
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Exhibit 22

Excerpt With Permission From
Economic § Market Analysis Study for Downtown Santa Maria

Prepared for City of Santa Maria Redevelopment Agency
by Gruen Gruen + Associates

Thus, the relationship between survey derived indications of satisfaction

and current expenditure patterns were suff!clently significant to warrant

the use of survey responses to suggest the change in relative preferences

that would be caused by an appropriately developed new shopping aggliomeration

In downtown Santa Marla. However, the rapid deterioration of this relation-
ship with distance suggested that it be used very cautiously in Trade Areas 5
through 9. Therefore, In addition to considering the percentage of respondents
who made no complaints, we also analyzed into the following three categories

all the comments that were made in response to the interview question concerning
the reasons for not shopping in downtown Santa Maria:

i. Complaints about physical def!cienciés of the existing downtown

that we have assumed the redevelopment will alleviate. (Remediable
complaints)

2. Complaints concerning limited selection such as requests for a
department store or more stores. (Remedlable complaints)

3. Complaints about prices, the lack of a supermarket or other contemporar
situations that we do not think the redevelopment programs will
alter. (Irremediable complaints)

Table 10 presents the percentage of respondents making remediable complaints.
These complaints were used in conjunction with the information about the
relationship between the indications of satisfaction discussed above to adjust
the presant indicators of the proportion of expenditures on various items

in downtown Santa Maria (the S variables originally presented in Table 4)

to reflect the increase in consumer preferences for downtown Santa Maria

that would result from the completion of a sales optimizing redevelopment
program. We did not think the evidence warranted using these percentages

of remediable complaints (%RC) directly by adding them to the previcusly
revealed preference percentages (S1970) to get & new percentage (S13975,

1980, 1985). Instead, we adopted the following rules to get the new
estimates of this preference variable:

Trade Areas 1 through & Trade Areas 5 through 9
For
*Clothing % RC x .964 + S1370 Use ¥ RC instead of 51970
For Home
Furnishings % RC x .861 + 51970 Use % RC instead of 51370
For Qther
Retail % RC x 017 + S 13 + S

1370 1970



Exhibit 22 (Continued) 75

Table 10

Percentage of Respondents Making Complaints
About Remediable Features of the Present Downtown
(Complaints About Physical Problems
or Inadequate Selection of Stores and Goods)

2
Trade Area Remedlable Complaints

62.7
53.8
65.8
53.3
19.3
22.2
14.3
20.0
10.2

O 0O~ O E W N~

Source: Gruen Gruen + Associates telephone survey

Computations following these rules permitted us to develop the estimates
of maximum percentage effective preference or penetration presented below
in Table 11. The insertion of these percentages in the sales estimate
generating equations we have been using throughout permits us to make the
forecasts of potential sales summarized in Table 12. The forecast sales
potential of almost $42 million in 1975 would have downtown Santa Maria
capturing 26.4% of the reglion's sales. By 1985 potential sales climb to
almost $58 million in spite of the fact that our model has downtown

Santa Marla's share of the region's sales dropping slightly to 25.4%.

Table 11
Estimated Maximum Effective Preference (S)

or Percentage Penetration Possible
After Appropriate Redevelopment

Trade Area Clothing Home Furnishings Other Retail
1 76.2 74.5 19.9
2 75.3 69.1 10.4
3 76.3 72.2 12.9
4 56.9 53.0 8.6
5 19.3 19.3 2.1
6 22.2 22.2 1.5
7 14.3 14.3 1.6
8 20.0 20.0 2.8
9 10.2 10.2 1.5

Source: Gruen Gruen + Assoclates



Estimated Downtown Santa Maria Future Sales Potentlal
(In Thousands of Dollars)

$ Avallable Potentlal $ $ Avallable Potential $ $ Avallable Potential § 2 of

I:::e In';;glon Sala:g;g NDP Inlgggloq Sal:;aén NDP In ?;g;on Sal:;sgn NDP ::g;ggal Sales
) 21,347 12,520 23,950 14,047 26,764 15,693 58.6
2 9,159 4,940 10,665 5,753 12,369 6,673 53.9
3 15,852 8,916 18,705 10,521 22,956 12,912 56.2
5 6,759 2,806 . 7,949 3,300 9,473 3,933 K1.5
5 19,676 . 2,756 22,963 3,217 26,613 3,728 14.0
6 18,030 2,854 20,878 3,305 24,042 3,806 15.8
7 9,065 942 10,920 1,135 13,106 - 1,362 10.4
8 25,355 3,729 31,043 h,566 38,198 5,618 .7
9 33,589 2,527 42,857 3,224 53,925 h,087 7.5

Total 158,831 §1,990 189,931 49,068 227,447 57,782

Source: Gruen Gruen + Assoclates

(PoNUEIUO]) ZZ 3jqiyx3.
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EXHIBIT .22 (Continued)

Table 30

Proportion of Exnpendiiuras ln Downtonn

% o~
rade ] Home Other
Aren Clotting. Furnisainzs Retall
1 15.9 20.5 18.8
2 22.6 22.3 9.5
3 13.1 15.5 11.8
3 5.7 7.C 7.7
= 5.4 4.5 1.1
) 2.9 ¢.¢ 0.5
7 2.5 1.t 0.6
3 €.6 3.C 1.8
g 2.¢ Cc.8 0.5

Source: Gruen Gruen + Associates taleonone survey

Table 31

Banking, Repair, Beauty Parlor/3arber Shop
and Similar Services Cttainad Downtoun
By Consumers of Differing Inccmes

Zousenhold Income Ganerally Occésionélly
Undar $7,CCC 43.7 22.3
$7,0CC-10,C30 33.3 20.C
§1G,000-15,000 €3.7 12.5
Cver $15,000 6L.5 21.2
Seurce: Gruzn Gruen + Aszsoclates downtown Firvey

(U}

= 4= W N

.

e}
NN O WO W

QW
L)

Seldom

16.¢C

36.7
26.8°

17.3
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Establishment of merchandising strategy logic
1. Competition

- Standard product
. Price and quality
. Competitive edge opportunity

2. Positioning strategy

- Sales themes

. Name and byline

. Site and unit features
- Strong sales points ‘

3. Construction and architecture

- Sales area

- Models

. Entrance and signs

. Project amenities

- Roads and paving

- Site plan

- Construction schedule

Definition of prospect target for subject property

i. Recommendations on site location

2. Recommendations on site linkages and dynamics
3. Recommendations on building types and numbers
4. Recommendations on basic unit features

5. Recommendations on basic unit options

6. Recommendations on level of quality

7. Recommendations on basic price targets

Structuring the feasibility report

Ultimately the budget established for analysis and the
need to communicate the findiﬁgs represent a severe
constraint on the feasibility process. Priorities and
critical assumptions necessary to achieve the desired
outcome must be separated from the great mass of detail
and presented tersely.

i. Format of the report should rely on three elements:

a. An executive summary which tersely identifies
alternative courses of action and
recommendations as to how client can make the
choice.
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b. A basic reference document which includes all
the detail analysis.

c. A collection of reports by contributing
professionals incorporated by reference.

To be terse the executive summary should depedd on:
a. Simple charts of choices of alternative outcomes
b. Simple flow charts

c. Specific criteria used toc measure "liklihﬁod of
success"

Statement of limiting conditions should first begin
with a definition of the word "feasible'": (as per
Inastitute of Appraisal Terminology Handbook), and
then state that it was the purpose of the study to

define the context of the sgsituation and the
parameters within which a solution might be found to
fit the major constraints with a reasonable

liklihood of success. It should carefully point out
that the generalist has made a series of explicit

asgsumptions which may, nevertheless, need
confirmation by more detailed study best done by
specialists. The statement of limiting conditions
should further emphasize the constraints: and

objectives placed on the study by identifying who:

a. Defined the constraints

b. Defined success

C. Provided the data and assumptions

d. Permitted key assumptions to remain untested for
economy or speed

e. Accepted assumptions of conditions of
uncertainty

f. Assembled proforma financtial statements and
projections

g- Executed feasibility confirmation of key

assumptions with aid of specialists
h. Placed limitations on use and confidentiality



FIFTH MODULE

REAL ESTATE INVESTMENT ANALYSIS

Presented By

Professor James A. Graaskamp, Ph.D., CRE, SREA

University of Wisconsin School of Business

FIRST HOUR

STRATEGIC PARAMETERS

Investment planning begins with certain strategic
limitations and objectives of the investor which are
well defined, systematic, and rational, as well as
certain attitudes about the future which represent a
less well defined web of bias controlling selection.
These biases may, nevertheless, be rational
anticipations about social, political, technological,
or historical trends.

There is a hierarchy of real estate investment
strategy screens which are always implicit in investor
attitudes which are better utilized if they are made
explicit as investors debate within their team or in
the silence of their own den as to thrust of their
real estate efforts.

A, Personality, religious persuasion, or logic lie
behind investor attitudes about the future,
particularly perceptions of long-term socio-
economic trends for which forecasting is
impossible and for which contingent events lead to
alternative outcomes for our socilety whose broad,
structural outlines we take for granted.

1. America and the threat of expropriation,
progressive isolation of war.

2. The American response to the energy question.

3. The American response to the resource
conservation question.

4, The American response to demographic shifts
affecting housing, education, size of work
force, community growth, etc.



5. The American response to shorﬁage of capital
in an era when most problems require capital
intensive soclutions.

6. The American response to the dilemma of
incentive for expertise versus income
stability for those without skills.

In approaching real estate investment, the
investor has to make a couple of clear axioms from
which he proceeds to operate:

1. Does portfolio theory and reasonable market
efficiency of the securities market extend to
real estate or does real estate have a great
necessity and opportunity for those willing to
incur the expense of property selection?

2. Is the investor going to be an activist
providing some levels of expertise and
investment product creation or is he a
passivist who will provide only capital.

Given some investor mindset to the above factors
and other anxieties, it is possible to formulate
both broad strategic and selective tactical
criteria. Such criteria should be developed in a
systematic way in a general rank order of
importance suggested as follows:

1. Political exposure

2. Degree of market control

3. Management intensiveness
L

. Financial attributes from which investment
classification can be drawn.

5. Alternative decision points and liquidity
6. Income tax strategy

T. Estate planning and tax implications

The non-financial aspects of a business must be

understood before the numbers make any sense and
before risk can be identified or evaluated. Thus,



the criteria in Section C can be expanded as

follows:

1‘

Political exposure

Land use controls

Price controls (rent control, agricultural
parity, FMR, etc.

Subsidy of effective demand

Controls of supply costs (wages, building
codes, specifications, etc.)

Degree of market control

de

bl
c.
d.

Control of customer (contract, terrain,
creation of tenancy)

Reciprocity

Monopolistic control of supply

Profile of consumer through market
research

Management intensiveness

Development skills for the emerging real
estate enterprise

Operating skills

Fungibility vs. personality (restaurant
formulas vs. culinary)

Mortality of skills

Financial attributes

Trading property

Emerging developemnt or technology
investment

Special situation investments

Cash return investments

Purchasing power preservation through tax
shelter and retail indices

Financial position in terms of any of the
above relative to liquidity, control, and
time line

Alternative decision points and liquidity

a.
b.
C.
d.

Sunk cost of search and acquisition
Investment escape alternatives

Capacity for investment procrastination
Liquidity



Income tax strategy

Regulatory trade-offs

Shift from single conduit to split between
operating profit centers and capital gain
centers

Erosion of general tax subsidy and
substitution of selective national priority
incentive

Estate planning

al
b.
c.
d.

Continuity of management

Liquidity for tax and bequest requirements
Gradual loss of the stepped-up basis
Careful separation of business associations
and family involvements



IT.

REAL ESTATE INVESTMENT ANALYSIS
Presented By

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

SECOND HOUR

FINANCIAL PARAMETERS AND ANALYSIS

The forecasting of future money returns to a present
investment is the ultimate business problem and the
dynamics of these problems explains the actions of
consumer, producer, and the society.

A. An investment in a bond can be defined as toc when it
begins in time, when it is sold, when coupons are
collectible, and total costs and total receipts
under alternative outcomes. Thus, yield is easily
computed and risk depends on whether you can rely on
the promisor.

B. Real estate financial forecasting seldom enjoys
such a rigid set of financial specifications and
therefore seldom enjoys conservative conditions of
certainty. An investment in real estate really
means somebody "bought" a set of assumptions.

1. Risk is the potential variance between
assumptions and realizations between proforma
prospects and the historical balance sheet and
P& L statements.

2. Degree of professionalism is measuréd;
ultimately, by the care with which assumptions
are made and supported by careful research.

C. Basic cash flow analysis depends on four essential
set of assumptions:

1. Schedule of cash outlays (capital costs and
expenses.)

2. Schedule of césh receipts (periodic and
reversions).

3. Net cash flows for each period (negative and
positive).

4, Devices for comparison of alternatives



However, it quickly becomes apparent when
accounting for the dollars "in and out!" that not
all dollars are the same. Some are current
expenses while others represent acquisition of
assets and many are shared with local and
federal government through various tax
processes.

A single period proforma is the first test of
financial parameters.

1.

