Chapter 2

ARGUS Instructions for (Revised) Willow Brook Apartments

22 September 2008

Your company is considering the acquisition of Willow Brook Apartments, a 220-unit garden apartment complex in Phoenix, AZ.  You are responsible for the feasibility analysis.  The analysis start date is March 1, 2008.  The purchase price of the property is $17.25 million and your company expects to hold the property for 5 years.  The current rent roll is provided in Exhibit 2.1.  In addition to rental income, the property produces $100/month for each of 120 garage spaces and $30/month for each of 70 carport spaces.  The garage and carport revenues do not depend on occupancy.  The laundry facility on the property produces $10/unit/month.  Laundry revenues depend on occupancy. 
Exhibit 2.1

Current Rent Roll for Willow Brook Apartments
	Unit Description
	# Units
	Square Feet per unit
	Total Square Feet
	Monthly Rent
	Rent / sf / month

	1 Bed / 1 Bath
	50
	650
	32,500
	$ 611
	$ 0.94

	1 Bed / 1 Bath / Den
	40
	800
	32,000
	736
	0.92

	2 Bed / 1 Bath
	45
	950
	42,750
	855
	0.90

	2 Bed / 2 Bath 
	35
	1,100
	38,500
	968
	0.88

	2 Bed / 2 Bath / Den
	30
	1,200
	36,000
	1,044
	0.87

	3 Bed / 2 Bath
	20
	1,353
	27,060
	1,150
	0.85

	ToTotals
	220
	
	208,810
	
	


The Phoenix apartment market is segmented, with an excess demand for smaller, one bedroom, units and an excess supply of larger, three bedroom units.  The current occupancy status and market leasing assumptions are provided in Exhibit 2.2.  It will take two months to absorb the currently vacant one bedroom units, four months to absorb the currently vacant two bedroom units, and six months to absorb the currently vacant three bedroom units.  The currently vacant units do not require any preparation expenditures.  The property loses 2% of potential gross revenue in collection losses annually.
Exhibit 2.2

Current Occupancy and Leasing Assumptions for Willow Brook Apts.

	Unit Description
	# Units
	# Occupied
	Renewal 

Prob.
	Renewal

Base Rent
	Months

Vacant
	Prep Cost
	Lease Cost

	1 Bed / 1 Bath
	50
	50
	0.9
	$ 630
	2
	$ 150
	0.5

	1 Bed/1 Bath /Den
	40
	35
	0.9
	750
	2
	$ 150
	0.5

	2 Bed/1 Bath
	45
	40
	0.8
	870
	4
	$ 160
	0.5

	2 Bed/2 Bath 
	35
	30
	0.8
	980
	4
	$ 160
	0.5

	2 Bed/2 Bath /Den
	30
	27
	0.8
	1,055
	4
	$ 160
	0.5

	3 Bed/2 Bath
	20
	15
	0.6
	1,150
	6
	$ 170
	0.5

	Totals
	220
	
	
	
	
	
	


The property's current expenses are provided in Exhibit 2.3.  Income and expenses are expected to increase at 3% per year, the expected rate of inflation, for the duration of a five-year holding period.  Income and expenses will be adjusted for inflation at the end of each fiscal year (e.g. end of February).  Marketing costs are $0.16 per square foot and the owner must pay a leasing commission equal to one-half of one month's rent when a vacant apartment is rented.  Preparation costs average $150/unit for the one-bedroom apartments, $160/unit for the two-bedroom apartments and $170/unit for the three-bedroom apartments.
Exhibit 2.3

Annual Expenses for Willow Brook Apartments

	Expense
	For Property
	Per Unit
	Per Square Foot
	Percent Fixed

	Property Taxes
	$ 300,000
	
	
	100

	Hazard Insurance
	65,000
	
	
	100

	Administration
	
	      
	$ 0.10
	50

	Repairs/Maintenance
	
	
	0.45
	50

	Marketing
	
	
	0.16
	100

	Salaries
	
	
	0.81
	30

	Utilities
	
	
	0.38
	20

	Management
	4% of EGI
	
	
	

	Structural Reserves
	
	$  100/unit
	
	

	Reserves for Replacements
	
	$  200/unit
	
	


You estimate the future selling price by capitalizing NOI, net of average preparation and leasing costs, at 7.5%.  In addition, the owner will have to pay a 2% sales commission when the property is sold in five years.  Finally, if you decide to purchase the property you need to select from three financing alternatives:
A.
An 80% loan/value ratio loan with a 6.5% annual interest rate, monthly mortgage payments, a 30 year amortization schedule, 2% financing costs and a 3% prepayment penalty.

B.
A 75% loan/value ratio loan with a 6.25% annual interest rate, a 30 year amortization period, monthly interest only payments for three years, 2% financing costs and a 2% prepayment penalty.

C.
An 85% loan/value ratio loan with a constant monthly mortgage payment of $103,631.50, a 7% annual interest rate, two discount points, 2% other financing costs, and a 2% prepayment penalty.

1.
Compute the property (e.g. unlevered) NPV discounting expected cash flows at 9% annually.

2.
Compute the (after debt) before tax equity NPV discounting expected cash flows at 12% annually for the 80% LTV; at 11% annually for the 75% LTV; and at 13% annually for the 85% LTV.
First compute the expected cash flows and investment returns for loan option A and check your answers against the screen shots provided here.  Then compute the answers for loan options B and C.  Should your company purchase the property? Which financing option would you recommend?  Why?
Willow Brook Apartments

ARGUS Inputs

1.
Create a new folder on your computer’s hard drive.  I created a folder on my C:\ drive called ARGUS_FILES. 
2.
Start ARGUS.  


Don’t connect to the Community and select ‘New Property From Scratch.’  

Exhibit 2.4

First Argus screen shot
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Change the default folder to the folder you created.  For me, it is C:\ARGUS_FILES.

Call the new file Willow Brook Apartments

Your screen should look something like this:
Exhibit 2.5
Saving the new file
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3.
Click [Save] to save the file and select Standard ARGUS valuation methods.

Exhibit 2.6

Standard ARGUS selection
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Then your screen should look like this:
Exhibit 2.7

Property Description Tab
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ARGUS Inputs
In Text/Drop Down Box
Enter
Comments


Property Description



Property Name:
Willow Brook 
The project name and address will appear on 


Address:


ARGUS output.


