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PREFACE

This monograph is primarily a demonstration ap-
praisal report and represents the joint efforts of many
persons to provide students with an example of how to
apply contemporary appraisal theory to an actual ap-
praisal assignment. It is not intended as a theoretical
text but rather as a vehicle 10 demonstrate execution of
contemporary appraisal concepts, as a problem in busi-
ness research, and as an exercise in technical writing.

The Simpson Building, a vacant 100-year-old struc-
ture in the central business district of Madison, Wis-
consin, was the appraisal assignment for the graduate
Real Estate students in Business 856 in the fall semester
of 1976. 1 graded the reports for appraisal substance,
and Frances Larson graded them for writing and report
techniques. With these as a background, I rewrote the
appraisal in the summer of 1977 with the assistance of
Dorothy Beck. Frances Larson edited it in terms of
composition, format of exhibits, report structure, and
syntax that we wished to teach the students in the fall.
The final draft was then edited and typed by Jeanne
Zwaska with incredible precision, patience, and con-
sistency. The original sketches were taken from the
papers of students Tom Landers and Milo Pinkerton;
the photography was done by student William Ardern.
Additional proofreading and nitpicking was done by the
class of 1977. Donald Hovde, a Madison broker, pro-
vided original entree to the Simpson Building for the
class, and Madison brokers, Martin Rifkin and James
Campbell, opened their books to report on eventual
renovation.

Students learn by imitation of and improvement
upon existing models. There are few model reports to
follow because even contemporary appraisers with
sound analytical methods conceal their embarrassment
about the quality of their current product with the cover
story that it is privileged information. Most appraisal
reports in the classic three approaches are the worst
written pieces of sophistry that it has been my privilege
to read. This report is intended 10 be used as a basis for
criticism, comparison, and application by analogy to a
variety of appraisal assignments in order to create a
modest supply of appraisal reports that can be used as
classroom examples of analytical and communicative
craftsmanship. It is not the last word; it is only the first.

Professor James A. Graaskamp
March 1, 1978



FOREWORD

This demonstration appraisal is a pioneer work. It is
perhaps the first published example of an appraisal that
is custom-fitted 1o the appraisal situation and an appro-
priate model of economic analysis. For a toil-worn and
betimes cynical long-time worker in the vineyards of
appraisal rationalization, I find in it refreshment and
restoration of the spirit. At long last, for all to see, here
is a masterful working model which embodies in full the
rationale that some of us have been urging upon a re-
luctant appraisal fraternity for lo these many years.

THE APPRAISAL OF 25 N. PINCKNEY is a seri-
ous creation of recognized authority in the field of ap-
praisal and real estate investment analysis, a practising
appraiser, builder, land developer, consultant, a popu-
lar and highly effective teacher in constant demand by
his peers as lecturer and conference leader, an original
thinker. This is not a tentative or experimental effort; it
is the full delineation of an appraisal analysis submitted
by the author to an actual client and exemplifies the
theory and process upon which he has founded a suc-
cessful appraisal practice. It departs from reality only in
constituting a more full-blown account than could be
justified by the present level of appraisal fees. But
Professor Graaskamp’s analysis is capable of condensa-
tion within practical Jimits.

It warms the cockles of this old heart to see the au-
thor take off directly from his client’s problem to
develop the maximum guidance toward its solution.
There is no trace of the outmoded belief in the existence
of an inherent value. He predicts the probable selling
pricc—a market price, not a vaguely defined value
figure. He provides the client with an expert judgment

on the effects on this forecast arising from various fi-
nancing asrrangements. He incorporates probability
analysis as a measure of the reliability of his estimate of
market price behavior. He applies established principles
of land economics in anticipating future property pro-
ductivity. He incorporates sophisticated methods of in-
vestment analysis and devises an analytical technique of
his own for the sticky problem of generalizing from
adjusted comparables. The fading format of the long-
enthroned Three Approaches is accorded no mention.
Highest and best use is replaced by the much more prac-
tical most probable use, and the most probable buyer,
on the basis of observed market behavior, becomes an
important actor in the process of price establishment as
visualized by the appraiser.

Graaskamp is one of the very few professionails who
gives evidence of understanding the concept, of simula-
tion in the appraisal context. His three *‘Tests of Most
Probable Price Determination® are simulations of in-
vestor calculus in arriving at an offer to purchase and
provide useful parameters in judging the validity of the
value conclusions based on sales data.

It is a ‘‘consummation devoutly to be wish'd"’ that
Professor Graaskamp will soon materialize in textbook
form his uncommon understanding of the appraisal
process in concept and in real-life application. This
demonstration appraisal can be the illustrative model.

Richard U. Ratcliff
Santa Cruz, California
November 26, 1977



SECTION ONE

BASIC CONCEPTS OF CONTEMPORARY APPRAISAL

I. DECISION MAKING IN APPRAISAL PROCESS

For more than fifteen years, professors and prac-
titioners of appraisal have published their criticism of
traditional appraisal doctrine, vocabulary, and report
format in the literature of appraisal. Nevertheless, the
timid continue 10 repeat the lessons learned from the
demonstration approval formats required for profes-
sional certification. The best of the appraisers have
developed their own style of product but do not find it
expedient to share their innovations and departures
from the demonstration format for reasons of compe-
tition and professional security. Professors have won
prizes for advocating a restructuring of appraisal re-
ports, but their professional image is best served by
avoiding the risks of practical demonstration. The sus-
picion remains that most students of appraisal learn
through imitation of existing demonstration models and
find security in references to textbooks. It follows that
use of contemporary appraisal techniques might be ac-
celerated by providing some demonstration reports.
However, the risk of education by means of demon-
stration appraisals is that the symmetry of theory loses
much when it is translated into operating reality and
application, and so few people wish to provide a demon-
stration appraisal that others can shred with critique,
comment, and catcall when it falls short of its theoreti-
cal goals.

This monograph contains a demonstration appraisal
that is a counterproposal to the logic of the traditional
report outline advocated by the appraisal socicties and
presented in a flowchart in Exhibit 1. An alternative
flowchart, shown in Exhibit 2 later in this section, can
also develop a model product that can be adapted to any
specific assignment. This demo appraisal relies on
theories primarily developed by others, and the student
is urged to read the various sources cited for a complete
statement of these developing concepts.! What follows
is a sketchy summary of the rationale of this new school
of appraisal procedure.

' For an historical review, see: Richard U. Ratcliff, ‘A
Restatement of Appraisal Theory,’ Wisconsin Commerce
Reports, vol. 7 (1963); William N. Kinnard, Jr., ‘‘New
Thinking in Appraisal Theory," The Real Estate Appraiser
32 (August 1966): 2-3; Paul F. Wendt, *“‘Recent Develop-
ments in Appraisal Theory,” The Appraisal Journal 37
(October 1969): 485-500; and H. C. Smith and R. L.
Racter, *‘Should the Traditional Appraisal Process Be Re-
Structured?’’ The Real Estate Appraiser 36 (November-
December 1970): 6-11.

A. Basic Elements of a Decision

A real estate appraisal is a forecast of the price that
might be paid for a specific real estate interest. The
price forecast is intended to serve as a benchmark for a
decisive action by someone to buy, sell, morigage,
insure, compensate, rent, tax, or regulate. But the value
conclusion of the appraisal is also a decision of sorts.
Any decision maker must order a set of facts and there-
by identify alternative courses of action available,
predict the alternative outcomes of each course of
action, and then rank the alternatives. Ranking is by
means of criteria that express the dimension of goals,
explicit objectives, and ambiguous value judgments.
*To make money is good" is a value judgment, but 1o
make a cash-on-cash-return of 10% before taxes is an
objective. The criteria are the accounting rules that
define cash return and cash investment as well as other
constraints that must be respected in terms of debt cover
ratios and reserves for revenue and expense variance,
among others. The appraiser repeats this process of
screening alternatives to determine the most probable
use of the property, the most probable buyer, the cen-
tral tendency of price, an acceptable transaction zone,
and so forth. In fact, each step of the appraisal process
is a screening and ranking of alternatives. From this type
of analysis, the appraiser can make assumptions con-
cerning the future of the property and form a prediction
regarding a realistic transaction price. Each assumption
is a small decision within a larger systematic framework
that could be referred to as a decision model.

B. Modeis to Manage a Decision Problem

There are 5o many variables that might be relevant
10 a real estate decision that it is necessary to simplify
the critical relationships, structure the data, and provide
editing controls on the analyst. Models can be used 1o
organize information. A model of a benzene molecule
made of ping-pong balls and pipe stem cleaners can
communicate relationships and force fields for those un-
familiar with the concept but fails to provide any ana-
lytical power in the lab. More complex than a physical
model, an appraisal report is a communication tool that
provides the reader with the basic elements in a techni-
cal writing format with graphic pipe stems so that link-
ages among globs of facts are clearly visible. The tra-
ditional appraisal models—the market approach, the
income approach, and the cost approach—have the pri-

mary function of showing the appraiser and his client
which information is relevant and how the data should
be structured to advance the decision-making process.
Within these larger models are smaller computational
models (formulas) that assist in the calculations of such
decisions as adjustments for differences, capitalization
rates, or extrapolation of construction budgets.

All models for decision purposes have three basic in-
puts and three basic constraints. A model begins with a
question to be answered, whether it is the efficient shape
of a physical model in a wind tunnel, or the acceptable
ratios for a solid financial statement, or a prediction
regarding the number of retail customers in a trade
area. For that purpose any model requires data and a
theory that focuses the information on the question. The
gross rent multiplier is a theory that structures the mini-
mum available data—price and gross rents—in such a
way as to permit a prediction regarding the price of a
similar property where gross rents are known. Of
course, the implicit assumption that gross rent is related
to net income in a consistent fashion and that investors
will purchase net income in a similar pattern needs to be
examined by the analyst in each case where the gross
rent multiplier model is applied. Similarly, the defini-
tion of value is a short statement of a decision model,
and the user must identify the significance of implicit
assumptions inherent in that model.

A model is an hypothesis that relates the data to the
question in some useful way, but the theory and data
must interact to provide usable results. Useful theoreti-
cal relationships are limited by the availability of data,
and masses of data are limited in their application until
possible relationships can be established to convert cur-
rent fact to future prediction.

Where a question, data, and theory do exist to serve
an appraisal purpose, the results are nevertheless limited
by the skill of the analyst, the credibility of method with
the client, and the cost-benefit ratio of applying the
model to the issue for which the appraisal is being
sought. A $500 answer to a $100 question does not ad-
vance an appraiser's career. The questions asked of ap-
praisers have many more dimensions than simply *‘fair
market’ value. The data available to make land use
decisions is expanding at an explosive rate, and



EXHIBIT 1
THE APPRAISAL PROCESS

Definition of the problem
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Correlation of value indications

Final estimate of value

From the AIREA textbook, The Appraisal of Real Estate

valuation methodologies and theories are becoming
more sophisticated as more data is known about
properties, about buyers, and about sellers. At the same
time the dollar values of real estate decisions are soaring
so0 that the cost-benefit ratios favor more thorough real
estate analysis. A lender requires insurance premiums of
more than 1% of property value at the closing to avoid
the loss of collateral that might burn down. Should the
lender spend any less to discover whether or not the col-
lateral will rent up or if its price will decline? At the
same time investors are more sophisticated in the finan-
cial, eavironmental, and political ramifications of real
estate as well as in the techniques of management
science. Only the abilities and methodologies of the in-
dependent appraiser appear to constrain the adaptation
of expanded decision-making models for the appraisal
process.

II. NEED FOR APPRAISAL REFORM
A. Economic Imperative for Appraisal Reform

The independent appraiser is currently being ex-
ploited by many because of the client-fee structure and
ignored by others because of the rigidity of appraisal
technique. The custom of requiring an objective ap-
praisal that will be used by the institutional mortgage
lender or the judge but paid for by a property owner-
advocate simply does not work. Appraiser responsibility
is to one party, and the collectability of his fee and the
opportunity for repeat business is with another party
who might be a protagonist to the first. The appraiser is
being bullied by the client, who can withhold the ap-
praisal fee, and is being castigated by the lender, wha
regards the appraisal as a regulatory device rather than
a source document for loan analysis. A large portion of
the appraisal business done for mortgage lending is a
formality required by regulations that limit loans to an
amount not to exceed a specified ratio of fair market
value. Of course, the assumptions of fair market value
might be irrelevant to the security of the loan, which
depends on the relationship of debt service payments to
available cash or cash flow trends over several quarters
and years. Lack of relevancy increases public reluctance
10 pay appropriate fees for independent judgments, par-
ticularly if these judgments reduce the mortgage loan
that the lender was otherwise willing to make on the
project. Both borrower and lender have a vested interest
in continuing 1o compromise the appraiser and exploit
the sophistry of fair market value as long as regulators
choose to control a complex transaction with an overly
simplistic safety rule.



Judges have been conditioned to see appraisers as
advocates by the courtroom behavior of some, and pro-
bate judges have often abused the appraisal process in
protecting the interest of the heirs from taxes. The re-
cent willingness of accountants and examiners to modify
the definition of value 10 protect real estate morigage
trusts, banks, and others from collapse has further
eroded banking confidence in value reports. Financial
institutions in trouble have learned to manipulate the
assumptions and limiting conditions of appraisal re-
ports. The appraiser defends himself by determining
that ethical conduct requires only that he is consistent in
his value definitions and stated assumptions and limi-
tations. Consistency and sophistry, rather than rele-
vancy and clarity, dilute the possibility of receiving fees
that will support truly professional work.

Real estate investors perceive a gap between the
questions they wish to research and the language and
rigidity of the fair market value procedure. Those who
buy appraisal services find increasing incompatibility
between fair market value and innovations in manage-
ment technique. As investors have become more sophis-
ticated in the selection of real estate portfolios by using
financial forecasting, risk indexes, and market studies,
many have turned to accountants, investment bankers,
and engineering firms for analysis and determinations
of justified prices. The field of data processing has pro-
vided the assessor and the morigage guarantor with
automated reviews of price patterns that can be less ex-
pensive and more revealing than traditional appraisal
methods. Efficient data processing permits the analyst
to introduce statistical tests of the potential error inher-
ent in a given prediction or to provide tests of the com-
patibility between a given price conclusion and buyer
criteria. As a result, appraisers have lost the more in-
frequent but high-fee property studies for investment
and feasibility to consultants and accountants or engin-
eers; appraisers will lose increasing amounts of the high-
volume, low-fee assignments for assessment and resi-
dential lending to automated data processing systems.
The primary market for appraisers is being narrowed to
the stylized fair market values required by the public
agencies that regulate lenders and the courts that adjudi-
cate eminent domain.

These remaining markets might be jeopardized by
the limitations of the fair market value concept because
fair market value can be counterproductive when used
as an index of lien security. The loan 1o value ratio
when applied to income properties has probably caused
more foreclosure losses than it has prevented. The
assumptions of absolute certainty implied in fair market
value can be highly unfair to the public budget or the

property owner's net worth in eminent domain actions.
When regulators and judges perceive the limitations of
traditional formats more fully, the appraisal fraternity
will be left without an adapiable structure and rationale
for its presentations. The contemporary appraisal ap-
proach provides a flexibility in the selection of tech-
nique and at the same time provides built-in control on
the reliability and suitability of valuation conclusions. It
also matches technique with the issue for which an ap-
praisal is sought, expresses its conclusions to reflect the
uncertainty of any transaction forecast, and moves from
the facts to more gencra! conclusions in an inductive,
empirical manner.

B. Evolution of Value Concepts

Selection of the value definition and appraisal meth-
od appropriate to the issue depends upon how much
emphasis is placed on predictive power and how much is
placed on explanatory powers. The traditional ap-
proaches assume that the property owner is a prudent
man who is operating primarily to maximize his cash
profits from a real estate parcel. Presumably this econo-
mic man has several alternative courses of action and
feels no external pressures to choose one alternative
over another, particularly when one choice might be a
detriment to his cash profits in the long run. The tra-
ditional methods use Marshallian economics to explain
what price should be paid. In the short run, the market
approach explains value; in the intermediate term, dis-
counted cash flows explain value; and in the long run,
the cost to construct an alternative to existing property
places a ceiling on the maximum anyone should be
willing to pay, assuming that there is no unusual pres-
sure for immediate occupancy. To define how buyers
should behave if they are prudent, patient, and knowl-
edgeable is to be deductive from a set of motivations
presumed to represent the majority of actors. Although
this is the essence of a normative approach, a deductive
system requires strict adherence to consistency with
explicit or implicit assumptions. Current textbooks use
qualifying terms such as “fair” or ‘“‘warranted’ to
avoid implication of intrinsic values, but market value
as defined in the recent terminology handbook carries
some critical caveats such as *‘the highest price in terms
of money {is the price that] a property will bring in a
competitive and open market under all conditions req-
uisite to a fair sale, the buyer and seller, each acting
prudently, knowledgeably, and assuming the price is not
affected by undue stimulus.”* It goes on to say:

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:

I. buyer and seller are typically motivated.

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

3. 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 a-
mounts and/or terms, services, fees, costs, or
credits incurred in the transaction.!

W o

The terms *‘highest™ in a bargain that is *‘fair’’ seem
awkward to reconcile, and cash to the seller might not
be what the seller desires or can obtain in a soft market.
Certainly the term ‘‘highest” implies a range of price
conclusions from low to high to higher 1o highest, but
the conclusion presented is a single number. If the
assumptions are irrelevant to the typical objective of the
analysis, then a conclusion qualified by these assump-
tions will also be relatively useless for the purpose
intended.

If the question is to predict the price at which a
property will sell at some point in the future, the ap-
praiser is attempting to make a forecast under con-
ditions of uncertainty. Both buyer and seller are operat-
ing in a specific context of alternative courses of action
open to ecach, which will limit or truncate the number of
their options; if cash is the objective of the seller, the
seller could lose the probability of higher prices subject
to special financing by the seller. In any event, buyer
and seller have overlapping expectations of high and
low prices, and it is this overlapping area that defines
the transaction zone within which a deal can be made.

' Byrl N. Boyce, ed., Real Estate Appraisal Terminology
(Cambridge, Mass.: Ballinger Publishing Company, 1975),
p. 137.



A higher price could motivate the buyer 10 substitute
an alternative, and a price 100 low could cause the seller
to withdraw from the market. Measurement and in-
fluences about this transactional zone depend on the
careful matching of the potential use of comparables
and purchaser motivation. Given the variety of purposes
for which an appraisal might be sought and the short-
term negotiation position of both buyer and seller, any
price prediction must be qualified concerning the range
of the transaction zone and the terms of sale. To offer
only one appraisal conclusion—fair market value—in
order to feign consistency and neutrality is a counterpro-
ductive form of self-regulation and quality control.'

II1. SIGNS OF CHANGE IN THE
APPRAISAL PROCESS

A keystone premise of real estate appraisal is the
concept of highest and best use, a premise that views
land as a commodity and presumes the best use 10 be the
one that maximizes returns to the private sector. The
concept is unique to New World development because
for centuries all societies had been able 1o sustain some
communal concensus about land use which reflected
feudal tenure, static technology, and static population
as well as little social mobility. When these constraints
ceased to exist and the pioneer ethic stressed develop-
ment and subjugation of the new continent, the basic
rule governing land use became that of the auc-
tion—those who paid the most for land had the right to
use it. As late as 1971, the definition of highest and best
use stressed the maximization of owner’s value’ and
needed to be supplemented by reference 10 The Apprais-
al Journal for specification that the use be a legal, tech-
nically feasible, justified investment with effective
demand at current price levels.! As recently as 1972
Paul Tischier argued the heretical notion that best use
must not only consider highest income to the owner but
it must also be sensitive to external costs and financial
impacts on others regardless of technical legality' At
the same time Paul Wendt was arguing that land use
decisions reflected the after-tax cash constraints and
objectives of the owner rather than the more classic

" Charles F. Seymour, **More and More of My Reports Are
Valueless,” The Appraisal Journal 35 (October 1967): 453-
63.

*Society of Real Estate Appraisers, Inc., Real Estate Ap-
praisal Principles and Terminology, 2nd ed. (Kingsport,
Tenn.: Kingsport Press, 1971), p. 57.

> William Crouch, “A Perspective Look at Highest and
Best Use,” The Appraisal Journal 34 (April 1966): 166-76.

assumptions of a nonspecific, prudent man. In the
same year James Graaskamp was maintaining that an
appraisal was a feasibility study of a site in search of
a market and that constraints included political ad-
ministration of land use law and the need to mer-
chandise to a gap in existing market supply in order
to enjoy some monopoly pricing advantages.' On
a broader base of public policy the Rockefeller Fund
Land Use Task Force noted a growing public con-
census that land use was central to both environmental
balance and social equity; it concluded that land use
must first be subject to public control with private de-
velopment subordinate to public priorities and con-
straints of community impact. Although some apprais-
ers believed that **highest’’ meant permissible density or
intensity of use and that *‘best’’ was an euphemism for
most profitable of the alternatives open to the owner
under the law, many thought that the semantics were
obsolete or arrogant since the public and not the ap-
praiser would decide what was best and for whom.' Al
of these realities and others led to a redefinition of the
concept of highest and best use in order to recognize
both constraints on private prerogatives and the un-
certainties introduced by the expanding number of
variables to be considered. Compare the following def-
initions—the first from the 1971 edition of a real estate
terminology text and the second from the officially ap-
proved 1975 handbook.

[Highest and best use is] a valuation concept that can
be applied to either the land or improvements. It nor-
mally 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

* Paul Tischler, “The Importance of the Highest and Best
Use Analysis,” The Real Estate Appraiser 40 (May-June
1972): 35-36.

* Paul Wendt, *‘Highest and Best Use: Fact or Fancy,” The
Appraisal Journal 40 (April 1972); 165-74.

' James A. Graaskamp, ‘A Rational Approach to Feasi-
bility Analysis,”” The Appraisal Journal 40 (October 1972);
513-21.

" William K. Reilly, ed., The Use of Land: A Citizen’s
Policy Guide to Urban Growth (New York: Thomas Y.
Crowell, 1973).

* Donald W. Large, “This Land Is Whose Land? Changing
Concepts of Land as Property,” Wisconsin Law Review,
vol. 1973, no. 4.

best use can also be applied 10 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 improve:
ments.’

Highest and best use—That reasonable and probable
use that will support the highest present value . . . 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, finan-
cially feasible, and which results in highest land value.

The definition . . . applies specifically to the high-

est and best use of land. It is 10 be recognized

that in cases where a sile has existing improve-
ments 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 use to community
environment or to community development goals in
addition to wealth maximization of individual
property owners. Also implied is that the determina-
tion of highest and best use results from the ap-
praiser’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 vaiue is based. In the context of most
probable selling price (market value) another appro-
priate 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.®
(Italics mine.)

* Society of Real Estate Appraisers, Inc., p. 57.
“Boyce, ed., pp. 107-08.



Not only does the current definition recognize the
need to adapt to community requirements, but it ex-
pressly recognizes selection of a most probable alterna-
tive from among several alternatives. In short, alterna-
tives that are physically possible must be screened for
compatibility with:

1. Legal-political restraints on use.

2. Market trends and effective demand levels for
selected merchandising targets.

3. Compatibility with community standards.

4. Financial justification in terms of revenues, costs,
and financial measures of risk and yield applied by
those expected i0 fund the venture.:

Ratcliff summarized the case against the traditional
concept of highest and best use and the distortion of its
semantics as follows:

There seems to be little doubt that most investors
optimize or satisfy and that few of them rely on the
single classical criterion of maximizing net income. To
the extent that this is true, the “‘highest and best use’’
determined by maximization of net income is an un-
realistic concept because it does not refiect actual
human behavior. Actual decisions are complex but the
primary skill of the appraiser is to predict human
behavior in terms of the probable outcome. The
‘*highest and best use’’ thus becomes the ‘‘most prob-
able use’ and the prediction of market behavior in
general, for whatever purpose, must be founded on
the manner in which real people arrive at decisions
rather than the unreal assumption of the single maxi-
mization text.'

The concept of most probable use reflects the elusive
concept of feasibility and a broader concept of real
estate than the parcel-by-parcel narrowness of
traditional views. The real estate process is the dynamic
interaction of three groups: space users (consumers),
space producers (suppliers), and the various agencies
(infrastructures) that provide services and capital to
support the consumer needs. Each of these three
decision groups represents an enterprise, an organized

' John Bohling, “*Highest and Best Use: A New Definition,
a New Opportunity,” The Real Estate Appraiser 42 (Janu-
ary-February 1976); 33-37 passim.

‘Wayne R. Archer, “Valuation under Uncertainty: Will
the Real Highest and Best Use Please Stand Up?** The Real
Estate Appraiser 43 (May-June): 32-40.