A given purchase price can be converted to a
necessary rent level in the market (Front Door
Approach, see Exhibit 1).

A given market rent level can be converted to a
Justified capital budget (Back Door Approach,
see Exhibit 2).

While lenders prefer debt cover ratios for back
door approach, equity investors should prefer
risk orienated Default Ratio Approach (Exhibit
3).

Basic elements of proforma can then be expanded over
time to include the following assumptions:

Definition of desired profit centers

Definition of time line over which events will
still take place

.Assumptions on the capital budget and sequence

of source and application of funds.

a. Direct construction or purchase cost
b. Indirect and capitalized carrying cost

Financial plan
a. Credit amounts and terms

b. Equity amounts and terms
c. Holding power
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Figure 8

Loan to Cost Ratio Approach
{Frontdoor Approachj)

A T e e it e Saal e R T

Site Acquisition Cost: $100.000

-~

Indirect Cost and
Development Fees: $180.000

i
t
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80.000 sq. ft. land

32.000 x $30/3q. ft. .

fees, interest, etc.

Cimenste a e

Required Pre-Tax Cash
Distribution Rate: §%

‘1 20 yr. 11%2%
moathiy pay

——
ot # Aae .

Cash Throw Off

Required for Equily: $14.880

-  $141824 ——g—

Debt Secvice {Cash Required
for Mortgage Lender): $126,944
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1

v

Debt cover ratio:

Net Operating income
Debt Service

$141.824 . 1 11 (too low}
$126.944

Default ratio:

Op.Exp. ~ RE.Tax + Debt Serv.
Gross Rent

$80.000 + $32,176 + $126,944_ gq
$2638,421

Net Operating income H
b
|

$2.50 x 32,000 1

1
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EXHIBIT 2

Figure 9

Debt Cover Ratio Approach

(A Backdoor Approach)
Lender’'s Point of View

goTe 7Y Ea g 5 T

Gross Rent Potential: $251,600

27200 sq. ft. GLAx $9.2§

Reai Estate Taxes: $32.000

Cash Replacements: $1.000

Net Operating Income Available

For Debt Payment, Income Tax, Cash Dividends:

$126.000

¥
.;
- 3
+ =

"

[ Dabt Service Cash: $105.000

Cash Available For
Income Tax and Investors:
$21.000

Debt Cover Ratio
Required By Lenders: 1.2

"

Required Pre-Tax Cash
Distribution Rate: 6%

Cash Available for
Debt Service: $105.000

Justitied Cash
Equity investment:
$350.00Q

Existing Clarms or Planned
fmprovement Budget:
$260.000

Land & Indirect Costs

Praoceeds Available for
Propecty Purchase As is:

$890.500

Funds for Construction Budget

¢
{
E
| 3
t
k
:
]

LMM.MMMMJ#M ATIPRLIE ©r X VoAU SRR W) PYPS

$830.500
32.000 sq. ft.

=$27 8Q/sq. ft. justified building budget
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EXHIBIT 3

Batanaind acaes 5 At g

{Another Backdoor Approach)

Flghre 10
Default Ratio Approach

Developer’s Point of View

R 2t 4 M2 Sma ¢

¥ Ty

Gross Rent Potentiai: $251.600

t —- Default Ratio = .1$

-

Risk Variables And
Equity Cash: $37.740

Risk Resarve: 0

-

Cash Avaifable
For Investors: $25,160

Cash Avaiiable for
Debt Service: $100.860

Required Pre-Tax Cash
Distribution Rate: 6%

Justitied Cash
Equity Investments: $419.333

—— $1.207.499

.3

e

Justified Mortgage

Loan: $788.166

{

Totat Justified Investment

Existing Claims or Planned
Improvement Budget: $280.000

Proceeds Available for
Property Purchase “As is’: $927.500

LS PO,

$37/sq. ft. of gross area for justified building budget
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Land & Indirect Costs

Availabie for
Construction Budget
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Profits classified as to type and tax

a. Cash from operations

b. Cash from capital gains

¢. Cash surplus from financing

d. Cash from tax savings on other income

Selected measures of profitability

a. Definition of investment

b. Definition of profit

c. Selected ratios of profit to investment
Selected measures of risk

a. Payback periods

b. Capacity for variance
c. Variance controls

For a rental investment property, the general
format for determining after-tax cash flows for
each period or year would generally be as follows:

PART I. ANNUAL (PERIODIC) RETURNS TO INVESTORS

1.

2.

Estimate potential gross cash income; Cash
income from space sales

Deductions from potential gross

a. Normal vacancy

b. Seasonal income loss

c. Collection losses

d. Franchise fees, deposits returned, etc.

Add "other®™ income from service sales
Derive effecfive gross_incoume

Deduct operafing expenses (on expected cash
outlay without accrual reserves)

a. Fixed expenses

b. Variable expenses

c. Repairs and maintenance
d. Replacements

10



8.
9.
10.
11.
12.

13.
14.
15.

16.
17.

1

Derive pef operating income (NOI)

Deduct annual debt service

a. Contract interest

b. Supplementary variable interest

¢c. Principal amortization

Derive gash_throw-off

Add back principal paymenis and replacements
Deduct Lax_depreciation_allowance

Derive taxable lincome

Determine marginal income tax on real estate
income

Deduct income tax from cash throw-off (H)
Derive after-tax_cash flow

Add tax_savings on _other income (if K is
negative)

Add surplus from refinancing

Derive spendable after-tax cash

PART II. RESALE (REVERSION) RETURNS TO INVESTOR

1.
2.

3.

Estimated resale price (end of period)

Deduct broker's commission and other
Eransaction costs

Derive effective gross proceeds from sale



4, Deduct all credit claims outstanding (end
of period)

a. Short and long term note balances due
b. Prepayment penalties
¢c. Deduct equity shares to non-owner interest

5. Derive pre-tax reversion to equity
6. Deduct tax claims on ownership interest

a. Deduct capital gains tax

b. Deduct income tax on disallowed accelerated
depreciation

c. Deduct surtax on taxable preferential
income

T. Derive after-tax resale proceeds to investor
(See Exhibit 4)

Financial risk is the variance between proforma
budgets and historical accounting of results.

Since loss of assets or of income expectations from
static perils can be minimized by means of
insurance devices for prediction and leveling of
shock losses, financial risk management then
becomes a matter of shaping incentives to reduce
dynamic risks and provide a cushion or tolerance
for surprise in the financial parameters of the
enterprise.

The first level of risk analysis are gross
statements of the maximum potential loss and the
cushion for partial losses.

1. The loan to value ratio is an inexact measure
of the maximum potential loss to the lender to
a presumed salvage value of an asset. One
minus the LTV plus the amount of personal
guarantee is the measure of the borrower's
maximum potential loss.

2. Financial judgment expects that the maximum
potential loss would be only a fraction of net
worth of either party.
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EXHIBIT 4

PRO FORMNAG

INVESTHENT ANALYSIS OF

FOR

DEMO.PROBLEH

REPORT SECTION NUNBER 1 PAGE 1
GROSS RENT $ 74348. * RATE OF GROWTH OF GROSS RENT 0.0000
EXPENSES $ 4738. + RATE OF GRONTH OF EXPENSES 0.0000
R E TAXES 4 58648. =+ RATE OF GROUTH OF R E TAXES 0.0000
INCOME TAX RATE  0.35000 PROJECT VALUE GRONTH OF 5.0000
VACANCY RATE 0.0488 UORKING CAPITAL LOAN RATE 0.1200
EQUITY DISCOUNT  0.0970 EXTRAGRDINARY EXPENSES $ 9.
RESALE COST 0.0630 REINVESTHENT RATE 0.0700
WKG CAPITAL RS ¢ 0. CAPITAL RESER INTEREST RATE  0.0000

INITIAL COST $& 429674, INITIAL EQUITY REQUIRED ¢ 107419,

ALL ‘%7 VALUES ARE AVERAGE ANOUNTS FOR HOLDING PERIGD. OF 35 YRS.

REPORT SECTION N UMBEK 2 PAGE 1

Ittt sttt

CONPONENT SUMNKARY

TITLE PCT. BEGIN USEFUL BDEPR
DEPR USE  LIFE HKETHOD casT SCH
LAND 0.00 1 0. 0 $ 87304. 0
IHPROVEMENTS 0.90 33. 4 $  342370. 0

MORTGAGE SUMNKARY

TITLE INTR BEGIN END TERM GRIG PCT
RATE VYR. YR. BALC  VALUE

FIRQT KNRTRAGF 0_0947 1 27 27 < ITIISA O 78N



PRO FORNA

THVESTHENT ANALYSIS OF

FOR

DENO.PROBLEH

REPORT SECTION NUMKBER

IR SN S SN S IR S S ST S SCS TSRSz SSZSzZSSzs===z=z=====

CASH FLOUW ANALYSIS

O 03 O U N -

ol b s — - h s -
AW N 2NN —-O

Z2===TITTTITIT=S 1979
GROSS RENT 74368.
LESS VACANCY 3114,
LESS REAL ESTATE TAXES 5868.
LESS EXPENSES 4738.
MNET INCOHE 58448.
LESS DEPRECIATION . 15862,
LESS INTEREST 3090Q3.
TAXABLE INCOHE 12183.
PLUS DEPRECIATION 15362,
LESS PRINCIPAL PAYHENTS 2434,
CASH THROW-OFF 25111,
LESS TAXES 6091,
LESS RESERVES AT 730.000 730.
CASH FROM OPERATIONS 18290.
UORKING CAPITAL LOAN(CUM R) 0.
DISTRIBUTABLE CASH AFR TAX 18290.
TAX SAVING ON OTHER INCOHE Q.

SPENTIABLE CASH AFTER TAXES 18290.

1980
74348.
J114,
5848.
4738.
38648.
14855.
30638.
13155.
14835.
2899.
2511,
6578.
?30.
17803.
0.
17803.
0.
17803.

1981
74368.
114,
5868.
4738.
58648.
14180.
30346.
14122,
14180.
3191,
25111,
7061,
730.
17320.
0.
17320.
0.
17320.

FAGE 1

1982
74348.
3114,
3368.
4738.
586448.
13535.
30025.
15088.
13535,
3512,
25111,
7544,
730.
16837,
2.
16337,
0.
16337.

"t



REPOGRT SECTION NnYyH#BER 1 FAGE 1

CASH FLOW ANALYSIS
zZ=====z==z========== 1979 1960 1981 1932
HARKET VALUE

19 BY HETHOD - 5 - AT 0.92000 429474, 429674, A42F674. 429674,
20 LES3 RESALE CO0ST 27929. 27929. 27929, 27929.
21 LESS LOAN BALANCES 319621, 314722, 313531, 310019,
22 PLUS CUM. CASH RESERVYES 730, 1340. 2190. 29290,
23 B/4 TAX NET UORTH 82854. 86483. 90404, 944454,
24 CAFPITAL GAIN {(IF SOLD) -18591. -92354, 83. g421.
25 CAPITAL BAINS TaX -3718. -1851. 17, 1334.
26 TAX PREFERENCE TaX 0. 0. 0. Q.
27 INCOME TAX ON EXCESS DEF 3112, 5871, 8292. 10391,
28 TOTAL TAX ON SALE 1253. 4944, 8309. 12275,
29 AFTER TAX NET UORTH 81601. B1337. 32093. 82370.
RKEFOKT SECTION NURNEBER S FAGE 1
YEAR OF ANALYSIS

o= ss==s========z=== 1979 ]980 1781 1982
BEFORE TAX RATIO ANALYSIS

30 RETURN ON NET UORTH Br4 TaX 0.0051 0.3449 0.3357 0.3247
31 CHANGE IN NET UORTH B/4 TAX -2435635. 35629, 3921, 4242.
32 CASH RTN ON ORIG CASH tQUIY 0.2338 0.2338 0.2338 0.2338
33 FERCENT ORIG EQUITY PAYEACK 0.1703 0.3340 0.4972 0.6349
34 PRESENT VALUE OF PROJECT 420578, 437887. 453529, 4467748.