Address2:



City:
Phoenix



State:
AZ
Zip:


Zip:


In Text/Drop Down Box
Enter
Comments


Property Description

Portfolio:



Property Type:
Apartment 




Property Reference


Property version

Click [OK] to accept the Apartment template.  This cannot be changed.
Your screen should look something like this:

Exhibit 2.8

Confirmation of Property Type
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Click [Yes]
(With the exception of the dates), your screen should look like this:
Exhibit 2.9

Executive Dashboard
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You are now ready to begin entering property information in ARGUS.  ARGUS is a menu driven program, like Microsoft Word or Excel.  The top of the screen contains menu options and each menu contains sub-menus.  The basic ARGUS menus for apartments are:

File
Property
Apartment
Market
Yield
Reports
Options 
Help

The sub-menus for each of these choices are provided in the table on the next page:

Overview of ARGUS Menus (Apartments)
File
Property
Apartment
Market


New
►
Description…
Rent Roll…    Ctrl+R
Market Leasing Assumptions…

Open…

Timing…
Unit Groups…
Renewal Probability…

Close

Area Measures…

Market Rent…

 

Inflation Rates…

Months Vacant…

Copy
►


Preparation Cost…

Send To
►
Miscellaneous Revenues…

Leasing Cost…

Import/Export
►
Apartment Operating Expenses…



OpenARGUS
►
Capital Expenditures…

Rent Abatements…..
INSIGHT Reporting….

Development Costs
►

Security Deposits….
Batch Processing…

Escrow
►



Global Categories




Language Settings

General Vacancy Loss…



User Identification….
Credit & Collection Loss…

1. Willow Brook Apartments




Budgeting Account Codes…



Exit



Yield
Reports
Options
Help

Property Purchase….
Property Level…
System…
Contents and Index

Property Resale….
Depreciation & Taxes…
Simplify…
ARGUS Updates
Direct Capitalization….
Partner Distributions…
Reports…
ARGUS Community
Debt Financing…
Tracking
►
Calculation…
Check In License Key
Present Value Discounting…
Presentation Rent Roll…
Input…
ARGUS Training

PV by Source…..
Individual Unit…
OpenARGUS….
E-Mail ARGUS
►
Depreciation & Taxes…
Market Leasing…

About ARGUS….
Value Added Taxes….
Supporting Schedules
►
Partner Equity Contributions…
Graph…


Cash Flow Distributions…
Report Writer…


Resale Distributions…
Sensitivity Matrix….
Partner Groups…
Input Assumptions…


Partner Levels…


Sensitivity Matrix…
Report Packages…

Willow Brook Apartments

ARGUS Inputs

Property
Input
Comments

Description…


Timing (tab)




Analysis Start Date:
3/08
Begin the analysis in March 2008.


Reporting Start Date:
3/08
Start reporting with the same date.


Years to Report or End Date:
5
The holding period is 5 years.

Area Measures (tab)




Property Size


[Edit]





Size:
220
There are 220 apartment units.



[OK]



Alt. Prop. Size


[Edit]





Size:
208,810
There are 208,810 sq. ft. of rentable space.



[OK]



[New]




Name 
Garage Spaces
Create a new space category for garage



Determined by:
Measurement
  spaces.



Size:
120
There are 120 garage spaces.



[OK]



[New] 




Name
Carport Spaces
Create a new category for carport spaces.



Determined by:
Measurement




Size:
70
There are 70 carport spaces.



[OK]


Property Inflation (tab)




Based On:
None
Can be based on a saved parameter file.


Adjustments:


Inflation Month:
Analysis Start
Automatically starts @ your start date


For the Year Ending:



General
3
For subsequent years hit [Extend]



Miscellaneous Revenues

Leave the rest blank--assumes




Operating Expenses

all revenues and expenses increase



Capital Expenses

at the 3% overall rate of inflation.



Market Rent










Leasing Costs




Land Costs




Hard Costs




Soft Costs




[OK]

Property
Input
Comments

Description…

Additional Data

Can add descriptions to line items.

Comments

Will appear on the top of each page.

Input Preferences

Used to label area measurements,


Output Preferences


currency, symbols and displays.
[OK]



To exit Property Description Window
Property
Input
Comments


Miscellaneous Revenues….




[Insert] Line 1: Garage




Name
Garage
Label the garage revenues



Acct Code

Leave blank



Amount
100
$100/garage space/month.



Units
$/Area




Area
Garage Spaces




Frequency
/Month




% Fixed
100
Assumes all the spaces are leased.



Inflation

Retain the general 3% inflation rate.



Ref Acct




Notes



[Insert] Line 2: Carport




Name
Carport




Acct Code



Amount
30
$30/carport space/month.



Units
$/Area




Area
Carport Spaces




Frequency
/Month




% Fixed
100
Assumes all the spaces are leased.



Inflation

Retain the general 3% inflation rate.



Ref Acct




Notes



[Insert] Line 3: Laundry




Name
Laundry




Acct Code



Amount
10




Units
$/Area




Area
Property Size
$10 per unit per month.



Frequency
/Month




% Fixed
0
Income depends on occupancy.



Inflation

Retain the general 3% inflation rate.



Ref Acct




Notes

The completed Miscellaneous Revenues Window should look like this: 
Exhibit 2.10
Miscellaneous Revenues
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[Close]


Close Miscellaneous Revenues window.
Property

Input
Comment


Apartment Operating Expenses….


[Insert] Line 1: Property Taxes




Name

Property Taxes




Acct Code




Amount
300000
$300,000 per year



Units

$ Amount




Area



Frequency
/Year




% Fixed
100




Inflation

Retain the general 3% inflation rate.



Ref Acct




Notes



[Insert] Line 2: Insurance




Name

Insurance




Acct Code




Amount
65000
$65,000 per year.



Units

$ Amount




Area






Frequency
/Year




% Fixed
100




Inflation

Use 3% general inflation.



Ref Acct




Notes



[Insert] Line 3: Administration




Name

Administration




Acct Code





Amount
0.1
$ 0.10 per square foot.



Units

$/Area

Property

Input
Comment


Apartment Operating Expenses….


Line 3: Administration (continued)



Area

Alt. Prop. Size




Frequency
/Year




% Fixed
50




Inflation




Ref Acct




Notes



[Insert] Line 4: Repairs




Name

Repairs




Acct Code




Amount
0.45
$ 0.45 per square foot.



Units

$/Area




Area

Alt. Prop. Size




Frequency
/Year




% Fixed
50




Inflation




Ref Acct




Notes



[Insert] Line 5: Marketing






Name

Marketing




Acct Code





Amount
0.16
$ 0.16 per square foot.