'Richard U. Ratcliff, Valuation Jor Real Estate Decisions
(Santa Cruz, Ca.: Democrat Press, 1972), p. 69.

undertaking. All are cash cycle enterprises constrained
by a need for cash solvency, both short- and long-term.
A desirable real estate solution occurs when the process
permits maximum satisfaction to the consumer at a
price that he can afford and is willing to pay within the
environmental limits of land, while permitting the con-
sumer, producer, and the government cash cycle 1o
achieve solvency—cash breakeven—after full pavment
for capital and services rendered. Solvency of the total
process is the critical issue rather than maximizing the
value for one party. In this light the present evolution of
highest and best use can be rephrased to distinguish
between ideal long-term land use solutions and prag-
matic short-term solutions as follows:

1. The most firting use is the use that is the optimal
reconciliation of effective consumer demand, the
cost of production, and the fiscal and environmen-
tal impact on third parties within physical capa-
cities of the land. Reconciliation involves financial
impact analysis on ‘“‘who pays” and ‘‘who
benefits."

2. The most probable use is 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.*

Screening alternative uses involves a process that is
analogous to the artistic concept of judging the success
of an art object design by relating the form of the solu-
tion to the context in which it was created and intended
1o exist.” Centext includes those elements that are fixed,
given, or stated objectives and to which any solution
must adapt. Form elements are those variables within
the control of the artist, the options or alternatives
available at a particular time. A solution is judged or
ranked in terms of success by evaluating the degree of
fit between the form provided and the context 1o which
it must adapt. Alternative courses of action represent
proposed forms that can be ranked in terms of fit or
misfit within the context of constraints imposing on the
real estate. Hence, the thrust of the above definitions is

“Recurring lecture by James Graaskamp in the introduc-
tory real estate course, The Real Estate Process, University
of Wisconsin, Business 550.

*Similar emphasis on the screening of alternative uses and
alternative buyers in the marketplace was advocated by
Edwin M. Rams, *‘The New Real Estate Appraisal Pro-
cess,”" in Analvsis and Valuation of Retail Locations (Res-
ton, Va.: Reston Publishing Co.. inc., 1976), pp. 375-83.

on the most fining use, and the dependency of appraisal
is on the clusive concept of feasibility. Combining the
systems concept of enterprise under conditions of uncer-
tainty and the physical design concept of fit leads 10 the
following definition:

A real estate project is ‘‘leasible’’ when analysis
indicates that there is a reasonable likelihood of satis-
fying explicit objectives and when a selected course of
action is tested for fit 10 a context of specific con-
straints and limited resources.”

An appraisal presumes objectives and resources that
characterize or generalize a particular class of investor
who is likely to relate to a potential use of a property; an
appraisal always begins with a specific property in
search of a use and market. A feasibility study begins
with a specific investor and his own unique objectives;
the feasibility study can begin from either the viewpoint
of an investor searching for an opportunity, a need in
search of a site, or a site in search of a use. Thus, an
appraisal is a limited form of feasibility analysis that
substitutes a profile of some buyer subgroup for the
specifications of a known client-investor.”

Selection of the most probable use feasible for a
specific class of buyer introduces a hint of uncertainty,
which suggests that a conclusion regarding value based
on probable use must also contain an element of uncer-
tainty. The definition of most probable sales price
would then be that price at which a property would
most probably sell if exposed to the market for a
reasonable time and under market conditions prevailing
at the time of the appraisal.

*Boyce, ed., p. 86.

"J. Thomas Monigomery, ‘‘The Appraiser’s Dilemma:
Wedding Investor Motivations to Appraisal Techniques,”’
The Appraisal Journal 41 (October 1973): 464-75.



IV. THE RATCLIFF APPRAISAL APPROACH

The outline proposed for a contemporary real estate
appraisal report has been influenced strongly by the
work of Professor Richard U. Ratcliff, who made his
most comprehensive statement in his book, Vuluation
Jor Real Estate Decisions. His direct and dry prose stvle
reflects common sense and the explicit elements of any
decision model. The analyst must state the question
correctly, specify the date priorities, and focus the data
on the question by means of some logical framework,
specifically the elements of economics, land economics,
and real estate enterprise theory. An oversimplified
statement of Raicliff’s appraisal axioms provides a base
for the detailed report outline proposed in Section
Two.

A. What Is the Question?

An appraisal valuation is a model response to mul-
tiple questions, the essence of which are:

1. Vs: subjective value to the owner or user, often as
complementary invesiment or as a resource tool in
a larger enterprise.

2. Vc: cost of constructing a substitute alternative.

3. Vr: reproduction cost of replacing a property with
a photo-image alternative.

4. Vo: offering (listing) price at which the property is
offered for sale.

5. Vb: bid price offered by a prospective purchaser.

6. Vi the transaction prices at which the property
actually sold, an historic fact.

7. Vi: insurable value as defined by policy contracy
or adjustment practice.

' For additional insight on the Ratcliff methodology, see:
Richard U. Ratcliff and Dennis G. Swan, “*Getting More
from Comparables by Rating and Regression,' The
Appraisal Journal 40 (January 1972): 68-75; Ratcliff,
**Capitalized Income Is Not Market Value,” The Appraisal
Journal 36 (January 1968): 38-40; Raicliff and Bernhard
Schwab, **Contemporary Decision Theory and Real Estate
Investment,’’ The Appraisal Journal 38 (April 1970): 165-
87; and Ratcliff, *Appraisal: Is It Measurement or Pre-
diction?" The Real Estate Appraiser 38 (November-
December 1972): 4-6.

8. Vp: mosi probable price, a prediction of what the
property will sell for a1 a specified future time.’

Even though insurance or court cases might require
specialized value definitions, Raicliff argues that the
great majority of cases requires that the appraiser predict
the transaction price at which the property would probably
sell. Marker value is a price for which the term **market
value™ is used 10 accommodate common practice and
acceptance. Therefore, market value is synonomous
with the definition of most probable price and terms at
which a transaction would occur, as defined by Ratcliff:

The most probable price is that selling price which is
most likely 1o emerge from a transaction involving the
subject property if it were to be exposed for sale in the
current market for a reasonable time a1 terms of sale
which are currently predominant for properties of the
subject type.’

The Ratcliff approach converts the traditional single
value conclusion of appraisal to an explicit statement of
the central tendency (mode, mean, median) around
which the transaction price is likely to fall. In a few
cases, the transaction zone might be a statistical state-
ment of standard error, but in most cases it represents
an cconomic statement of how high the buyer might be
willing to go in the negotiation process and of how low
a price the seller would be willing to accept. While this
range provides recognition of the uncertainty in any
business forecast, it also recognizes that the analyst is
not able to fully program human behavior. Therefore,
the statement of probable price within a transaction
zone is neither a clean statistical measure of random
dispersion nor a measure of fairness to one party or the
other. It is a pragmatic recognition that forecasting is
imperfect, that bargaining talents are unequally distrib-
uted among the actors, and that the appraiser must
resort to presumptions and unreliable observations. In
application it provides the Court some indication of the
highest price and the reliability of the forecasting
resources at hand; the lender can choose to be conserva-
tive, generous, or optimistic about price for the loan-to-
value ratio; the investor can better understand the view-
point of the scller; and the competing investor can
choose which set of assumptions he could buy with his
moncy to justify a price. The seller can better measure
the relative firmness of an offer and the trade-offs avail-
able between cash-in-hand or rejection to await better
future offers.

“Raucliff, Valuation for Real Estate Decisions, p. 55.

" Personal correspondence with Ratcliff.

Ratcliff has suggested priorities for appraisal infor-
mation:

1. The fundamental concepts of valuc and price
which are central 1o appraisal are at the heart of
the social science of economics. Economic goods
arc valuable because of their utility (praductivity)
and scarcity. Thus in analyzing the value of a par-
cel of real estate, the starting point is with its in-
herent utility—the characieristics and qualities
which can make it productive and desirable, and
for which people are willing 10 pay. [Thus, an ap-
praisal staris with analysis of the real estate and its
alternative uses. ]

2. But price is set in the marketplace. To serve his
client’s needs, the appraiser seeks to predict the
price a1 which the subject property will probably
sell. Viewing the property as a package of poten-
tially productive qualities, the appraiser must pre-
dict the outcome of the interaction of the market
forces of demand and supply 10 which the property
might be exposed and which could trigger a trans-
action from which market price will emerge. [A
land use must be marketed to both political groups
and individual consumers. Thus, aliernative uses
are screened for legal-political constraints and then
screened for supply and demand characteristics. )

3. 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 1o the subject property when it is exposed
for sale. People make values and determine prices.
[People’s perceptions affect offers and acceprances,
and so bargaining position and changing market
moods become significant externalities.|*

B. Which Valuation Model to Use?

Each step in the Ratcliff logic employs well-estab-
lished explanatory or predictive techniques from econo-
mic analysis and forecasting. The choice of the pre-
ferred valuation method follows from Ratcliff’s basic
appraisal logic expressed to this point in the form of
a flowchart (Exhibit 2).

‘Ratcliff, Valuaiion for Real Estate Decisions, p. 14.



1. The purpose of the appraisal (as benchmark for
mortgage loan, listing price, insurance, etc.) leads EXHIBIT 2
to specification of a value definition and assign- RATCLIFF'S APPRAISAL PROCESS
ment of subject matter.

Purpose of the appraisal

(5]

. ldentification of possible aliernative uses through
detailed analysis of the real estate. While the pres- l
ent use of a property might be its most probable e X
use in a majority of cases, the appraiser must Preliminary survey & appraisal plan
consider alternative scenarios that are suggested by
the productivity attributes of the subject property. l

3. Ranking of alternative uses regarding their fit Data program
within the context of market supply and demand, l
legal and political restraints, and financial risk .
and return potentials leads to a conclusion about Property analysis
most probable productive use of the property at Physical attributes
the time of the appraisal. Legal / political attributes
Linkage attributes
4. Selection of a most probable use conclusion leads Dynamic attributes
to recognition of alternative buyer types. Basic Environmental attributes
selection criteria of these types can be matched to
specific property attributes to suggest the most J
probable buyer type or types who can afford to
make the mos! fitting use of the property. Alternative use scenarios
5. ldentification of the buyer type provides a general [ ! ]
definition of the market area in which to search for
comparables or (o interview for motivations. Effective demand Competitive supply
L ]
6. Choice of valuation method must interact with 1
availability of relevant data about past activities or i
current needs of the most probable buyer group. Most probable use selection
Unlike the traditional appraisal, which presumes l
many potential buyers of equal need and means,
the Ratcliff approach can conclude from the most Most probable buyer profile
probable use determination that one specific buyer
might be the likely candidate. For example, it L
might be the existing tenant, or the contiguous X X X
property owner who has few options but to pur- Choice & application of appraisal method
chase, or a specific buyer whose use value is unique I
enough to justify monopoly pricing.
In the search for data, the priorities are controlled Adjustment for applicable externalities
: . Economic conditions
by the hierarchy of methods most likely to accurately Financing terms
represent buyer and seller behavior. In short, the ap- i iti
. d . . Political conditions
pra:scr.wqul attempt to apply appraisal methods in the Bargaining position
following order:

I

1. Prediction from what buyers had done in prior
transactions (inference). Testing estimate of value for compatibility
with buyer motivation profile
2. Simulation from how buvers would calculate l
offering price (simulation).

Final estimate of value

3. Demonstration of how buyers should determine

price (normative economics).



Before the analyst can move down the hierarchy, he
must exhaust the realistic elements of the preferred
methods. The hierarchy is described in the following
paragraphs.

Inference from market sales.—The preferred method
of determining most probable price is to infer furure
market behavior from recently completed market
transactions. Comparability should consider location,
structure, and motivations of buver and seller. In valu-
ing a property to be sold in distress, it might be appro-
priate 10 emphasize acquisitions by assemblers in the
area, resale prices of the assemblage, and the signifi-
cance of average cost and marginal cost of the subject

property.

Inference from simulation of probable buyer calcu-
{us.—In the absence of a suitable array of comparable
transactions, the analyst is confronting a specialized
property and a specialized buyer. To simulate the buyer
calculus requires research into the formulas and decision
rules of the buyer. Inside knowledge of buyer
operations in terms of regression models for predicting
gallonage or hamburger sales, rules of thumb regarding
cost per room or real estate investment as a percentage
of sales,’ or other criteria for value-in-use might be
difficult 1o come by. Where one knows the formulas or
where they can be generalized into a simulation, pre-
diction through simulation is a reasonable aliernative to
the market approach. For example, Robert M. Ellis of
Coldwell Banker suggested that buyers price a property
by determining the maximum loan that might be
obtained and then taking the cash flow after debr service
and capitalizing the equity cash at a desired cash-on-
cash return. When buyers can be shown 10 use such a
pricing technique, it is a legitimate simularion method.’

Inference from normative economic models.—In the
absence of adequate market data or knowledge of simu-
lation decision systems, the appraiser might be forced 1o
consider normative capital budgeting or sophisticated
investment valuation methods. However, when these
normative methods are used, the appraiser must note
that it is no longer market value that is being calculated.
The transaction zone indicates what parties should do,
and the analyst might be hard-pressed to find evidence
that buyers will, in fact, act that way. The Ellwood
method and cost-to-replace are examples of normative
methods unless the appraiser can prove that buyers

‘Ronald E. Gettel, Real Esiate Guidelines and Rules of
Thumb (New York: McGraw-Hill Book Company, 1976).

" Robert M. Ellis, ed., Real! Estate Investment Analysis
(Los Angeles: Coldwell Banker, Inc., 1976), p. 8.

make their pricing decisions with those methods.' The
same limitation applies to after-tax computerized cash
flow investment models that are normative until demon-
strated to be in use as decision tools. To the degree that
both buyer and seller have turned 1o the appraiser in
confusion regarding iransaction price, the final norma-
tive conclusion becomes a self-fulfilling prophecy.

Since the fundamental objective is to predict, any
method can be used as long as it provides a reliable pre-
diction. There is no need to be dogmatic about three ap-
proaches when forecasting techniques might innovate
new methods at any time. The test to select an approach
is pragmatic—has the technique predicted similar trans-
actions in the past? Is the technique likely to be sensitive
to changing conditions and context? If buyers in a cer-
tain neighborhood use the gross rent multiplier even
when it is loaded with potential for economic misunder-
standing, then it is a legitimate tool.* Reliability of the
prediction method over time rather than elegance in its
theoretical content comes first in selection of the
method. There is no need that buyers be fully informed
if the market gives evidence that prices are being set in
ignorance. Buyers do not need to have reasonable
choices when the seller enjoys a monopoly position.
There is no justification for a fair price when the market
gives evidence that buyers penalize sellers thought to be
in some distress or financial bind. Indeed, such market
knowledge might be sufficient to motivate buyers to
postpone purchase in hopes that the seller will further
reduce the minimum price that he might accept.

C. How Is Value Conclusion Tested?

The initial prediction of market price may be modi-
fied if assumptions inherent in the data base are no
longer appropriate to the context and date of the subject
property appraisal. Externalities might include the
money markets, probable investor moods, or local
phenomena that alter market expectations. However, it
is not necessary 10 provide the national picture or
regional trends if the influence only remotely concerns
the subject property. Appraisers are not national econo-
mists and should avoid banal generalities. A probable
use might involve some specific national factor such as
subsidized housing or defense industry priorities. How-
ever, the trial of inquiry should move out from the site
toward larger economic issues with care and sharply
focussed economic comments. Often the property is too

"Rarcliff, “*Capitalized Income Value Is Not Market
Value,” pp. 33-40.

‘ Raicliff, “Don"t Underrate the Gross Rent Multiplier,”
The Appraisal Journal 39 (April 1971):.264-7.

small 1o be directly influenced by trends in the regional
economic base and such other favorites of urban econo-
mists. Indeed, buyers active in the market might be
those with foresight 10 see beyond current and conven-
tional economic thinking.

In order 10 test the adjusted appraisal price, it is
necessary to prove that the assumptions made are con-
sistent with the definitions of value, as in the case of in-
surable value or tax assessment where specialized defi-
nitions, might exist, and to demonstrate compatibility of
value conclusion with critical buyer profile checkpoints.
For example, the price to be paid for an office building
could be converted into market rent per unit necessary
10 support expenses and debt service and justify the pur-
chase cost. If the required rent is unrealistic compared
with rents in the market place, further analysis and ex-
planation or modification of the conclusion would be
required. If the value process presumes that the investor
seeks appreciation, the appraiser should test the ¢onclu-
sion by estimating the percentage of appreciation
required to produce an acceptable yield and the com-
patibility of this required resale price with investment
expectations of a potential buyer. If such tests reveal a
disparity between the predicted price and the justified
price, the analyst must choose between the reliability of
his evaluation method and the normative presumption
of rationality and efficiency in the market place. If
knowledgeable investors consistently pay more than the
appraiser determines to be justified, the chances are that
the test has revealed that the appraiser does not fully
understand the market. At the least, the test should:
demonstrate the application of appraisal ranges to the
appraisal issue.

It is easier 1o explore the nuances of the Ratcliff ap-
praisal model by providing a demonstration appraisal
that is annotated with commentary than it is to expand
the hypothetical questions that immediately flood the
mind of the reader. A summary outline precedes the
contemporary demonstration appraisal. The appraisal is
accompanied by sketch commentary to provide picture
words with which the real estate analyst is already
familiar.



SUGGESTED OUTLINE FOR A CONTEMPORARY

Appraisers prefer 1o deal with concrete matiers
rather than theoretical concepts, and therefore we pre-
sent an operational real estate appraisal that reflects the
Ratcliff. format. This vehicle will enable the student to
visualize the large and small issues involved in the criti-
cism and dialogue of appraisers.

1. ADVANTAGES OF MODEL OUTLINE

Because the student can learn through application of
new ideas by analogy with familiar patterns and detail,
the demonstration appraisal provides hints of theoreti-
cal and technical production value. Profiles of probable
buyer and scaling techniques applied to comparables are
debatable applications of theory and technique. Some
basic rules of technical writing and charting should sen-
sitize student writers even though the professional might
not choose to follow every rule. Certainly the sugges-
tions for typing, graphic presentation, and other pro-
duction matters should provoke the professional ap-
praisal societies to improve their teaching materials.
Hopefully, this demonstration will lead others to author
refined examples that will extend the new appraisal
school into other demonstrations for land development,
property loss adjustment, eminent domain, and tax
appeals.

Il. PITFALLS OF STANDARD FORMATS

A demonstration appraisal has its limitations. For
example, it might give the impression that the method is
appropriate only for a specific property type. The
reader should recognize that various report sections
might be considerably influenced by whether the prob-
able use is clear-cut or in doubt, whether market data is
sufficient or incomplete, or whether testing and adjust-
ment of the price prediction is required. Because the
subject property has so many factors appropriate 1o
educational objectives, the detailing and composition
represent an overkill of the subject beyond cost-effective
limits of most fee schedules; this is likely to be the fault
of any demonstration appraisal done for certification or
education. lronically, the credibility of the demo will be
damaged if it fails to be excruciatingly thorough, but
having been thorough, it will be damned for being un-
realistic regarding what a professional can do for a
typical fee. That argument raises the question of
whether appraisal fees might be higher if the reports

SECTION TWO

NARRATIVE APPRAISAL REPORT

were betier organized, better written, and better illus-
trated. Before we can determine the answer, we must
test the hypothesis by providing clients with relevant
reports that communicate accurately. Even at best, an
appraisal report will always be too finite 10 completely
explore the comprehensive nature of property appraisal.

I1I. SUGGESTED OUTLINE

Letter of Transmittal
1. Brief statement of appraisal issue
2. Definition of value applied
3. 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
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Table of Contents

List of Exhibits
Digest of Facts, Assumptions, and Conclusions

. 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

12. Testing of corrected probable price for consistency

with most probable buyer objectives
13. Final value conclusion and range of error estimate
as appropriate
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1. Appraisal Problem Assignment

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

. Special problems implicit in property type or

issue that affect appraisal methodology and
definition of value

. Special assumptions or instructions that are

provided by others

. Definition of value, which is the objective of

appraisal analysis and which disciplines ap-
praisal process

1. Selected definition and source

2. Implicit conditions of the definition

3. Assumptions required by relevant legal
rulings

. 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 in-
consistent with issue or premise of ap-
praisal

I1. Property Analysis to Determine Aliernative Uses

A. Site analysis

1. Physical (static) site attributes (size, shape,
geology, slope, soil hydrology, ¢tc.)

2. Special site improvements (wells, bulk-
heads, irrigation systems, parking surfaces
with unique salvage or re-use character-
istics, etc.)

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

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

S. Dynamic auributes of site (perceptual re-
sponses of people to site in terms of
anxiety, visibility, prestige, aesthetics, eic.)

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



B. lmprovement Analysis

1. Physical (static) atributes of improve-
ments, caitaloged by type, construction,
layout, condition, structural flaws, eic.

2. Mechanical attributes (brief statement of
heating, ventilating, air conditioning, elec-
trical, plumbing, and fire or safety systems
in terms of limitations on use or efficiency)

3. Special structural linkages to off-site ele-
ments (tunnels, bridges, adjoining struc-
tures, e1c.)

4. Legal/political constraints on use of exist-
ing improvements (federal, state, and local
building codes, fire codes, conditional use
procedures, neighborhood associations,
and inspection liens of record for viola-
tions)

5. Dynamic atributes of existing improve-
ments (impressions created by type, bulk,
texture, previous uses, past history, or
functional efficiency)

6. Current uses and tenancies of improve-
ments, if any

7. Environmental impact attributes of im-
provements On environs

C. ldentification of alternative use scenarios for
subject property

1. Marketing existing uses of property as is

2. Renovation of existing property and mar-
keting improved space

3. Redirection of existing property to alterna-
tive tenancies and uses

4. Replacement of existing improvements or
program with new uses

I1. Selection of Most Probable Use
A. Comparative analysis of alternative uses

1. Testing and ranking alternative-use stra-
tegies for legal/political compatibility
- 2. Testing alternative-use scenarios for fit to
physical property attributes within reason-
able cost-to-cure
3. Selection of scenarios that justify market
research

B. Analysis of effective demand for selected uses
1. Scarch for rents and income potentials of

scenario space-time products
2. Screen and rank market targets

3.

4.

Apply income-justified residual investment
approach 1o rank economic power of alter-
native market scenarios
Evaluate marginal revenue, marginal in-
vestment risk trade-offs

C. Summary matrix for selection of most
probable use scenario

1
2.
3.
4.
5.

Physical fit

Legal/political risk

Strength of market demand
Adequacy of available financing
Revenue and cost assumptions risk

1V. Prediction of Price for Subject Property

A. Specification of most probable buyer type
implied by most probable use

1.
2.

Criteria motivations of alternative buyer
types

Selection of most probable buyer type as
basis for prediction of a sales transaction
with logic for ranking of alternatives

. Specification of essential site, improve-

ment, 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 transactions and mar-
ket data available from sales by com-
parable buyers of acceptable alternative
properties

. In the absence of adequate market sales

data, the alternative method selected for
simulation of probable buyer decision
process

. 1f market influence of simulation is impos-

sible, select normative mode} such as in-
vestment value, or cost to replace

C. Search for comparable market sales trans-
actions

PP -

. Unit of comparison

. Meathod of comparison

. Explanation of search parameters

. Investigation of sale transaction circum-

stances

. Evaluation of comparability

6. Definition of predominant terms of sale
7. Source of comparative adjustments

. Determination of suitability of existing mar-

ket data for inference of value for subject
property

1. Where data is adequate, selection of mar-
ket comparison method to estimate value

2. Where data is lacking or misleading, selec-
tion of alternative valuation method and
reasoning

3. Conclusion leadsto E or F

E. Simulation of probable buyer decision pro-

(OR) F.

cess if market comparison approach is incon-
clusive or impossible

1. Source and explanation of simulation as-
sumptions

2. Schematic drawings of site or building de-
velopment plans to be simulated, if ap-
propriate.

3. Accounting schedules of simulation
assumptions

4. Range of alternative simulation value pre-
dictions (sensitivity analysis)

Selection of normative model of buyer be-
havior

1. Investment model
2. Cost-to-replace model
3. Nonquantitative decision models

. Computation of most probable price and

standard error of prediction

. Correction of preliminary value estimate for

external factors

1. ldentification of conditions relative to date
of appraisal not present in market com-
parison assumptions

2. Specification of political contingencies that
might upset normal appraisal assumptions
of substitution

3. Identification of any violation of condi-
tions in the definition of value by the ap-
praisal methodology

4. Indication of adjustment necessary for
externalities to preliminary probable price
estimate or

5. Explicit statement that no adjustment is
necessary



1. Test of most probable price or value conclu-
sion by means of:

1.
2.