REPORT SECTION

YEAR OF ANALYSIS

=S =2 SRoS=IITSTI=C=

AFTER TAX RATID ANALYSIS

S SEESISSSISETSIST=CSSES=N

35
36
37
38
39

40
A
42

RETURN ON NEU UORTH AFT TAX
CHANGE IN NET WORTH AFT TAX
CASH RTN ON ORIG CASH EQUIY
PERCENT ORIG EQUITY PAYBACK
PRESENT VALUE OF PROJECT

NET INCONE-MARKET VALUE RTO
LENDER BONUS INTEREST RATE
DEFAULT RATIO

REPORT SECTION

_— -
===

MODIFIED INTERNAL RATE OF RETURN

R R RSN S S S R T I T S S S T T S S ST eSS S=SS=Sss=sS=S=T=====

P T T T T
2 -+ 42 2 2 2 P 2t 2t 2 >+ - 2 + 2 F 2 2 ]

RETURN ANALYSIS WITHOUT SALE

SRS ZoREI=ZS=SZ==zoSSsSI======

At
44
45

CUM. AFT TAX SPENDABLE CASH
MOD. I.R.R. ON ORIG EQUITY
MOD. I.R.R. ON CUM. EQUITY

RETURN ANALYSIS UITH SALE

——— > == - - -
ST ESsS=SS=S=EZ==zSII==S=xT===

CuM. CASH LESS ORIG EQUITY
CUK. CASH LESS CUM. EQUITY
0D I.R.K. ON ORIG EQUITY
M0D I.R.R. ON CUM. EQUITY

NUH®BER &
1979 1980
-0.0701  0.2174
-25818. -43.
0.1703  0.1457
0.1703  0.3340
413317, 42148S.
0.1365  0.1365
0.0000  0.0000
0.5936 0.5936
NUHNBER 7
1979 1980
ANALYSIS
18290.  37373.
-0.8297 -0.4102
-0.8297 -0.4102
-7528. 11492,
-7528. 11492,
-0.0701  0.0521
-0.0701  0.0521

1981

0.2193
338.
0.1412
0.4972
429041,

0.13465
0.0000
0.5936

1981

57309.
-0.1889
-0.1889

31985.
319835,
0.0908
0.0908

PAGE 1

1982

0.2084
276.
0.1567
0.6540
435342,

0.1365
0.0000
0.5934

PAGE 1

1982

78158,
-0.0764
'0.Q764

53110.
53110,
0.1057
0.1057



REPORT SECTION

ANALYSIS YEAR IS 2 = 1980

DEFAULT RATE - NEEDED - 0.8300
DEFAULT RATE - ACTUAL - 0.7979
DIFFER -~ 0.¢321

TO CHANGE THE DEFAULT RATE .0t
CHANGE ANY ONE OF THE FOLLGUING

CASH OUTLAYS 1979
REAL ESTATE TAXES BY 0.0917
TOTAL EXPENSES BY  0.1135
FIXED EXPENSES BY 0.1135
VARIABLE EXPENSES BY  0.0000

TOTAL INTEREST PMTS. BY 0.018t
TOTAL PRINCIPAL PNTS. BY 0.2119
WORKING CAPITAL LOAN  BY  0.0000

GROSS INCOHE BY -0.0080
FIXED INCOME BY -0.0080
VARIABLE INCONE BY  0.0000
COMPONENTS

=z===z=s=== 1979
INITIAL INVESTMENT BY 0.0%917
LAND BY 0.4452
IMPROVEMENTS BY 0.1033

ENTREPRENEURIAL SKIL  BY -0.9866

HORTGAGES
==Z=a==== 1979

FIRIT HORTGAGE BY  0.0146

0.8300
0.7979
0.0321

1980

0.0917
0.1135
0.1135
0.0000
0.0182
0.1926
0.0000
-0.0080
-0.0080
0.0000

1980

0.0917

0.4452
0.1033
-0.9846

1980

0.0166

0.8300
0.7979
0.0321

1981

0.0917
0.1135
0.1135
0.0000
0.0184
0.17230
0.0000
-0.0080
-0.0080
0.0000

1981

0.0917

0.4452
0.1033
-0.9846

1981

0.0166

0.8300
0.7979
0.0321

1982

0.0917
0.1135
0.1135
0.00090
0.0184
0.1590
0.0000
-0.00890
-0.0080
0.9000

1982

0.0917

0.4452
0.1033
-0.98446

1982

0.0166



KEFDBDRT

SECTION

ANALYSIS YEAR IS 2 =

TO CHANGE CASH RETURN REFORE TAXES EY

1980

CHANGE ANY ONE OF THE FOLLOWING

CASH OQUTLAYS

REAL ESTATE TAXES
TOTAL EXPENSES

FIXED EXPENSES
VARIABLE EXPENSES
TOTAL INTEREST PHTS.
TGTAL PRINCIPAL PNTS.
HORKING CAPITAL LOAN
GROSS INCOME

FIXED INCOMHE

VARIABLE INCOME

COHPONENTS

——— e o e - - ——
=S====S=====

INITIAL INVESTHENT

LAND
IAPROVEMENTS
ENTREPRENEURIAL SKIL

#ORTGAGES

FIRST MOKTGAGE

BY
BY
BY
BY
BY
BY
BY
BY
By
BY

BY

BY
BY
BY

BY

1979

0.0415
0.0514
0.0514
0.0000
0.0082
0.0960
0.0000
0.0045
0.0045
0.0000

1979

0.0415

0.2015
0.04648

-0.4446

1979

0.0075

1980

0.0415
0.0314
0.0514
0.0000
0.0082
0.0872
0.0000
0.0045
0.0045
0.0000

1980

0.0415

0.2013
0.0448
-0.4444

1980

0.0075

1000.

1981

0.0415
0.0314
0.0514
0.0000
0.0083
0.0792
0.0000
0.0045
0.0045
0.0000

1981
0.0415
0.2015

0.0468
-0.4458¢6

1982

0.0415
0.0514
0.0514
0.0000
0.0084
0.072

2.0000
0.0045
0.0045
9.000Q0

1982

0.0415

0.2015
0.0468
-0.4466

1982

0.0075

/8



Conventional wisdom of the lender is that the
pain of loss for the equity position will be
sufficient to generate payment in almost all
events or that the guarantees will be adequate
to reduce minimum loss to zero.

Net income ratio:

_________________ Nef ipcome _ ——
Purchase price + additional cost - Overall rate
or cap rate should reveal danger of reversed
leverage

5. The fallacy of such first level, over-
simplified regulatory ratios is that
value is the same as cash, that paper capital
is as significant as cash available f£o meet
the monthly payment, and that investor
incentives are found solely or primarily
below the net income level.

Second level ratios begin to analyze and
measure the relationship of specific
assumptions one to another and in a way which
provides relative measures of incentive,
importance, and contribution to financial
insecurity.

1. Construction loan to marginal cash cost of
the borrower is such a balance sheet test
ratio. The increment in risk of maximum
loss for the borrower is the increase in
his maximum potential loss as a result of
financing the project.

2. Debt cover ratio:

Net operating ipcome
Debt service

3. Default ratio:

Operating expenses + real estate taxes + short

ferm debt + interest + pripcipal payments ____
Gross rent



Payback ratio:

__Cumulative spendable cash____
Original budget - original debt
+ amount of personal guarantees

Spendable cash = distributable cash from
operations + refinancing surplus + tax
savings to other income + cash profits for
services rendered.

All of these second level ratios assume a
revenue stream called effective gross rent
Wwill simply be reallocated by the naturai
heirarchy of the income statement. That
premise involves the major assumption of
any enterprise, i.e., there are an adequate
number of customers who prefer and who can
afford the enterprise product.

Third level risk ratios are those which link
the space-time product to the money-time
reflections in balance sheets and P & L ‘
statements. These ratios require some primary
research.

1.

Building efficiency ratio:

Gross _leasable area ____Usable area ___

Gross buildng area or Gross leasable area

or

Gross_leasable area Rentable area
Total site area or Usable area

or

Building surface area
Gross leasable area



Vacancy ratio:

Space unit x # of units x rental payment

periods per year x turnover rate x rental

—e—payments lost X rent ________

# of units x # of payments x rent per
period = (gross rent)

1-bedroom apartments x 20 x 50% turnover
x 1 month lost x $200/mo.

20 x 50%_x_1_x_200
20 x 12 x 200

_2000 = _1 = 4.2%
48000 24

Absorption rate:

Units sold or leased per period
Total supply of units available
for sale or lease

Capture rate:

Units in specific project
89ld or leased per period
Total competitive units

sold or leased per period

Sensitivity models or tables permit
measurement of a change in one variable as
compared to all other variables to establish
the parameters of tolerance or to identify
the most useful areas for further
modification of the financial structure,

A signitricant weakness of second level ratios
is the fact that they do not deal with time
or the opportunity costs of money for
comparison of investments with alternative
patterns of cash outlays and receipts.

Third level ratios modify comparisons for the
influence of time, between one period and anocther
or for cumulative periods of time. Prospective
rates of return compare one time period with
another while retrospective rates are concerned



with cumulative results. Probability models
display the frequency distribution over time of
alternative outcomes when certain variables are
permitted to vary according to some pattern and
parameter,

Prospective rates

1.

Return on net worth before tax:

Cash_throw-off + change in_peft_worth
Net worth at end of previous period

Return on net worth after tax:
Spendable cash + (change in net worth -
change _in taxes on sale or fransfer) __
Net worth at end of previous period -
taxes on sale or transfer

Cash on cash before taxes:

Total cash budget less original debt
Cash on cash after tax:

Distributable cash + tax savings to other income
Total cash budget less original dpbt

Retrospective rates

5.

Internal rate of return is that rate which
makes the net present value difference
between the present value of outlays and the
present value of receipts equal to zero.

The modified internal rate of return
(weighted average portfolio return) is the
internal rate of return which makes the net
present value difference of the outlays
discounted at the opportunity cost of money
and the cumulative receipts compounded at
the reinvestment rate equal to zero. (The
only difference between MIRR and the
financial management rate of return FMRR is
that the latter uses an average cost of

;ﬂf



capital rather than recognizing short-term
financing of deficit operations.)

7. Profitability index:

Net present value of return
Total cost of acquisition

8. Net cumulative cash after taxes less original
investment with and without resale proceeds
after taxes on sale or transter.

Sensitivity analysis involves fine tuning of
controllable variables and testing of tolerance
of project for variance or surprise. There are
many computer systems which permit testing of
physical plan (Exhibit 5) or tax and finance
implications (Exhibit 6).

New attempts to create real estate indexes of
performance by property type over time are now
experimental.

1. Problems in accounting standardization.

2. Problems in accounting/appraisal interface.

3. Problems in appraisal standard practice.



EXHIBIT 5
INPUT DATA LISTING

BUILGING ID 1
DATE 3 11 79

TITLES
TITLES SHOPPING CENTER CASE STUBY

S@ FT IN TRACT 255698.00

RUN NO. 1
CONSTRUCTION-SHELL 0. S@ FT AT ¢ 0.
CONSTRUCTION-INTERIOR 0. S8 FT AT $ 0.
TOTAL BUILDING COST 60242, S FT AT $ 19.49

GRADE PARKING 654 .3350F7 275.00SPACES @ ¢ 0.50

STRUCT. PKING 0. SOrFT 0. SPACES 2 ¢ O.

LANDSCAPING 0.

FF AND E 0.

RESTAURANT 74538.00

FEES

ARCHITECTURE 0.

ENGINEERING Q.

LOAN FEES 20000.900

CLOSING COSTS 0.

TAXES AND INS 0.

OPTIONAL TITLE OFTIONAL EXPENSES

LEASING FEES 10440.00
CONSTRUCTION INTERIHM RATE 10.0060 PCY
CONSTRUCTION PERIOB 8 HONTHS
LAND INTERIM RATE IS 0. PCT

255698.00 SQUARE FEET AT $ 1.30
INTERIH RATE 0. PCT FOR 0.  MONTHS
COST PER MONTH 0. FOR 0. HONTHS

OTHER LAND COSTS 0.

"™ -



CONSTRUCTION COST ESTIHATE

SHOPPING CENTER CASE STUDY

BATE: 3/t1/ 79

BLDG: 1
RUN ¢ 1
CONSTRUCTION COSTS BOLLARS
TOTAL BUILDING COST 60242, S8 FT AT ¢ 19.49 $ 1186145,
GRADE PARKING 275. SPACES AT ¢ 327. 20001.
~ RESTAURANT 74538.
SUBTOTAL CONSTRUCTION 1350704,
LOAN ORIGINATIDON FEES AT 1.5 PCT 20000.
LEASING FEES ] AT 0.8 PCT 10640.
CUMULATIVE SUBTOTAL 1381344,

INTERIN INTEREST-CONSTRUCTION

$ 1381344, AT 10.0 PCT FOR 8 HONTHS COMPOUNDED 52820.
TOTAL CONSTRUCTION COSTS 1434154,

LAND COSTS
235498. SQ FT AT ¢ 1.30 332407,

INTERIM INTEREST-LAND

TOTAL LAND COST 332407.

TOTAL LAND AND CONSTRUCTIOMN COST 1764371,



PRO FORMA CASH FLOW TABLE

SHQFPING CENTER CASE STUDY

FIXED PARAHETERS

SITE

BUILDING
EFFICIENCY:

LOAN
LOAN
EQUIT
FINAN
OTR I

RATIO:
Y

CING :
NCOME:

EXPENSES @

RENTA
ANNUAL

$

$

RENTA
ANNUAL

L KATES
$/58 FT

3.25

3.50

3.67

3.75

4.00

L RATES
$/5Q FT

PAGE
255698. SGUARE FEET DATE
60242, SQUARE FEET BLDG

100.00 PCT( 40242. 5@ FT)

75.00 PCT OF $ 1744571.

$ 1324929,

$ 441643,

27. YEARS 9.425 PCT

$ 0. ANNUALLY RUN

$ 0.77 PER SQ f7

ANNUAL CASH FLOUS

3.00 PCT

J441.

20250.

30184.

34859,

49467.

VACANCY ALLOUANCE

3.77 FCT 4.00 PCT 5.

4134. 3683.
18626. 18142,
28482. 27973.

33119, 32600.