Units

$/Area




Area

Alt. Prop. Size




Frequency
/Year




% Fixed
100




Inflation




Ref Acct




Notes



[Insert] Line 6: Salaries




Name

Salaries




Acct Code




Amount
0.81
$ 0.81 per square foot.



Units

$/Area




Area

Alt. Prop. Size




Frequency
/Year




% Fixed
30




Inflation




Ref Acct




Notes



[Insert] Line 7: Utilities




Name

Utilities




Acct Code





Amount
0.38
$ 0.38 per square foot.
Property

Input
Comment


Apartment Operating Expenses….


Line 3: Utilities (continued)




Units

$/Area




Area

Alt. Prop. Size




Frequency
/Year




% Fixed
20




Inflation




Ref Acct




Notes



[Insert] Line 8: Management Fees





Name

Management Fees




Acct Code





Amount
4
4% of Effective Gross Revenue.



Units

% of EGR




Area




Frequency




% Fixed




Inflation



Ref Acct




Notes

The Willow Brook Operating Expenses Window should look like this:
Exhibit 2.11
Operating Expenses Window
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[Close]
Close Apartment Operating Expenses 




window.

Property
Input
Comments



Capital Expenditures….


[Insert] Line 1: Structural Reserves




Name

Structural Reserves




Acct Code




Amount
100
$100/unit/year.



Units

$/Area




Area

Property Size




Frequency
/Year




% Fixed
100




Inflation




Ref Acct




Notes



[Insert] Line 2: Replacements




Name

Replacements




Acct Code





Amount
200
$200/unit/year.



Units

$/Area




Area

Property Size




Frequency
/Year




% Fixed
100




Inflation




Ref Acct




Notes
The Willow Brook Capital Expenses Window should look like this:
Exhibit 2.12
Capital Expenditures Window
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[Close]

Close Capital Expenditures window.

Development Costs
►



Land/Acquisition Costs…


This is an existing property;


Hard/Construction Costs…

there are no development costs.


Soft/Development Costs…
Property
Input
Comments



Development Costs
►
[continued]


S-Curves…


Reference Dates…

Escrow
►

For property taxes, insurance, etc.


Escrow Contributions…


There are no required escrow accounts


Escrow Distributions…


for this property.


Escrow Balance…

General Vacancy Loss…


Method:
No General Vacancy
Vacancy will be done with leasing.


Primary Rate:


Overrides Affect Primary Rate As:



Available Unit Groups:




Overridden Unit Groups:


[OK]

To exit General Vacancy Loss….

Credit and Collection Loss…..




Method:
Percent of Potential Gross Revenue



Primary Rate:
2
2% of gross revenue is lost.


Overrides Affect Primary Rate As:
Replace
This is irrelevant for this example.


Available Unit Groups:


Overridden Unit Groups:

[OK]

To exit the Credit and Collection Loss





window.

We are going to input the Market Leasing Assumptions BEFORE the rent roll, so we can refer to the market leasing assumptions when we input the rent roll.
Market


Input


Market Leasing Assumptions…

See Exhibit 2.13 for the 1B/1B window.

[New]



Category:  1B/1B

New Market
Renewal Market





Renewal Probability


90




Market Rent
630

611




Months Vacant
2

0




Preparation Costs
150




Leasing Costs
0.5




Rent Abatements
0




Security Deposit
None

None



   NON-WEIGHTED ITEMS




Term Lengths
12

The Willow Brook Market Leasing Assumptions Window for 1B/1B should look like this:
Exhibit 2.13
Market Leasing Category Window

[image: image10.jpg]2l Market Leasing Assumptions =X
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[OK]


To exit 1B/1B Market Leasing Assumptions
Market


Input


Market Leasing Assumptions for 1B/1B/D 


[New]


Category:  1B/1B/D 
New Market
Renewal Market




Renewal Probability


90




Market Rent
750

736




Months Vacant
2

0




Preparation Costs
150




Leasing Costs
0.5




Rent Abatements
0




Security Deposit
None

None



   NON-WEIGHTED ITEMS




Term Lengths
12



[OK]
Market


Input


Market Leasing Assumptions for 2B/1B 


[New]


Category:  2B/1B 

New Market
Renewal Market




Renewal Probability


80




Market Rent
870

855




Months Vacant
4

0




Preparation Costs
160



Leasing Costs
0.5




Rent Abatements
0




Security Deposit
None

None



   NON-WEIGHTED ITEMS




Term Lengths
12



[OK]


[New]


Category:  2B/2B 

New Market
Renewal Market




Renewal Probability


80




Market Rent
980

968




Months Vacant
4

0




Preparation Costs
160




Leasing Costs
0.5




Rent Abatements
0




Security Deposit
None

None



   NON-WEIGHTED ITEMS




Term Lengths
12



[OK]


[New]



Category:  2B/2B/D 
New Market
Renewal Market




Renewal Probability


80




Market Rent
1,055

1,044




Months Vacant
4

0




Preparation Costs
160




Leasing Costs
0.5




Rent Abatements
0




Security Deposit
None

None



   NON-WEIGHTED ITEMS




Term Lengths
12



[OK]


[New]


Category:  3B/2B 

New Market
Renewal Market




Renewal Probability


60




Market Rent
1,150

1,150




Months Vacant
6

0




Preparation Costs
170




Leasing Costs
0.5
Market


Input


Market Leasing Assumptions for 3B/2B (continued)



Rent Abatements
0




Security Deposit
None

None



   NON-WEIGHTED ITEMS




Term Lengths
12


[OK]
The Market Leasing Assumptions window should look like this:

Exhibit 2.14

List of Market Leasing Categories

[image: image11.jpg]Market Leasing Assumptions
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[Close]

Now we can refer to the Market Leasing Assumptions in the Rent Roll.

Apartment
Input
Comments



Rent Roll    Ctrl+R



Apartment Rent Schedule

See Exhibits 2.15 and 2.16 for the 






completed rent roll window.