Comparison to values derived from se-
lected alternative appraisal methodology
Demonstration of achievement of objec-
tives of most probable buyer minimum
selection criteria

. Measurement of fit of financial cash re-

quirements to market rents, lender ratios,
or other relevant constraints

. Comparison to decision criteria appro-

priate to issue (financial ratios required by
mortgage lender, comparative assessments
of similar property for the tax appeal
board, rates of return in alternative invest-
ments, construction prices for similar
property, or whatever demonstrates con-
sistency with statement of the issue)

Appraisal Conclusion and Limiting Conditions

A. Definition of value and value conclusion of
the report

B. Certification of independent appraisal judg-
ment

C. Statement of limiting conditions that establish:

V.
1.
2,
3
4
5
Appendices

Contributions of other professionals on
which report relies

Facts and forecasting under conditions of
uncertainty

. Critical assumptions provided by the ap-

praiser

. Assumptions provided by the client
. Controls on use of appraisal imposed by

the appraiser

Maps and data sets, only if they are referred
to in the text. These data collections are sec-
ondary to the argument in the body of the
report and would slow down the reader if they
were included as exhibits.

SECTION THREE
ANNOTATED DEMONSTRATION APPRAISAL

This section provides a photo reproduction of an appraisal prepared for the seller of a
100-year old, downtown commercial structure in Madison, Wisconsin. As a demonsira-
tion appraisal, it is an educational 100l and therefore somewhat more lengthy and elab-
orate than a commercial report. To communicate, it is necessary to package the message
with the logical outline and sequence of ideas in Part I, write with effective prose, and
format with typing and graphic techniques. It has been annotated 10 give suggestions re-
garding content and format and to point out flaws that should not be imitated. Each
appraiser should feel confident in his innovative ability to provide his own mistakes for
his own report.

In most cases, the comments concerning content will be found 1o the right of the fac-
simile of the typewritten report page, and those comments concerning format and syntax
are in the lefthand margin. It is hoped that the format instructions will assist the appraiser
in communicating with his typist by providing a general model and detailed comment on
spacing, tables, and other details that are important to the secretary and generally ig-
nored by the author. Some additional tips on how the writer of the report can improve or
sustain a happy relationship with both his audience-and his typist are provided at the end
of this manual.
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Appraisal of
25 N. Pinckney

An appraisal firm should have a iogo
and standard appraisal report cover
format. A soft tan or yellow will
permit reproduction of a black and
white photo on the cover. To repro-
duce photographs with offset copy
systems, the fast-copy printer needs a
PMT half-tone screen (85-lind).
Speed printing companies can make a
half-tone screen of a black and white
photo for less than $5 to permit
duplication for multiple report
covers, As an alternative, a standard
color photograph could be placed in
a window die-cut into cover. The
lettering here was done with transfer
lettering systems available at any art
supply or blueprint shop.



Learn basic facts about your
client—his correct name and address,
the nature of his business, and if the
owner is a corporate structure, how
its name is correctly presented in
abbreviated form.

Note the use of the colon foliowed by
parenthetical numbers and semi-
colons.

[LETTERHEAD]

December 20, 1976

Mr. Abe Santee [Owner)
123 Main Street
Somevhere, Florida 53703 -

Deu' Mr. Santee: .

- omt e CATMIN L e .
We are tr-nnu.ttin; the appuiul uport tlut you requelted on‘the ?\5 [
property known as the Simpson luildin;r 23-25 Bort.h Plnckncy Stru

' . ,. ’ of Madison, County of Dano, H:Lscaluin

At the outset of the letter, identify

the specific question to which the

appraisal has been addressed because

an appraisal always responds to the

) particular problem of the client and
2 cannot be all things to all people.

. AL Teve¥ - - -'r - i O

« In your letter author:l:in; :h:lc work, you' 1ndicnted that”the vnlua‘ J
. conclusion would serve as.a benchmark for listing and negotlating thc
- sale of .the subject property.’ -You :lnquiud further as.to the impact of a
. cash sale on the sales price in a buyer's nrk.ct, Hhich charlctuixu th

. Madison ceatral buimu district at this & ""'"6;3‘:.\-- 4
. A -{" ‘ék ""'y.l d

AR 3 : o
' Thc encloud tepott han concluded that bc lont ptobablc lellin; pr.lce of o
~your proper:y on Novnber 1 1976 is - o J St {g

- b ib ?ﬁ‘

SR el

3 .‘~ OH'E BU'HDRED 'mm rm mous.um NLLARS ($125 000) kY72
- ‘“; ’s» -J-ﬂ\(_‘lu b ~'"‘ﬁi L '.7‘.‘. &€ el 2 i 5 :‘« 2
v“ 1f you.aécept a land eontuct for _21)2 ‘dmrn. 82 laterest, anda' 0=

tcmg‘; The probable ‘transaction zome "h"fm $110,000 :t'0 '$150,
‘- dependingrupon nru“‘“'A cash sale -ight. be closer to"the lower’ ‘f‘mc-
f‘ ¥} lmr dmpayunt or subordiutton of' ullcr ﬁuncin; light achim

the upper 11.1t of $159 4‘5“" 1§'_N s K
B AR S T 2 Y
The va.luc couclusions are umitivc to the utiutod contl of rmnr.ion,
s +and remodeling: (1) conformance with the fire eoda. ‘plrcicuhrly u’bihi{;: z
.,s~buulnt_ boiler room, atrium walls,,and roof; .(2) cdditi.ou of. ﬁrlt—floor 2 '=
mmhr&:n‘ that are accessible to wheelchairs; and’(3). mb«mmra: the -
w15, first-floor retail space to date the specialty shops that, au"“v " o .
Tt rephcing‘the traditional retail stores.;, In addition.) investwent isy 3 specific property. The appraiser

b\m F.mitin o boy m -uch npprecntion vﬂl'runlt from the cbnltrnc:lon”é;f SO should .iQCntify those aSSUfpplionS

p_it:o Cmu-.ouxu u.n. due to'be. eo-pletcd gslséﬁ;p:‘ lneiom- i T most critical 1o the conclusion. In

tire’ Clpitol* ih&" T 3 AN this case later history shows that the

patteins? as well” “thc’vhulivinge n‘f‘?thé"%qunre-vﬂ:y “F appraiser should have flagged his

) ; f¢ assumptions about rents that could

be obtained for the property after
renovation.

An appraisal is a set of assumptions
about the future. Some are conven-
tions about investor behavior, and
some are unique to the future of the

SRt £ 5 AR A
_jyou' no funds were ‘provided for architcctur "
.&qu%fnct findin;, and_ 80° the”feasibility of . thc’iho,l -PE
assumption,” vhich” h critical to a value estisate, must be' reprdod;u
-4 only..ytclhinary Xour attention il :called to the umdﬂns,&ﬂ.muﬂ;;"
conditions,-and control.l -on.use that. ‘are :anl.uded 1n'_Section V. of thls ,‘

{ 2% !‘.t )34 X u EL VK

-./-"“




111

Mr. Abe Santee 2 December 20, 1976

You will also note that the current Madison assessment of $285,000 is
seriously out of line with market values on the Square, a fact common to
downtown retail property. Because knowledgeable real estate investors
expect to appeal for a reduction, there is little negotiation advantage
to be gained by deferring your appeal of an assessment, which is excessive
by at least $135,000 and would contribute more than $4500 per year to ¢
your holding costs at a difficult time.

We hope you will find the details of this narrative appraisal relevant to
your decisions, and we would be happy to answer any questions you might
have.

Sincerely,

q -—&.——-—“
Graaskamp, CRE, SREA

JAG/db
enclosure

In this case, the appraiser has pro-
vided additional counselling in the
letter of transmittal. The appraiser
might wish 10 observe a maintenance
problem, the unexpected presence of
tenants, or other facts uncovered by
appraisal investigation. However,
some types of advice are better pro-
vided orally or in a separate letter of
counselling to a mortgage lender to
avoid friction with the client about
facts that the client feels are best left
unreporied since the appraisal will be
provided for prospective buyers or
lenders. Unsolicited advice must be
provided carefully to avoid a breach
of confidence, interference with busi-
ness relationships, and issues of
appraisal cthics.



To make a table of contents read-

able:

1. Capitalize headings and subhead-
ings.

2. Align periods after heading desig-
nations,

3. Use spaced periods between title
of heading and page number, that
is. a space before and after each
period.

4. Only main headings and primary
subheadings are included in the
Table of Contents. Too many de-
tails become tiresome. Note that
the Table of Contents is not as de-
tailed as the outline in the pre-
vious Section Two.

All pages that precede Section | are
numbered in lower case roman nu-
merals. The title page is undersiood
*i** but is not numbered; the follow-
ing page is ii; and Section | is arabic
1. The first page of each part is num-
bered at the bottom of the page;
other numbers appear in the upper
righthand corner. Punctuation is not
used with any page number.

Appendixes is an acceptable alterna-
tive to appendices. If the writer pre-
fers the anglicized spelling, he should
be consistent in other instances (e.g.,
indexes).

LIST OF EXHIBITS

DIGEST OF FACTS, ASSUMPTIONS, AND CONCLUSIONS . . . . . .

Section
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This format and layout is recom-
mended as a compromise between
those that are too short and un-
informative and those sivles that
are more formal and academic.
However, there are many alternative
variations that are acceptable for
technical writing. Choose one and
do it consistently so it becomes a
matter of habit rather than a product
of excessive rewriting.



To simphity iyvping instructions in an
appraisal office, we chose to use the
single designation ol exhibie 10 in-
chude all conventional categories such
as tables, maps, ligures, charts, and
illustrations. Al exhibits are desig-
nated by arabic numerals and must
be referred to in the 1eni betore they
arc inserted. It is not necessary o
reter to an exhibit, it is irrelevant to
the tent. This is equally truc for each
appendiy.

This exhibit title should have been
identical to the one on the exhibit
itself. See p. 13.

If an exhibit is continued to other
pages. only the first page is desig-

nated in the list (e.g., Exhibit I1).

No.
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Note alignment of all periods and
page numbers.
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DIGEST OF FACTS, ASSUMPTIONS, AND CONCLUSIONS

Property: A vacant two- and three-story structure known as the Simpson
Building at 23-25 North Pinckney Street, Madison, Wisconsin.

Type of Estate: Fee simple, encumbered by building code restrictions.
Present Owner: Abe Santee.
Age of Building: Approximately 100 years, remodeled.

City Description: Madison, Dane County, Wisconsin; State Capitol, County
Seat, Site of University of Wisconsin, and second largest city in
Wisconsin (population 172,000).

Neighborhood: The original plat of Capitol Square, the Central Business
District, and facing the Scate Capitol Building.

Lot Size: Lot 10, block 101 of original plat, 66' x 132°, 8,712 square
feet including 12' alley easement across rear lot line.

Improvements: Century old, three-story building approximately 44' x 120°
joined to two-story building approximately 22' x 75', both of
brick mill or ordinary construction. Approximately 6,900 square
feet of first-floor retail and a total of 15,600 gross square feet
of floor space in the two structures.

Legal Constraints: Zoaming: C-4
Capitol Preservation View District
Capitol Fire Zone District
Capitol Concourse Flan District (special assessment and conditional
use approvals)
Building code violations (requires occupancy permit)

Most Probable Use: Renovation and subdivision of first floor into three
retail units; possible renovation of second- and third-floor space
for office or apartment use.

Most Probable Buyer: A local developer-investor partuership for income
and appreciation over a five- to ten-year term.

Probable Terms of Sale: Most older buildings in Capitol Square area sell
on land contract at 8% interest and 10-202 of price as down
payment. However, present owner of subject property might prefer
cash sale at lower net price.

Market Transaction Inferemce: Comparable sales, tanked by price-quality
regression model, predict central tendency of $150,000 with

vii

The digest of facts would need only 2
modest expansion in terms of
alternative uses considered and
discarded and in terms of sales data
to serve as a short-form appraisal.
Additional items on the short form
might include an abbreviated state-
ment of legal-political, linkage, and
dynamic attributes that led to most
probable use. In addition the short
form might include a table of esti-
mated costs of repairs necessary 10
obtain occupancy permit.
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standard error of $68,000 which places a 6382 confidence interval
for a land contract transaction at $85,000-$220,000.

Most Probable Selling Price: As of November 1, 1976, the seller might

Current

obtain a price of $125,000 on land contract with terms of 20%
down, 8% interest, and a 10-year cerm as is typical of the

recent market on the Square. However, a cash sale would be closer
to the minimum acceptable range of $110,000; a lower downpayment
or subordination of seller financing to remodeling loans might
achieve the upper limit of $150,000.

Assessed Value: Land $214,000
Building _ 71,000

Total  $285,000

Total assessment should be appealed as it is at least 252 too
high, even after basic renovation.

2l



Double spaces divide paragraphs;
triple spaces separate subheadings. A
reasonable number of subheadings
aid readability. but they must be
carefully organized.

I. PROBLEM ASSIGNMENT

The content of an appraisal report is determined by the decision
for which it will serve as a benchmark and the limiting assumptions
inherent in the property, data base, or other factors in the decision
context. This appraisal is made to assist the owner and his broker in the*
sale of the subject property in terms of both listing price and expecta-
tions regarding a negotiated sales price.

A Appraisal Issue
Personal choice determines WhCthl’/The real estate market for the subject property is soft, and the

or not numerical and letter designa-
tions are used for the headings and
subheadings in the text. Their posi-
tion and style are more crucial.

Indent eight spaces for paragraphs;
four spaces for quoted material, If
quoted material begins a new para-
graph in the original, indent four
more spaces.

Footnotes in exhibits are designated
by lowercase letters. Indent each
footnote eight spaces.

Brackets must be used within paren- we

theses. If they are not available on
the typewriter, they must be drawn in
by hand.
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bargaining posture of the present owner is not strong. He has retired to
the South after running a high quality women's store for many years under
the name of Simpson's, hence the title, the Simpson Building. The
business was sold, and the new owner leased back space in the Simpson
Building until financial setbacks made it necessary for him to

close his doors in January, 1976. Except for occasional rents from a
single second-floor apartment and temporary tenancies of political
canpaign offices, the building has been vacant since that time. An
occupancy permit, subject to correction of certain existing building code
violations, will be required for any new permanent use.

Halding costs include heat, insurance, real estate taxes, and debt

service on certain outstanding mortgages approximating $110,000 balance
due (Exhibit 1). However, there are a number of vacant retail properties
on the Capitol Square, generally with better location and superior

EXHIBIT 1

ESTIMATED ONE-YEAR HOLDING COSTS FOR SUBJECT PROPERTY

Cost Amount
Insurance § 2,3008
Heating 8,378b
Real estate tax 8,230¢
Interest on estimated debt at 9% 10,000

Total $28,908

AgeTed on operating history, It will probably
increase with long-term vacancy.

bEstinated from incomplete 1974 records and
adjusted for vacancy.

“Based on 1976 assessment ($285,000 x .65
Lliib=equalization rate] at the 1975 mill rate of

44.4276) .,

=== The purpose of Exhibit | is 10 em-

phasize the amount of financial pres-
sure on the seller; typically, this
information would be introduced
during the discussion of building
operations rather than here.



Note that **most probable sclling
price” is an actual quotation !rom
Ratcliff’s statement; this is the cor-
rect use of quotation marks in a re-
search report. Many students use
them to apologize for the word they
are using; this is merely an obnoxious
substitute for explicit thinking. For
example, The Citv Council will prob-
ablv not “buy’’ the suggestion. The
student should have said accepr the
suggestion. In other cases, Webster
accepts words such as *‘cheapskate,”’
but the student who uses that word 1o
describe a landlord might feel that it
is substandard for his purposes. Quo-
tation marks would only call the
reader’s attention to his inadequate
vocabulary.

Footnotes:

1. A solid line separates text from
footnotes.

2. Sequence footnote numbers by
the page, not by the section.

3. Indent first line of each note
eight spaces.

4. Raise footnote number one-half.
space.

5. Use footnotes primarily for
annotation. Keep informational
notes brief.

6. For style of annotation, see
Kate L. Turabian, A Manual
Jor Writers of Term Papers,
Theses, and Dissertations
(Chicago: University of Chica-
go Press; 4th edition, 1973),
Section 6.

physical condition compared to subject. Indeed, a two-story card shop at
20 North Pinckney, contiguous to subject property, has been vacant for
nearly six months.

B. Llegal Interest to Be Appraised

The subject property, 23-25 North Pinckney Street, has wmerged a
former subdivision of a single lot with its original perimeter in the
following legal description:

Lot 10, Block 101, original plat of Madison, County of Dane, in the
State of Wisconsin. The fee is subject to a right-of-way easement
strip across the rear 12’ at the northeast end of the lot.!

The fee is encumbered by a series of first and second mortgages
(Appendix A), but the only information provided the appraiser was the
current balances due, which totaled about $110,000. The real estate
broker also informed the appraiser that a license had been granted to a
doctor to use the stairs in the property to gain access to his offices on
the second floor of the building next door at 20 North Pinckney Street.

A variety of codes and public agencies have also constrained the future
use of this site as discussed elsewhere in this report.

Fixtures or personalty to be included with sale are the store
inets, shelving, carpeting, and other built-in retail fixtures or items
of {ecor in the presently unused second and third floor. This appraisal
doesgot include tables, desks, and other office equipment belonging to
presen\, political campaign headquarters tenant or to other personal
propert\found in the two-bedroom apartment on the second floor of the
spaller bd{lding.

For the p se of this appraisal the most appropriate definition
of value is that of "most probable selling price,” as defined by Professor
Richard U. Ratcliff:

The most probable selling price is that selling price which is most
likely to emerge from a transaction involving the subject property
if it were exposed for sale in the current market for a reasonable
time at terms of sale which are currently predominant for properties
of the subject typc.2

lCombination by appraiser of the two original legal descriptions
found in Vol. 532, p. 417, document #839385 and Vol. 696, p. 294,
document #983480.

2ynpublished quotation of R, U. Ratcliff speaking on his book,

Valuatjon for Real Estate Decisjons (Santa Cruz, Ca.: Democrat Press, 1972).
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Technical writing should avoid extra D. lmplicit Assumptions
verbiage. Unnecessary words have

been omitted in this paragraph. The The Ratcliff definition recognizes that prediction of a future

original read.: sales transaction price is a business forecast under uncertain conditions.
,; should be noted that sales irans- It is therefore appropriate to state the value conclusions as a central
actions in the area of the subject tendency within a range of alternative price outcomes that reflect the
property have generally used land con- imperfections of the real estate market and the negotiation postures of the
tract sales with credit provided by the buyer and seller. A range of sales prices is more useful to the decision-+
seller 10 some degree. However. the maker than the traditional point estimate of fair market value because it
current owner 1n this case would prefer provides the necessary dimensions for establishing listing and bargaining
a cash sale if the price was accepiable. strategy and anticipating probable buyer expectations and market-determined

Writers should avoid opening phrases attitudes. The method requires the appraiser to decermine the most

Y] " er probable use of the property and the most probable buyer-investor for that
such as '.' should"bc noted™ or *'it type of property and then to infer a probable transaction price from

can be said 'h?“' These warm-up recent transactions of similar properties. 1In the absence of market sales
comments are like the humming of or as a test of value conclusions based on sales data, the appraiser may
poor public speakers before they simulate the buyer calculus in making an offer to purchase.

start a sentence and are a significant

of wordiness.
cause of diness E. Application to Subject

Sales transactions in the area of the subject property have
generally been land contract sales with credit provided by the seller to
some degree. The present owmer, however, would prefer a cash sale if the
price were acceptable.

Because the former tenant took full responsibility for operations
and his records are unavailable, there is no valid history of operating
expenses. The appraiser found one set of blueprints in a basement corner;

Two independent clauses should be this structural information related to the remodeling done in the late

1960s. The Madison Building Department has not been asked to take any
scparated by a comma. For O[l:'cr OTTITiwleaaiion on the building, but a department inspector's informal
rules of punctuation and help with review of the building INUTtwred that certain nonconformities with fire
manuscript preparation, see Tur- safety codes would need to be corrected before issuing any occupancy
abian. permit for a new owner-occupant. Therefore certain key dollar estimates and

projections wust be based on the preliminary cost-to-cure assumptions of
the appraiser and must be recognized as limitations on the reliability of
the most probable price estimate.



fFach main section begins on a new

pagc. \
IT. PROPERTY ANALYSIS TO DETERMINE ALTERNATIVE USES

A rearrangement of words changed
this weak sentence 1o a strong one.
The original one read:

The first step in the identification of the most probable use of a
erty is to take inventory of its attributes and to analyze those that
appear significant. These attributes include physical characteristics of
: e the site and improvements therein, legal constraints on the nature and
:g;::?:lf'\i:hei:m?-:r::r‘)b:::.:s‘::\ ol‘lz timing of its use, the relationship (linkages) of the site to various
in\’cnlo}\' and analvze the s:gnihcanl environmental aspects that might attract or repel users, and the pre-
a(ll’lbult.s of the pro;;crl\'. established perceptions of the site that citizens tend to haye (e.g.,
) prestige or anxiety).

A. Physical Attributes

ect site, located at 23-25 North Pinckney Street, is

ar with 66' of frontage on North Pinckney Street and a total

epth of 132' for a total gross area of 8,712 square f (Exhibit 2).

However, a 12' public alley easement across the of the site and

. hi serving the entire block limits the usabl to 120' and the buildable

i.e., and erc. for QXthl[S' footnotes, lot area to 7,290 square feet. The slopes slightly, drooping from

and examples within parcmhcscs. 71.71' on its east side to 67 on its north side. These elevations are

They should not be used otherwise. given in reference to t ty datum (0.00) which has been established at
845.6"' above sea . Site elevation is taken from a topographical map

Cicy of Madison for redevelopment of the Square. The

site has a southwest exposure on Pinckney Street.

Reserve abbreviations such as e.g.,

The referral to an exhibit or an ap- The Soil Congervation Service, "Soil Survey Interpretations,"

pendix can be part of a sentence, or it #354 at the Dane County Courthouse, indicates that the soil is well drained
can be enclosed in parentheses as at grade. Soils are medium and moderately fine textured with medium water
seen here. If vou sav “‘See Exhibit ;apncity avnilabilityafnd moderate permeability. Depth to water table or
" H . edrock is more than . However, there is no evidence that bedrock was
2, ym}x\ ar; usl:’!hg a fcom?l.cslc.nsccl:- reached with present improvements as a large bank several hundred feet to
tence; theretore the re c"a, 15 105 the east on the same hilitop was found to contain sand and clay to a depth
ted after the sentence period: . . . of 35'. The soils have low corrosiveness to both concrete and uncoated
square feet. (See Exhibit 2.) steel., The existing foundation walls of rubble stone do not show any
significant settling cracks in the bearing walls so that soil conditions
do not indicate any structural limitations for the present structure or new
commercial buildings.

Since the site was originally subdivided and improved with two
buildings, each portion of the site has its own 5" sewer line and 2" water
lateral leading into the buildings. 1In addition, both sides of the site
have gas service. These enter the site in vaults under the sidewalk,
vaults that the city intends to remove during construction of a pedestrian
concourse on Pinckney Street in 1977. The owner of the subject site will
be required to pay 50% of the cost of vault removal and the relocation of
meters and valves to the inside of the structure at an estimated cost of
$400. Gutter, gurb. and sidewalks abutting Pinckney Street are provided

25



EXHIBIT 2

LOCATION OF SUBJECT SITE ON CAPITOL SQUARE

\ 4
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NORTH WEBSTER SIREET
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'500‘

Vertical writing should face the right-
hand side of the paper.
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Students should make use of Sanborn
Map Service, which reveals struc-
ture, occupancy, and fire insurance
features of downtown properties in
most American cities. These maps
are available at City building depart-
ments, fire insurance rating offices,
and sometimes government planning
offices.
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: ALLEY This block map is incomplete be-
7 . cause it lacks a key to identify subject
/ 8’4 property as cross-hatched, alleyways,
6 and border numbers as assigned
b R street address for each property.
.Z More effective use of map could have
M ) Q f;—'_: ) g been made with adequate key.
' Z Sl |3
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Margins must be wide enough to

allow for binding, trimming, and NOR#H ANCKNEY SIREE=T

efficient xeroxing -— at least an inch.
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A series of parallel phrases or a list of
items require that each item be fol-
lowed by a comma; notice that the
vand” does not take the place of a
comma.

Hereafter, “CBD”’ is used to desig-
nate the Central Business District.

This sentence originally read: ““They
vigorously oppose demolishing pres-
ent structures.”’ It was changed be-
cause the verb and the verb part
together did not read smoothly even
though they were not grammatically
wrong.

The gerund ‘‘demolishing’ was
changed to a noun to avoid the
awkward combination of a verb and
a verb part side by side. A more
important generalization would be to
reduce subordinate clauses to phrases
and phrases to nouns whenever
possible to shorien sentence
structure.

and maintained by the city as is the alley at mid-block. Unfortunately
the city has permitted utility poles, storm water drains, and other such
services to constrict the clear passageway of the alley to something less
than 11'. In addition, the alley is sharply concave in order to direct
storwm water from roof drains and pavement toward the Mifflin Street side
of the block.