47612, 7038.

BREAKEVEN RENTAL RATES

3.00 PCT

-—— - ———

VACANCY ALLOUWANCE

.77 FCT 4.00 PCT S.

I.18 3.19

1 OF

3-11-

00 PCT

1726.
16033.
25762,
30341,

44648,

00 PCT

- —————

12

79

28081,

42238.

2t



FRO FDRMA CASH FLOU TAERLE

SHOPPING CENTER CASE STUDY

FIXED PARANETERS

SITE :
BUILDING =
EFFICIENCY:
LOAN RATIO:
LOAN s
EQUITY :
FINANCING :
VACANCY :
OTR INCOME:

RENTAL RATES
ANNUAL $/5@ FT

$ 3.25
$ 3.50
$ 3.47
$ 3.75
$ 4.00

RENTAL RATES
ANNUAL $/S5Q FT

2

10
?
$
$
2

$

255498, SQUARE FEET

60242, SQUARE FEET
0.00 PCT( 40242. 5Q FT)
5.00 PCT OF & 1764571,
1324929.
441443,
7. YEARS 9.62% PCT
3.77 PCT OF LEASEABLE
0. ANNUALLY

ANNUAL CASH FLOUWS

PAGE

BATE
BLDG

RUN

2 0F

J-11-

ANNUAL EXPENSE RATES FER SQ FT

8351. 4134, 232

22843. 18626. 16819,

32698, 28482. 26674,

37336. 33119, 31312

51829. 47612, 4580S.

BREAKEVEN RENTAL RATES

ANNUAL EXPENSE RATES

3.1 3.18 3.

3.31

12

79

- ——— s s - -l

—— -



PRO FORMA CASH FLOW TABLE

SHOPPING CENTER CASE STUDY

FIXED PARAMETERS PAGE 3 OF 12
SITE E 255698. SQUARE FEET DATE  3-11- 79
BUILDING : 60242. SQUARE FEET BLIG 1
EFFICIENCY: 100.00 PCT( 60242. 50 FT)

LOAN RATIO: 73.00 PCT OF $¢ 1746571,

LOAN : § 1324929,

EQUITY : $ 441443,

VACANCY ¢ 3.77 PCT OF LEASEABLE

OTR INCOME: $ 0. ANNUALLY RUN 1
EXPENSES @ $ 0.77 PER S@ FT

ANNUAL CASH FLOUS

FINANCING PARAMETERS

27. YEARS 27. YEARS 27. YEARS 30. YEARS 25. YEARS
9.62 PCT  9.75 PCT 10.00 PCT 10.25 PCT  9.50 PCTY

RENTAL RATES
ANNUAL $/5G FT

$ 3.25 4134. 2714. -133. -453. 3109.
$ 3.50 18424. 17208. 14358.  14039. 17601.
$ 3.67 28482, 27063. 24213. 23894. 27456.
$ 3.75 33119, 31701, 288351. 28532. 32094.
$ 4.00 47612. 46194, 43343. 43025. 446587.

BREAKEVEN RENTAL RATES
FINANCING PARANETERS

27. YEARS 27. YEARS 27. YEARS 30. YEARS 25. YEARS
9.62 PCT  9.75 PCT 10.00 PCT 10.25 PCT  9.50 FCT

RENTAL RATES
ANNUAL $/SQ FT

3.18 3.20 3.25 3.26 3.20



FRO FORHA CASH FLOW TABLE

SHOFPING CENTER CASE STUDY

FIXED PARAMETERS FAGE" 4 QF 12
SITE : 255698. SQUARE FEET BATE  3-11- 29
BUILDING : 60242, SQUARE FEET ELDG 1
LOAN RATIO:  75.00 PCT OF § 1744571,

LOAN : $ 1324929,

EQUITY T 0§ 441443,

FINANCING : 27. YEARS 9.625 PCT

VACANCY @ 3.77 PCT OF LEASEABLE

OTK INCOMNE: $ 0. ANHUALLY RUN 1
EXPENSES : § 0.77 PER SO FT

ANNUAL CASH FLOWNS

BUILDING EFFICIENCY (FCT OF GROSS)

99.60 PCT100.00 PCT102.92 PCT106.24 FCT109.96 FCT
LOAN TO COST RATIO

70.00 PCT 72.09 PCT 75.00 PCT 73.00 PCT 80.00 FCT

-t - - ——— - = - —— —_———— - ———

RENTAL RATES
ANNUAL $/5Q FT

$ 3.35 177208. 12993. 3563. 4134, 8278.
$ 3.530 33584, 28390. 17998. 18526, 23194,
$ 3.67 44383, 38840. 27813. 28482, 33336.
$ 3.75 49444, 43787. 32432, 33119. 38109.
$ 4.00 ’ 63342, 59184, 46867. 47612, 53025.

BREAKEVEN RENTAL RATES
BUILDING EFFICIENCY (FCT OF GROSS)

99.60 PCT100.00 PCT102.92 PCT106.24 PCT109.546 FCT
LOAN TO COST RATIO

70.00 PCT 72.00 PCT 75.00 PCT.78.00 FCT 80.0Q FCT

RENTAL RATES
ANNUAL $/5Q FT

2.97 3.04 3.9 3. 18 3.1

56



FRO FORAA CASH FLOW TABLE

SHOPPING CENTER CASE STUDY

FIXED PAKAMETERS PAGE I OF
SITE H 255698. SQUARE FEET BATE  3-11-
BUILDING : 60242, SQUARE FEET BLIG
EFFICIENCY: 100.00 PCT( 40242, SQ@ FT)

FINANCING : 7. YEARS 9.623 PCT

VACARCY : 3.77 PCT OF LEASEABLE

OTR INCOHE: $ 0. ANNUALLY RUN 1
EXFENSES @ $ 0.77 FER SQ FT

ANNUAL CASH FLOUS

LOAN TO COST RATIO

70.00 PCT 72.00 PCT 75.00 PCT 78.00 PCT

RENTAL RATES
ANNUAL $/5Q@ FT

$ 3.25 13326. 9649. 4134, -1382.
) 3.30 27819. 24142, 18426. 13111,
$ 3.57 37674, 33997. - 28482, 22966.
$ 3.75 42312, 38635. 33119, 27604,
s 4.00 56804, 53127, 47612, 42094.

BREAKEVEN RENTAL RATES
LOAN TQ COST RATIO

70.00 PCT 72,00 FCT 75.00 PCT 78.00 PCT

_———— - — - ———— - - B — ——— - —

RENTAL RATES
ANNUAL $/5Q@ FT

3.02 3.08 .18 3.27

80.00 PCT

§0.00 PCT

3.34



PRO FORHA CASH FLOU TABLE

SHOPPING CENTER CASE STUDY

FIXED PARAMETERS PAGE 6 OF 12
SITE : 255698. SQUARE FEET DATE  3-1t- 79
BUILDING : 60242, SQUARE FEET BLDG 1

EFFICIENCY: 100.00 PCTC( 40242. 58 FT)
LOAN RATIO: 73.00 PCT OF § 1744571,

LOAN : $ 1324929,

EQUITY : $ 441643,

REVENUE : $ 3J.67 PER SQ FT

O0TR INCOHME: $ 0. ANNUALLY RUN 1
EXPENSES $ 0.77 PER 5@ FT

ANNUAL CASH FLOUS

FINANCING PARAMETERS

27. YEARS 27. YEARS 27. YEARS 30. YEARS 25. YEARS
9.62 PCT  9.75 PCT 10.00 PCT 10.25 PCT  9.50 PCT

VACANCY RATES

3.00 PCT 30184. 28766. 25915. 25397. 29159.
3.77 PCT 28482. 27043. 24213, 23894. 27456.
4.00 PCT 27973. 26535, 23704. 23384. 246948.
5.00 PCT 257642. 24344, 21494, 21175, 24737.
.00 PCT 23551, 22133. 19283. 18764. 22526.

BREAKEVEN RENTAL RATES
FINANCING PARAMETERS

27. YEARS 27. YEARS 27. YEAKS 30. YEARS 25. YEARS
9.62 PCT  9.75 PCT 10.00 PCT 10.25 PCT  9.30 PCT

- - — - - - ——— - -—— - —— - ——— - -

VACANCY RATES

3.00 FCT 3.13 3.18 3.23 3.23 3.17
3.77 PCT 3.18 3.20 3.25 3.26 3.20
4.00 PCT 3.9 3.21 3.26 3.27 3.20
5.00 PCT J.22 J.24 3.29 3.30 3.24

5.00 PCT 3.25 3.29 3.33 3.34 3.27



PRO FORMA CASH FLOW TABLE

SHOPPING CENTER CASE STUDY

FIXED PARAMETERS PAGE 7 OF 12
SITE 255698. SQUARE FEET DATE  3-11- 7%
BUILDING 60242. SQUARE FEET BLDG 1
EFFICIENCY: 100.00 PCT(- 40242, SQ FT)

LOAN RATIO: 75.00 PCT OF ¢ 1764571,
LOAN 1324929.

EQUITY 4414643,

REVENUE 3.47 PER S@ FT
VACANCY J.77 PCT OF LEASEABLE

OTR INCONE:

EXPENSE RATES
ANNUAL $/5Q FT

$

$

EXPENSE RATES
ANNUAL $/5@ FT

$

$

.70
0.77
0.80
0.90

1.00

0.90

1.00

0. ANNUALLY RUN 1

ANNUAL CASH FLOUS

FINANCING PARANETERS

27. YEARS 27. YEARS 27. YEARS 30. YEARS 25. YEARS
9.62 PCT  9.75 PCT 10.00 PCT 10.25 PCT  9.50 PCT

32498. 31289. 28430. 28111, 31673.
28482. 27063. 24213. 23894. 27456.
28474, 232356. 22404. 22087. 25649,

'206450. 19232, 14381. 18063, 19625.

14526, 13208. 10357. 10039. 13401 .

BREAKEVEN RENTAL RATES
FINANCING PARAMETERS

27. YEARS 27. YEARS 27. YEARS 30. YEARS 25. YEARS
?.62 PCT  9.75 PCT 10.00 PCT 10.25 PCT  9.50 PCT

-t ——— - - ————————

3.1t 3.13 3.18 _3.19 3.12
3.18 3.20 3.25 3.26 3.20
J.21 3.23 3.28 3.29 3.23
J.31 3.34 3.39 3.39 3.33

3.42 J.44 J.49 3.50 J.44



“RO FGRMA CASH FLOW TABLE

SHOFPING CENTER CASE STUnY

FIXED PARAHETERS FAGE g oF 12
SITE :  255698. SHUARE FEET DATE  3-11- 79
BUILDING : 60242, SQUARE FEET BLOG 1
LOAN RATIO:  75.00 PCT QF $ 17646571,

LOAN : 8 1324929,

EQUITY T8 441443,

FINANCING :  27. YEARS 9.625 FCT

REVENUE = ¢ 3J.67 PER S@ FT

VACANCY @ 3.77 PCT OF LEASEABLE

OTR INCOKE: ¢ 0. ANNUALLY RUN 1

ANNUAL CASH FLOWS

BUILDING EFFICIENCY (PCT OF GROSS)

99.60 PCT100.00 PCT102.92 PCT106.24 PCT109.56 FCT
LOAN TO COST RATIO

70.00 PCT 72.00 PCT 75.90 FCT 783.00 PCT 80.00 FCT

EXPENSE RATES
ANNUAL $/S5@ FT

$ 0.70 49003. 433490. 32013. 32698. 37674,
$ 0.77 44383. 38860. \ 27813. 2B482. 33336.
$ 0.80 42403. 35940, 26013. 26674, 3i476.
$ 0.90 35803. 30540, 120013, 290650. 25276.
$ 1.00 29203. 241490, 14013, 14626, 19076.

BREAKEVEN RENTAL RATES
BUILDING EFFICIENCY (PCT OF GROSS)

99.40 PCT100.00 PCT102.92 PCT196.24 PCT109.56 FCT
LOAN TO COST RATIO

70.00 PCT 72.00 PCT 75.00 FCT 78.00 PCT 80.00 PCT

- - - - - - - - —— - - - - - -

EXPENSE RATES
ANNUAL $/SQ@ FT

$  0.70 2.90 2.97 3.12 311 3.04
s 0.77 2.97 3.04 3.19 3.18 3.1
s 0.80 3.00 3.07 3.22 3.21 3.14
$  0.90 It 3a7 13 3.3 3.25



PRO FORHA CASH FLOW TAEBLE

SHOPPING CENTER CASE STUDY

FIXED PARAMETEKS

SITE

BUILDING
EFFICIENCY:

FINANCING :
REVENUE
VACANCY
OTK INCOME:

EXPENSE RATES
ANNUAL

EXPENSE RATES
ANNUAL $/S@ FT

$

$/58 FT

0.70

0.77

0.80

.90

1.00

PAGE
: _ 255498. SOUARE FEET DATE
60242, SOUARE FEET BLDG
100.00 PCT( 60242, 50 FT)
27. TEARS 9.48235 PCT
$ 3.87 PER SQ FT
3.77 PCT DF LEASEABLE
$ 0. ANNUALLY RUN

ANNUAL CASH FLOWS

LOAN TD C£OST RATIO

?OF 12

3-11- 79

70.00 PCT 72.00 PCT 75.00 PCT 78.00 PCT 80.00 PCT

41891.