[Insert] One Bedroom/One Bath





Unit Type Description
1/1




Unit Size
650




Total Units
50




Current Rent
611
Apartment
Input
Comments



Rent Roll    Ctrl+R



Apartment Rent Schedule: One Bedroom/One Bath (continued)



Current Abatements




Current Term
12




Current Occupancy
50




Market Leasing (Use dropdown box)
1B/1B




Maximum Occupancy





Mos. to Absorb




Begin Absorb




Prep Costs




Lease Costs




Abatements




Security Deposit




Absorb Term



[Insert] One Bedroom/One Bath/Den





Unit Type Description
1/1/D




Unit Size
800




Total Units
40




Current Rent
736




Current Abatements




Current Term
12




Current Occupancy
35



Market Leasing (Use dropdown box)
1B/1B/D




Maximum Occupancy
40



Mos. to Absorb
2



Begin Absorb




Prep Costs
150




Lease Costs
.5




Abatements




Security Deposits




Absorb Term
12


[Insert] Two Bedrooms/One Bath





Unit Type Description
2/1




Unit Size
950




Total Units
45



Current Rent
855




Current Abatements




Current Term
12




Current Occupancy
40



Market Leasing (Use dropdown box)
2B/1B




Maximum Occupancy
45




Mos to Absorb
4



Begin Absorb




Prep Costs
160



Lease Costs
0.5
Apartment
Input
Comments



Rent Roll    Ctrl+R



Apartment Rent Schedule: Two Bedroom/One Bath (continued)



Abatements




Security Deposit




Absorb Term
12


[Insert] Two Bedrooms/Two Baths





Unit Type Description
2/2



Unit Size
1,100 




Total Units
35




Current Rent
968




Current Abatements




Current Term
12




Current Occupancy
30



Market Leasing (Use dropdown box)
2B/2B




Maximum Occupancy
35




Mos to Absorb
4



Begin Absorb




Prep Costs
160



Lease Costs
0.5




Abatements




Security Deposit




Absorb Term
12



[Insert] Two Bedrooms/Two Baths/Den




Unit Type Description
2/2/D




Unit Size
1,200




Total Units
30




Current Rent
1,044




Current Abatements




Current Term
12




Current Occupancy
27



Market Leasing (Use dropdown box)
2B/2B/D




Maximum Occupancy
30



Mos to Absorb
4



Begin Absorb




Prep Costs
160



Lease Costs
0.5



Abatements




Security Deposit




Absorb Term
12



[Insert] Three Bedrooms/Two Baths





Unit Type Description
3/2




Unit Size
1,353




Total Units
20




Current Rent
1,150




Current Abatements
Apartment
Input
Comments



Rent Roll    Ctrl+R



Apartment Rent Schedule: Three Bedrooms/Two Baths (continued)



Current Term
12




Current Occupancy
15




Market Leasing (Use dropdown box)
3B/2B




Maximum Occupancy
20



Mos to Absorb
6



Begin Absorb




Prep Costs
170



Lease Costs
0.5




Abatements




Security Deposit




Absorb Term
12

[Close]

The Willow Brook Rent Roll Window should look like Exhibits 2.15  and 2.16.
Exhibit 2.15
Left Side of Rent Roll Window
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Exhibit 2.16

Right Side of Rent Roll Window
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Now you will input the purchase price, required yields and loan terms.
Yield 

Input


Property Purchase....




Purchase Price & Current Value




Property Purchase Price

· Initial Amount:
17,250,000


Direct Cap Value as of Analysis Start

Current Value for IRR Calculations


Inflate Purchase Price at:

· Current Amount
17,250,000


Cumulative costs

Direct Cap Value as of Reporting Start

[OK]
Yield 


Input


Property Resale….


Option for Resale Calculation (Use drop down box)
CAP Cash Flow Adjusted for 







Average PCs & LCs


Direct Resale Amount



Cap Rate:
7.5



Resale Commission as Percent of Price:
2




(
Apply Rate to Following Year Income




(
Calculate Resale for All Years

[OK]
Yield 


Input


Debt Financing…


[New] 
First Lien




Note Name:
80% L/V




Input Currency:
Input



Start Date

Leave blank for analysis start date.



(
Amortize Start 

Leave blank to begin amort. @ start 



Term Length (drop down box)
30




% of Price or PV (drop down box)
80




Rate Charged 
6.5




(
Calculate This Note



[Advanced…]


Advanced Debt – 80%L/V



Rate Paid



Rate on Accrual




Payments





Payments/Year
12





Delay

Leave blank--no delay



Interest Calculation:
USA <end>
Ordinary annuity



Reduction from Cash Flow

Leave default--no reductions in CFs




Reduce
(Interest)   using  0  % of    NOI Less P&I




Other Payments:
No
Yield 


Input


Debt Financing…


[Advanced…]


Advanced Debt – 80%L/V



Call or Balloon:

Leave blank--no balloon



Prepay Penalty
3
3% prepayment penalty



Maximum Draw:

Leave blank--no draw



Points and Fees:
2
Two percent financing fee



% of Init. Principal (use drop down box)

The fee is a percent of the loan.


[OK] 


To exit advanced window menu


[OK]


To exit first lien window



[OK]


To exit debt financing window
Yield 


Input


Present Value Discounting…..




Discount Rate and Method Tab



Primary Discount Rate:

9



Discount Rate Range






Number of Rates
7




Increment between Rates:
0.5




Discount Method:
Annually (Endpoint on Cash Flows and Resale)



Present Value As Of Tab




Analysis Discount Period






Start Date:
3/08

Entered by ARGUS




End Date:
2/13

Entered by ARGUS




Length:
5 years

Entered by ARGUS



Secondary Discount Period


Leave blank




Start Date:





End Date:




Length:



Advanced Tab




Unleveraged Discount Rates





Cash Flow Rate:
9

Entered by ARGUS.




Resale Rate:
9

Use the same discount rate.



Leveraged Discount Rates





Cash Flow Rate:
12

The levered required yield is 12%.




Resale Rate:
12

On reversion cash flows too.

[OK]
Yield 


Input


PV by Source…


Depreciation & Taxes…



Leave default--before tax analysis

Value Added Taxes



Leave blank


Partner Equity Contributions…


Leave blank--no partnership

Cash Flow Distributions



Resale Distributions




Partner Groups…


Partner Levels…


Sensitivity Matrix…


Reports



Input


Property Level…..




Method of Iteration


Prior to producing any reports, you must "solve"








the analysis.  There are three solution methods:

· 
"Quick Calc"









○
Modified Iteration to Specified Tolerance






○
Full Iteration to Specified Tolerance

“Quick Calc” will suffice, hit [Calculate]


Reports


Comment



(
Schedule of Cash Flow from Operations
See Exhibits 2.17a and 2.17b







 on pages 26 and 27.