B. Legal Constraincs
1. Zoning

The zoning governing use of the site is City of Madison C-4, which
provides broad authority for retail, office, and residential uses
(Exhibit 3). The basic goal of C-4 zoning is to encourage professional
and governmental offices, prime and specialized retailing, cultural,
recreational, and educational activities of city-wide significance. C-4
represents the Central Business District (CBD) where no off-street parking
is required. This is a generous option compared with other commercial
zones in Madison where one parking space for every 300 square feet of
commercial area is required. As stressed in the code, virtually any use
is conditional.

However, the broad general provisions of this zone are deceptive
because any major alteration of any building must conform to remodeling
and new construction guidelines established by the City Planning Commis-
sion. The present city administration is deeply committed, both
financially and politically, to the Capitol Square redevelopment program
discussed elsewhere in this report. The mayor, his appointees on the
Planning Commission, and their advisers in the City Planning Department
have publicly stated some uses that they would not approve at this time.
They strongly favor retail, restaurant, and other pedestrian generators on
the first floor of all buildings contiguous to the Square. They seek more
housing for upper income groups. They vigorously oppose the demolition of
present structures on the site to create a parking lot or to avoid the
heavy cash responsibilities of returning the existing structure to full
use. They also oppose office use on the first level.

Renovation of existing structures is also limited by pragmatic
zoning ordinances regarding fire provisions, height, and frontage fo
buildings in the Square area. Madison Building Code 29.37(4) restricts
building saterials to fire-resistant Types 1 or 2, prohibits recon-
struction when the casualty loss exceeds 502°of assessed valuation, and
prevents new use and occupancy until nonconforming fire provisions are
corrected. Madison Zoning Code 28.04(14) states that no part of any
building within a wmile of the State Capitol can exceed the elevation of
the base of the Capitol dome cclumns (187.2'). Since the elevation of the
Simpson site averages 70°', construction is limited to 117'. Madison
Zoning ordinances 28.04(6)(b) and 28.04(9) (a) require that parcels created
by subdivision each have a minimum of 50' frontage on the principal street
and 6,000 square feet of gross area. Therefore, although the subject site
(Lot 10) had previously been subdivided, separate sale and ownership is no
longer possible.

Every appraisal student must
maintain a current copy of local land.

use ordinances, subdivision codes,-

housing codes, and building ordi-
nances. Alternative use analysis
begins with definition of maximum
building envelope. Such definition
might require several conferences
with city zoning administrators. An
appraisal of an old building should
always include an interview with the
building inspector assigned 1o that
area because he can be a truly in-
formed source of background data.
In this case the building inspectors
made an unofficial visit of the sub-
ject property with students to avoid
filing a written complaint on existing
violations,
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EXHIBIT 3

C-4 ZONING ORDINANCE

Exhibit 3 might be considered gen.

C-4 Central Commercial District. eral background information that has

(a) Statement Of Purpose. The C-4 central commercial district is been adequately reporied in Sec. I,
established to accommodate those uses which are of City-wide, B(1), and therefore the zoning ordj.
regional or state significance. Within this district, which is nance could be relegated to the
located in relative proximity to the State Capitol Building, and appendix.

which is readily accessible by private conveyance or public
transportation from all parts of the City, are permitted the
retail, service and office uses characteristic of & central
business district. Within this district are found prime retafling
and specialized retailing activities, cultural, recreational and
educational activities of City-wide significance, administracive
offices of private organizations, administrative offices and
political seat of City, County and State government, and offices
of professional and nonprofessional persons offering a variety of
specialized services. Within this district of limited extent,
development is most intensive and activities are concentrated.
No accessory off-street parking which is provided is controlled as
to the location, type and extent of such facility because of the
goal to reduce congestion on streets within this district or on
streets leading to this district. All new construction and any
major alteration of an exterior building face must be approved
because of the community's objective to develop and maintain this
district as a community and statewide center for business, service
and government, where uses are located in compatible arrangements,
and where the beauty and other sesthetic qualities are preserved
and enhanced.
General Regulations. Uses permitted in the C-4 district are
subject to the following conditions:
© 1. All business, servicing or processing, except for off-street
parking, off-street loading, automobile service station
operation, drive-in banks and outdoor eating areas of
restaurants approved as a conditional use by the Plan Commis-
sion, shall be conducted within completely enclosed buildings.
(Am. by Ord. 4304, 8-29-73)
2. Establishments of the drive-in type are not permitted, except
automobile service stations and drive-in banks.
3. Any major alteration of the exterior face of a building shall
conforms to the remodeling and new construction guidelines for
State Street and the Capitol Square adopted as adainistrative
guidelines by the City Plan Commission on September 23, 1968
and as modified on December 7, 1970 and shall be permitted
only after the written approval of the City Planning Depart-~
ment, provided that any action by the department may be
appealed to the City Plan Commission by the applicant,

(b

-~

Source: City of Madison, General Ordinan § 28.09(5).

If a section sign is not available on
your typewriter, use *'sec. 28.09(15).""
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Be sure to copy quoted material
exactly as it appeared in the original.
If you desire to alter the wording or
omit some of it, you must indicate
the change.

A rule-of-thumb regarding indented
quotations: quoted material longer
than 25 words or 4 lines is indented
on the left margin and singlespaced.
Do not use quotauon marks at the
beginning or at the end. Duplicate the
quotation marks found in the origin-
al. The footnote number at the end
should be in a slightly raised posi-
tion. In some cases, the author in-
dents a short quotation for emphasis.

2. Special Assessment District

Although the pending downtown-redevelopment proposal, known as the
Capitol/State Street Mall, has undergone several revisions, it is scheduled
for construction in 1977-78. The district covered by the mall project and
the location of the subject property therein is noted in Exhibit 4. The
goals of this project, as outlined in the city's brochure "Capitol
Concourse/State Street, Madison, Wisconsin,"” prepared by M. Paul Friedberg
and Associates, are as follows:

Improve State Street and the Capitol Concourse as a place for people.

Promote environmental quality, character, safety, comfort, inter-
action, and flexibility of use.

Reduce air and noise pollution.

Insure commercial-retail viability by increasing the area's attraction
as a shopping and entertainment center.

Strengthen the imagery of downtown Madison in accordance with
functional needs and citizen desire.

Capitalize upon the unique physical and symbolic attributes of the
City, Capitol, and University.

As outlined in the same brochure, these broad goals are to be achieved by
"alcering the physical character and use patterns of street space from one
oriented toward vehicular traffic to that concerned with pedestrian
activities."

The Capitol Concourse will involve rebuilding the Square and street
frontage directly in front of the Simpson Building. The city brochure
outlines the work to be done in this area as follows:

The typical cross section sees the space between the lawn of the
Capitol and the fronting buildings divided into three zones; the inner
zone lying next to the Capitol grounds will have existing sidewalks
widened with new landscaping and street furniture serving users whose
activities relate to the Capitol and its history. The middle zone is
devoted to vehicular circulation--the inner part to private vehicular
traffic and parking; the outer part to a transit and bike lane. The
outer zone's existing sidewalk is widened with landscaping and furni-
ture, serving shoppers, workers and businessmen relating to the retail
and commercial buildings along the street frontage.

Migsing from the mall proposal is any attempt to improve present
parking in relationship to the downtown commercial area. All major parking
is provided at least one block away from shopping areas with no protected
or enclosed pedestrian circulation between stores and parking. In the
area of the Capitol Concourse a major one-way traffic loop will separate
existing parking facilities from the shopping square. No attempt has been
made to provide accessible, ample, free parking as is provided in the
competitive suburban centers.
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The items across the top of a table
are called headings; items down the
left side are called stubs. Every table
must have at least two of each. If
not, the material must be put directly
into the text or handled in some other
fashion.

In technical writing, most sentences
should follow normal work order,
i.e., subject, verb, object. The pres-
ence of an object requires an action
verb, sometimes termed the active
voice. This sentence originally read
““‘Generally, local residents have been
given a great deal of power through a
sympathetic City Hall.”" Notice the
lack of an active verb as well as the
mushy expression, *‘a great deal of."”

A critical review of the mall reveals that its long~term impact
might be nothing more than a face lift for the area. It seems doubcful
that it will revitalize the CBD as a commercial center since it will not
provide the parking or weather-protected pedestrian circulation available
at the suburban centers.

Construction of the mall will have three major impacts on the
Square and on the CBD: (1) auto traffic will be reduced to a single lane
for parking circulation and pickup of pedestrians, causing building
facades to loose their advertising value to Madison motorists; (2) sales
activity will be disrupted during the one-year construction period; and
(3) serious budget problems will be created by the mall assessments.
The mall asseasment for properties facing directly on the mall, such as
the subject property, will total $2.13/sq. ft. of prime area (.88/8q. ft.
in 1977 and $1.25/3q. ft, in 1978). Prime area is defined as that ground
area included in the lot to a depth of 137'. The assessments can be paid
over ten years with an 8% simple annual interest charge. Exhibit 5
presents the assessment for the subject propercy, as currently estimated
by city engineers.

EXHIBIT 5

MALL SPECIAL ASSESSMENT FOR SUBJECT PROPERTY

Total Assessment Amortized
AB:::J::nt A::e;'-‘;: for Subject Property Payment
per 5q. C. of 8,712 sq. Ft. (8%, 10 years)
1977 $ .88 $ 7,667 $1,143
1978 1.25 10,890 1,623
Typical annual payment 2,765

3. Political Constraints

The present City Council, made up of the mayor and 22 alderpersons
many of whom were late 1960 activists, is having considerable impact on
city politics, development, and growth control. Public transportation is

being stressed at the expense of providing for downtown parking and vehicular
circulation. Many areas of the city are being incorporated into development

districts with strict architectural controls and review. Rent control is

presentIy peImny dwmGenerally, City Hall has given neighborhood

residents opportunity for planning input and some veto power. Recently the

development of two fast-food chain restaurants was stopped by nefghborhood
action. This type of attitude is viewed by some area businessmen as anti-

business, anti-growth, and anti-development. However, the strong political

necessity of showing immediate results from the Coacourse Mall and other
improvenents in attracting new business could provide an investor in the

10
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The text must carry a referral to each
appendix.

A dash (two hyphens with no spaces)
is used for interruptive phrases or for
oppositives such as in this instance.
A dash is appropriate here because of
the complication of parentheses and
a number of commas.

32
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subject site considerable negotiation leverage relative to interpretation
of fire and zoning codes by City Hall.

C. Linkage
Linkage attributes are the relationships of the site to its
immediate environs, activity centers, and the largest Madison hinter- .

land. Parking and physical access to the site are difficult despite its
proximity to the State Capitol and its high vehicular and pedestrian
traffic counts. The Capitol Square is presently accessible by four
avenues, four secondary arteries, and four diagonal streets. The avenues
have four lanes on the north, south, and west sides; East Washington
Avenue on the east side of the Square has six lanes and connects with the
Interstate System approximately ten miles from the Square on Madison's
stern city limits.

The 1975 traffic counts (Appendix B) show the distribution of
vehicular and pedestrian traffic in the downtown area. In Phase I these
traffic counts were altered by rerouting through-traffic to an outer one-
way belt on Webster Street behind the subject site (Exhibic 6). The
second phase of the Concourse Plan will close off the secondary agteries
and diagonal streets (Exhibit 2), The present three lanes around the
Capitol Square will be decreased to a single lane of cars and a second
inner lane for use primarily by the bus system, including shuttle buses
circulating around the Square and to the University of Wisconsin campus
area. Primary travel around the Concourse will be pedestrian from metered
parking ramps at the periphery or bus loading points. The McCormick ramp
(Exhibit 7), one and one-half blocks from the site, is one of the least
successful city ramps because it is located downhill from the Square.
Shoppers using the ramp are forced to walk up a moderately steep grade to
reach the Square, and shoppers cannot see the Square from the ramp. There
will be a bus-loading area directly in front of the subject property.
Since the subject site is located midway on a slope down from East
Washington Avenue toward the major recail block on East Mifflin Street,
the pedestrian must exert significant effort. The existing alley is an
additional cause of friction in terms of time, money, and inconvenience
required to deliver goods and employees to the rear entrance. All
merchandise will need to arrive via the alley, but, as already noted,

the alley is too narrow for any vehicle larger than a small panel

truck.

Unfortunately no strong generators of employment or pedestrian
traffic exist on the block contiguous to the subject property (Exhibit 8).

subject property and the First Wisconsin Bank block to the
east are the small American Ex viztrte—ir pe—-Carnen's

and Woldenberg's (recently purchased by a Chicngo retailer)--and a vacant
store building for a men's shop that closed in Noveamber, 1976, with five
years remaining on its lease. Contiguous to the subject property is a
vacant card shop. To the north of the subject property is a small, three-
story structure containing the Perfume Shop with a recently opened French



If this exhibit were to appear in an
appraisal put together with a ring
binding, the margins would be too
small.
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EXHIBIT 6

CONSTRUCTION PHASES OF CONCOURSE PLAN IN RELATION TO SUBJECT SITE

SN  Press 1975
-

Long range proposals which cannot be assigned a time

frame at this time include: 1. Performance plaza with its
parking ramp, iow-rise residence and shopping arcade,
2. Library Mali and a one story parking deck below grade

and, 3. Eventual “back door" service provision for the
north frontages of the 500 and 600 blocks of State Street.

Construction costs were determined by estimating 1974
figures for Phase |, adding escaiation, and extrapolating
these costs to the Phase it and Il areas. The schedule
shows $550,000 for the 700-800 block, and $320,000 for
the 100 block, totalling $870,000 for Phasa i, $5,400,000
for Phase II, and $2,200,000 for Phase (11, totalling
$8,470,000. The overall costs break down to $10.50 per
square foot and $740.00 per linear foot. These unit costs

compare well with other malis of this type with partiai
or full canopies. in view of the present monthly escalation .
of construction costs of 1.5% it is critical that the 1 ! £400900
scheduls be maintained to achisve the budget goals. 3 !

City Planning Departments have
many base maps, brochures, and
other graphic resources that can be
incorporated into appraisal reports.
These graphic materials are inex-
pensive and basic resource material.
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A duplication of this exhibit must be
of exceptional quality because of its
detail. The full title of the exhibit
was climinated because of space limi-
tations; this is not particularly
desirable.
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8treet curd spaces are removed. Acquisition and site
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housing. anc pertormance plaza. as well as that section
of State Street where present parking 1s least adaquate.
Estimaied cost is $4.000 per space or $540,000.
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This exhibit was obviously lifted
from another report—a useful ploy
in some situations, but not in this
one.

Always state the source of your
exhibit when you have lifted it out of
resource material unless the exhibit
itself does so.

EXHIBIT 8
EMPLOYMENT DISTRIBUTION IN AREA OF SUBJECT PROPERTY

14

<>

figre: 12
QARTON-ABOMMN ABSOCITEA B

EMPLOYMENT
DISTRIBUTION

Exhibit 8 appears (0 be current and
official, but in back-tracking the
study by Friedberg and Associates,
no adequate dcfinition of the data
could be found. On review, the da-
ta is suspect because the exhibit
indicates only 89 employees in the
Capitol Building where there are
several hundred persons employed. If
the numbers represent people
actually working whenever the data
was gathered, it might be more
reasonable to expect the relatively
low numbers on blocks occupied by
Federal and State offices. With hind-
sight this exhibit should not have

been used without better explanation,
as to the nature of the data.

presented.
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An appropriate topic sentence leads
the reader 10 what the writer will be
saying in the remainder of the para-
graph. Here is the original para-

restaurant--L'Etoile--above, offering lunches, limited dinner menus, and
late evening music. The Perfume Shop's lease reportedly expires this year
and might not be renewed.

graph: .
':::I"‘:':cl;gll?:d ;Iﬂrc'm\&\l’p ': l"h':;‘:'n: Pedestrian traffic is far greater in the blocks on either side of
e ¢ Tist Biscanun the subject property (Exhibit 8). The first Wisconsin Bank and the State

building and the State Office Building
one block south of subject property on
Pinckney and East Washington
represent major concentrations of office
employees and gencrate a significant
amount of visitor traffic in the area.
The retail block, which 1s anchored by
Manchester's on Wisconsin Avenue and
the Emporium on Pickney Street, re-
lates to Wisconsin Avenue. First, the
Emporium has been experiencing
declining sales and is considering con-
verting to office space of one or more

office building one block south on Pinckney and East Washington represent
major concentrations of office employees and generate a significant amount
of visitor traffic in the area. The retail block, anchored by Manchester's *
on Wisconsin Avenue and the Emporium on Pinckney Street, relates to
Wisconsin Avenue. Due to declining sales, the Emporjum is considering
converting to office space on one or more floors. In addition, the
pedestrian traffic is separated from the subject property by a long
pedestrian street crossing at the five-corner intersection of Pinckney,
Mifflin, and Hamilton. At the cornmer of Pinckney and Mifflin is a 12-
story, 50-year old hotel building which is presently the downtown YWCA;
Alyce's Hat and Bridal Shop is on the first floor.

floors. Second, the pedestrian traffic is The subject site nevertheless has its advantages. It is within
separated from the subject property by walking distance of significant employment and activity centers. It is
a long pedestrian street crossing, aggra- directly across the street from the State Capitol, within two blocks of
vated by the fivecorner intersection of several financial institutions and a major State of Wisconsin office
Pinckney, Mifflin, and Hamilton. At facility, and within four blocks of additional state, county, and local
the corner of Pinckney and Mifflin s a employment centers. The office buildings constructed by these institutions
12-story, 50-year old hotel building in the recent past represent substantial capital investment and indicate
which is presently the downtown that downtown employment will remain high or increase in the immediate
YWCA. It also contains Alyce’s Hat future.! The retailers along East Mifflin Street such as Manchester's and
and Bridal Shop. the Hub have continued to prosper because they have adjusted their
A topic sentence to structure the merchandise lines to serve the young people who work in the office
paragraph is desirable and implies a buildings, the University, and the nearby Madison Area Technical College
paragraph will have additional (MATC).
sentences 10 provide more detail. One David Haskin of the Milwaukee Journal noted that “the declining
sentence paragraphs should be used fortunes of downtown retailing have pitted the mayor's office against the
sparmg.l,v to  provide special Chamber of Commerce," thereby creating a major political issue. Robert
emphasis. 0'Malley, President of the United Bank and Trust and a meaber of the The original newspaper article was
Chamber of Comwerce Central Madison Community, maintains that the Mayor's |ong and rcpctitious. Note how only
office refuses to recognize that citizens spend their wmoney where signiﬁcam excerpts are quoted here.

facilities are convenient, namely, the suburban shopping malls, which are
closer to their homes and offer free parking and other amenities that the
Square cannot provide. On the other hand, Mayor Paul Sogiin and his
assistant, James Rowen, both liberals and enthusiastic radicals of the
60s, insist that society must rid itself of its dependence on the auto-
mobile and turn to mass transit if it is to survive overpopulation and
decreasing amounts of petroleum. ‘‘We've got to do the planning for mass
transit now because we need it now and will need it even more in the
future; more parking ramps just aren't in the cards," Rowen said. “These
are the years that could be painful, but we must make necessary adjust-
ments," he added. He feels that the Concourse will bring more trade and

1For employment densities, see Exhibit 8.
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Because parenthetical statements
tend to detract from readability, they
should be used only when they clarify
a thought expediently. The informa-
tion here should have been incorpor-
ated into the sentence: **. . . and
several mail surveys taken by the stu-
dents in the School of Business
Marketing Research class 820 indi-
cated thar . .."”

This is a legitimate use of parentheses
because ‘‘formerly Olson and Veer-
husen’' quickly reinforces the idenui-

17

will be a tourist attraction. Overall, he sees a bright future for the
Square.!

D. Dynamic Attributes

The subject site enjoys a sunny, southwest exposure and strong,
positive identification with the Capitol Square. The present facade is ¢
from the entire length of the Mifflin Street retail strip. Never-
theless, izen perceives downtown Madison as in decline, and several
student mail surve ool of Business Marketing Research class 820)
indicated that many suburban residents view the northeast portion of the
Square with great personal anxiety because of a sleazy bar, massage parlor,
a tendency for high school students to loiter at two nearby theaters, and
the cumulative impact of vacant retail buildings and store closings.

It should be noted that merchants who have adapted to a change in the
role of the CBD from regional shopping toward service retail directed at

fication of the business for readers
who are familiar with Madison.
Parentheses are also used to state a
thought in a different way, such as
an occasion when a number appears
in the text and the percentage of the
total appears in the parentheses that
follow.

This use of parentheses was a matter
of expediency. Footnote 2 should
have appeared on the photo. but its
inclusion was difficult because of
margin requirements. We therefore
opted to attach it to a parenthetical
expression.

B ¢ [*1% {31354 431 oy d.residents have done reasonably well. Moreover,
those businesses such as Karsten's, WolII-KUBTy"iMttryripr-Becking lfnrnerz;--"‘-..~.-‘

Olson and Veerhusen), and Simpson's went out of business because their

owners passed retirement age and lacked both the energy and second-level

management to adapt to the diminished role of the Square in regional

retailing. It might be that cthe number of store closings is more the

result of unfortunate parallelism in the life cycle of downtown retailing

managers and establishments than lack of potential effective demand.

E. Existing Improvements

1. Background and Classification

The present structure was once two separate buildings; both the
three-story structure and the two-story section had been constructed by
1873. This side of the Square was the last to be transformed froa

residential to commercial use. (Exhibit 10 is an 5 photo of the
subject property.z) The larger building ed the Ellsworth Block,
named after a pioneer Madison fan e first floor appears to hav

been a grocery store ori T while the upper floors were designed for
s College, a private school with small classes and
The unusual atrium in classic Greek decor and
assrooms on the second and third floor were intended to serve this
Sccupant. In 1909 a women's prestige apparel shop named "Simpson's"
opened on the first floor; this trade name has survived throughout several
ownerships of similar enterprises in the same location.

Comparison of the 1875 photo with photos of the present structure
in Exhibit 1] reveals that the orpate store froant and cornice work have

lMilwaukee Journal, December 12, 1976.

2Courtesy of Wisconsin State Historical Society.

Be sure that all proper names: are
spelled correctly. This might require
an extra effort when firms, such as
these, have gone out of business and
are no longer in the phone book. The
appraiser should maintain a file of
old city directories, Chamber of
Commerce retailer lists, or other
crisscross directories to trace tenant
turnovers in major commercial dis-
tricts. In each town there is often
an architectural historian or col-
lection of historical real estate
papers.
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EXHIBIT 10

1875 PHOTO OF ORIGINAL STRUCTURE FACADE

I
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EXHIBIT 11 19
CURRENT PHOTOS OF SUBJECT

This collection of photos has been
treated as one exhibit. Thev could
also have been treated as several
exhibits and numbered and niled as
such.

Front view

Unless you plan to enclose actual
pictures in each copy, use black and
white film.

Alley: loading area Alley: exit to Mifflin Street



EXHIBIT 1l--Continued

3rd floor: general condition 3rd floor: east view of atrium

2nd floor: toward rear

4!
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EXHIBIT 11--Continued

Front entrance;
mirrored clothes
rack to right

Main store
from rear
toward street

Store annex
toward street
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EXHIBIT 12
EXPLODED DRAWIMG OF INTERIOR LAYOUT

22

An appraisal student should be able
to prepare an isometric drawing such
as this with a minimum of drafting
talent. The appraisal student should
have a drawing board surfaced with
quarter-inch graph paper; a 30-60 1ri-
angle should provide all of the
straightedge required. Drawing paper
should permit graph paper to show
through and provide guide lines for
simple skeich and press-type
lettering.

Add the page number after an exhibit
has been reduced.

43
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been removed. Apparently the terra cotta and tin cornices and window
lintels were removed in 1964 when the existing oetal sunscreen was
installed over all the second- and third-floor Pinckney Street elevation.
The screen unifies and modernizes the building facade above the extensive
glass and granite display areas at street level. Destruction of the 1875
facade makes a restoration strategy difficult, and the present sunscreen
elininates the market value of an upper-level view of the Capitol for,
office use and causes inadequate window-to-floor area ratios for resi-
dential use.

In this case, Exhibit 12 appears be- The basic dimensions of the two structural components of the
fore it was mentioned in the text be- subject propercy are prasenced floor by floor in the exploded drawings in
cause of the close proximity of Exhibit 12. These dimensions convert to an estimated gross footage of the
Exhibit 13 which was too small for a/buuding. excluding basement area, of 16,060 square feet as tabulated
full page. in Exhibit 13.