37474,

359B&7.

29842,

23818.

- — - ——— -

38214.

33997.

32190.

20141,

BREAKEVEN RENTAL

LOAN

70.00 PCT 72.00 PCT

3J.02

3.0t

3.08

KRR

3.22

- -

264674,

20650,

14626,

RATES

TO COST RATIO

75.00 PCT 78.

27183.

22964.

21159,

13135,

9110.

00 FCT

23506.

19289.

11458.

5434.

30.00 PCT



PRO FORMA CASH FLOW TABLE

SHOPPING CENTER CASE STUDY

FIXED PARAMETERS PAGE 10 OF 12
SITE :  255498. SOUARE FEET DATE  3-11- 79
BUILDING 60242, SQUARE FEET BLDG 1
EFFICIENCY: 100.00 PCT( 40242. SQ@ FT)

REVENUE : ¢ 3.47 PER SQ FT
VACANCY 3.77 PCT OF LEASEABLE
OTR INCOME: 0. ANNUALLY RUN 1

EXPENSES $ 0.77 PER S@ FT

ANNUAL CASH FLOUS

LOAN TO COST RATIO

70.00 PCT 72.00 PCT 75.00 PCT 78.00 PCT 80.00 PCT

- s - - - - - - - - B e - -

FINANCING
27 YR 9.482PCT 37674. 33997, 28482. 22946. 19289.

27.YR 9.75PCT 346350. 32634. 27043. 21491, 17777,

27 YR 10.00PCT 334990, 29899. 24213, 18527. 14736.
30.YR 10.25PCT 33393. 29593. 23894. 18195, 14396.
25.YR 9.30PCT 36717. 33013. 27456. 21900, 18196,

BREAKEVEN RENTAL RATES
LOAN TO COST RATIO

70.00 PCT 72.00 PCT ?5.00 PCT 78.00 PCT 80.00 PCT

FINANCING
27.YR  9.82 PCT 3.02 J.08 3.18 3.27 3.34
27.YR  9.75 PCY 3.04 3.1t 3.20 3.30 3.36
27.YR 10.00 PCT 3.09 3.135 3.25 3.35 J.42
30.YR 10.25 PCT 3.09 3.16 3.26 3.36 3.42

25.YR 9.50 PCT 3.04 J.10 3.20 3.29 3.36



SENSITIVITY TABLE

SHOPPING CENTER CASE STUDY

FIXED PARASETERS PAGE 11 OF 12
SITE : 2554698. SOUARE FEET DATE 3-11- 79
BUILDING : 60242, SQUARE FEET BLDG i

EFFICIENCY: 100.00 PCT OF GROSS

LOAN RATIO: 75.00 PCT OF § 1764571,
EQUITY : $ 441443,

FINANCING : 27. YEARS 9.625 PCT

REVENUE $ 3.67 PER SO FT
VACANCY : 3.77 PCT OF LEASEABLE
PARK/OTHER: $ 0. ANNUALLY RUN 1

EXPENSES ¢ $ 0.77 PER S@ FT
CONSTRUCTION AND LAND COST 1744571,
CONSTRUCTION INTERIN RATE 10.000 PCT
CONSTRUCTION PERIOD 8 MONTHS
LAND INTERIM RATE IS 0. PCT

EFFECT OF SELECTED CHANGES IN PARAMETERS
PARAMETER CHANGE INCREASE IN EFFECT ON
CASH FLOW  CONSTRUCTION

DECREASE CONSTRUCTION COST $ 100,000 $ 11050. ¢ -104179.
DECREASE CONSTRUCTION $¢ 1.00 PER SQ FT 8657. -63964.
INCREASE CONSTRUCTION PERIOD { MONTH -1198. 11511,
DECREASE CONST AND LAND INTERIM t PCT 394. -3673.
DECREASE TOTAL LAND COST BY $§ 332407, 34594.
INCREASE BUILDING EFFICIENCY 1 PCT 16464.
INCREASE RENTAL RATE ¢ .10 PER SQ FT 5797.
DECREASE VACANCY RATE IPCT ’ 2211.
DECREASE OPERATING RATE § .10 PER SQ FT 4024,
DECREASE PERMANENT RATE .25PCT 2821.
DECREASE PERMANENT LOAN TERM BY 1 YEAR -11364.
DECREASE PERMANENT LOAN TERM BY 5 YEARS =7252.
DECREASE THE LOAN RATID BY 5 PERCENT ?192.

EQUIVALENT EFFECT TQ YIELD
A § 5000. INCREASE IN ANNUAL CASH FLOW

DECREASE CONSTRUCTION CGSTS BY 43249.
DECREASE CONSTRUCTION COST BY ¢ 0.25 PER SQ FT
DECREASE LAND COST (NO INTERIM) BY $ 48045.
DECREASE CONSTRUCTION PERICD BY 4.2 MONTHS

DECREASE INTERIN INTEREST BY 8.47 PCT
INCREASE BUILDING EFFICIENCY BY 3.01 PCT
INCREASE RENT RATE BY $ 0.09 PER SQ FT
DECREASE VACANCY BY 2.24 PCT
DECREASE EXPENSE RATE BY $ 0.08 PER SQ FT
DECREASE PERMANENT RATE BY 0.44 PCT

INCREASE PERMANENT LOAN TERH BY 3.4 YEARS
DECREASE LOAN RATIO BY 2.7 PERCENT



CASH FLOW PRO FORMA USING PARARETER NOKMS

SHOPPING CENTER CASE STUBY

DATE: 3/11/7 79

BLDG: !

RUN : i
GROSS SQUARE FEET IN BUILDING: 60242,
BUILDING EFFICIENCY : 100.0 PCT
NET LEASEABLE SQUARE FGOTAGE : 60242,
LAND AND CONSTRUCTION COST : ¢ 1764571.
LOAN TO COST RATIO : T 75.0 PCT
ORIGINAL LOAN AMOUNT S ] 1324929.
EQUITY REQUIREMENT s 8 - 441643,
PERMANENT INTEREST RATE : 9.625 PCT
TERM OF LOAN 27. YEARS
ANNUAL DEBT SERVICE : s 137885.

GROSS INCOME :  &60242. S@ FT AT ¢ 3.67
LESS: VACANCY OF 3.77 PCT

GROSS EFFECTIVE INCOME

OPERATING EXPENSES: 460242, SQ FT AT ¢ 0.77

NET OPERATING INCONE

DEBT SERVICE (10.41 PCT CONSTANT)

PRO FORMA CASH FLOWU

RETURN ON EQUITY

6.45 PERCENT

DEBT SERVICE COVERAGE: 1.207

DEFAULT RATIO :
PROGRAM STOP AT 17870

USED 17.97 UNITS
/COST OFF

ACCRUED CHARGES SINCE SIGNIN
$ 3.82 COMPUTER
6.35 CONNECT
5.70 CHARACTERS
$ 15.87 TOTAL
EFFICIENCY = 89.8

00028.09 CRU 0000.46 TCH

OFF AT 16:59CST 03/12/79

83.35 PERCENT

0041.446 KC

ANNUAL DOLLARS

221088.
8335.

44386.

166367.



EXHIBIT 6

VALTEST

A DEMONSTRATION PACKET

PREPARED BY

LANDMARK RESEARCH, INC.

MADISON, WISCONSIN

PREPARED FOR

THE REAL ESTATE ANALYSTS NORTHSTAR USERS GROUP

SEPTEMBER 24 AND 25, 1982

COSTA MESA, CALIFORNIA



VA LTEST

DEMONSTRATION 1

INPUT ASSUMFTIONS
FEEERES I TR KR EEHNE

ENTER PROJECT NAME 7 J
ERTER FROJECTION PERICD 7 S
0 YOU WANT TO ENTER EFFECTIVE GROSS REWENUE INSTEAD OF NOI? N
T0 REPEAT PREVIOUS YEAR’S NOI/EGR FOR BAL OF PROJECTION ENTER O
N.D.I. YEAR 17 5000
#.0.1I. YEAR 27 5000
N.O0.I. YEAR 37 4000
N.D.I. YEAR 4% 4000
N.0.I. YEAR 57 7000
4. ACQUISITION COST: 7 30000
3. D0 YOU WANT TO USE STANDARD FINANCING? Y O N7Y
KTG. KATIO OR AMOUNT, INT., TERH, N FAY/YR ? .3, .12,
&. ENTER RATIC OF IMF ¥1/T07AL VALUE. LIFE OF INF #17 .3, 1
IS THERE A SECOND IKFROVEMENT? Y DR N7 N
7. UDEFRECIATION HETHOD, IKFROVEMENT ¥t ? 2
ENTER B.B. Z: ¥ 175
IS PROFPERTY SUBSIDIZED HOUSING 7 Y OR N 7N
IS PROFERTY RESIDENTIAL? Y OR K7 Y
8. IS OUNER A TAXABLE CORPORATICHT Y OR N 7Y
CORPORATE FEDERAL ORDINARY TAX RATE COULD BE :
172 - 467 (1978 LAY, EFFECTIVE 1979
162 - 461 (1981 LAY, EFFECTIVE 1982)
151 - 467 (198%Y LAY, EFFECTIVE 1983 & THEREAFTER)
MAXIXUM CORFORATE CAFITAL GAIN ALTERNATIVE TAX RATE IS 23%

fod P wa
. .

2
w
L]

28]

(%}

(FLUS STATE RATE)

ENTER:
1) EFFECTIVE ORDIRARY RATE 2) EFFECTIVE ORDINARY RATE (YEAK JF SaLE)
7T .46, 46
9. RESALE PRICE (NET OF SALE COSTS) 7 40000
10. IS THERE LENLER PARTICIFATION 7N
11, ENTER QUNER'S AFTER TAX REINVESTHENT RATE (% e
12. ENTER GUNER'S AFTER ThAX DBFFORTUNITY COST OF EDvxTr FUADS (X)¥° @

FILE = JEAN LANDMARK RESEARCH, INC.



41
DEMONSTRATION 1 (Cont.)

AFTER TAX CASH FLOU PROJECTIOH
J
DATE 9/14/82

DATA SUHNARY
AEEREEREEEERER kS

ACQUISTN COST: $50,000. HTG. &KT.

: $40,000.
NOI 157 YkR: $5,000. HIG. INT.: T TH2% 0 T
ORG. EQUITY: $10,000. HTG. TERHK: 25. YRS
CTO 1ST YEAR: $-33. DEBT SERVICE 15T YEAR: $5,0935.

HTG. CONST.: .1243849
IHP. ¥1 VALUE: $40,000. 18P, #1 LIFE: 15.
INC. TX RATE: 46X
SALE YR RATE: 447 QUNER: CORPORATION

DEFRECIATION IMPROVEMENTY #1 @ 175X D.B.
RESIDENTIAL PROFERTY

LENDER PARTICIFATION: CaSH THROW-0FF: HOKE REVERSIGH: NOHE

NC REPRESENTATION IS HARE THAT THE ASSUKPTIONS PROVIDED BY JEAN
ARE PROFER QR THAT THE CURRENT TAX ESTIMATES USED IN THIS
PROJECTION WILL BE ACCEFTABLE-TO TAXING AUTHORITIES. NO ESTIMATE
HAS EHEEN MADE OF MINIMUM PREFERENCE TAX. CAFITAL LOSSES IN YEAR OF
SALE ARE TREATED AS ORDINAKY LOSSES (SECTION 1231 PROFERTY) AND
ARE CREDITED AGAINST TAXES PAID AT THE
ORLINARY RATE AT THE TIHE OF SALE.

FOR THE PURPOSE OF THE MOBIFIED INTERNAL RATE OF RETURN (M.I.R.R.)
CALCULATION, NEGATIVE CASH IN ANY ONE FERICD IS COVEKRED

BY A CONTRIBUTION FROM EQUITY IN THAT PERIOD

MIG INT & 14X T&XABLE INCONE AFTER TAX

YEAR NOI LENDERS % LEP INCOHE TaY Cass FLOU
1. 3000. 4785. 4567, -4433. -2049. 1994.

2. 30¢cC. 4751, 4122, -3874. -1783. 1228.

3. 60090, 4713, 3641, -23%5. -1034. 2622,

4 6009. 4659, 3216, -18E57. -Ge?. 1314.

5 FGC0. 4520, 2841, -452. =214, 2152,

$29000. $23539. $13488. €-13031. $-3979%. $9722.



DEMONSTRATION 1 (Cont.)

RESALE PRICE:

LESS MORTGAGE BALANCE:
FROCEEDS BEFORE TAXES:
LESS LENDER’S Z:

NET SALES PROCEELS
BEFORE TAXES:

RESALE PRICE:

LESS LENDER'S X:

NET RESALE PRICE:
LESS BASIS:

TOTAL GAIN:

EXCESS DEFRECIATION:
CAFITAL GAIN:
CRDINARY GAIN:

TAX ON QRDINARY GRIN:
TAX ON CAFITAL GAIN:
PLUS MORTGAGE BAL:
TOTAL DEDUCTIONS FROM
NET RESALE FRICE:

NET SALES FROCEEDS
AFTER TAX:

IF FURCHASED AS ARDVE, HELD
THE MCDIFIED I.R.K. BEFORE TAXES IS
ASSUKING AN AFTEER TAX REINVESTMENT RATE OF

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

$0.