Schedule of Expense Reimbursement Revenue




(
Individual Loan & Debt Service Summary
See Exhibit 2.18 on page 28.



(
Sources and Uses of Capital--Cash Returns
See Exhibit 2.19 on page 29.



(
Prospective Resale & IRR Summary
See Exhibit 2.20 on page 30.



(
Prospective Present Value Summary-Unleveraged
See Exhibit 2.21 on page 31.



 


-Leveraged
See Exhibit 2.22 on page 32.




(
Property Summary Report
See Exhibit 2.23 on page 33.


Frequency

· Annually





Monthly





Quarterly





Monthly with Annual Sum


[View]

The following Report tabs should look like these exhibits:

Exhibit 2.17a
Top portion of Cash Flow tab for 80% L/V Loan
[image: image14.jpg]Year 1 Year 2 Year 3 Year 4 Year 5 ear 6
For e Vears Endng Feb2009 Feb2010 Feb2011 Feb2012 Feb 203 Feb2014
Operating Ratios
Total Number of Unis 20 20 20 20 20 20
Average Occupancy a1 3 3 3 94.36% e
AugMonthly Rert per Occ Area 090 052 095 0% 100 103
g Morthly Rent per Occ Urit 84694 85632 83033 1512 94074 %7TE
Evpense Ratioto Operating Inc: B29% 37.36% 37432 3743% 754% 786
Expenses per Urit Area 408 413 428 438 45 465
Expenses per Urit 387199 392265 40845 415379 428440 441435
Potential Gross Revenue
Fotental Market Rent 2275200 $2.343.455 2413760 82485172 $2.560.758 $2637.580
LosstoLease (32650) 1853 (7.755) “3658) 3880) (55474)
Fotential Rertal Reverue: 2242550 231153 2376005 2442514 2510878 2582108
Absorpton & Tumover Vacancy #2134 (154.462) (153,091) (163863 (167.489) (6a512)
Scheduled Base Rental Reverue 220035 2157131 2216514 2278651 234338 2413554
Garage 144000 148320 152770 157353 162073 188935
Carport 25200 2595 %735 27537 28,363 23214
Laundy 25380 25847 %418 27.209 2803 2512
Total Potential Gross Revenue 23%53% 2357054 24228% 2430750 2561 881 263865
Colction Loss L] @7.141) 8.457) 43815) (51.237) 2773
Effective Gross Revenue 2347625 23513 2374378 244053 2510624 258,852
Operating Expenses
Froperly Taes 300,000 303,000 18270 27818 337653 Kl
Insurance 65,000 66,350 63,959 iz 73158 75353
Admirisation 715 2089 21523 22169 22833 23537
Fiepairs 93217 94034 %855 93761 102773 105913
Markeling 33410 34412 e 3508 37503 38731
Salaiiss 167253 167.281 172300 177483 182843 188485
Utilies 78338 78013 80,354 82.764 85274 87.916
Mansgement Fees 93305 92397 94575 97837 100425 103435
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Exhibit 2.17b
Bottom portion of Cash Flow tab for 80% L/V Loan
[image: image15.jpg]Year 1 Year 2 Year 3 Year 4 Year 5 Year 6
Far the vears Ending Feb2009 Feb2010 Feb2011 Feb2012 Feb2m3 Feb20i4
Total Potential Gross Revenue 23%53 2357054 2428% 2430750 2561 881 263865
Colction Loss @791 @7.141) 8.457) “3815) (51.237) 52773
Effective Gross Revenue 2347625 23913 2374378 244053 2510624 258,852
Operating Expenses
Froperly Taxes 300,000 303,000 18270 27818 337653 Kl
Insurance 65,000 66,350 63,959 27 73158 75353
Admirisation 715 2089 21523 22169 2283 23537
Fiepairs 93217 94034 %855 93761 102773 105913
Markeling 33410 34412 444 3508 37503 38731
Saliiss 167.253 167.281 172300 177483 182843 188485
Utilies 78338 78013 80,354 82.764 85274 87.916
Mansgement Fees 93305 92397 94575 97837 100425 103435
Total Operating Expenses 851838 862953 838,630 915153 942568 971158
Net Operating Income 1435787 1446530 1485638 1525782 1,568,056 1614724
Debt Service
Irterest Payments 832453 832128 871108 853346 846733
Fiincipal Payments 154246 164576 17553 187358 193,908
Oiigination Points & Fess 276,000
Total Debt Service 1322705 1,046,704 1,046,704 1,046,704 1,046,705
Leasing & Capital Costs
Freparation Costs 3680 35539 3500 37.702 3444 33597
Leasing Costs 10353 %359 93246 102225 103933 107115
Stuuctura eserves 22,000 22860 23340 2040 2761 25504
Replacements 44,000 45320 45580 48080 49522 51.008
Total Leasing & Capital Costs 80539 193878 205,856 22047 26728 23224
Cash Flow After Debt Service 332443 3200348 3233128 267,031 3304625 $1.391.500

But Before Taxes
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Exhibit 2.18
Loan Summary tab for 80% L/V Loan
[image: image16.jpg]ear 1 Year 2 Year 3 Year 4 Year 5
Far the vears Ending Feb2009 Feb2010 Feb2011 Feb2m2 Feb 203
Minimum Debt Service
 nterest Pamerts $832.459 882128 $871.106 859346 346,739

Fiincipal Payments 154246 164576 17553 187358 193,906
Total Minimum Debt Service 1,046,705 1,046,704 1,046,704 1,046,704 1,046,705
Fees & Contingencies

Oiigination Points & Fess. 276,000

Frepayment Penalies 37550
Total Fees & Contingencies 276,000 37550
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Fiincipal Balloon or Cal 12318315
Total Reductions & Retirement 12518315
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Base Vield 1o Maluiy
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(154.246) (164576) (17559 (187.358) 193.308)
(12918315

$13B754 13481178 $13305580 913118220

650%

188.17%
14381%

76057
B274%
g121%
7208%

650%
747%

Cash Flow_Loan Summery - 80% LAV

Soutces nd Uses] Hosle] Detied PY - Unleveroged] Detaled PV - Leveraged] Piopery Sunay





Exhibit 2.19
  Sources and Uses tab for 80% L/V Loan
[image: image17.png]Schechle Of Sources & Uses Of Captal
Equity is Based on Propety Value, Leverage and Dperating Requiements