EXHIBIT 13

CROSS FOOTAGE OF THE SUBJECT PROPERTY

3-Story 2-Story Estimated
Area Total
. . Build d . Ft.
Three centered periods indicate Llding Building Cu. Ft
“‘does not apply’’; a zero indicates
that the computation equals zero; 1st floor 5,236 1,650 6,886 x 12 82,632
4 ” 2 H
and “NA” indicates that the figures 2nd £loor 4,180 1,650 5,830 x 10 58,300
are not available.
Upper
(40 x 20 x 10) 8,000
3rd floor 3,34 0 3,344 x 10 33,440
Total 12,760 3,300 16,060 182,372
On occasion, double lines are used to
indicate a grand total. They are not s Because the volume of this building exceeds 50,000 feet, all
essential. remodeling work must be done by licensed engineers or architects and

approved by the State of Wisconsin Industrial Commission {Wisconsin
Adainistration Code 50.07 (2)(a)]. However, the square footage of floor
space is significantly below the legal standard of 20,000 square feet
which requires a full-service elevator and other interior circulation
features for the handicapped (Wisconsin Administration Code 52.04,
register, December, 1976, No. 252). Floors used entirely for storage or
mechanical purposes neednot be included in deternining gross area.
However, remodeled multiple-use buildings with a gross area less than
20,000 square feet must provide the handicapped with access to the first
floor, first-floor circulation, and toilet facilities. The subject prop-
erty is level with the froat sidewalk and could be level with the rear
parking area. Steps between structures provide a problem, but the most
significant deficiency is the lack of public rest-room facilities at
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firsc-floor level. Thus, the building is of a size that might be renovated
within the limits of justified economic investment.

2. Type of Construction
These plans should have been in-

in the raisal. but their h—genaral description of each of the two structures is summarized
Clu?c-dl ld li [agﬁ was i;Tl ractical in Exhibits 14 and 15; the ap sketches of basement and
muitiple dupiicall P lcai. structural remodeling abandoned in ba t cupboards. These provided

further but incomplete detail.

The original structural system for both buildings was of ordinary
construction. For the three-story building, the exterior foundation walls
are set 40' apart with a center wall in the basement to pick up the iron
pipe columns bearing the center line beam for floors above grade. Basically
the building consisted of two parallel rows of 20' bays. The floor joists

Lo spanning this system were 4" x 14" joists, 20" on center, to which 2" x 12%
Correct verb tenses indicate accurate purlins have been added with various remodeling projects, The smaller
time sequences. Note that this para- /ntory structure had a similar 20' bay between masonry, load-bearing
graph describes the original struc sid;:;lls. dOver ;he years the basement :u be:n ;xt;nde: in the small
di building and in the two-story wings at the back of the three-story
tures of the building, subscquent structure so that masonry bearing walls are now a combination of original

alterations, and ”?° present structure. sandstone, common, brick, and concrete block. The basement of the larger
In order to project these develop- structure has several floor levels and ceiling heights; there is no
ments, three verb tenses have been concrete floor to the rear of the boiler room, which is not connected
used: past, present perfect, and directly to the basement of the two-story building. The old stairwell has

been filled with electric meters and related controls. A narrovw basement
stairvay has a small room at the landing. It was used as a business office
and led to storerooms furnished with asphalt tile floors, clothes racks
suspended from the ceiling, and a combination of fluorescent and incondes-
cent lamps. The equipment remains as fixture.

present.

3. Structural Condition and Code Conformity

H . e structures have received inadequate maintepance for many years.
ft[ra(:rtlgsc;(t;s(:?ii'easrzgxcl:crstgsra'?}t‘]sc o“rlilgh Since the building has been vacant for a year prior to sale, the City of
) . -

Madison Building Inspection Department requires a new occupancy permit to

inal sentence began with a weak *‘it."” reopen even the first floor for commerical use. The condition of the
“‘It has been many years since these occupancy permit will be a formal inspection that may cite a variety of fire
structures have received adequate and building code violations. Costs to cure the minimun deficiencies have
maintenance.”’ been estimated with the assistance of contractors in the Madison area

(Exhibit 16).! Significant items include:

* A Type 2 roof will be required to replace or overlay the present
patchwork of tar and tarpaper on boards. Assuming 2" of rigid
insulation sheet, a four-ply hot roof, and a gravel finish to
qualify as Type 2 fire construction, a new roof would cost approxi-
mately $6,250.

lSome budget figures have been rounded to facilitate their use.
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EXHIBIT 14

DESCRIPTION OF IMPROVEMENTS IN THREE-STORY STRUCTURE,

The second line of the title should
25.M0RTH PINCKNEY STREET

have been centered more carefully.

Note the lines that indicate the be-
ginning and the end of the exhibit.

NUMBER OF JSTORIES:

Basement
1st floor

2nd floor (not used
for 30 years)

3rd floor

ERIOR:

Foundation

Walls

Roof

Store front

Store canopy

CONSTRUCTION:
Floors

Rafrers
Beans

Purlins

BASEMENT :

HEATING:

AIR CONDITIONING AND VENTILATION:

UTILITIES:

Three stories

Approximately 105 years

7 rooms and spaces

1 large retail area and utility rooms
and areas

10 rooms plus 600 sq. ft. atrium

12 rooms

Stone

Brick

Slightly pitched-flat built-up asphalt
and gravel

Polished granite; plate glass lighted
display; double glass plate doors

Stainless steel and aluminum cantilevered
8' over sidewalk

Hardwood subfloor, covered with plywood
or particle~board for carpeting (on
1st floor); tile for atrium

4" x 14" wood

Steel has been used for certain spans--
from past remodeling

2" x 12"

Full basement; partially finished; floor
drain; concrete and some wood floor
over sand

Gas fired steam--"Lo-Blast"; 1,600,000
B.T.U. (no alternate fuel); baseboard
and radiator heat

Two commercial Westinghouse fan/air
conditioners located on 2nd floor,
serving only 1lst floor through
ceiling vents

2" water service; 6" sewer service {(City)
400 amp electrical service; 20 circuits
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A distinctive use of capitals, colons, EXHIBIT 15
whi -
and .C;'.‘:csmcl? 3"8[':‘}""."“ ‘hh.;.mmd DESCRIFTION OF IMPROVEMENTS IN TWO-STORY STRUCTURE,
muni .l 'qua nyo 1s exiibit an 23 NORTH PINCKMEY STREET
others like it.

NUMBER OF STORIES:

AGE:
ROOMS :
Basement
1st floor
2nd floor
EXTERIOR:
Foundation
Walls
Roof
Store front
CONSTRUCTION:
Floors
Rafters
Beams
Purlins
BASEMENT :
HEATING:

AIR CONDITIONING AND VENTILATION:

UTILITIES:

Two stories

Approximately 105 years

3 rooms
1 medium-small retail area
4 rooms (2-bedroom apartment)

Stone

Brick

Flat built-up asphalt with a gravel
covering

Polished granite; metal screen above;
door to 2nd floor apartment stair

Hardwood subfloors, covered with plywood
or particle-board for carpeting on
1st floor

&' x 14" wood

Steel has been used for certain spans--
from past remodeling

2'x 12"

Full basement; unfinished; concrete
floor; outdoor cellar access hatch at
rear of the building

Gas fired steam--"XKewanee'; 68,000 B.T.U.
(no alternate fuel); baseboard and
radiator heat

One Westinghouse exterior unit mounted
on pad at rear of building on loading
dock zone

2" water service; 6" city sewer; 100 amp
electrical service
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The math in budget projections is of
crucial importance because the fig-
ures carry over (o other computa-
tions—for example, the scenarios in
Appendis C.

= = approximately. The actual calcu-
lation is 4,910. Rounding large num-
bers is useful for appraising pur-

poses.

A list of items should use parallel
construction the same parts of
speech—in this case, nouns.

Lowercase letters should normally be
used for footnotes to tables or ex-
hibits. Occasionally, as in Exhibit 16,
asterisks (*) might be appropriate be-
cause the same note applies 10 (wo
figures. Asterisks must not be used
when there are two or more footnotes
because **, ***, and **** become
obnoxious and space-consuming. The
lowercase letters may be repeated
when the same note applies to two or
more figures.

EXHIBIT 16

MINIMUM REPAIR BUDGET TO RECEIVE OCCUPANCY PERMIT

New roof @ $125/100 sq. ft. (2420 + 1760 + 1650 - 880

=5,000 sq. ft.) $ 6,250%
3 new storefront entrances (salvaging existing plate glass) 4,800
2-hr. enclosure of boiler rooms 1,300
2 4-hr. boiler room doors €& $350 700
2 fire stairs to basement @ $1,600 3,200
3 washrooms @ $2,500 7,500

Demolition of rear one- and two-story wing
(10¢/cu.ft. + new end wall in brick on concrete foundation wall) 6,160
Preparation of retail spaces for tenant improvement

(4,750 sq. ft. @ $2.00/sq. ft.) 9,500

1 4-hr. party wall on lst floor 1,200
1-hr. basement ceiling finish (6,000 sq. ft. & $.75/sq. fr.) 4,500
3 new rear doors @ $350 1,050
Bricking-in of existing party wall (18' x 8' @ $4.00/sq. ft.) 600%
Removal of sidewalk vaults 400
Total §47,160

*Rounded figure.

* The skylight over the atrium sags, and its flashing is leaking as
indicated by water stains on the southeast corner of second- and
third-floor walls.

The center post of the second floor beneath these water stains also
exhibits some sag in the floor joists of up to 1". The deflection
suggests that the leakage has caused dry rot in second-floor joists
or that the load of the columns straddling the old stair opening is

ceiling at the store level conceals the exact nature of this
structural flaw. The allowance to correct this structural shift is
an arbitrary $2,500 pending professional engineering analysis of the
problem, a factor introducing a significant element of risk to any
remodeling budget for this building.

The City of Madison Building Inspector informally indicated that a
two-hour fire wall is needed to complete an enclosure of each boiler
room. Each boiler room will require a four-hour fire-rated door.
First-floor occupancy requires that the entire basement ceiling must
be sheeted with materials providing no less than a one-hour rating.

no longer adequately supported from below.! The suspended acoustical

1Remodeling in 1964 removed the front stairway at the center of
the three-story building, a large stairway enclosed by a brick bearing
wall coming up from the basement.
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The cost of repaving for parking was
omitted in Exhibit 16, and the mis-
take was carried over to Scenarios 4
and 5. Watch out for errors like this.



The phrase, ‘“‘which once housed
. . - begins with ““which’ and is set
off by commas because it adds a
thought to the sentence but is not
essential; this is a nonrestrictive
clause. In the last paragraph on the
page, the phrase, “‘that flank this
open space,’” is a restrictive clause
and must therefore be introduced by
“that”” and not be set off by
commas. The phrase is essential to
the sentence.
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If upper floors of the building are used, the ceiling must be a
two-hour rating, and stairwell must have a four-hour rated wall.
The rear entrances to alleyway are less than the required 40" for
fire safety and must be enlarged and replaced.

There might be other less apparent building code violations, both for the
City of Madison and State Building, Heating, and Ventilation Codes.

4. Interior Finishes

Only the first floor of the three-story structure has been used
for retail purposes; the second and third floors have been abandoned for
the better part of 30 years (Exhibits 11 & 12). The masonry wall
separating the smaller building from the larger structure has been removed
for 18 running feet at the first-floor level. Because of the Pinckney
Street grade the first floor of the smaller structure is elevated about
18" above the main store area, and there are three low-rise, wide-tread
steps and display podiums at this juncture. The two structures are not
counected at the upper levels. 1In the larger building the display case-
work and dressing cubicles are of commercial, bleached walnut veneer.

The first floor ceiling is a fiber acoustical tile badly in need of
washing; second- and third-floor ceilings are plastic on lathe, cracked
and falling. A center control counter ich once housed cash
registers and clerks' ma - at the front of the store at the
foot of the g steps. The smaller store space was done with
ensive contemporary shelving hardware, peg board, and free-
standing casework units.

This appraisal is very inadequate in
terms of discussing and describing
the heating and air-conditioning sys-
tems. Air-conditioning units had
been installed in rooms on second
floor, and boilers were adequately
maintained but of old sivle. Subse-
quent renovation and rentals depend
on installing new zone control sys-
tems so that costs can be prorated to
tenants. As a general rule existing
buildings suffer increasing obsoles-
cence due to the energy waste in-
herent in pre-1975 HVAC svstems.
Prediction of future net income
should estimate previous energy units
of consumption, costs of program to
retrofit and prorate utilities (o ten-
ants, and remaining energy unit
consumption from which operating
budgets are forecast. Appraisers need
a basic understanding of HVAC in-
novations and have access 1o the ex-
pertise of a mechanical engineer.

5. Renovation Problems

Toilet facilities in the building are nonconforming and dated.
Bathroom floors must be waterproofed with ceramic tile, painted cement, or
lar material; presently the floors are linoleum. The toilet for the
at the base of the rear stairs near the rear loading entrance.
store has a basement toilet room. At some time in the past a
d toilet were installed for both men and women on the
atriums. Wisconsin Building Code 54.04 requires that
throoms be accessible on the first floor for the
ch self-contained rental uait.

second floor off
both men's and women
handicapped within or fro

rian mall concourse all merchandise

With completion of the p
1s to exit by way of the alley.

would need to arrive and all waste mat
The smaller building offers 45' deep by 2 de asphalt paving for
parking cars and loading trucks. The building®™that flank this open space
extend almost to the alley, making the turn difficult for cars and impos-
sible for trucks. To correct this functional deficiency, it would be
necessary to demolish the one- and two-story wing, which is 40' wide and
20" deep at the rear of the larger structure, to provide for a loading
area with some employee parking of no wore than five cars across the full
66' width of the site.
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A rearrangement of words and the
deletion of unnecessary verbiage
shortened this paragraph by about
twenty words and made it easier 10
read. The original:
While the interior spaces and hardwood
millwork might capture some of the
historic flavor of the old building, it is
unlikely that the Pinckney Street facade
could be restored to the original Vic-
torian detail at a cost justified by in-
creased rental income. About 1965 all
of the major store buildings on the
block with the subject property either
built new or extensively remodeled to
create contemporary facades, stressing
open glass, textured flat masses of con-
crete or brick, and night lighting.
Several second floor windows were re-
moved and bricked closed, a further
“frustration to restoration. The present
Simpson logo on metal sun screen is
compatible with existing facades on the
block and succeeds as a visual reminder
of the building location three blocks
away on Mifflin Street. The green metal
sun screen 1s a significant part of any
residual public idenufication with the
subject property.
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A metal fire escape platform will need to be placed at the end of
the second floor corridor at the rear of the three-story building, no more
than 10' above the finished parking level to meet emergency exit require-
ments of Madison Building Code 29.20 (4). Exit signs will need to be
placed over all exit doors.

Use of the second and third floors of the three-story structure
with atrium depends on finding design solutions for the fire code problem
of the atrium and the lack of two routes of escape from the third-floor
segments of the building, separated by the atrium. Wisconsin Building
Codes treat the atrium as an open shaft through two floors of the building,
requiring a four~hour rated fire wall. Removal of the old stairs, some
existing plasterboard stud walls, and other trim on the side walls of the
atrium would reveal four-hour bearing walls of brick that could meet the
fire code. However, all of the interior walls flanking the atrium have
large plate glass windows looking into the atrium to capture the extra
light. A four-hour fire wall of steel studs and multiple layers of
gypsumboard would seal off these windows and add excessive weight to the
center line columns of the building. The building inspector suggested a
possible alternative of two-hour fire rated walls with a deluge sprinkler
systen installed to spray over the windows. Another alternative would be
to remove the outer skylight and drop it to the level of the third floor
so that the open space would not be a shaft through two interior floor
levels. Windows on the third level would then open outside to the space
above the skylight.

The Wisconsin Statutes (54.02) would also permit a two-story space
occupied by a single tenant to have a single interior stair and exit,
provided there are two methods of fire escape beyond the suite entrance
door. Thus, the second and third floors could be divided in half along
the center line to create four modules approximately 30' x 20' two stories
high, each with its own spiral stair. These modules of approximately
1,200 square feet each could be converted into four townhouses or four
office suites. Each module would have an entrance to the center atrium at
the second level, and the atrium would provide two routes of escape. The
first would be the existing front stairs to Pinckney Street; the second
would be the short 30' center corridor to a jump platform overlooking the
rear parking area. Such renovation might be economically unjustifiable.
These alternatives are discussed here to indicate that the present physical
nonconformity of the structure to existing fire codes could be corrected
so that the upper floors would be usable, contrary to the owners' policies
for more than thirty years. In addition, some of the architectural
character of the old atrium might be salvaged and provide a key to improved
income productivity for this problem property.

While the interior spaces and hardwood millwork might capture some
of the historic flavor of the old building, it is unlikely that the
Pinckney Street facade could be profitably restored to the original
Victorian detail. About 1965 several d-story wind were bricked
up to conform with other major store buildings on the block that were
either built new or extensively remodeled to create contemporary facades
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that stressed open glass, textured flat masses of concrete or brick, and
night lighting. The present Simpson logo on metal sunscreen is compatible
with existing facades on the block and can be seen three blocks away on
Mifflin Street. The green metal sunscreen is a significant part of any
residual public identification with the subject property.

The second floor of the smaller structure is presently a two-
bedroom apartment. The appraiser was not given access to this apartment
i but was told that the sunscreen severely impairs window views toward the
H-"phcns ?ho!ﬂd be used for com- Capitol and that in the rear there are two windows and a door to a fire
sound adlcc“_ves- Ex.amPlcs appear escape. The result is that the unit is nonconforming in window/floor area
:aroughout this appraisal. Other out- ratios, is in disrepair, and is noncompetitive at $150 per month rent.
standing  examples are three-story \gi::u is by means of a side stair to Pinckney Street, a stairway subject
aouse, one-way street, long-term con- month-to-month license to the benefit of a doctor's office in the

-ract, and four-hour fire-rated door narrow 22' contiguous building to the south. There are no other special
. ' : structural linkages or current uses.
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IX1. MOST PROBABLE USE

Each main section begins on a new
page. The section should start with a Having completed an inventory of the positive and negative attri-
general introductory paragraph that butes of the property, the significant limitations on future use, and the
leads into the content of the section. immediate linkages of the location, the appraiser must identify possible
The use of a subheading **Introduc- uses. Each use sust exploit the marketable attributes of the property,

. et . - neutralize its negative characteristics, and operate within the limits of
tion,”" here is unsophisticated. justified, prudent investment.

A. General Market Characteristics

The search for a use should begin with the possibility of extend-

hi i
*“Exhibit 17" should be on the same ing the past use of the structure as a single retail unit of wmore than

line. This is equally true for other 7,000 square feet of first-floor retail space. Unfortunately, in the past
closely connecied phrases such as a five years several such retailers have left the Square, and none has taken
date or a person's name. their place. The Wolff-Kubly Building and Manchester's Home Store have both

been vacant for nearly two years and offer superior space for the large
retailer. Current retail vacancies on the Square can be seen in Exhibit
17. However, there has been a slow but steady demand for the smaller
retail unit at rents ranging from $4.50-$5.50 per square feet (Exhibit 18).
Therefore, a retail use strategy should assume subdivision of the subject
property, probably into three retail units, the subdivision being consist-
ent with existing fire walls, marketable layout, and provision of rest-
rooms accessible to the handicapped at the center rear. A recognized need
on the Pinckney side of the Square is a coffee shop, luncheonette, or
restaurant facility at street level. However, state fire codes shift to
highly stringent regulations where space might house one hundred persons
or more (State Building Code 55.01), and so only a small restaurant
consistent with the 75' x 20' retail bays above could be considered within
acceptable renovation costs. Development of the second and third levels
of the building would require use as either office or residential space.

The office rental space market for Class B or C space has been

Ak'sentcncc §h9Uld have a strong soft, particularly on the northeast side of the Square. For current ClassB
finish. The original one ended with a office vacancies and quoted rents, see Exhibit 19. Alcthough the Jackson
weak list: ‘“The Tenney Building has Building on Pinckney and Mifflin offers elevatored space of minimum

major vacancies at $6.25/sq. ft. with tandards and overlooks Lake Mendota, it has been vacant for two

H H years. The Tenney Building, with elevators, views, and established office

zlfgiéogsildi;';‘;';c'n(;;’{ established building ideatity, has major vacancies at $6.25/sq. ft. Additional space

: of Class B standards might become available if the State of Wisconsin
decides to build 150,000 sq. ft. or more on a site three blocks from the
subject property. The State would relocate agencies in leased quarters
near the Square to the new building. The State presently occupies a
significant portion of the Tenney Building, 30 On-the-Square, the former
Loraine Hotel, and other Class B office buildings so that State construc-
tion would return significant amounts of Class B office space with
elevators to the Square. The subject property could not compete with
these conveniences.

31



32

.l ';g EEfceffcil ; Compare Exhibit 17, where the base
Rpg By HhidiEidit 0 map was prepared as a half-tone to
I — il R T i accent retail cross-hatching and com-
ARSI H ! parable sales numbers, with Exhibit
cCF 4 ! 19 where the base map was not toned
ce '( ; _: 553; §§2x§:=83§~° down by the duplication center. Note
: ’4‘7‘—'&"—‘(57(?' s s 835 ] ‘._.3:.‘.3.;:;.:.4 & that base map copies were prepared,
R k < 2ez © and then details were provided on
§ eeBEE G various topics by the use of pressed
= 4 AT type and other drafting aids. For a
R HIEEEE descriptive manual and caralog of
£ 3 i ;’jj:’:’:’i:’ij materials specially designed for the
: 5 TEmmne Es appraiser, contact Real Estaie Graph-
> g, . ics, Inc., 600 So. County Road 18,
i i3 i| 252 Shelard Plaza Building, Minne-
B : 51,; i apolis, Minnesota 55426. .
W R GCoL : d3iz0 13 3
"CCOCCOC & | . RS P
Some illustrations, such as this one, ' Al f §§i§§3§§§§ i
must be reduced in size in order to - ', :
avoid the problems of a foldback. i g‘f s m
K N C‘%T’:\\\. 0 ;
) E' -] . H S
gl :
2 . [ri'c (t~.>-. $
O 0T "Sﬁ 47 v SRIWIE MYeie SEe
LR M
o ‘J . D
Ra ) ~ .
el
— d |

H
! - ' SUBYLE NOLMvE LB
N

L=
starer

LA

Paiting Rymp

\

H
H
-
3
.
d
H
3

It was poor practice to place Com-
parables 1-7 on the same map as
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ber code so that the reader could re-
late vacancy area or rents per square

foot to the correct building. Notice
that the “site’’ label has been placed

on design detail which obscures read-

building should have received a num-
ability.

On both Exhibits 17 and 19 each
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Be consistent with your spacing,
headings, capitalization, and punc-
tuation.

Class C office space i8 found on second and third floors of down-
town buildings, typically without elevators, parking, or flexible layouts.
It rents as low as $1.75/sq. ft. at 228 State Street (Comparable #2, p. 44)
including heat to as much as $3.00/sq. fr. at 2 W. Mifflin Street (elevatored
in Woolworth Building) which is 503 vacant on second floor. These rents do
not justify investment in required remodeling for the subject property.

Most apartments immediately adjacent to the Square are in
converted single-family homes that were builc prior to 1900. Both
occupancy and turnover rates are high. A few apartment buildings, such
as the three-story Capitol Hill to the rear of the subject property on
Mifflin, offer rents of 30-35¢/sq. ft. (efficiencies and one bedroom) and
remain fully occupied, predominately by elderly and long-term State
employees. There is a limited but unsatisfied market for high-style
apartoents in the neighborhood for those who work in governmeat or in
offices around the Square. Groups of froam two to four single persons are
willing to pay from $75 to $125 each for a two-three bedroom apartment,
usually furnished. Legislators have long complained that they must rent
hotel rooms while they are in Madison, and so they and various lobbyist
groups might find the townhouse a suitable alternative on the Square.
Apartment rents in the campus area range from 45¢ to 50¢ a square foot
for furnished units located over retail stores, saloons, and other
businesses generally thought incompatible with residential uses. For
young singles, however, these are considered amenities rather than
nuisances.

B. Alternative Uses for the Simpson Property

A combination of the physical characteristics of the property and
the general demand characteristics on the Square suggests the following
alternative scenarios for use of the subject property (Appendix C):

Scenario #1: The building would be demolished and the site leveled

and paved to provide monthly reserved parking for employees of various
nearby public and private offices and firms. It is assumed that space
for 18 cars could be provided and that the only access would be from the
alley; an attractive screening wall with plantings would face Pinckney
Street.

Scenario #2: The present building would be demolished and replaced
with a new three-story office building, 66' square. There would be
two retail stores at the first floor level, an office lobby, a single
elevator, required stairwells, and no basement. The structure would
use economical masonry-bearing wall construction and provide 8-10
parking spaces at the rear of the building.

Scenario #3: The present building would be retained, except for demo-
lition of a minimum of a one-story space at the rear, which would
improve delivery and parking. Only the first floor would be used,
subdivided into three retail units. The larger building would provide
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Scenario is a term that implies a story
line for future use. It is a verbal
sketch but could be supported with
sketch plans, isometric layouts, or
site plans. However, it includes
action such as leasing, zoning ap-
peals, or operations. An alterna-
tive term would be ‘‘program,’ but
that term might tend to be identified
with only architectural programming
rather than all elements of entrepre-
neurship. It is this latter dimension
that leads to our preference for the
drama dimension of scenario.