1ST YK B4 TAX EQ DIV:
AUG BEBT COVER RATIQ:

-.3348%
1.1473

$21,739.

$69,009.
$0.

" $6G,000.
$31,512.
$28,483.
$5,155.
$23,333.
$5,155.

=== o======

$2,371.
$5,533.
$33,261.

347 ,164.

S YEARS & SOLD FOR $49,000.

20,6487 AND AFTER TAXES 15 19.549052

9%, AND OFFORTUNITY COST OQF 92



YEAR
i.
2.
3.
4.
3.

AvG

YEAR
1.
2.
3.

3.

DEMONSTRATION 1 {Cont.)

NOT

5000.
9000.
6600,
£000.
7000.

$5,800.

BISTRIBUTIGON OF CASH

CASH THROW-OFF
707AL
-35.
-as.
7435,
945,
19435.

RESALE PRICE:

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

NET SALES FROCEEDS
BEFORE TAXES:

CASH THROW-BFF = 0%

HORTGAGE ARALYSIS

J

LA SRR IS AL RS EEEE S X

HORT

INT.

4785.
4751.
4713.
4669.
4520.

REVERSION =

MORT
AMORT
270.
304,
343.
386.
A35.

J

CASH THROW-OFF
0 EQUITY

$60,000.
$33,261.
$21,739.

$0.

$21,73%.

0

BEBT

SERY

5055.
5055.
5055.
5655.
5055.

THROU-OFF

CASH BONY
10 LENDER

ICR

.989

.987
1.187
1.187
1.385

1.147

S

HTG.

BAL.

39730.
394264.
39083.
38697.
38261.



DEMONSTRATION 1 (Cont.)

BEFRECIATION SCHEDULE

Jd
TAFROVEMENT # 1
257 D.B.
RESIUDENTIAL
ERFFFEFFAPIERRE R FRREE
YEAR TAX BEP. S.L. DEP. EXCESS BEP BALANCE
1. 45646.7 2666.7 2000.0 35333.3
2. 4122.2 2666.7 1453.4 312111
3. 3641.3 2666.7 974.8 27369.8
4. 3216.5 2666.7 34¢9.8 24353.3
S. 2841.2 2666.7 174.6 21512.1
TOTAL 18487.9 13333.3 3124.46

EQUITY ANALYSIS
J
R LRI

BEFORE TAX EQUITY DIVIDEND

YR END CASH RETURK
YR NOI EQUITY ARQUNT ORG €@ CUR EO
1. $5,000. $10,325. $-33. -.00G55 -~.0054
2. 5,000, 10,685, -33. -.0035 -.0032
3. 6,000, 11,028, 7435. 0743 08346
4, 6,000. 11,414, 945. 0945 02827
3. 7,000. 11,8530, 1,945. 1945 1841

ORIGINAL EQUITY: & 10090



VALTEST

DEMONSTRATION 2

INFUT ASSUMPTIONS
FEEVEIERRA TR R SRR R

1. ENTER FROJECT NAKE 7 CARDINAL-2
2. ERTER PROJECTION PERIOD ¥ 3
3. DD YOU UANT TO ENTER EFFECTIVE GROSS REVENUZ INSTEAD OF NOI? N
TG REPEAT PREVIDUS YEAR”S NOI/EGR FOR BAL OF PROJECTION ENTER O
N.0.I. YEAR 17 81745
N.0.I. YEAR 27 81920
N.O.I. YEAR 37 98910
H.0.I. YEAR 47 1088090
¥.0.I. YEAR 57 1194890
4. ACQUISITION COST: ? 1007000
S. DO YOU UANT YO USE STANDARD FINANCING? Y GR NTY
" #TG. RATIO OR AMOUNT, INT., TERM, NO PAY/YR 7 847000, .1523¢, 30, 12
4. ENTER RATIO OF IMP #1/70TAL VALUE, LIFE OF INMF ¥17 8149, 13
1S THERE A SECOND INFROVEMENT? Y OR H? Y
ENTER RATIO OF IMP %2/70TAL VALUE, LIFE OF IMP %27 781, 13
_ENTER REHARILITATION TaX CREDIT FOR IMP H2: 1948425
1S STRUCTURE A CERTIFIED HISTORICAL LAHDHARK? Y OR N7?Y
7. DEFRECIATION METHOD, INPROVEMENT ¥! 7 1
DEFRECIATION METHOD, IMFROVEMEINT #2 7 1
1S PROPERTY SUBSIBIZED HOUSING 7 Y OR N 7N
IS PROPERTY RESIDENTIAL? Y OR N? Y
8. IS OUNER A TAXABLE CORPORATICH?T Y OR N 7N
THE MAXIMUM FEDERAL INBIVIRUAL ORDINARY RATE COULD BE:
70% (PRE-198% LAW)
50% €1981 LAY, EFFECTIVE 1982)

(PLUS STATE RATE)

ENTER:
1) EFFECTIVE ORDINARY RATE 2) EFFECTIVE ORDINARY RATE (YEAR OF SALE)
7T .5, .5
9. RESALE PRICE (NET OF SALE COSTS) 7 1258750
10. IS THERE LENDER FARTICIFATION TN
11. ENTER OUNER’'S AFTER TAX REINVESTMENT RATE (X)}7 11
12. ENTER QUNER’S AFTER TAX OFFORTUNITY COST OF EQUITY FUNDS ()7 11

FILE = CARD2A LANDMARK RESEARCH, INC.



#l

DEMONSTRATION 2 (Cont.)

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

DATA SUNNARY
FREREFRE PR EEEEs

ACQUISTN COST: $1,007,000. NTG. adT.: $5647,000.

NOI 15T YR: $81,745. ¥T76. INT.: 15.2348%

ORG. EQUITY: $3460,000. MTG. TER#: 30. YRS

€16 1ST YEAR: $-17,893. DEBT SERVICE 1ST YEAR: $99,638.

HTG. CONST.: .15400037
IKP. &1 VALUE: $150,043. InF. #1 LIFE: 135,
IHP. ¥2 VALUE: $786,467. IHP. #2 LIFE: 13,
IRC. TX RATE: 30X :
SALE YR RATE: 30X OUNER: IRDIVIDUAL

DEPRECIATION IMFROVEMENT #1 : STRAIGHT LINE

DEFRECIATION IMPROVEMENT #2 : STRAIGHT LINE

RESIDENTIAL PROFERTY

CERTIFIED HISTORICAL STRUCTURE

LENDER PARTICIPATION: CASH THROU-OFF: NOKE REVERSIGON: NONE

NO REPRESENTATION IS MADE THAT THE ASSUNFTIONS PROVILED BY JEAN
ARE PROPER OR THAT THE CURRENT TAX ESTIHATES USED IN THIS
PROJECTION WILL BE ACCEPTABLE TO TAXING AUTHORITIES. NO ESTIMATE
HAS BEEN HKADE DF MINIWUM PREFERENCE TAX. CAFITAL LOSSES IN YEAR OF
SALE ARE TREATED AS ORDINARY LOSSES (SECTION 1231 PROPERTY) AND
ARE CREDITED AGAINST TAXES PAID AT ’ - THE
ORDINARY RATE AT THE TIME OF SALE.

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

BY A CONTRIBUTION FROM EQUITY IN THAT PERIOD

BTG INT & T&X TAXABLE INCOME  AFTER TAX

YEAR NOI LENDERS % BEF INCOKE Tax CASH FLOU
1. 81745, 98500. £2434. ~79199. -2346221, 218328.

2. 81920. 9831i3. 62434, -76828. -39413. 21857,

3. 98910. 986G97. 62424, -614622, -30312. 350454,

4. 1088C0. 97845. 62434, -514E0, -23741. 347023,

3. 119489. 97552, 62434, -40307. -20154. 40193,

$4910505.  $470307,  $31217C. £-311427, 3-352343. $34520°.

NGTE: 1ST YEAER'S TAX REDUCED kY £195:1,62%, FOF TAX CREDIT (Isr HD)

pe



DEMONSTRATION 2 (Cont.})

RESALE PRICE:

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

NET SALES FROCEEDS
BEFORE TAXES:

RESALE PRICE:

LESS LENDER’S X:

NET RESALE FRICE:
LESS BASIS:

TOTAL GARIN:

EXCESS DEFRECIATION:
CAFITAL GAIN:
ORDINARY GAIN:

TAX ON ORDINARY GAIN:
TAX ON CAFITAL GAIN:
PLUS MORTGAGE Bal:
TOTAL DEDUCTIONS FROM
NET RESALE PRICE:

NET SALES FROCEEDS
AFTER TaX:

$1,258,750.
$639,115.
$619,635.
$0.

$619,435.

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

$G.
$112,784.
$437,115.

$751,899. -

1ST YR B4 TAX ER DIV:
AVG DEBT COWER RATIO:

IF PURCHASED AS AREOVE, HELD 5 YEARS & SOLD FOR $1,258,7250.
THE MODIFIED I.R.R. BEFORE TAXES IS

ASSUMING AN AFTER TAX REINVESTHENT RATE GF

~4.9703%
.9857

10.5095% ANRD AFTER TAXES IS  22.2744%
11%, AND OPPUORTUNITY CGOST OF 11X



DEMONSTRATION 2 (Cont.)

TRIBUTION CF CASH THRGU-CFF

Bis
CARDINAL-2
CASH THREOU-OFF CASH THROU-OFF  CASH BONUS
YEAR 107AL TO EQUITY T0 LENLER
1. -17853. -17893. 0.
2. -17718. -17718. 0.
3. -728. -728. 0.
.. 9162, 9142. 0.
5. 20042, 20042, 0.
-7136. -7136. 0.
RESALE PRICE: $1,258,750.
LESS -MORTGAGE BALANCE: $639,115.
PROCEEDS BEFORE TAXES: $419,635.
LESS LENDER’S I: $0.
NET SALES PROCEELS
BEFORE TAXES: $619,635.
CASH THROW-OFF = 0%  REVERSION = 0%
HORTGAGE ANALYSIS
CARBINAL-2
L 2 R ¥ P S R P EE R E T K 3
HORT MORT DEBT NTG.
YEAR NOI INT. AMORT SERY DCR EAL .
1. 81745. $8500. 1139. 99438. .820 645€61.
2. 81920. 28313, 1325, 99:38. .822 644537,
3. 98910. 95097. 1541, 99533. .993 642995,
4. 108800. 97845. 1793. 99638.  1.0%2 641292,
5. 119480. 97552. 2086. 99638.  1.201% 639115,
AVG $95,211, L9848
EQUITY ANALYSIS
' CARLINAL-2
L2 R R S RS ST R N
BEFORE TAX EQUITY DIVIDEND
YE EKD CASH RETURN
YR NOI EQUITY &%0UNT ORG EQ  CU% EQ
1. $81,745.  $379,032.  $-17,893. -.0457 -.0472
2. 81.92¢C. 3%g,075, -17,718.  -.0492 -.044%
3. 98,910. 499,345, ~726. -.G520 -.G0i8
‘. 108,896, 402,138, §.182. .0251  .g20g
S. 119,46¢C. 404,224, 20,042, .0557  .C456
ORIGINAL EQUITY: § 3£503¢



DEMONSTRATION 2 (Cont.)