Vear 1 Ve 2 Ve 3 Ve 4 Yeur & =
For e Vears Endng Feb2009 Feb2010 Feb2011 Feb2m2 Feb2m3 |
Sources Of Capital

Net Operating Gains $1.495.787 1446530 1485598 1525782 1,568,056

Debt Funding Proceeds 13,800,000

Inital Equiy Cortibution 3450000

Net Proceeds fio Sale 18,453,465
Total Sources Of Capital $18745.787 1,446,530 148559 $155782  $0021521

Uses Of Capital

Froperty Fuichase Pice $17.250,000
Total Debt Service 1322705 1,046,704 1,046,704 1,046,704 1046705
Freparation Costs 3680 35539 3500 37.702 3444
Leasing Costs 10853 9,359 93246 102225 103933
Capital Costs & Reserves 66,000 67.980 0020 72120 74283
Ritiement & Penalies 13,305,865

Defined Uses OF Capital 18853344 1246582 1252570 1258751 14,569,295

Cash Flow Distributions 2443 20348 23128 267,031 5452225

Total Uses Of Capital $18745.787 1,446,530 148559 $155782  $0021521

Unleveraged Cash On Cash Retun

Cashto Purchase Price 820% 723% 742% 762% 783%
NOI to Book Value. 863% 825% 838% a50% 863%
Cashto Purchase Price & Costs 820% 723% 7.42% 762% 783%

Leveraged Cash On Cash Retun
Cashto niial Equity 268% 581% 676% 7% 883%
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Exhibit 2.20

Resale tab for 80% L/V Loan
[image: image18.png]View Reports

Frospective Property Resale:

For e Vears Endng

Vear 1 Ve 2 Ve 3 Ve 4 Yeur &
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Resale Amount
Gross Praceeds fiom Sale
Commissions & Adjustments
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Exhibit 2.21

  Detailed PV – Unleveraged for 80% L/V Loan
[image: image19.png]Frospeciive Present Value
Cash Flow Before Deb Service pls Property Resale
Discounted Annusly (Endpoint on Cash Flow & Resale) over  5-ear Period

Farte P of P of P of P of P of P of 3
|arslysis  vear Annusl Cash Flow Cash Flow Cash Flow Cash Flow Cash Flow CashFlow Cash
Peiod  Endng Cash Flow @ 750% @ 800% @ 850z @ 300% @ 3502 @1000% @10
Year 1 Feb2003 $1.415148 $1.316.417 $1.310322 $1.304.284 1.298.301 $1.292373 1,285,498 $1.28
Year 2 Feb2010 1247052 1073115 1083145 1053315 1043613 104005 1030622 1021
Year 3 Feb2011 1273832 1030214 1015972 1,001,951 988265 974783 9155 9
Year 4 Feb2012 1313735 983725 %5635 947,957 930683 913800 897293 83|
Year 5 Feb2013 1351330 341281 913652 83863 878272 858402 833070 81
Total Cash Flow 6607037 5350752 5280767 5212243 5145140 5073413 5015045 4951
Froperty Resale @7.50% Cap 18,453,465 12,853,920 12553118 1221239 11,893,485 11722151 11,458,150 11.201
Total Propety Present Value $1B204672  §17839885  $17484835  $17138626  $I6E0LST  $164731%5
Flounded to Thousands $18205000 17840000 $17495000  $17139000  $16802000  $16473000
Fer Urit 82749 81.090 73478 77.503 78371 74878 7
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Exhibit 2.22
  Detailed PV – Leveraged for 80% L/V Loan
[image: image20.jpg]I |

Per Uit

80,43

80127

Farte P of P of P of P of P of P of P of
bnaysis  Year Annusl CashFlow CashFlow CashFlow Cash Flow Cash Flow CashFlow Cash Flow
Peiod  Endng Cash Flow @1050% @100z @1150% @1200% @1250% @1300% @1350%
Year 1 Feb2003 32443 $83653 83282 52908 82538 $82172 481808 981448
Year 2 Feb2010 20348 164082 162607 161151 1588717 158298 156,902 155522
Year 3 Feb2011 233128 172785 170,461 188173 185935 163733 161563 153444
Year 4 Feb2012 267.031 173107 175902 172767 163,704 188707 183775 160908
Year 5 Feb2013 304625 184908 180780 176763 172852 163,045 185333 161728
Total Cash Flow 1097575 78454 7302 761763 750746 73335 72333 713050
Froperty Resale @7.50% Cap 5147600 3124533 3054850 298,967 252088 285,55 2753911 2732911
Value of Equily Interest 3309134 $3827.882 $3748.73% $3671632 359508 $3523,304 33451361
Flounded to Thousands $3309,000 $3828,000 $3743,000 $3672.000 $3597.000 $3523,000 $3452,000
Fer Urit 17.769 17.399 17.040 16589 16348 18015 15891
Value of Equily Interest $3903134 $3827.892 3748735 $3671632 $359508 $3523,304 $3451.961
Debt Balance as of Mar:2008 13,800,000 13800000 13800000 13,800,000 13,800,000 13,800,000 13,800,000 13,800,000
Total Leveraged Present Value 17.703134 17527882 1754873 17471832 17,396,508 17,323,304 17.251.361
Flounded to Thousands $17703000  §I7628000  $17543000 17472000 $17397000 17328000 $17.252000
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Exhibit 2.23
Property Summary Tab for 80% L/V Loan
Compare results with answers below:
[image: image21.jpg]& Inflation

eporting Feriod March 1, 2008 o Febiuay 28, 2013; 5 years
Inflaton Morif: Anslysis Start
General Iflation Rate: 300%

Property Size & Dccupancy

Froperty Size: 220Units
Alemate Size 208,810 Square Feet

Number of uit pes: 6

Total Dcoupied Area 201 incividual urits, 31.367%, during fist morih of analysis

Credit & Collection Loss
Methad: Percent af Potential Gross Revenue
Rate: 200%

Debt Financing

Number of Notes: 1
Beginring Principal Balance: $13.800,000
Average Year T Interest Rate: 650%

Property Purchase & Resale

Fuichase Pice: $17.250,000
Resale Method: Capialize Cash Flow Acfusted for Average Preparation Costs and Leasing Costs
Cap Rate: 750%

CapYear Year®

Commission/Closing Cost 376801

Net Cash Flow from Sale: 45147600

Present Value Discounting

Discount Methat Annusly (Endpoint on Cash Flow & Resale)
Urleveraged Discount Rate: 900%