A sufficient number of subheadings
to aid readability and to guide the
reader through the report is impor-
tant. The author should structure
subheadings by means of parallel
phrases, systematic use of
underlining, type style, and spacing.

Sentences should be tightly construct-
ed. The original one rambled: *The
townhouses would require windows
opening to the out-of-doors which
might make necessary the removal of
the front sun screen, precipitating a
push by City Hall to restore the front
of the building as a landmark."’
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two stores approximately 20' x 80', while the smaller structure would
provide a single gross area of 20' x 75'.

Scenario #4: The present structures would be retained and modified as
in Scenario #3, but in addition, the second and third floors would be
remodeled to provide five office suites that would take advantage-of a
renovated atrium area with skylight at the second-floor level.

Scenario #5: The present structures would be retained and modified as
in Scenario #3, but in addition, the second and third floors would be
modified to create four townhouse suites in the three-story structure.
The two-story store building would be modified to create second floor
office space of two 700 square feet modules; skylights would relieve
the narrow depth of the building.

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 alterna-
tives 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 point! for financial planning and
budgeting. This process capitalizes 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 20; the
cost assumptions and calculations are provided in the zppendix. A summary
of these calculations from the appendix are provided in Exhibit 21. A
preliminary ranking based on a cash justified investment (Line S5,
Exhibit 21), without regard to future reversion value, demonstrates that
Scenario #4 or #5 is the preferable use of the structure as is.

D. Risk Ranking of Alternatives

In terms of estimating risks, Scenario #4 would offer more certainty
ggard to construction budget because the fire codes and required day~
light tilation amenities are less stringent for office space than
for apartzents.~Because the townhouses would require windows opening to
the out-of-doors, the front sunscreen would probably have to be removed,
and then City Hall might push for restoration of the building as a landmark.
The alternative is to remove the skylight over the atrium and convert it to
an open air light-well into which bedroom windows could open. For either
an office or townhouse conversion, the critical necessity is the vertical
arrangements of each suite to avoid the necessity of extending the fire

IThe ratio of cash expenses, real estate taxes, and debt service
to gross potential rents.

Students are often careless with their
spelling. If you are at all unsure of a
word, look it up in a recent edition of
Webster or some other standard dic-
tionary. This rule sounds obvious,
but university students have been per-
mitied to desecrate the English lan-
guage in the name of freedom of
expression and a facully license to
ignore errors outside their functional
specialty. Appraisers do not enjoy
that tuxury. The only image a client
might have of the appraiser is the
discipline shown in the execution of
his report.

Madison is a rather new cityv with no
precedent for marketing the nostalgia
of historical buildings 1o achieve high
rents. The epilogue will show that the
appraiser greatly underestimated the
ability of a developer to market the
romance of the atrium rather than
the utility of building convenience.
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EXHIBIT 20

BASIC LOGIC FOR RANKING ALTERNATIVE PROGRAM SCENARIOS BY JUSTIFIED
PURCHASE BUDGET

I Rent/Unit | | Rent/Unit I I Rent/Unit I
x + x + x

I Number of Units | I Number of Units | | Number of Units I
-

Default Point =

l Potential
Gross Income

Cash for Operations |

x -

l 1-Default Point l l0peruing Expenses I

| Equity Cash Margin |

l Capital Replacement l

- | Real Estate Taxes I
I Reserve for |

I Vacancy Loss

Contingency -
5 l Cash Available I
Cash Throw-Off I for Debt Service
(B/4 Tax)
%
#
I Equity Cash Ccznsnnt| I Mortgage Constant I

| Justified Equity I

(B/4 Tax Effect)

+ I Justified Mortgage

l Total Justified I
Project Budget

I(bnstruction Outlays

l Budget for Purchase I

Market rents can be a known point
of departure as is the default point
required by lenders for different
types of lenders. It is then possible 10
determine how much debt capital or
equily capital could be supported by
a proposed use. It is important to
realize that this modern application
of a residual land value approach
does not value the property; it simply
permits ranking of alternatives ac-
cording to the approximate econom-
ic surplus that might be assigned to
the property as is. For more on the
“‘backdoor approach” to feasibility,
sce The Guide to Feasibility Analysis,
3rd ed., to be released by the Society
of Real Estate Appraisers in the fall
of 1978.



A table should be a self-sufficient
unit and should quickly tell its own
story. This includes particular atten-
tion to:
1. Aninclusive title
2. Effective use of white space
3. Perfect alignment
4. Correctly placed operational
lines and signs
5. Indentation of the word ““total"’
6. Definitive words and abbrevia-
tions
7. Parallel wording (usually
nouns)
It must also have complete refer-
ences. Not acceptable: *‘Same as on
previous exhibit.””

Exhibits containing number amounts
are presented so that inferences can
be drawn from them. In a strict
scholarly context one amount is a
datum (singular); several are data
(plural). The singular is seldom used;
the plural expression should be
““these data are.” However, common
American usage has influenced the
Latin word so strongly that *‘this
data is" has been accepted for busi-
ness purposes.

Scenario #5
~$6,160
~41,000

~129,200
~$172,360
276,673
+$104,313

Scenario #4
~$6,160
-41,000

-137,000
~$184,160
281,981
+$97,821

-$6,160
-41,000
105,228
+$58,068

Scenario #3
-$47,160

EXHIBIT 21
Scenario #2
~$20,000
-397,406
-$417,406

465,425
+$48,019

SUMMARY OF BUDGETS FOR ALTERNATIVE USE SCENARIOS
Scenario #1
-$20,000
-11,880
-$31,880
-680
-$32,560

Total outlays
Total justified
investment in
subject property
as is

Budget Item
for property as is

2. Up-to-code cost
3. New construction
4, Justified investment

1. Demolition

Note that *‘Total justified invest-
ment” should have been labeled as
Line 5 to conform with reference on
page 36. Troublemakers may contend
that line § is not a budget item and
that the exhibit is correct while the
reference to line 5 on page 36 is im-
proper. The definitive dissertation on
this point has yet to be written.



Because technical writing requires
precise communication, make sure
that every word conveys your exact
meaning. In this sentence, ‘‘reno-
vate'' is the correct word even though
similar ones might have come to
mind first: renew, refurbish, modern-
ize, or restore. Later on in this para-
graph, note the use of “might”’
rather than ‘“may’ because the
author meant to imply possibility. if
you remember the differences among
may, might, and can, your text will
communicate with precision: may
implies permission; might implies
possibility; and can implies capabil-
ity.

In technical writing, words add up to
time and money. Make sure that
every word is necessary. Note how
verbiage was reduced here. The origi-
nal sentence began: ‘‘The political
acceptability of either Scenario 4 or §
would be agreeable as . . .”" Other
examples abound. For example, use
is preferable to wtilize, and can is
preferable to has the capability of or
has the ability to. Unnecessarily long
or obscure words and expressions are
the mark of a pseudo scholar and the
abomination of the businessman.
Direct language pays high dividends.
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stair to the third level. For a single occupancy it would be permissible
to have a single spiral stair between levels with a single entrance at the
second-~floor atrium level. However, from that entrance there must be two
routes of escape which would be the front fire stair on the Pinckney Street
side and the central corridor to the rear of the three-story building,
leading to a fire jump balcony no more than 10' above grade for office
building. For apartments, the jump balcony must be expanded to 160 square
feet of open space for every bedroom, that is, 1,280 square feet canti-
levered above the parking area at the rear of the building.

Development of five office suites would face fewer technical
constraints than residential housing in terms of required window-to-floor
area ratios, usable exterior open space at 160 square feet per bedroom,
and minimux room sizes, to name a few. If the interior atrium were
retained, either the skylight would have to be dropped to the level of the
third floor to eliminate the fire hazard of a two-story shaft or the
atrium walls would require a two-hour rating and a deluge sprinkler system
installed to spray water over all atrium window areas. The former solu-
tion would require additional storm water drains but would be simplified
by the fact that the roof must be rebuilt in any event and the skylight
intensively renovated to be water tight and to prevent further structural
damage to the timbers from water. However, the market for Class B office
space without elevators, with inadequate parking, and with an unconven~
tional two-floor layout connected by a spiral stair is difficult to
ascertain. It would lack adequate access for medical services, lawyers,
or government offices. The two-level style might provide a dramatic
opportunity for the graphic artist or advertising firm, but their rent-
paying abilicy might be suspect. In short, the vacancy assumptions for
this use might be significantly understated and vulnerable to decisions by
the State of Wisconsin to build State-owned space at the expense of the
privately owned and rented Class B space that the State presently occupies.

E. Political Compatibility of Alternatives

Either Scenario #4 or #5 would be politically acceptable as both
would provide three small retail spaces on the weakest frontage of the
Square, consistent with the Planning Commission dictum that all first-
floor space should be retail or service oriented. However, the Planning
Department has been urging the development of more housing downtown to
hold potential retail customers in the Square. In that light Scenario #5
would be preferred by City Hall even though some negotiation of minor
variances from the housing code might be needed to simplify renovation
dilesmas posed by townhouses.

F. Canclusions

Since the estimated residual justified purchase prices of
Scenarios #4 and #5 are so close, the choice in determining the most
probable fitting use relates to the tradecff between the possible higher
coscs inherent in the technical problems of converting to residential as
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compared with the possible market revenue uncertainties in the conversion
to office use. Given the soft rental market for both retail and office
space on the Square and the probable strength of a few high-style rental
residential units on the Square, 1t appears that the prudent investor
would seek to stabilize his gross revenues from the subject property by
placing residential uses above the more speculative small retail units.
Technical construction solutions are more in the developer's control prior
to purchase than the vagaries of market demand on the Square after investe
ment. A review of the summary feasibility daca in Exhibit 22 supports the
conclusion that the most probable use of the subject property in the
opinion of the appraiser is Scenario #5,

THE MOST PROBABLE USE OF THE SUBJECT PROPERTY WOULD BE AS A SHELL

The first draft intended to empha-
size the critical assumptions on which
the appraisal analysis pivoted by
using all capital letters. The result
was something that looked like a
telegram. Readability depends on
contrast of upper and lower case
letters, and therefore very important
statements are better highlighted by
boxing the statement as in the alter-
native treatment given here.

FOR CONVERSION TO THREE SMALL RETAIL UNITS ON THE FIRST FLOOR, FOUR TOWN-
HOUSES IN THE THREE-STORY STRUCTURE, AND TWO 700 SQUARE FEET OFFICE MODULES
WITH SKYLIGHTS IN THE SECOND-STORY STRUCTURE.

The most probable use of the subject property would
be as a shell for conversion to three small retail units on
the first floor, four townhouses In the three-story structure,
and two 700 square feet office modules with skylights in the
second~story structure.
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Vertical lines are used here to sepa-
rate closely typed material. Usually

T LIGIRX3

the reader visually where content is

they are not necessary but can assist
tightly packed.
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Semicolons effectively divide inde-

pendent clauses when the clauses e

have similar structures and the con-
tent is homogeneous.

IV. PREDICTION OF PRICE FROM MARKET SALES

Recent market sales in a given area are the most reliable
predictors of the most probable buyer and what he might be willing to
pay for another property in that area, This section will discuss the
market comparison approach to most probable price and will provide
financial tests of this price.

A. Most Probable Buyer

A review of sales on the Square and along the State Street Mall
reveals that the buyers of these properties have been either a local
businessman who was seeking a new location for his business or a profes-
sional real estate investor who was willing and able to execute extensive
renovation and re-leasing (Exhibits 23-29). Those comparables that were
bought by businessmen primarily for their own use were small and narrow;
the larger buildings, similar in size to the subject property or larger,
were purchased by professional developers who already had other commit-
ments in the downtown area. The old Leath furniture building was
purchased by amateur businessmen for use as a restaurant and is again
available for rent because the new owners discovered that their intended
use was not compatible with building codes. Three of the seven comparables

were partially occu owner; five were financed by the seller
itk ownpayment and a land contract at 82; six were sold for

significantly less than the May 1, 1976, assessed valuation; and in six
of them, the first floor was subdivided into retail rental units with
about 20' of frontage each.

.

Therefore, the most probable buyer will be a
professional real estate developer who expects to remode!
and redirect marketing of the subject property. The most
probable buyer expects generous land contract terms and resale,
before or after conversion, to a small group of participating
equity investors. The professional investor will neqotiate
only after the owner has had the property on the market for
a protracted period of time and is willing to sell it well
below assessed valuation.

LY

See the discussion in Section Four,
“Afterthoughts of Appraisal Presen-
tation.” Six months after this ap-
praisal was completed, additional
transactions made it possible to
clearly distinguish among buyer types
and to see great improvement in the
accuracy of the most probable price
prediction as a result.



Assessed values might be better punc-
tuated " this way: Assessed value:
Total $66,400 (land $44,600; im-
provements, $21,800).
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EXHIBIT 23

COMPARABLE PROPERTY #1

232-236 STATE STREET

Date of sale: 9/10/75

Sale price: $59,000 (T.F. §59.00)

Recorded: Vol. 613, p. 419, Warranty Deed

Terms of sale: Cash

Use at time of sale: Record shop and Christian Science Reading Room

Grantor: First Wisconsin National Bank as personal representative for

estate of George Rentschler

ingo Gargano

Tax Parcel N3 709~144-2707-0

Assessed value: To $66,400--1and $44,600, improvements $21,800

Sales price as X of assessed value: 892

Lot size: 1,475 sq. ft.

Frontage: Johnson Street 70 feet, State Street 50 feet

Zoning: C-4

Gross building area: 2,950 sq. ft.

First floor commercial gross square footage: 1,475

Other rentable square footage: 1,475

Building description: Two-story brick exterior, masonry bearing wall,
wood interior structure, upstairs apartwment in poor conditionm,
shared toilet facilities

Present uses: 1st floor same as at time of sale~-record shop, 30 feet of
frontage on State Street; Christian Science Reading Room, 20 feet
of frontage on State Street

Locational factors: Corner lot, same block as Civic Center on proposed
State Street Mall, 1/2 block to City parking ramp; pedestrian

Most appraisal offices use color pho-
tographs, but these would not have
reproduced well for this manual. For
fast-copy printers 10 reproduce mul-
tiple copies of black and white
photos, request that pages with pho-
tos first be done as a half-tone screen
to produce original copy for a xerox
type of copy machine. To reproduce
photographs with offset copy sys-
tems, the fast-copy printer needs a
PMT half-tone screen (85-line).

Note that pedestrian and traffic

count of 3,585
Available rental information: Gross income $9,000

counts should have been dated.
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EXHIBIT 24

COMPARABLE PROPERTY #2

228-230 STATE STREET

Date of sale: 10/1/75

Sale price: $133,000

Recorded: Vol. 628, p. 642 and 644, Warranty Deed

Terms of sale: Cash $33,000 down or 25%Z, $100,000 mortgage

Grantors: One-half undivided interest, First Wisconsin National Bank as
personal representative for estate of George Rentschler, and one-half
undivided interest of M. E. Madigan, A. J. Heier, and L. S. Meier

Grantees: John C. and Fanny Garver, owner-occupant; Art Gallery and Crafts

Tax Parcel No.: 0709-144-2706-2

Assessed value: Total $170,200--land $61,100, improvements $109.100

Sales price as X of assessed value: 782

Lot size: 3,350 sq. ft.

Frontage: State Street 44 feet, Johnson Street 45 feet

Zoning: C-4&

Gross building area: 7,870 sq. ft.

First floor commercial gross square footage: 3,350 plus mezzanine of 600

Second floor office footage: 3,350

Building description: Full glass show window, store front Bedford-Stone
faced, concrete structural frame 2nd floor and mezzanine, 2nd
floor dentist office; building in good condition

Present uses: Antiques, ethnic objects, art gallery; extensive remodeling
first floor and mezzanine by new owner

Locational factors: Across State Street from Civic Center on proposed State
Street Mall, 3/4 block from parking area; pedestrian count of 3,585

Available reatal information: $1.54/sq. ft. for office floor

65
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EXHIBIT 25

COMPARABLE PROPERTY #3

1 1
PR RN A § -
-«
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214 STATE STREET

Date of sale: 1/25/76

Sale price: $86,000, downpayment $13,000 or 15%

Recorded: Vol. 651, p. 598, Warranty Deed

Terms of sale: Cash, lst mortgage $58,500, 2nd mortgage to seller $14,500
Use at time of sale: Card shop

Grantors: Mr. and Mrs. W. D. Eck

When condensing material to its few- Grantees: Mr. and Mrs. A. A. Witz
est words, be sure that it makes Tax Parcel No.: 0709-144-2710-3
sense. This phrase originally was Assessed value: Total $65,500--land $34,100, improvements $31,400

Sales price as X of assessed value: 1332

Lot size: 1,475 sq. ft.

Frontage: State Street 22 feet

Zoning: C-4

building area: 3,960 sq. ft.

First r commercial gross square footage: 1,320

Other renta square footage: 2,640

Building descrip Three floors, masonry bearing wall, wood interior
structure, twt upper-floor apartments with six students each, bay
windows on State Street, full glass store front

Present uses: lst floor is same use; 2nd and 3rd floors--3 apartments

Locational factors: Across State Street from Civic Center, 1 block from
parking; pedestrian count of 3,585

Available rental information: $4.55/sq. ft. for lst floor

‘‘two upper floors apartments with
six students’*—a gross ambiguity.



EXHIBIT 26

COMPARABLE PROPERTY #4

LEATH BUILDING, 119 STATE STREET

Date of sale: 1/15/76
Sale price: $110,000

Recorded: Vol. 737, p. 118, Land Contract

Terns of sale: Land Contract,

$10,000 down 6X interest 4-year terms, plus

$15,000 of capital improvements by vendee within six months of

purchase
Use at time of sale: Vacant

Grantor: First Wisconsin National Bank as trustee of M. V, 0'Shea Trust
Grantees: Mr. and Mrs. N. H. Malley

Tax Parcel No.: 0709-231-0105-3

Assessed value: Total $152,500--land $90,200, improvements $62,300
Sales price as X of assessed value: 722

Lot size: 4,400 sq. ft.

Frontage: State Street 44 feet, Fairchild 44 feet

Zoning: C-4

Gross building area: 14,000 sq. ft.
First floor commercial gross square footage: 4,400

Other rentable square footage:

Only 1st floor and mezzanine can be occupied.

Building description: Elevator, two-story granite store front, 602 glass
show window, top two floors used for furniture show rooms (presently
closed to avoid four-story building classifications and access and
exit requirement), brick veneer, brick mill structure

locational factors: On proposed State Street Mall, 1 1/2 blocks from
parking; pedestrisn count of 2,710

Available rental information:

None

46

Explanation of restraint on use might
have been provided by appraiser.
Building codes change when
buildings are classified as four-stories
so that this building lacks adequate
fire stairs and other related features.

67
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EXHIBIT 27

COMPARABLE PROPERTY #5

TANTIVOLI BUILDING, 121-123 STATE STREET

Date of sale: 1/1/75 4 :
/Sale price: $133,500 - !
Do not leave blanks after any of Recorded: Vol. 49, p. 400

these colons. If the information is Terms of sale: Land Contract, $14,000 down, 8% interest, 10 year balloon
unavailable, say so Use at time of sale: Indian craft store, shoe store
! : Grantor: Jay Wexler

Grantee: Carl J. Jensen

Tax Parcel No.: 0709-144-2508-2

Assessed value: Total $§144,800--land $57,100, improvements $87,700

Sales price as X of assessed value: 922

Lot size: 4,400 sq. ft.

Frontage: State Street 48 feet, Fairchild 22 feet

Zoning: C-4

Cross building area: 13,200 sq. ft.

First floor commercial gross square footage: 4,400

Other rentable square footage: 8,800

Building description: Masonry bearing wall, wood interior structure, brick
front, full glass store fronts, exterior metal fire escape to Fairchild

Present uses: lst floor same as at time of sale with addition of small rear
plant store, four apartments on 2nd and 3rd floors; both stores have
22 feet frontage on State Street

Locational factors: On proposed State Street Mall, 1 block from parking,
1 block from Civic Center; pedestrian count of 3,508

Available rental information: None




EXHIBIT 28

COMPARAELE PROPERTY #6

KARTSTENS BUILDING, 22 NORTH CARROLL

Date of sale: 1/1/76

Sale price: $§175,000

Recorded: Vol. 638, p. 355

Terms of sale: Land Contract, $15,000 down or 9%, 7 1/22 interest

Use at time of sale: Vacant

Grantor: Karstens, Inc.

Grantee: Fred Mohs, local investor, for Assemblage

Tax Parcel No.: 0709~231-0904-9

Assessed value: Total $189,300~--land $145,000, improvements $44,300

Sales price as % of assessed value: 92X

Lot size: 5,800 sq. ft.

Frontage: 44 feet

Zoning: C-4

Gross building area: 16,380 sq. ft.

First floor cosmercial gross square footage: 5,461

Other rentable square footage: 10,922

Building description: 60 years old, 43x127x3 floors, all floors sprinklered
and air-conditioned, concrete structure frame and brick facade,
one central stairway, exterior fire escape, fair alley access

Present uses: Music instrument shop (20 ft frontage), jewelry store
(20 fr. frontage)

Locational factors: 2 blocks to nearest parking area, major city bus stop
in front of building; pedestrian count of 3,651

Available rental information: 2nd and 3rd floors rented to Madison Credit
Bureau for $4,440 annually, or $1.50/sq. ft.; 1st floor $5/sq. ft.
plus utilities, tax escalator, and overage.

48
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EXHIBIT 29

COMPARABLE PROPERTY #7

18 EAST MIFFLIN

Date of sale: 12/1/73

Sale price: §105,000

Recorded: Vol. 485, p. 339 and 361, Land Contract

Terms of sale: Land Contract, $20,000 down payment, 10-year term, 82
interest $750 per mo.

Use at time of sale: Vacant

Grantors: One-half interest from each of two brothers, H. H. Ratcliff
and R. U. Ratcliff

Grantee: Gerald Condon, jeweler, occupant

Tax Parcel No.: 0709-144-2407-6

Assessed value: Total $149,900--land $71,300, improvements, $78,900

Sales price as % of assessed value: 702

Lot size: 2,640 sq. ft.

Frontage: 20 feet

Zoning: C-4

Gross building area: 4,680 sq. ft.

First floor commercial gross square footage: 2,340

Other rentable square footage: 2,240 gross

Building description: Masonry bearing wall, interior wood structure

Present uses: Jewelry store, first floor; John Charles Salon, second floor

Locational factors: Located on west side of Square, 1 1/2 blocks to parking;
pedestrian count of 5,603

Available rental information: None
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B. Most Probable Price

Be sure that your words are correctly
used. Imply would have been wrong There has been a significant level of market activity in the pur-
- chase and sale of low-rise, retail-commercial structures adjacent to the

here. .ii...-"-._-.~5quare and State Street in recent years. Therefore it is possible to
infer from market price behavior of past transactions the probable price
and range of a transaction involving the subject property and a probable
buyer of the type defined above. Of course there are great differences
among the properties sold in respect to their location, size, markec-
ability, condition, and other factors. It is therefore necessary to
reduce these differences to a common denominator or unit within which
price comparison and patterns can be identified. Each property will be
scored on a point system that is weighted for priorities of the investor
developers in the current market. The total point score for each com-
parable sale and the subject property can then be related to one another
by means of a simple linear regression line, which is a form of averaging
differences by means of a least-squares fit. This simple linear regres-
sion is a statistical process for translating supply characteristics and
price histories demand into a prediction of price-per unit behavior in the
central Madison market for small, aging commercial properties. 1In addition
to providing a predicted price per unit as a central tendency for the
subject property, it provides a means for estimating the reliability for
sale/price predictions through statistical calculation of the standard
error of the estimate.

The marks that precede each item are

called b,u”“S; arabic .numbcrs are C. Market Comparison Approach to Probable Price

also satisfactory. Notice that each

item begins with a capital letter even The first step in market inference was the collection of recent
though each is a part of the opening comparable sales structures that were:

sentence.

* On the Capitol Square or State Street in the C-4 zone

+ Subject to disruption and assessment of Capitol Concourse Project
» Preferably of brick-mill or of ordinary construction

+ Used for retail purposes at the first-floor level

Of a dozen sales reviewed, only two were for cash; the balance required
financing by the seller at 8%, with low downpayment. Thus a screen of
no~cash sales was added without eliminating any retail properties except
232 State Street (Exhibit 23), a triangular property on a 1,500 sq. ft.
site. Comparable sales data for six transactions qualified as above were
presented ip, Exhibits 24~-29, including photographs, verification, and such
renta a as were available. Each property was then scored for key
butes thought to influence buyer behavior; the scoring system is
presented in Exhibit 30. Detailed scores and totals for each sale and the
Simpson Building are presented in Exhibit 31.

vVth refcrn?g 1o rn9rc than o Discussion with realtors and the spread of prices per square foot

exhibit, use this expression. indicated that locations close to the Civic Center and State Street
intersection with the Square had the most marketability. The second most
important attribute was the efficiency of layout for retailing onm the
first floor. A 22' wide unit that could be rented or purchased by an

n
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EXHIBIT 30

SCALE FOR SCORING COMPARABLES ON MAJOR INVESTOR CONSIDERATIONS
If centered headings must be wider IN MADISON C-4 ZONE
than the page from margin to
margin, minus eight spaces on each Locaton:
side, they should be typed in the (302)
shape of an inverted pyramid.