DEPRECIATICHN SCHEDULE
CARDINAL-2
IMNFROVENENT # 1
STRAIGHT LINE
RESIDEATIAL
L2 X2 RS L EI I EXLEEZ ST RS S X4

YEAR TAX DEF. S.L. DEP. EXCESS DEP BALANCE
1. 10002.9 10002.9 .0 140040.1
2. 10002.9 100062.9 .0 130037.3
3. 10¢02.9 10002, -0 129024.4
4. 10002.9 18002.9 .0 119031.5
3. 10002.9 16C¢02.9 .0 100328.7

SUB-T0TAL 50014.3 30014.3 .0

BEFRECIATION SCHEDULE
CARDINAL-2
INFRGVENENT # 2
STRATGHT LINE
RESIBENTIAL

(2222 EEZREZ BRI REFERINE HEEEY

YEAR TAX DEF. S.L. DEP. EXCESS DEF BALAKCE
1. 52431 .1 32431.1 .0 734G35.9
2. 32431.1 52431.1 -0 681694.7
3. 5243101 32431.1 -0 629173.¢8
4. 52431.1 52431.1 .0 G74742.3
9. 52431.1 32431, <G 524311.3

SUE-TOTAL 262155.7 262155.7 -0

TOTAL 312170.¢ 312176, I



VALTEST - DEMONSTRATION 3

INFUT ASSUMPTIONS
AERERRR TSR AL pE A EE

1. ENTER FROJECT NAME 7 SELL AT LOSS TEST

2. ENTER PROJECTYIOGN PERIDR ? G

3. D0 YOU UANT TO EWNTER EFFECTIVE BROSS REVENUE INSTEAD OF NOI? ¥
T0 REFEAT FREVIOUS YEAR’S NOI/EGR FOR BAL OF FROJECTION ENTER 0

EFFECTIVE GROSS REVENUE YEAR 17 13800
EFFECTIVE GRO3S REVENUE YE4AR 27 14219
EFFECTIVE GROSS REVENUE YE&R 37 1390

EFFECTIVE GROSS REVENUE YEAR 47 13089
EFFECTIVE GRCSS REVENUE YEAR 57 15330

VAR OF EXPENSE (X) YEAR 17 4
VAR OF EXFENSE (X) YEAR 27 5
VAR OP EXFENSE (X) YEAR 37 0

FIXED OF EXPENSE YEAR 17 37090
FIXED OF EXFENSE YEAR 27 392¢
FIXED OF EXFENSE YEAR 37 4149
FIXED OF EXFENSE YEAR 47 4410
FIXED OF EXFENSE YEAR 57 44670
4. ACQUISITION COST: 7 44009
S. [0 YOU WANT TO USE STANDARB FINANCING? Y BR N3Y
MTG. RATIO OR AMOUNT, INT., TERM, N3 PAY/YR 7 49500, .
6. ENTER RATIO OF IMF #i/T70TAL VALUE, LIFE OF INF 817 .25, 15
IS THERE A SECOKD IMPROVEMENT? Y OR N7 Y
ENTER RATID OF IHP ®2/TOTAL VALUE, LIFE OF IMF #27 .55, 15
ENTER REHABILITATION TAX CREDIT FOR IMP #2: 9075
I5 STRUCTURE A CERTIFIED HISTORICAL LANLXARK? Y OR R?Y *
7. DEFRECIATION HMETHOD, IMPROVEHKENT #Y 7 2
ENTER D.B. Xz ? 1725 % .
DEFRECIATION METHOD, INPROVENENT #2 7 2
ENTER D.B. 2z ? 170% *For llustrative
IS PROFERTY SUEBSIDIZED HOUSING 7 Y DR N 7N Purposes Only
IS FROFERTY RESIDENTIAL? Y OR N7 N
8. IS OUNER A TAXABLE CORFORATION? Y OR N 7V
CGRFORATE FEDERAL ORPINARY TAX RATE COULD BE :
7% - 451 (1978 LA, EFFECTIVE 19793
164 - 457 (1981 LAY, EFFECTIVE 1932)
13% - 44% (1981 LAU, EFFECTIVE 1983 & THEREAFTER)
HAXIHUK CORFORATE CAFITAL GAIH ALTERNATIVE TAX RATE IS 28%

(FLUS STATE RATE)

ENTER:
1) EFFECTIVE QRZINARY RATE  2) EFFECTIVE QRDINGKY RATE ({EaE OF SALE)D
T L4, 4
9. RESalE FRILE (KET GF SALE CCSTS) 7 &C
10. 1S THERE LENLIZ FARTICIFATION 7Y
ENTER CASH THRCU-OFf (X, FROCESNS EIFGRY TAYSES (Xi: 5, S
11, ENTER CUHIR'S AFTER TAY RIINUVESTMEINT RRTE (23?7 9
12. ENTZR DWHER'S AFTzE TAX OFFOETURITY CO:SY OF EQUITY FUXLS (X7 ©

FILE = SALTEST4 LANDMARK RE$EARCH,INC.

&
<
5]



DEMONSTRATION 3 {Cont.)

AFTER Tax CASH FLOY FRAJ=CTION
SELL AT LBSS TEST
DATE F/14/82

DATA SUHHARY
EEERETEEREPEL

ACQUISTN COST: $646,000. dTG6. ANT.: $49,509.

NOI 1ST YR: $9,272. HTIG. INT.: 18Z

ORG. EQUITY: $16,500. HTG. TERM: 25. YRS

CTD 1ST YEAK: §258. DEBT SERVICE 1ST YERAR: $9,014,
MIG. CONST.: .1820916

IXP. #1 VALUE: $16,300. I#P. #1 LIFE: 15,

INP. %2 VALUE: $36,300. IMP. %2 LIFE: 13.

INC. TX RATE: 40X

SALE YR RATE: 40% OUNER: CORPORATION

DEFRECIATION IMFROVEMENT #1 ¢ 1737 B.R.

DEFRECIATION IHFROVEMENT #2 @ 175% D.B.

NON-RESIBERTIAL PROFERTY

CERTIFIEDR HISTORICAL STRUCTURE

LENDER PARTICIPATION: CASH THROU-OFF: 3SX REVERSION: 5%

N0 REFRESENTATION IS MADE THAT THE ASSUMPTIONS PROYIDED BY JZAR
ARt PROFER OR THAT THE CURRENT TAX ESTIMATES USED IN THIS
PROJECTION UILL BE ACCEPTABLE TO TAXING AUTHORITIES. NO ESTIHATE
HAS BEEN MADE OF MINIMUM PREFERENCE TAX. CAPITAL LOSSES IN YEAR OF
SALE ARE TREATED AS ORDINARY LOSSES (SECTION 1231 PROPERTY) ANRLD
ARE CREDITED AGAINST TAXES PAID AT
ORDINARY RATE AT THE TIME OF SALE.
FOR THE PURFOSE OF THE KODIFIED INTERNAL RATE OF RETURN (M.I.R.R.)
CALCULATION, NEGATIVE CASHE IN ANY ONE PERIOD IS COVERED

BY A CONTRIBUTION FROM EQUITY IN THAT PERIOD

HTG INT 2 TAX

YEAR HO1I LENDERS % DEF
1. e272. 8714. 6160,
2. ?580. 8907. 5441,
3. -3210. 233. 4807,
4. 9916. 8846. 4246,
5. 10084. 8837. 37590.
€353641. $44377. $24404.

NOTE: 1ST YEAR’S T&X REDUGCED BY

THE

TAXABLE INCOME  AFTER TAX
INCONME TAX CASH FLOU
-38¢3. -1139%7. 114643.
-4770. -1999. 2447,
-16870. -6749. -3475.
~3197. -1280. 2137,
=-25305 -1003. 2Q19.
$-331145. $-22338. $12771.

O Tasx CREDIT (IdF K22



DEMONSTRATION 3 (Cont.)

RESALE PRICE: $60,000. 15T YR B4 TAX EQ DIV: 1.4831%
LESS MORTGAGE BALANCE: $48,670. AVG DEBT COVER RATIO: .7903
PROCEEDS BEFOGRE TAXES: $11,330. AVG DEFAULY RATIG: 1.1381
{ESS LENDER’S X: $3467.

NET SALES PROCEEDS

BEFORE TAXES: $10,764.

RESALE PRICE: $50,000.

LESS LENDER’S %: $3567.

NET RESALE PRICE: $59,433.

LESS BASIS: $41,5%6.

TOTAL GAIN: $17,838.

TAX BEFRECIATION: $24,404.

CAPITAL GAIN: $C.

ORDINAKY GARIN: $17,838.

TAX ON ORDINARY GAIN: $7,135.

TAX ON CAPITAL GAIN: ‘ $0.

PLUS MORTGAGE BRAL: $43,670.

TCTAL DEDUCTIONS FROH

NET RESALE PRICE: $35,803.

NET SALES PROCEEDS
AFTER TAX: $3,627.

IF PURCHASED AS ABOVE, HELE 5 YEARS & SOLD FOR $460,009.
THE MODIFIED I.R.R. BEFORE TAYES 1S -12.4777% AND AFTEN TAXES IS $5.4951%
ASSUMING AR AFTER TAX REINVESTMERT RATE OF 9%, AND UPFORIUSLITY CUST OF i



YEAR
1.
2.
3.
4.
3.

DEMONSTRATION 3 (Cont.)

BISTRIBUTION OF CASH THROU-OFF

SELL AT L@SS TEST

CASH THEOU-DFF

TGTAL
258.
3656.

-12224.
g02.

1070.

RESALE PRICE:
LESS MORTGAGE BALAKCE:
PROCEEDS BEFDRE TAXES:
LESS LEKRDER'S Z%Z:
NET SALES PROCEEDS
BEFORE TAXES:

CASH THREU-OFF =

YR

NOI
$9,272.
9,580.
-3,210.
9,916.
10,084,

REVE

CASH THROW-GFF

T0 EQUITY
244.
238.

-12224.
8357.
1014.

$60,000.
$42,670.
$11,330.

35367.

$10,764.

ASICH = 5%

CASH BONUS

TO LENDER

EQUITY ANALYSIS
Szl AT LOSS TEST
REREFEEF AT RFREHS

BEFBRE TAX EQUITY DIVIDENE
CASH RETURN

YR END
EQUITY
$16,613.
16,747,
29,131,
29,324,
29,554.

ORIGINAL EQUITY: § 148300

AKDUXT
$244.
538.
-12,224.
g8s7.

1,016.

GRG EZ
01479
0324

-.7408
.032¢0
0616

CUk EQ
.0143
0321
-.4194
Q292
0344



YEAR
1.
2.
3.
4.
5.

AVG

DEMONSTRATION 3 (Cont.)

HOKRT HORT DEBT
NO1I INT. ANORT SERV DCR
9272. 8901. 113. 9C14, 1.029
958¢0. g8729. . 135. 9014, 1.063
-3210. §853. 161. 9014. -.334
9914, 8821, 192. 9014. 1.1060
10084, 8784. 230. 9014, 1.119
$7,128. 793
REVENUE AND EXFENSE REPORY
SELL AT LOSS TEST
BATE 9/14/82
P VTR TU SR U TRUT RPN Y
EFF GROSS REV % RATE Z VAR 0P . $ FIXED @PF
$13,800. §.% $528. $3,700.
$14,210. 5.2 §711%. $3,920.
$1,000. 5.% $50. $4,160.
$15,080. 3.1 $704. $4,410.
$15,530. 5.1 $777. $4,670.
$59,620. $3,119. $20,84¢C.

MORTGAGE ANALYSIS
SELL AT LOSS TEST
FEFLCLRERE SR LT TR TR &

H1G.

BAL.

49387.
49233.
49092,
48900.
484870.

NOI
$9,272.
$9,580.

$-3,210.
39,916.

$10,084.

$35,641.

DEFAULT

RATIO
. 931
760

13.224
.940
.931

1.158



DEMONSTRATION 3 (Cont.)

DEFRECIATION SCHEDULE
SELL AT LOSS TEST
INFROVEMENT A 1
1752 D.3.
NON-RESIDENTIAL
1238 223 RS R IR EES LS R £

YEAR TAX DEP. S.L. DEP, TAX DEP BALAHCE
1. 1925.0 1100.0 1925.0 14575.0
2. 1700.4 1100.0 1700.4 12874.6
3. 1502.0 1100.0 1502.0 11372.5
4. 1326.8 1100.9 1324.8 16045.8
5. 1172.0 1100.0 1172.0 8873.7

SUE-TOTAL 7626.3 5500.0 7626.3

BEPRECIATION SCHEBULE
SELL AT t4d8S TEST
INFROVEAENT ¥ 2
175% 0.5,
NON-RESIDENTIAL
FEECEERELEREE R RTF R bk

YEAR TAX DEP. S.L. DEP. TAX DEF BALANCE
1. 4235.0 2420.0 42353.9 32065.9
2. 3740.9 2420.0 3740.9 26324.1
3. 3304.5 2420.0 3304.3 23019.4
4. 2919.0 2420.0 291%2.0 22100.7
S 2578.4 2420.0 2578.4 19522.2

SUB-TOTAL 14777.8 © 12100090 16777.8

TOTAL 24404.0 17609.0 24494.0



III.

5b

REAL ESTATE INVESTEMENT ANALYSIS
Presented By

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

THIRD HOUR

FINANCIAL RISK MANAGEMENT

Investment is a real estate enterprise, as a mortgage
lender or equity investor is simply buying a set of
financial assumptions about the interaction of the
project to its context, of the firm to its
environment. Real estate analysis is to control the
variance between expectations and realization, between
proforma prospects and historical balance sheets and
profit and loss statements.

A. Analysis is risk management, control of variance.

B. There are essentially two types of risk exposures:

1. Static risks (uncontrollable, or external
events) are those which can only cause a loss
due to surprise upset of a plan.

2. Dynamic risks (partially controllable internal
events) can produce profit or loss and are
best controlled by the finesse of management
execution of a plan.

C. Risk evaluation or comparison grows out of the
function of risk management for an enterprise.

1. Risk management has two objectives:

a. First priority - conservation of existing
enterprise assets despite surprise events.

b. Second priority - realization of budgeted
expectations desplte surprise events.
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The process of risk management involves
systematic and continuous:

a. Identification of significant exposure to
loss

b. Estimation of potential loss frequency and
severity

c. Identification of alternative methods to
avoid loss _ .

d. Selection of a risk management method

e. Monitoring execution of risk management

" plan

The risk management process is both a
philosophy of inquiry or analysis and a check-
list of management concern, which is
attempting to answer systematically "WHAT
IF...?" questions, to anticipate surprise and
to provide for a response or adjustment in
advance of the contingency.