Urleveraged Present Value: $17.138626 21 3.00%

Urleveraged Arnusl IR 8%

Leveraged Discount Rate: 1200%

Value of Equily Interest $3671632.at 12.00%

Leveraged Annual IRR: 1351%

R[]
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Property Summary Tab




Compare results with Answer Sheet

Property Summary Tab…


Unlevered Annual IRR 
= 
8.84%


Unlevered PV
= 
$17,138,626


Leveraged Annual IRR 
= 
13.51%


Value of Equity Interest
=
$3,671,632
Exhibit 2.24 
Executive Dashboard for 80% L/V Loan
[image: image22.jpg]Executive Dashboard

Pro
Froperty Name
Fropert Type
Froperty Size
Analysis Start
End Date
General Inflaion
General Vacancy Rate
Credit & Collection Loss

rty Information

and Expens:

Hiscellaneous Revenues
AparmentUnit Expenses

Capital Expenditures

Unit Schedule & Leasing

AparmentUnit Types

larket Leasing Assumptions

Willow Brook Apariments

Apartment

220

March 2008

February 2013

2.00%

0.00%

200%
$ISaFt ‘Amount
093 $195,180
408 5851838
032 $66,000

‘Amount
6 52,200,356
6

51,500,000

1,000,000

3500000

e




NEW MODEL FOR FINANCING OPTION B

To compute expected cash flows for the 75% L/V loan, begin by making a copy of the ARGUS worksheet you just created. 

FILE


Copy



Duplicate File….



File name:  Willow Brook with Loan Option B
[Save]

ARGUS will ask ‘Do you want to open the newly created file?   

Click [Yes]; then go to the Yield Menu to change the terms of the loan and the required yield on equity.
Yield 


Input


Debt Financing…



[Edit] 
First Lien





Note Name:
75% L/V





Input Currency:
Input




Start Date

Leave blank for analysis start date.




(
Amortize Start 
03/11
Three years interest only—loan 






amortization will begin in March 2011.



Term Length (drop down box)
30




% of Price or PV (drop down box)
75




Rate Charged 
6.25




(
Calculate This Note



[Advanced…]



Advanced Debt – First Lien




Rate Paid




Rate on Accrual




Payments





Payments/Year
12





Delay

Leave blank--no delay




Interest Calculation:
USA <end>
Ordinary annuity




Reduction from Cash Flow

Leave default--no reductions in CFs





Reduce
(Interest)   using  0  % of    NOI Less P&I




Other Payments:
No




Call or Balloon:

Leave blank--no balloon




Prepay Penalty
2
2% prepayment penalty




Maximum Draw:

Leave blank--no draw




Points and Fees:
2
Two percent financing costs



% of Init. Principal (use drop down box)

Financing costs as a percent of the loan.



[OK] 


To exit advanced window menu



[OK]


To exit first lien window



[OK]


To exit debt financing window

Now change the equity investor’s required yield to 11%.

Yield 


Input


Present Value Discounting…..




Advanced Tab




Unleveraged Discount Rates





Cash Flow Rate:
9

Entered by ARGUS.





Resale Rate:
9

Use the same discount rate.




Leveraged Discount Rates





Cash Flow Rate:
11

The levered required yield is 11%.





Resale Rate:
11

On reversion cash flows too.


[OK]
Now compute the new expected cash flows and investor returns.
Reports


Input




Property Level…..



Method of Iteration
Prior to producing any reports, you must "solve"






the analysis.  There are three solution methods:

· 
"Quick Calc"









○
Modified Iteration to Specified Tolerance






○
Full Iteration to Specified Tolerance


[Calculate]



Reports

Comments



(
Schedule of Cash Flow from Operations
See Exhibits 2.25a and 2.25b.





Schedule of Expense Reimbursement Revenue




(
Individual Loan & Debt Service Summary
See Exhibits 2.26a and 2.26b.




 
Sources and Uses of Capital--Cash Returns





 
Prospective Resale & IRR Summary





(
Prospective Present Value Summary-Unleveraged





 


-Leveraged
See Exhibit 2.27 on page 41.




(
Property Summary Report
See Exhibit 2.28 on page 42.


Frequency

· Annually





Monthly





Quarterly





Monthly with Annual Sum


[View]

The following Report tabs should look like these exhibits:

Exhibit 2.25a
Top portion of Cash Flow tab for 75% L/V Loan
[image: image23.jpg]Year 1 Year 2 Year 3 Year 4 Year 5 ear 6
For e Vears Endng Feb2009 Feb2010 Feb2011 Feb2012 Feb 203 Feb2014
Operating Ratios
Total Number of Unis 20 20 20 20 20 20
Average Occupancy a1 3 3 3 94.36% e
AugMonthly Rert per Occ Area 090 052 095 0% 100 103
g Morthly Rent per Occ Urit 84694 85632 83033 1512 94074 %7TE
Evpense Ratioto Operating Inc: B29% 37.36% 37432 3743% 754% 786
Expenses per Urit Area 408 413 428 438 45 465
Expenses per Urit 387199 392265 40845 415379 428440 441435
Potential Gross Revenue
Fotental Market Rent 2275200 $2.343.455 2413760 82485172 $2.560.758 $2637.580
LosstoLease (32650) 1853 (7.755) “3658) 3880) (85474)
Fotential Rertal Reverue: 2242550 231153 2376005 2442514 2510878 2582108
Absorpton & Tumover Vacancy #2134 (154.462) (153,091) (163863 (167.489) (16a512)
Scheduled Base Rental Reverue 220035 2157131 2216514 2278651 234338 2413554
Garage 144000 148320 152770 157353 162073 188935
Carport 25200 2595 %735 27537 28,363 23214
Laundy 25380 25847 %418 27.209 2803 2512
Total Potential Gross Revenue 23%53% 2357054 24228% 2430750 2561 881 263865
Colction Loss L] @7.141) 8.457) 43815) (51.237) 52773
Effective Gross Revenue 2347625 23513 2374378 244053 2510624 258,852
Operating Expenses
Froperly Taes 300,000 303,000 18270 27818 337653 Kl
Insurance 65,000 66,350 63,959 iz 73158 75353
Admirisation 715 2089 21523 22169 22833 23537
Fiepairs 93217 94034 %855 93761 102773 105913
Markeling 33410 34412 e 3508 37503 38731
Salaiiss 167253 167.281 172300 177483 182843 188485
Utilies 78338 78013 80,354 82.764 85274 87.916
Mansgement Fees 93305 92397 94575 97837 100425 103435

o on [Loan iy <757 LV Sowoes and Uses] Frova] Detaied PV Unioveged] Detaa v - Loversged] Propory Summay