= Within 2 blocks of Civic Center
Within 4 blocks of Civic Center but more than 2
More than 4 blocks from Civic Center

- W
[}

Efficiency of retail 5 = Regular space with good delivery access
layout in terms of 3 = Regular space with poor delivery access
rectangular 22' bays: 1 = Irregular space and mezzanine with poor
(20%) delivery access

Marketability of 2nd 5 = Large space, large area, average rent
& 3rd floor rentable 3 = Medium-sized space, average rent
1

space: = Small space, low rent

Qox)

Structural condition: 5 = Concrete structure or masonry The scale for scoring could be im-

(102) 3 = Ordinary construction well maintained proved or modified; some alterna-
1 = Ordinary construction poorly maintained tives are suggested in Section Four.

The 5-3-1 is used to reflect the basic

Remodeling required 5 = No major improvements required

Exhibit 30 is called a “run-in’’ be- on Purchaic: ! 3= Averaie tempnt 1lPr°V°l°:" pattern Of better than average and
. . A (152) 1 = Major structure and tenant modifications worse than average. We advise avoid-
cause there is text below it. The typist ing more elaborate scalers from | 10
should allow threc spaces before Vacancy & financial 5 = Fully rented 10 because the appraiser would have
going on with the text. Avon.d extra condition at sale: 3 = Partially rented difficulty explaining small differ-
white space on a page by using this (15%) 1 = Minixal rental income or vacant ences, for example, between a 7 and
technique. an 8, 1o either his client or a jury. It
is casier to obtain agreement on the
owner-user without obligation to rent additional store space to others better than /7 worse than classification.

appeared to be most marketable to specialty and service shops. Rentable
apartments on upper floors were somewhat more preferable than office space The ordinal scale is converied to an

because apartments could be expected to produce more rent per square foot .
than offises without elevator Ecccn. Vsclncy at the tinepof -31. was ordered mc"u.: scale by the use of
desirable where owners purchased for use of the smaller buildings. Never- percentage wmghl.?‘. See Chapters 6
theless, a vacant building represented a negative bargaining position and and 7 in the Ratcliff text for further
a depressing price for the seller and was therefore scored as a negative discussion.

attribute. Remodeling investment, including the need to subdivide larger

first-floor areas, was recognized as a negative influence on price.

Structural conditions were similar because all buildings but two were of

ordinary construction with varying levels of maintenance.

The lowest weighted score was given to the Leath Building, which
has an irregular first floor, two stories in the front, and a mezzanine
to the rear. In addition, the building is classified as four stories,and
so the building codes prevent use of all of the third and fourth floors
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jevel headings would be the names of

the cities. The lines 2 space below

the names of the states extend only

over the appropriate cities. This tech-

nique aids readability and eliminates

the name of the state for each city
and probably make the table uncom-

longer headings that would include
fortably wide.

Notice spacing used in the stubs.

[A]
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An introductory clause or phrase that
contains a verb or verb part must be
followed by a comma.

without prohibitive expense to meet fire codes. The subject property
received the second lowest weighted score because it was farthest from the
Civic Center; it represents one of the larger vacant spaces, and its
condition and remodeling necessities are negative.

Because the principal source of revenue was first-floor reta
the best unit of comparison was the estimated square foota
ground floor area (GFA) for first-floor retail, th ncome power of
this type of building. Therefore purchas s were divided by square ¢
foot retail GFA for each propert order to relate the weighted score
of each property to its marketability, this dollar/sq. ft. figure was
used as a basis inear regression analysis. There was insufficient
upport a suspicion that increasing vacancies on the Square
epticism about the Concourse Mall's design were causing the most
recent prices to be somewhat lower than transactions only a year earlier.
Because of the soft market no adjustment was made for time. Computation
of the linear regression coefficients, the price prediction for the subject
property, and the standard error of the estimate are provided in Exhibit 32.

The market comparison price estimate for the subject property is
therefore $150,000 with a standard error of the estimate of $68,000 and
a 68X confidence interval or a suggested price range of $82,000 to $218,000.
The range is broad considering the modest coefficient of determination (r?)
of .64. This initial transaction zone must be adjusted in light of certain
external factors and then tested to see if the probable selling price
estimate would provide acceptable yield from income and appreciation when
related to the most probable use, total cost to the most probable buyer,
and typical financing.

D. External Influence on Most Probable Price

The estimate based on GLA for the subject property recognizes the
existing income potential, while the weighted score assumes that the
second and third floors can be made to conform with fire codes and at the
same time be converted to rentable area as described in analysis of most
probable use. Realization of this rentable area depends on more detailed
engineering analysis than is appropriate for an appraiser as well as
considerable cash investment in remodeling. Both of these factors
represent significant risks to the buyer. He will therefore wish to
purchase the property at a price that could be carried by the rental of
the first floor alone, with his expectations of real appreciation largely
dependent on development of the upper stories in a second phase of opera-
tions. This logic suggests negotiation for a price in the lower range
below central tendency assuming full development of the upper floors.

The seller desires cash in order to avoid future default on
maturing mortgages and the possibility that default on a land contract
might once again burden the seller with the carrying charges estimated in
Exhibit 1. All but one of the comparable sales required some amount of
financing by the seller. The seller of the subject property will need to

33



aake sure that these numbers 1ally EXHIBIT 32
with the numbers assigned on the
pho1os. COMPUTATION OF LEAST SQUARES FIT OF SALES PRICE AND PROPERTY SCORE
Comparable Price y Score x Xy y2 x?
. 228 State 33.67 3.20 107.74 1133.7 1G. 24
Note that each figure is carried to the - ﬁ; g‘“‘ g:-(l)g ;-;g 3?‘2’-23 "2‘2"5‘-3 2‘2‘-2? .
B H . tate . . . . .
same d“'";.al agd that all decimal - 30.34 4.10 124.39 920.5 16.81
points are aligned. 6. N. Carroll 3.10 ® 99.36 1027.2 9.61
7. E. Mifflin 44.87 4.00 179.48 2013.3 16.00
Total — _ 231.08 21.20 869.68 9964.2 79.16
Mean X & Y 38.51 3.53
1 . M -
““;‘:Sm;r: dSp?gfl g;rsm';;' ZSP?Cf. prcl Less mean x sum 815.71  8898.89  74.84
c perationa Equals adjusted sum 53.97 1065.31 4,32
sign. or Ixy Iy? £x?

¥ ="a +bX
¥ = predicted price/sq. ft. of GLA
a = intercept

b = slope of price point relationship

All svmbols and Greek letters are Ix; 33.97

- b= = 22028 12,49
typed only when the typewriter is/ i;% 4.32
equipped with them; they should

never be improvised. If such a type- a =¥ - X = 3851 - 12.49(3.53) = -3.58
writer is not available, write them in Price/sq. ft. retail GLA « =5,58 + 12.49(2.2) or 521.90
with black ink.

6,886 sq. ft. = 21.90 = §150,789, or $150,000

Standard error of estimate =

Exponents should be typed in smali Syx -\f@
numbers if they are available. -
1065.31 ~ 12.49(53.97)
6 -2

097.18 or $9.89 standard error.

n is underlined to indicate italics; High estimate: 6,886 x (21.90 + 9.89) = $218,905 or $220,000

italics may be used instead. Actually, 31.79
all uqkr_lov(ns sho.uld be na!nc:zcd, Low estimate: 6,886 x (21.90 - 9.89) = $82,700 or $85,000
but this is difficult in a typescript. 12.01
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A better formar for Exhibit 32 may
be found in Exhibits 20 and 22 in
Section Four, ‘‘Afterthoughts on
Appraisal Presentation."’

5



. EXHIBIT 32--Continued

Coefficient of correlation*

Ix

o ,,txz Ty2
Note position of the operational lines

of fractions. . 53.97
. J4.32 x 1065. 31

Square roots are usually inserted by/- 53.97

hand. \/m

r= .80
r? = .64

A plotting of least squares fit of 23-25 N. Pinckney and comparable
sales is:

Anaad

20 25 30 35 40 45 50 55 60 65 70

0

#For the format of the short-cut method for linear regression,
see Fadil H. Zuwaylif, General Applied Statistics (Menlo Park, Calif.:
Addison-Wesley, 1972), pp. 238-4l.
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All headings and subheadings should
be short; they point the way rather
than provide information. If side
headings are wider than one-half
page. they should be typed in the
shape of an inverted pyramid.

Long words may be correctly divided
between lines, preferably after the
vowel, as in compati-bility. Also note
that this sentence says *‘it is useful
.. .”" Often contractions are a great
temptation (it’s useful), but technical
writing frowns upon such infor-
mality.
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concede something in price to achieve a cash sale, and that factor,
apparent to any potential purchaser, will also shift the probable purchase
price to the central tendency and far below the upper range in price.

For this reason the appraiser has taken the central tendency of
$150,000 to be the upper range of sales price. However, the lower end of
the range ($85,000) is less than the mortgage balances due, brokerage
commissions, and other sales transaction costs. Therefore, the appraiser
assumes that the minimum acceptable price would be $110,000. Thus the
most probable price of $125,000 will be within a range of $110,000 to
$150,000. All cash would approach $110,000 while a conservative land
contract at 25% down and 82 interest for 10 years could yield $125,000.
Financing provided by the seller and subordinated to a first mortgage for
remodeling could provide a sale price of $150,000. This preliminary
conclusion must then be tested for its consistency with simple investment
criteria.

E. Tests of Preliminary Most Probable
Price Determination

Since actual market sales were used for the valuation approach, it
is useful to test the probable price based on the marketplace for compa

Three investment tests will be applied:

The front door approach to co

ovide a minimum acceptable return to the ownership position.

¢ The BFCF after-tax yield forecast using a basic cash-flow model
provided by EDUCARE Network, Inc.}

1. Minimum Rent Required

If the probable investor pafd $125,000 for the Simpson Building
as is, spent $175,000 remodeling as the minimum budget estimated in
Scenario 5 (Appendix D), and invested a minimum of $40,000 in contingencies,
holding costs, and so forth during the remodeling pericd, he would have a
total investment of $340,000 in the property. Under the most favorable
financing assumptions, without loans from the seller, he might receive a
702 loan of $240,000 at 92 interest for 20 years, which would require a
cash equity of an additional $100,000. Exhibit 33 shows the conversion of
these capital requirements to required net income. This required income,
when added to other cash requirements, reveals that the minimum gross
rents required would be $58,260, almost $5,900 more than the gross rents
expected in Scenario 5 ($52,390). This deficit would come out of the
desired cash dividend to equity and would leave the equity investor with
4.5% cash on cash and dependent on future appreciation in the resale of
the investment for adequate return. Note that required NOI includes a
debt cover of 1.4 as would likely be required by the lender. A higher
loan is unlikely from a regulated institution without establishing higher

1A nonprofit cooperative for the purchase of computer services
from G. E. Timeshare, Inc. It is used by appraisers and is sponsored by
the American Institute of Appraisers, the Society of Real Estate Appraisers,
and the American Society of Real Estate Counselors.

7
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Effective planning for spacing and
placement is important in an exhibit
like this.

Remodeling costs for Scenario §
have been rounded to $175,000.
Remodeling budgets as well as pre-
diction of most probable price is a
tentative conclusion at best. As a
general rule an appraisal conclusion
shouid be rounded to two significant
numbers, the nearest $5000, or 2%
of the central tendency. For exampie,
a $25,300 appraisal estimate should
be rounded 1o $25,000 at best, since
$300 is barely 1% of the estimate and
an appraiser should never pretend
that he is 9% accurate. Note that
operating expenses had a better base
for prediction but the total expenses
of $21,985 should have been rounded
to $22,000. Do not confuse mathe-
matical precision with forecasting
accuracy.

EXHIBIT 33

MARKET RENTS REQUIRED BY MOST PROBABLE PURCHASE PRICE OF $125,000

Capital Budget
Probable purchase price of Simpson Building

Mininum remodeling budget (Scenario 5)

Total capital investment

Working capital and contingencies

Total investment

Minus mortgage at a ratio of 70X
Total cash equity required

Operacing Budget

Aonual debt service on $240,000 wortgage (.107963 wmortgage
constant for 20 yr. 92 mo. payment)

Debt cover ratio NOI required
Net operating income required

Plus:

Real estate taxes (26 mills on $300,000) $7,800
Special assessment (annual 10-yr. payment) 2,765

Operating expenses (Scenario 5) 7,860
Vacancy allowance (Scenario 5) 3,560

Total minimum gross rents required
Minus gross rents expected in Scenario 5
Equals deficit out of equity dividend
Equity cushion .4 of debt service ($36,275 - §25,911)

Cash for equity = 4.5

$125,000

175,000
$300,000

40,000
$340,000

240,000

$100,000

$ 25,911

1.4
$ 36,275

21,985
§ 58,260

52,390

- 5,870

10,364

§ 4,494
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Having arrived at a possible purchase
price and probable mortgage bal-
ance, it is useful to convert annual
debt service to required rents. The
debt cover ratio is a constant control
on commercial lending, ranging from
a low of 1.3 on new nonspectulative
buildings to a high of 2.0 on unsiable
ventures like motels. Here, a
remodeled building would require 1.4
at the least, suggesting a required net
operating income of $36,000. When
this is increased by expected
operating expenses and vacancies, the
result is the minimum gross rents re-
quired. If this number is greater than
expected market rents, the appraiser
may conclude that his probable pur-
chase price is (1) too high, (2) the
highest prabable price that would be
paid, or (3) his expenses are too high.

The debt cover ratio includes cash
reserves so that reserves are not
included with expenses. Cash for
equity includes cash for reserves.
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rents than forecast. The question is then: What minimum amount of
appreciation is required to justify this high-risk investment over a
five~year term?

2. Price and Required Appreciation

The investor in the subject property will be seeking enough income .

The use of *‘that’ for restrictive ;o justifylrenodelingiand c;;'tyithe required wrtga;ehdebt :hile vaiti:g

: or capital appreciation. ¢ investor assumgs. that he is buying at the
clauSC§ or essential statements bears bottom of the market and that publi ment in the Concourse and
repeating. central business area will new value in the area and the Simpson
Building. The s how much appreciation is necessary in a five-
year fo 0 justify purchase and remodeling costs, assuming an
tor will pursue Scenario 5, the assumption on which most probable
price was forecast. Is the predicted sales price compatible with reason-
able expectation of appreciation?

“That"’ is necessary after such words
as “indicalc." “Show," and ube_
jieve,”’” when a clause follows because
it warns the reader that a clause will

follow, thus aiding readability. The Ellwood equation, which relates net income to purchase price

11 capitalization rate, is useful in isolating the possible
appreciation & percentage of original purchase price necessary to
provide a desired min tor return given a certain debt structure.
The calculations in Exhibit 33 s hat the net operating income required
by lenders plus operating expenses would require minimum gross rents of
$58,260, well in excess of market rents expected in Scenario 5. The
deficit would have to be charged to the equity cushion, reducing cash for
reserves and dividends to 4.5% of expected $100,000 cash equity required.
Net income from market rents is used in Exhibit 34 to suggest that the
property would have to appreciate more than 26% in five years above the
total acquisition cost of $340,000 if it were to provide a 20% return to
equity before taxes. The total increase in value is the equivalent of
more than 5% per year compounded appreciation following completion of
building renovation. That increment is possible, assuming that completion
of the Concourse Mall project succeeds in restoring pedestrian shopping
along the Square and tenants are found who can retail profitably to the
State employees and other office workers in the Square area. Appreciation

Consistency is important in technical
writing. For example, on line 3§,

Jederal has a lowercase f; on iine 42, ultima creasing net income in spite of continued increases
Federal has an uppercase f. Although in heating costs, real estate T—snd-maintenance. A pre-tax yleld of
the line of difference is dimly drawn, 202 would be significantly modified and reduced by the IRpEtr—ef federal
the lower case is preferable here be- income and capital gains taxes. High interest charges and depreciation
cause the referral is to taxes rather available from remodeling and older structures with short useful lives could

provide some intermediate income tax relief for the investor, but capital

than to government. The point is that gains taxes would take as much as 1/3 of the anticipated capital gain.

the capitalization should be consis-
tent.

3. Federal Income Tax and After-Tax Yield

eal estate investment of this proposed magnitude is always
affected by Federal income tax. Assuming that the probable investor
or members of the investment syndicate have a marginal income tax rate

of 30% and would pay taxes of 352 of the capital gain in excess of $50,000,
it is useful to test the proposed total investment of $340,000 with a



APPRECIATION REQUIRED FOR SUBJECT PROPERTY PURCHASED AT ALTERNATIVE PRICES

<P is acapital »itt tor "incomc."\

EXHIBIT 34

NECESSARY TO PROVIDE 202 RETURN TO EQUITY OVER 5 YEARS

\ NO1

where

An equation is a mathematical sen-
tence. Therefore commas and/or
words may separate parts of the
equation, and the equation ends with
a period. Note that ‘‘where’ is part
of the sentence and stands on a line
by itself. Readability demands plenty
of white space.

V= 1
Y - MC + Dcp/App[?J
n
V = purchase price + renovation cost,
NOI = net operating income,
Y = equity yield before income tax,
M = mortgage loan-to-value ratio,
C = mortgage coefficient,
Dep/App = depreciation or appreciation during the
holding period, and
'Sl = the sinking factor.

[ E-]

Example:

Equal signs must be aligned.

Purchase price $125,000

Note differences:

x = English lowercase letter or a
mathematical unknown quantity.’

x =multiplied by, asin 2 x 2 = 4

x =Greek lowercase chi, as in x',a
statistical measure of frequency.
This symbol must be done cor-
rectly on the typewriter or drawn
in by hand. It is never x?.

The line at the bottom of the page
indicates that Exhibit 34 is finished.
If the equation had been run into the
text, triple spaces would have divided
text from equation.

V = $125,000 + $175,000 + §40,000 = $340,000
NOI = 28,795, or $28,800
Y = .20
——H = .70
C = .107203
1
5 = 134379
n
28,800
$340,000 = —55"71(.107203) - App(.134379)
$340,000 = 28,800

.20

(.08) - App(.134379)

340,000 I
28,800 ~ .12 - (App x .134379)

28,800 _ |,

340, 000 (App > .134379)

L08471 = .12 - (App * .134379)
03529 = -(App x .134379)

.03529
134379 - AP

% App = 26.2% or better than 5% per year compounded.
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The use of Ellwood is a debatable
means for calculating required appre-
ciation necessary to provide an ade-
quate rate of return before taxes.
Personal preference would be for:
computerized computation or sensi-
tivity study, but we wish to avoid the
implication that all contemporary
appraisal requires a computer. It is
not necessary, but it can improve the
presentation of linear regression and
investment tests. A future case study
demonstration of a larger project will
be used to display the application of
computer resources.



sinple after-tax cash-flow model designed for appraisers. The selected
model is known as BFCF and is found in the library of programs provided by
EDUCARE Network, Inc. on GE Time Sharing Service. A simple program, it
assumes that there is only one depreciable asset, determined to be in this
case 602 of total investment of $340,000. The balance of value is attrib-
utable to land; the average useful life of the improvements in about 25
years. Income is assumed to increase 5% per annum from a $28,800 basg in
the first year of normal operations. The detail provided in Exhibit 35
reproduces the computer input and output components.

The significant conclusion is that the afcer~tax yield under these
assumptions would approach 17% a year, an acceptable yield when 1t 1s
considered that higher quality tax-exenpt bonds would provide at least a
6.52 yield. 1Indeed, many real estate equity investment trusts are pro-
viding annual cash dividends of 8% or 9% per year, partially sheltered and
seldom dependent on the need for significant asset appreciation in a five-
year span on a location of marginal merit. The debt cover ratio of 1.19
is too low for institutional lenders, and so the developer must demonstrate
ability to lease at higher rents or reduce his equity yield by replacing
some mortgage money with equity money. Therefore it seems unlikely that
investors would pay sore than §125,000 since cash dividends would be a
marginal 3% although satisfactory investment returns might be obtainable
at that price if values appreciate at 5% per annum. The most probable
price of $125,000, however, does pass the minimun tests of a risk
investment for capital gains in a five-year holding period.
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EXHIBIT 35

AFTER TAX CASH FLOW PROJECTION
ANALYSIS BY JAMES A. GRAASKAMP

17-Feb-78
. BFCF is a program developed by Ben
RUN 457 Frederick, MAL, of Baltimore for use
VER 11/29/73 in his own appraisal shop as a test of
THIS VERSION IS an appraisal report conclusion. He
‘ has loaned it to EDUCARE for use
LATEST CHANGES & ADDITIONS: in its library on G. E. Time Sharing
1) 1976 LW RE RECAPTURE OF EXCESS D Service. It is a simple model designed

1o test a value conciusion (1.4) for
rate of return and basic financial
ratios before and after taxes.

3) SHORT FORM OUTPUT (EXCLUDES DATA SUMMARY) MO!

1. ENTER PROJECT NAME? ANALYSIS BY JAMES A. GRAASKAMP
2. PROJECTION PERIOD:? §
TO REPEAT PREV YRS MOI FOR BAL OF PROJ ENTER O
3. ENTER N.0.I.:
? 28800,29666,30554, 31470, 32415

Any appraiser who is qualified to use
EDUCARE would provide the com-
mand “‘run” with the name of the

4. VALUE:? 340000 program BFCF, and the computer
3. !;'rcbgnglgi INT., TERM & NO. PAY/YR: terminal would reply with the date.
. t 4 * »
6. IMP./TOTAL VALUE RATIO & IMP. LIFE:? .6,25 ::2;:( T;:n:gsmr::irmt:rec;]vclr::rr:tlsﬁtc;
7. DEPRECIATION METHOD? 1 )
IS OWNER A TAXABLE CORPORATION, Y OR N? N the program before requesting ap-
8. ORDINARY INCOME TAX BRACKET & BRACKET IN YR OF SALE:? .3,.35 praisal information.

9. RESALE PRICE:? 430000

This program is a conversational pro-
gram that requires the user to type in
only the information following the
question mark that appears in lines

AFTER TAX I.R.R. IS 17.1257 Z. 1-9.

I.R.R. BEFORE TAXES IS 19.9006 Z.

AVERAGE DEBT SERVICE RATIO IS 1.19011

. MODE:? P



EXHIBIT 35--Continued
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DATA SUMMARY
KRRRARARRRRRRRAR

VALUE: $ 340000 MIG. AMT.: § 238000

NOI 1ST YR: $ 28800 MTG. INT.: 9 X

ORG. EQUITY:  § 102000 MTG. TERM: 20 YRS This is an actual copy of the printed

IMP. VALUE: $ 204000 MTG. CONST.:  0.107967™ e computer output ready for inclusion

INC. TAX RATE: 30 2 IMP. LIFE: 25 YRS in the r 1. Note th I eritical

SALE YR RATE: 35 % OWNER: INDIVIDUAL cport. Notc that all criica
assumptions are listed at the top of
the page before results are shown. If

CASH MIG. BOOK TAXABLE INCOME AFTER TAX reader cannot accept the assump-

YEAR FLOW AMORTZ DEP. INCOME TAX CASH FLOW tions, the numbers are meaningless.

! 3104 4457 8260 -600 -181 3285 Note that the average debt service

2 3970 4875 8160 685 206 3764 io of 1.19 is below that a bl

3 4858 5332 8160 2030 609 4249 rat 190 ccepadble

4 5774 5832 8160 3446 1034 4740 by a convenupnal lender. This sug-

5 6719 6379 8160 4938 1481 5238 gests that either the morigage
amount is optimistic or net income

§ 24425 § 26875 $ 40800 s 10499 § 3149 $§ 21276 cxpcc(a(ions are pcssimis(ic.

DEP. METHOD: STRAIGHT LINE 1ST YR EQ. DIV: 3.04314 %

SALE PRICE $430,000 AVG DEBT SERV RATIO: 1.19

BASIS 299,200

CAPITAL GAINS 130,800

CAP GAINS TAX 22,890

EXCESS DEP TAX 0

MORTGAGE BALANCE 211,125

AFTER TAX EQ REV $195,985

IF PURCHASED AS ABOVE, HELD 5 YEARS & SOLD FOR § 430000 THEN
I.R.R. IS 19.9006 X BEFORE TAXES: 17.1257 3 AFTER TAXES.