Identification of significant exposures to loss
can begin by using standard business documents as
reminders, such as:

Review of balance sheet accounts

Review of profit and loss statement accounts
Review of business organization or function

chart

Review of elements of financial feasibility

analysis

Signficant has to do with potential loss
frequency, loss severity, and degree of
uncertainty.

Very frequent and minor become expense accounts
Less frequent but predictable and major become
reserves or budget allowances.

Infrequent, uncertain but very severe become
issues of risk management.

A 50/50 probability is the most uncertain
outcome.



The alternative methods of avoiding loss which
everyone subconsciously uses include:

1.
2.
3.
4,

5.
6.

7.

Eliminate risk exposure

Reduce frequency or severity of loss
(diversification or mortgage loan closing
process)

Combine risks to increase predictability
(reserves for expense)

Shift risk by contract (subcontracts or

_ escalator clauses)

Shift risk by combination (diversification) by
contract (insurance)

Limit maximum loss (corporate shell or limited
partnership)

Hedging (sale and leaseback, options,
contingent sales)

Risk management concepts leads to understanding of
the true essence of a mortgage contract and an
equity commitment.

1.

Given constant dollars and stable interest
rates the mortage agreement laid off the static
risks of insurance and controlled the dynamic
risks by providing adequate cash throw-off for
the borrower, pain through foreclosure and loss
of borrower equity dollars, and a bailout based
on conservative loan to economic productivity
value ratio.

Given inflation, devaluation of the dollar,

and rising interest rates, the mortgage has
become a risk management instrument for the
borrower, particularly with common usage of the
esculpatory clause and recognition of
non-productive values in real estate ownership.
The mortgage is a classic straddle in two
commodity markets.

a. In the space-time commodity it is a call on
apprecliation, if any, and a put to the
lender if appreciation or income in future
markets becomes inadequate.

b. It is a short position in the money market
which creates value should interest rates
rise or dollars devalue.



c. The confusion of real estate as a produc-
tive economic asset with real estate as a
speculative commodity has permitted the
distortion of appralsal values. A high
loan~to-value ratio mortgage is a purchase
of a commodity on margin without giving
the lender the right to call for
additional collateral.

3. The cash profit centers in real estate are no
longer available to secure the mortgage loan as
they take the form of outlays for expertise and
material rather than classic net income.
Moreover the tax shelter is applied to other
income which is not available as collateral for
the mortgage loan even though present value of
those tax savings contributes to the market
value on which the loan is based.

4, Equity ownership is the degree to which cash
flow can be willfully diverted by maintaining
control while avoiding risk of variance beyond
acceptable levels.

Long-term lenders have suddenly realized that:

1. They are selling puts in the commodity market
of long-term real estate space, and in the case
of construction loans, space for future
delivery.

2. A mortgage is a long position in an unstable
market when everybody 1s going short.

3. With rising prices, the penalties of risk are
loss of credibility and loss of opportunity
income due to the inability to roll invested
dollars on time. There is a timing risk to
income and to purchasing power in place of
significant risk of loss to historical
principal.

4, The ability of the banks to submerge losses in
future income and the desires of the pension
funds to submerge profits until future benefits
must be paid is leading to significant
rethinking of the real estate loan process and
the dichotomy between credit and equity and
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compensation for static versus dynamic risk
taking.

5. Emerging concepts of risk management of the
dynamic risks of time, interest, and money as
compared to solvency and collateral are
leading to strategic shifts in real estate
capital markets.

Solvency risk was controlled with debt cover and
default point, occupancy clauses and gap loans.
Diversion of collateral was partially offset with
letters of credit, escrows, and personal guarantees
on construction loans, but what about commodity
speculation and interest rate risk?

1. Interest cost plus a loading? - Variable
interest in the solvency problem - residential
and commercial.

2. Equity participation and the accounting problem
of a submerged asset or killing the goose that
laid the golden egg - market value accounting
problems,

3. Inflation versus obsolescence of location and
structure due tc energy and demographics -
enterprise or systems risks?

4. Portfolio concepts are now in vogue because
risk management theory has come of age.



FIFTH MODULE

REAL ESTATE INVESTMENT ANALYSIS

Presented By

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

FOURTH HOUR

IV. TAX MATTERS FOR FOREIGN REAL ESTATE INVESTORS

Tax matters for real estate investment in the United
States distort all reasonable economic considerations
for both domestic and foreign investors. It is
important for the real estate investor to understand
the real estate tax (which takes 15 - 20% gross

t>>income ¥as well as personal and corporate income
taxes,” state and federal estate and inheritance taxes,
as well as the special registration laws and trade
treaties which impact foreign investors.

A.

The approach today will not bog down in detail but
rather underscore current pitfalls and trends,
recognizing that:

1. Tax planning is always best begun at the very
initial stages of the foreign investor's
approach to the U.S. market.

2. Tax planning is most effective when done in
the context of programs, not transactions.

3. Tax planning is a continuous process and all
tax plans should be reviewed periodically.

4, Tax planning is a detailed énd complex process
which should only be undertaken with the
assistance of professional advice.

The real estate tax may cost you more dollars and
be less understood than the more publicized
federal income taxes because every municipality
reflects an individual assessment program and
philosophy about imposition of real estate taxes.



70 to 85% of local government spending is
financed by real estate taxes and in most
states the school board receives 55 to 60% of
all real estate taxes.

Assessment of investment propertlies is a way
of shifting the real estate tax burden away
from residential housing and large numbers of
voters so that traditional assessment formulas
are changing. "

Assessments are supposed to be based on fair
market value assuming cash sale without
creative financing and assuming current
economic rents. Market value is then
multiplied by local equalization rate,

a. Equalization would be the ratio of actual
sales to actual assessed value.

b. In some states, the law permits different
ratios for different classes of property
reflecting historical political attitudes
about home ownership, big business,
outsiders, etec.

Many local assessors are changing from market
value to nominal price, ignoring impact of
financing, sales, promotions, or confusion of
revenue from business and real estate, personal
property versus real property (hotel, shopping
center, etc.)

Practice of passing through real estate taxes
to the tenants with net leases causes
increased vacancies, depresses net rents at
time of renegotiating, and prevents property
from inflating in value.

a. Since tax policies differ in an urban area
among political subdivisions, demand and
new construction shift across political
boundaries causing significant changes in
property value.

b. Assessment appeais may be too sophisticated
for court juries on appeal boards to
understand.

¥ 4



c. Computers have made annual reassessments
very feasible based on sales inflated by
syndicators and pension funds.

A real estate purchase/sale or a listing will
trigger reappraisal so that many investors buy
interests rather than title to avoid creating
public record in a change of ownership.

a. Partnership interests
b. Corporate shares
c. Land trusts with beneficial interests

Investors must research both the assessment
policy and local revenue needs for schools,
pensions, and safety forces such as police,
fire, and public heaith as well as local
welfare obligations.

Another factor is the ihcreasing use of
special tax districts for special tax
assessments which fall on benefitted property.

a. JSpecial assessments for replacing
infrastructure (older cities have not
maintained public capital).

b. Tax incremental financing (TIF) of urban
redevelopment (incentive to understate and
then overstate tax assessment).

¢c. Special districts to finance urban
activities as well as improvements to
attract people downtown, etc.

Real estate taxes will be worse in older
communities without vacant land for growth or
new communities that are growing too fast or
of fer too many services.

In addition to local taxes, there are a variety of
state and federal taxes which reflect the duality
of regulation and reporting which are behind
several special laws relating to foreign
investment in an ownership of United States real
estate, major federal laws are:
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Alien Land Act (ALA) permits only U.S.

citizens and foreign investors who have
formally declared intention to be come U.S.
citizens, and foreign investors who have become
bonafide U.S. residents to own or acquire title
to real estate in U.S. territories including
Puerto Rico, Virgin Islands, Guam, and other
small Pacific Islands (Washington D.C. exempt).

Agricultural Foreign Investment Disclosure Act
of 1978 (AFIDA) requires any foreign person
who acquires or transters any interest (other
than security interest) of 5% or more in land,
capable of agricultural use, to report such
ownership within 90 days.

e
a. Exemptio ess than one (1) acre and
$1,000 produce sales.

b. Report requires legal description,
transaction price, name, address, and
relationship of investor's representative,
and name, address, and country of all
foreign persons or entities through third
tier of ownership.

c. No conridentiality since forms are
avajilable ten (10) days after filing in
D.C. and in county office of Agricultural
Stabilization and Conservation Service,
and treaty partner which requests
information under mutual assistance treaty
or fiscal evasion provision of a tax
treaty.

d. Multi-tiered structuring can legally avoid
or minimize reporting.
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FIRST HOUR

OBJECTIVES OF A REAL ESTATE PORTFOLIO APPROACH

Theoretical development in stock and bond investment
management relative to risk and return characteristics
of an investment portfolio have made it stylish to
focus institutional real estate investment strategies
in terms of portfolio concepts. There is a tendency
to shift the concern of fund managers from the
evaluation of individual real estate projects to the
portfolio impact of real estate investment.

A.

Security investors have been brainwashed with
theories developed by Markowitz and Sharp to the
effect that security markets are very efficient
and that market price of a given security reflects
a return for the use of capital plus a return for
compensation of risk.

1. Risk is defined as variance in terms of market
price of a specific security relative to an
index of market prices for all securities.

2. Risk is caused by systematic changes which
affect all securities as a result of market
related risks and non-systematic risks which
were inherent in specific industries and
businesses.

Since risk was variance in price or value and
market price was present value of collective
expectations of future income, variance could be
controlled by diversification within industry to
reduce the mean variance of all investments and
market related risks could be mitigated by
arbritraging among different investment markets if
a variance/co-variance relationship could be shown
fo exist.



Investors have always recognized that you
shouldn't put all your eggs in one basket even
though it may be possible to have a higher return
if you put your eggs in one basket and then watch
the basket very closely. Safety in numbers and
averaging of offsetting errors through safety in
numbers is described as naive diversification, and
that generally describes the state of art of
portfolio management for real estate.

Portfolio people in securities distinguish between
safety in numbers and efficient diversification in
which there is a scientific statistical tradeoff
between measures of return and measures of risk
which maximizes investment returns for a given
level of investment risk. Ideally portfolio
management could theoretically neutralize business
risk.

To be relevant to real estate the efficient
diversification concept would presumably require
the following elements:

1. Standardize time series data on net incomes
and resale prices by property type.

2. Efficient exchange of market information among
knowledgable investors.

3. Computed measures of systematic and
non-systematic variance comparable to those
available in the appropriate securities
market.

4, Availability of investment units representing
a crossection of the real estate investment
market.,

5. Liquidity of real estate investment to permit
instant readjustment of the pricing model.

6. All investors! choices based on expected
return and risk relative to market means.

T. Independent of business management from
investment management for individual ownership
interests.



Naive diversification in real estate may, in fact,
provide a high degree of co-variance between real
estate investment and security investment, thereby
stabilizing market related risks rather than
business risks over intermediate periods of time.
(Prof§ssor Miles and Professor McCue - preliminary
data.

Naive diversification may involve multiple levels
of spreading of risks:

1. Regional dispersion

2. Urban neighborhoods

3. Property type

4, Property size

5. Leasing mix

6. Tenant mix by size and industry

T. Age of property

8. Duration of estimated holding period

9. Percent of ownership

10. Degree of leverage

Traditional methods of real estate risk management
are from risk and insurance literature and
include:

1. Risk avoidance

2. Combination of units to improve prediction of
frequency and severity of gains and losses

3. Shift by contract to insurance pool in
exchange for small certain loss of premium

4., Shift by contract to arbitrage skills or
market position

5. Limit liability by contract or ownership
structure

6. Hedge



Thus, risk management in real estate has generally
presumed active asset management by those
contracting the web of agreements, contracts, and
defined interests in any given project, or by
means of naive diversification. The shift toward
passive institutional investment and the
conditioning of money managers to the fads of
portfolioc theory have led to the hope that real
estate can be treated like other security
interests.
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SECOND HOUR

OBJECTIVES OF SCIENTIFIC PORTFOLIO SELECTIOCN

Trustees of institutional funds need protection from
losses from business and systematic upsets when those
losses exceed the mean losses suffered for lack of
clairvoyance by all trustees of the group. Trustees
also want praise when they out-perform the average
profitability of their fellow trustees who are
competing to expand the base of assets managed.

A,

The first requirement of such a system is basic
agreement on definition of the ingredients of
average performance statistics and a vehicle or
institution for maintaining the sacred scrolls of
such an index.

For the first time in real estate there is an
attempt to create such an index - the FRC Property
Index sponsored by the Frank Russell Company of
Tacoma, Washington, and the National Council of
Real Estate Investment Fiduciaries (NCREIF). (See
Exhibit 1.)

Efforts to construct such an index are confronting
a variety of major problems that distinguish real
estate from securities:

1. Most prices are set by appraisal rather than
by actual transaction.

2. Appraisal is expensive and therefore
occasional.

3. Appraisal is futuristic while accounting is
historic.

4, Securities accounting is cost or market,
whichever is less while real estate values are
cost or market, whichever is more.

5. Real estate accounting is controlled by the
fund manager who controls operations.
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