NO REPRESENTATION IS MADE THAT THE ASSUMPTIONS RELATIVE TO
CURRENT TAX PROVISIONS USED IN THIS PROJECTION WILL BE
ACCEPTABLE TO TAXING AUTHORITIES.
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MODE:? M
MORTGAGE ANALYSIS
ANALYSIS BY JAMES A. GRAASKAMP
RRRRRRRRRRRRARRRKARRSA
YEAR N.O.I. DEBT SERV DEBT SERV
RATIO
1 528,880 $25,696 1.12
2 29,666 1.15
3 30,554 1.19
4 31,470 1.22
5 32,415 1.26
AVG. $30581 1.19
MODE:? D
DEPRECIATION SCHEDULE
RARARREARRRNARRRRRNARRAAAR
YEAR BOOK DEP. S.L. DEP. EXCESS DEP
1 8160 8160 0
2 8160 8160 0
3 8160 8160 0
4 8160 8160 0
5 8160 8160 0

P
(=4
@®
(=3
(=]
o

MTG BAL

$233,543
228,668
223,336
217,504
211,125

BALANCE
195840
187680
179520
171360
163200
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EXHIBIT 35--Continued

MODE:? PP
CASH MTG. BOOK TAXABLE INCOME AFTER TAX
YEAR FLOW AMORTZ DEP. INCOME TAX CASH FLOW
1 3104 4457 8160 -600 -181 3285
2 3970 4875 8160 685 206 3764
3 4858 5332 8160 2030 609 4249
4 5774 5832 8160 3446 1034 4740
S 6719 6379 8160 4938 1481 5238
§ 24425  § 26875 $ 40800 § 10499 § 3149 $ 21276
DEP. METHOD: STRAIGHT LINE 1ST YR EQ. DIV: 3.04314 %
SALE PRICE $430,000 AVG DEBT SERV RATIO: 1.19
BASIS 299,200 Alternative resale prices can be
CAPITAL GAINS 130,800 quickly tested with computer models
CAP GAINS TAX 22,850 :
as demonstrated by mode C. In this
EXCESS DEP TAX 0 !
MORTGAGE BALANCE 211,125 case it was assumed that the resale
—————— price fell to $300,000 at the end of
AFTER TAX EQ REV  $195,985 the fifth year.

MODE:? C

ENTER INPUT LINE NO. TO BE CHANGED:? 9
NEW RESALE PRICE:? 300000

ENTER INPUT LINE NO. TO BE CHANGED:? 0

I.R.R. BEFORE TAXES IS 2.29083 Z.
AFTER TAX I.R.R. IS 1.6391 2.
AVERAGE DEBT SERVICE RATIO IS 1.19011
MODE:? @

Stop at line 4420

Ready



““Supra’’ is a Latin word meaning
‘‘above’; hence, p. | of this paper.
If the reference were 10 a page yet to
come, the word would be “‘infra,”
meaning ‘‘below.”

However, these Latin phrases are
an academic conceit and business
writing can use straight talk—above
and below.

V. APPRAISAL CONCLUSIONS AND LIMITING CONDITIONS

A. Value Conclusion

An appropriate benchmark for the listing and negotiation of the
subject property can be derived from Ratcliff's "most probable selling
price" definition of value:

The most probable selling price is that selling price which is most
likely to emerge from a transaction involving the subject property
if it were 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.

In order to comply with this definition, we have determined that the
market transactions in the Capitol Concourse area have been predominantly
on land contract, with a 102 to 15% downpayment, 8% interest, 5-10 year
terms, and a balloon payment to be refinanced upon the completion of the
Concourse and a return to normal access by sidewalk and vehicle following
the coastruction of the Mall.

On this basis, the conclusion is that the most probable selling
price is §$125,000 as a land contract, with terms of 20% down and 8%
interest. A buyer might possibly pay as much as $150,000 if the seller
participated in the refinancing. In this situation, however, the owner
prefers cash, and therefore, because of existing mortgages and obligations,
he will probably be forced to settle for little more than $110,000.
Obviously, the broker's fee of at least $7,000 would be preferable to the
holding costs of more than $2,000 a month (Exhibit 1).!

We therefore conclude that the most probable price of a sale
on terms is $125,000 with an upper range of $150,000; a cash sale
would tend to be nearer the bottom of the range at 5110,000.

B. Certification of Independent
Appraisal Judgment

1 hereby certify that 1 have no interest, present or contemplated,
in the property and that neither the employment to make the appraisal nor
the compensation is contingent on the value of the property. I certify
that I have personally inspected the property and that according to my
knowledge and belief, all statements and information in this report are
true and correct, subject to the underlying assumptions and limiting
conditions.

lsupra, p. 1.
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Based upon the information contained in this report and upon my
general experience as an appraiser, my opinion is that the mosc probable
price, as defined herein, of the subject property is

ONE HUNDRED TWENTY-FIVE THOUSAND DOLLARS ($125,000)
assuming that the seller provides terms of 202 down, 8% interest, and a

10-year term land contract. A cash transaction would range as low as
§110,000; more liberal terms could lead to a price as high as $150,000

< Jn% A. Graaskamp, S%, CRE

12-t% "

Date

C. Statement of Limiting Conditions

This appraisal has been made subject to certain conditions,
caveats, and stipulations, either expressed or implied in the prose as
well as the following:

1. Contributions of other professionals

* Because the budget did not provide for a consulting engineer or
architect, the appraiser applied limited structural analysis to

the problem, and cost estimates must be considered nonprofessional.

* There were no accounting records of monthly operating costs or
repair investments except for miscellaneous journal sheets found
abandoned in the basement. Therefore expenses are estimated to be
appropriate for skillful management of the property but are not
represented to be historically based.

Because no legal advice was available, the appraiser assumes no

responsibility for legal matters. The appraiser has assumed that

existing nonconformity with fire codes will prevent occupancy of
a4 new owner,

The nonrestrictive phrase, “‘while be-
lieved to be reliable,” should be set
off with commas.

2. Facts and forecasting ions of uncertainty

* Information furnished by others in this repor e believed to

L]
Trade names of computer systems be reliable, is in no sense guaranteed by this appraiser. Although

before-tax arithmetic of BFCF model has been handchecked for
accuracy, no guarantee of program infallibility can be made by
CARE Network, Inc., or by the appraiser.

are capitalized.
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Note that any staiememt of most
probable price must be qualified by a
statemeni of terms of sale. In theory,
if the buyer names the price, the
seller can name the terms and vice
versa. Therefore it should always be
possible 10 make a deal work where
that protocol is respected. However,
the price at which the transaction is
made can be rather volatile, depend-
ing on terms.

Many appraisals for package invest-
ment deals have been distorted by
using the terms of the all-inclusive
mortgage by the syndicator to justify
an appraisal price for the investment
package. That practice violates the
purpose of the appraisal, which was
to demonstrate that property could

be sold on the market to liquidate the .

partnership at a price approaching
that 1o be paid by the investors being
offered the package. A clear state-
ment of the purpose or issue for
which the appraisal is made will
determine whether any terms other
than cash to the seller are appro-
priate in the appraisal conclusion.
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Note that the coordinating conjunc- + All information furnished regarding property for sale, rental,

Hon or is not a substitute for the —_-_-_________________éﬁﬂ!ﬂﬁiliv or projections of income and expense is from sources
X . . eemed reliable. No warranty or representation is made as to the
comma_used to separate the other accuracy thereof, and it is submitted subject to errors, omissions,

i{cnlx.(7llcnlUHC\ this comma 18 cru- change of price, rental or other conditions, prior sale, lease,
cial to readabiluy. financing, or withdrawal without notice.

« Forecasts of effective demand of retail and office space are based
on the best available data concerning the downtown Madison market
but are projected subject to grave conditions of economic uncertainty
due to city plans for modifying the Capitol Concourse and the current
depression in retail sales levels for many retailers on the Square.

3. Assumptions applied by the client
The client has provided no direct information as to constraints or
purposes; the appraisal was permitted as a graduate class problem by a
local property agent for an absentee owner. No fees were paid and all
information was collected by graduate students from publicly available
sources; inferences were entirely those of the 856 appraisal class of
the fall semester, 1976, at the University of Wisconsin as part of a
classroom field problem. It was not possible to inspect interiors of
comparable sales.

4. Controls on use of appraisal

. Values for various components of the subject parcel and improvements
as contained within the report are valid only vhen making a summation
and are not to be used independently for any purpose and must be
considered invalid if so used.

+ Possession of this report or any copy thereof does not carry with it
the right of publication nor may the same be used for any other
purpose by anyone without the previous written consent of the
appraiser or the applicant and, in any event, only in its entirety.

Neither all nor any part of the contents of this report shall be
conveyed to the public through advertising, public relations, nevs,
sales, or other media without the written consent and approval of
the author, particularly regarding the valuation conclusions and the
identity of the appraiser, of the ¢irm with which he is connected,
or any of his associates.

A significant hold-harmless device
relative to appraisal malpractice is
reliance on other professionals. The
complexity of real estate today re-
quires a team approach, which will
permit the appraiser 10 incorporate
reference letters and reporls by
other professionals such as archi-
tects, engineers, and lawvers. A pro-
fessional fee proposal should in-
clude a siated aliowance to be spent
at the discretion of the appraiser for’
protessional input. The appraiser
should be reluctant to serve as a sub-
contractor to an architect or engi-
neer where the appraisal or economic
feasibility analysis will be used to
secure a professional commission. In
such case the appraiser would have a
vested interest in the value conclusion
directly or indirectly, and that would
be unethical.



Each item in the appendix must be
referred to in the body of the paper,
It items are not essential to the text,
they should be eliminated.

Note that this page number appears
in the Table of Contents. It is not
necessary to list each appendix.

APPEMDICES
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The pages of the appendix are num-
bered consecutively with the report;
the illustrations are not.

APPENDIX A

APPENDIX EXUIBIT 1

MORTGAGE DATA: 23-25 NORTH PINCKNEY STREET

Comment

Date

P.

Inst. Vol.

Doc. #

Vol. 961 p, 359 and Vol. 663 p. 220

Exchange National Bank of Tampa

326 6-8-76

Assign. Mtg. 692

1474241

Exchange National Bank of Tampa

Vol. 961 p. 359

5-7-76

399

Assign. Mtg. 687

1472232

2-23-76

220

663

2nd Mtg.

1462546

First National Bank of Madison

$67,263.36 MW 44 ft.

Anchor Savings & Loan

9-18-76

331

202

Mortgage

1273409

$75,000.00 NW &4 ft.

First National Bank of Madison

$100,000.00 SE 22 ft.

10-31-60

359

961

Mortgage

1012936
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The appraiser should include items in
the public record that shed light on
current status of the building or its
ownership. These items might include
mortgages, tax liens, building inspec-
tion liens, or master plan incum-
brances. These factors can be known
by potential buyers as a matter of
public record and will affect price
negotiations. In Wisconsin, soil and -
suitability maps by the local Soil
Conservation Service are regarded as
providing constructive notice and
should be included as appropriate.



16

APPENDIX B
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This flowchart has been repeated at
this point to simplify undersianding
of the computations that follow for
the five scenarios. 1t would not be
necessary 1o do so.
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APPENDIX C: SCENARIOS 1-5

BASIC MODEL FOR RANKING ALTERNATIVE PROGRAM SCENAR1OS BY JUSTIFIED
PURCHASE BUDGET

x

l Rent/Unit I Rent/Unit (‘ Rent/Unit I

l Number of Units Number of Units Number of Units l

| Potential x

Gross Income

Default Point l = | Cagh for Operations

x -

l 1-Default Point ' l Operating Expenses

l Equity Cash Margin I

l Capital Replacement l

l Vacancy Loss l ' -

- l Real Estate Taxes I
l Reserve for ,

Contingency =
3 Cash Available I
Cash Tnrow-Of f ‘ for Debt Service
(B/4 Tax)

i +

Equity Cash Constant I I Mortgage Constant I
- -

i:;zi;::dsg:ig ‘ + I Justified Hort;ngcJ

l Total Justified l

Project Budget

Construction Outlays I

| Budget for Purchase |
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Consistency strengthens accurate
written communication. Because the
test used **Scenario #1,"' the same
torm should have been used here
even though **Scenario 1 might be
preferable. Similar examples are
Class Asclass A and Exhibit #4/
Exhibit 4.

Selective use of capital letters aids
communication. Note various uses
here.

Each scenario should follow the same
pattern 1o facilitate comparison.

EMOLITION OF BUILDING FOR PARKING LOT

SCENARIO 1
——//D’/-

PROGRAM:

Demolish entire building
Provide leased parking for nearby businesses

REVENUE UNITS:

18 self-service stalls

CAPITAL OUTLAYS:
Demolition: 200,000 cu. £ft®@ $.10/cu. ft.

Surfacing and striping: 7,920 sq. ft. @ $1/sq. ft.

Screening wall and plantings
Total

POTENTIAL ANNUAL INCOME:
18 stalls @ $30/wo.

Vacancy losses: $270 (based on 9 rental units for 1 mo.)

PROJECTED ANNUAL EXPENSES:

Real estate tax (based on BOX of present assessment

of land value)

Mall assessment (based on amortization over 10 years

@ 82)
Operating expenses & $5/mo./stall

Total

TERMS OF FINANCING:
20 yr., 9%, mortgage constant = .107963

$20,000b

7,920
3,960
$31,880

$ 6,480

$ 3,000

2,765

1,080

$ 6,845

Agounded from 188,364 cu. ft.

bIncludes wrecking building to 3 ft. below grade level, removal of
debris, and filling in with gravel.
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Vacancy losses are always specified
by unit turnover x time loss of va-
cancy for each space-time unit type in
the structure. Avoid percentages for
vacancy or the simplicity of dividing
required effective rent by one minus
the vacancy rate because these con-
ventional percentages conceal vulner-
ability of project to loss of a specific
tenant group or expenses of frequent
turnover.



SCENARIO 1

DEMOLITION OF BUILDING FOR PARKING LOT

l"/”sm/-on:h/mu l IR/” | [R’”
x + x + x
’N/U 12 ~ 18 l In/u I ,N/U
‘GI 6,480 x | PP .85 I- Cash 5 508
x -
ll'DP .15 I !OE 1,080
|E°" 972 | =
l 2,765
Iv.«c 270 | -
- I'm 3,000
‘RES o l _
- cDs
-1,337
‘CT 702 | | !
%
%+
IEC .06 | I"C .107963
l“ 11,700 l + IJ" 12,380
IJPB -680 I
|°° 31,880 I
I" -32,560 |
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SCENARIO 2

NEW CONSTRUCTION

1. PROGRAM:

Construct 3-story commercial property (no basement).

2. REVENUE UNITS:

1st floor (66' x 66'): 3 retail stores (20' x 66'
2nd and 3rd floors: 8 offices (7,400 s
Ten parking stalls

3. CAPITAL OUTLAYS:

Demolition (200,000 cu. ft. @ $.10/cu. ft.) $ 20,000
Construction:

1st floor (4,356 sq. ft. 8 $30/sq. ft.) 130,680

2nd & 3rd floors (4,356 x 2 = 8,712 sq. ft.
@ $30/sq. ftr.) 261,360
Parking (3,564 sq. fr. & $1.50/sq. ft) 5,346
Total $417,386

4, POTENTIAL ANNUAL INCOME:

Retail stores (3,960 sq. ft. @ $5.50/sq. ftr.) $ 21,780%
Office space (4,356 sq. ft. x 2 [floors] x .85 b
{usable space} = 7,400 GLA € $8) 59,200
10 parking stalls @ $240/yr. 2,400

Total § 83,380

Vacancy losses:
1 store for 3 mo.: 1,320 sq. ft. @ $5.50 x ,25 = §1,815

and
1 office for 6 mo.: 740 sq. ft. @ $8 x .5 = §2,960
Total $4,775
5. PROJECTED ANNUAL EXPEMSES:
Real estate tax: 1827 of gross rent $15,000
Special assessment 2,765
Operating expenses paid by landlord: 15% of gross rent . 12,500
Total $30,265
6. TERMS OF FINANCING:

20 yr., 92 interest, mo. payment loan, within default point of
80%, mortgage constant = .107963.

2Tenant provides utilities and interior maintenance.

bTenant provides own utilities; landlord provides washrooums,
elevator, and corridor maintenance.
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Capital outlays could probably be
improved by including some for con-
tingencies and working capital. Op-
erating expenses should include a
contingency reserve, which appears
on scenario flowcharts as a percen-
tage of cash throw-off available for
equity.
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SCENARIO 2

NEW CONSTRUCTION

|R/U recail | R/U  office R/U parking l
$5.50/sq.ft. $8/8q.ft. stalls $20/mo.
x + x
lI"/” 3,960 GLA l l“/" 7,400 GLA l“’“ 10 stalls I
iGI 83, 380 x |PP .80 - [Ca%h 66 704 I
x -
II'DP .20 l !°E 12,500 |
'EC“ 16,676 l n
l 2,765 |
IV‘C 4,775 | -
- ’RET 15,000 I
I“ES 1,667 ¥ .
= ‘CDS 36,439 I
] 10,234 l
%
£
'Ec .08 l I"C .107963 |
IJE 127,925 I + |JH 337,500 |
On occasion, space limitations dic- lJPB 465,625 l
tate unusual arrangements such as
this footnote. -
#10% variance in lOD 417,406 '
cash available for
distribution. -

|" 48,019 l




What capital outlay is missing? Refer
to p. 35.

SCENARIO 3

MINIMUM REMOVATION

PROGRAM:

Renovation of first floor only
Demolition of rear one-story wing to ease delivery and parking

REVENUE UNITS:
2 retail units (20' x 80')
1 retail unit (20' x 75')
CAPITAL OUTLAYS:
Demolition:

Rear 1- and 2-story wing (20' x 22' x 14') € §1/cu. ft. $ 6,160
Sidewalk vaults 400
Construction:
New roof (2,420 sq. ft. + 1,760 sq. ft. + 1,650 sq. ft.
- 880 sq. ft. » 5,000 sq. fr.) @ $125/100 sq. ft. 6,250
3 new storefront entrances (salvage existing plate glass) 4,800
2-hr. enclosure of boiler rooms 1,300
2 4-hr. boiler room doors @ $350 700
2 fire stairs to basement € §1,600 3,200
3 washrooms @ $2,500 7,500
Preparation of retail spaces for tenant improvement
(4,750 sq. fr. @ §2) 9,500
1 4-hr. party wall on lst floor 1,200
1-hr. basement ceiling finish (6,000 sq. ft. & §$.75/sq. ft.) 4,500
3 new rear doors €@ $350 1,050
Bricking-in of existing party wall (18' x 8' @ $4) 600
Total $47,160
POTENTIAL ANNUAL INCOME:
4,500 GLA @ $5.50/sq. ft. $24,750
Vacancy losses: 1 store vacant 3 months ($2,060)
PROJECTED ANNUAL EXPENSES:
Real estate taxes (182 of gross rent) $ 4,455
Special assessments 2,765
Operating expenses (15X gross reat) __3,700
Total $10,920

TERMS OF FINANCING:
20 yr., 9% interest, mortgage constant = .107963

79



MINIMUM RENOVATION

SCENARIO 3

|
‘R/” $5.50/8q. ft. | IR/" | IR/“
x + x + x
IH/U retail | N/U N/U
4,500 sq.ftc.
IGI 24,750 « {DP .85 l- Cash 5,037
x -
ll'm’ .15 | I°E 3,700
lm’ 3,712 I &
I 2,765
IVAC 2,060 l -
- lm 4,455
l“s 500 | .
= st 10,117
I 1,152 |
: $
IEC .10 | I"C .107963
‘JE 11,520 | + IJ“ 93,708
IJ" 105,228 |
|°° 47,160 |
|“ 58,068 l
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Be certain that all figures are copied
correctly and that your math is
correct.
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SCENARIO 4

TOTAL RENOVATION

1. PROGRAM:

Renovate entire building for retail units and office suites.

2. REVENUE UNITS:

1st floor: 3 small retail units as in Scenario 3
(4,500 8q. ft. GLA)
2nd and 3rd floor: 5 office suites (6,780 sq. ft. GLA)

3. CAPITAL OUTLAYS:

Items required in Scenario 3

Additional 2-hr. fire proofing for basement ceiling
(6,000 8q. fr. @ $.75/8q. ft.)

2 fire stairs to 2nd floor @ $1,600

1 fire escape for rear of 2-story building

Reconstruction of atrium (880 sq. fr. @ $24/sq. ft.)

Relocation of air-conditioning units to rear of
3-story building

4 office suites (1,320 sq. ft. each) @ $15/sq. ft.)

1 office suite (75' x 20' = 1,500 sq. ft) € $15/sq. ft.

Total

4. POTENTIAL ANNUAL INCOME:

Retail units (4,500 sq. ft. GLA @ $5.50/sq. ft.)*
Office suites (6,780 sq. ft. @ $5.50/sq. ft.)

6 parking stalls € $20/mo.
Total
Vacancy losses:
1 store vacant 3 mo. $2,060
1 office suite vacant 6 mo. 3,300
Total $5,360

5. PROJECTED ANNUAL EXPENSES:

Operating expenses (152 of gross rent)
Real estate taxes (18X of gross rent)
Special assessment

Total

6. TERMS OF FINANCING:
20 yr., 9% interest, mortgage constant = .107963.

$ 47,160

4,500
3,200
600
21,120

5,000
79,200

22,500
§183,280

$ 24,750
37,290

1,440
$ 63,090

$ 9,464"

11,356
2,765
$ 23,585

'Aslu-ing merchants pay own utilities except heat, and offices pay

own electric meters including window air conditioners.
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SCENARIO 4

TOTAL RENOVATION

R/L I R/C R/U parking
‘ $5.50/8q.ft. GLA | $5/sq.ft. GLA ‘ stalls $20/mo.
x + x
N/U retail | N/t office L/L 6 11
4,500 sq.fc. 6,780 sq.ft. stalls
\Gl 60,090 ‘| x {PP .80 ,- Cash 45,072 I
‘H’P .20 | |°E 9,000 |
|ECN 12,000 I =
I 2,765 I
I‘”‘c 5,360 | -
- l“‘r 10,800 I
*
l“‘s 3,000 .
= ICDS 25, 500 I
‘ 3,650 l
3
%
IEC .08 | |“C .107963 l
IJE 45,725 l + I"" 236,256
|“"’B 281,981 I
)
*25% of ECM, which 184,160
was arbictrary and
reflected uncertainty =
of operating expense P
estimate. | 97,821 |
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1.

»n

3.

4.

5.

Scenario 5

TOTAL RENOVATION

PROGRAM:

Renovate entire building for retail units, townhouses, and one office.

REVENUE UNITS:

1st floor: 3 retail units as in Scenario 3

2nd and 3rd floors in 3-story building: 4 apartments
2nd floor in 2-story building: 1 office

6 parking stalls

CAPITAL OUTLAYS:

Items required in Scenario 3 $ 47,160
Additional 2~hr. fire proofing for basement ceiling

(6,000 sq. fr. @ $.75) 4,500
2 fire stairs to 2nd floor @ $1,600 3,200
1 fire escape for rear of 2-story building 600

Open-space recreational deck at rear of 3-story building for
apartments (160 sq. ft./bedroom x 8 =» 1280 sq. ft.

Q $5/8q. ft.) 6,400
Conversion of 880 sq. ft. atrium to opem court with
waterproof deck @ $12/sq. ft. 10,560
4 towmhouses (1,200 sq. ft. average) @ $15/sq. ft. 72,000
Relocation’ of2-air-conditioning units to rear of
3-story building 5,000
Total $171,920

POTERTIAL ANNUAL INCOME:

Retail (4,500 sq. ft. GLA @ $5.50/sq. ft.) $ 24,750
Office (1,400 sq. ft. @ $5/sq. fr.) 7,000
4 townhouses & $400/mo. 19,200
6 parking stalls € $20/mo. 1,440
Total $ 52,390
Vacancy losses:
1 store for 3 mo. $2,060
1 office for 1 mo. 700
2 townhouses for 1 mo. each 800
Total $3,560

PROJECTED ANNUAL EXPENSES:

Real estate taxes (18% of gross rent) § 9,430
Special assessment 2,765
Operating expenses (152 of gross rent) 7,859

Total $ 20,054

TERMS OF FINANCING:

20 yr., 9% interest, mortgage constant = .107963.
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TOTAL RENOVATION

SCENARIO 5

R/U  townhouse I R/U retail I R/U parking l
$400/mo0. $5.50/8q.ft. stalls $20/mo.
x + x + x
I“’” 4 l |“’”5,9oo sq.£t. GLA | l"’” 6 |
I‘“ 52,390 x {PP .80 l- Cash 41,012 I
x -
OE
Il—op .20 l I 7,860 l
ECM
| 10,478 , Icn 2,765 I
,wuc 3,540 I
N Im 9,430 |
l“s 1,000 I' -
" ICDS 21,857 I
l“ 5,938 l
+
¥
MC
lzc 08 I | .107963 I
IJE 74,225 | + I‘”’ 202,448 |
I"“ 276,673 |
#*Arbitrary and -
debatable reserve for co 172,360 l
contingencies (should , $36
have been 252 of ECM -
for consistent bias in
residual). IBP 104,313 I
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