Exhibit 2.25b

Bottom portion of Cash Flow tab for 75% L/V Loan
[image: image24.jpg]Year 1 Year 2 Year 3 Year 4 Year 5 ear 6
For e Vears Endng Feb2009 Feb2010 Feb2011 Feb2012 Feb 203 Feb20i4
Total Potential Gross Revenue 23%53 2357054 24228% 2430750 2561 881 263865
Colction Loss L] @7.141) 8.457) 43815) (51.237) 2773
Effective Gross Revenue 2347625 23513 2374378 244053 2510624 258,852
Operating Expenses
Froperly Taes 300,000 303,000 18270 27818 337653 Kl
Insurance 65,000 66,350 63,959 iz 73158 75353
Admirisation 715 2089 21523 22169 22833 23537
Fiepairs 93217 94034 %855 93761 102773 105913
Markeling 33410 34412 e 3508 37503 38731
Salaiiss 167253 167.281 172300 177483 182843 188485
Utilies 78338 78013 80,354 82.764 85274 87.516
Mansgement Fees 93305 92397 94575 97837 100425 103435
Total Operating Expenses 851838 862953 838,630 915153 942568 971158
Net Operating Income 1435787 1446530 1485638 1525782 1,568,056 1614724
Debt Service
Irterest Payments 808534 808534 808534 804300 794543
Fiincipal Payments 151,601 181352
Oiigination Points & Fess 258750
Total Debt Service 106734 808554 808554 955,301 955,301
Leasing & Capital Costs
Freparation Costs 3680 35539 3500 37.702 3444 33597
Leasing Costs 10353 %359 93,246 102225 103933 107115
Sttuctural eserves 22,000 22860 23340 2040 2761 25504
Replacements 44,000 45320 45580 48080 43522 51.008
Total Leasing & Capital Costs 80539 193878 205,856 22047 2672 23224
Cash Flow After Debt Service 3347804 $438.458 471,238 357,53 335,429 1,391,500

But Before Taxes

o Fow [ Loan Summaty - 75% LIV ] Sovtces and Uses], vl Detaled P - Uieveraged] Detalea - Loveraged] Propery Summay]





Exhibit 2.26a  
Top of Loan Summary tab for 75% L/V Loan
[image: image25.jpg]Vear 1 Year 2 VYear 3 Year 4 Vear 5
Far the vears Ending Feb2009 Feb2010 Feb2011 Feb2m2 Feb 203
Minimum Debt Service

Irterest Payments 308534 308534 308534 $304,300 734549

Fiincipal Payments 151,601 161352
Total Minimum Debt Service 808554 808554 808534 955,301 955,301
Fees & Contingencies

Oiigination Points & Fess. 258750

Frepayment Penalies 252431
Total Fees & Contingencies 258750 252431
Reductions & Retirement

Fiincipal Balloon or Cal 12524547
Total Reductions & Retirement 12524547
Total Cash Flow Paid To Lender 1,067,344 308,554 308,534 $EEIT $13832.339

Principal Balance Summary
Beginring Principal Balance
Peiosic Pincipal Reductons
Fiincipal Balloon Payrents

Ending Principsl Balance

Interest Rates
Interest Rate on Principal
Schechled Insrest Rate Paid
Interest Rate on Accrual

Cash Flow Coverage Ratios
Cashto Tota Intrest Charged
Cashto Miimum Debt Service

625%
625%
625%

184.99%
184.99%

625%
625%
625%

178.94%
178.94%

625%
625%
625%

18274%
18274%

625%

183.70%
153.62%

$1297500 12937500 $12337500 12997500 $12.795899
(151.501) (161.352)
(12624547)

$12997500  §1293500  $12337500  $12785839

625%

197.35%
154.04%

Cash Flow L oan Summary - 75% LAV
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Exhibit 2.26b  
Bottom of Loan Summary tab for 75% L/V Loan
[image: image26.jpg]Year 1 Year 2 Year 3 Year 4 Year 5
Far the vears Ending Feb2009 Feb2010 Feb2011 Feb2m2 Feb2m3

Total Fees & Contingencies 258750 252431

Reductions & Retirement

Fiincipal Balloon or Cal 12524547
Total Reductions & Retirement 12524547
Total Cash Flow Paid To Lender 1,067,344 308,554 308,534 $BEI0T $13832.839

Principal Balance Summary

Beginring Principal Balance $1297500 1293500 $12337500 12997500 412795899
Feiosic Pincipal Reductons (151.501) (161.352)
Fiincipal Balloon Payrents (12624547)
Ending Principsl Balance $1297500  §1293500  $12337500  $12785839

Interest Rates

Interest Rate on Principal 625% 625% 625% 625% 625%
Schechled Insrest Pate Paid 625% 625% 625%
Interest Rate on Acerual 625% 625% 625%

Cash Flow Coverage Ratios
Cashto Tota Intrest Charged 18499% 178.34% 18374% 183.70% 197.35%
Cashto Miimum Debt Service 184.99% 178.94% 18274% 153.62% 184.04%

Loan To Value Ratios

Loanto Purchase Price 7m00% 7m00% 7007 7007 2%
Loanto Capialzed Vakie 6487 67.06% 6531% 63591 61157
Loanto Lowest Present Value. a009% s009% s009% s009% 79157
Loanto Highest Present Value o o o o 23

Lenders Yields (IRR)
Base Vield 1o Maluiy 625%
Including Fees & Penaliiss 7.08%
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Exhibit 2.27  
Detailed PV – Leveraged for 75% L/V Loan
[image: image27.jpg]EE—

Farte P of P of P of P of P of P of P of
Aralysis  Year Annusl Cash Flow Cash Flow CashFlow CashFlow CashFlow Cash Flow CashFlow
Peiod  Endng Cash Flow @ 3502 @1000% @1050% @110z @1150% @1200% @1250%
Year 1 Feb2003 $347.804 317,629 $316.185 $314.755 313337 $311.9%2 $310539 $309.159
Year 2 Feb2010 43458 %5673 w2362 353,090 35,962 32678 U353 U643
Year 3 Feb2011 anam 38320 354043 43264 44585 333950 33418 330968
Year 4 Feb2012 35783 2350 244405 2001 2717 231517 27410 2339
Year 5 Feb2013 35423 251188 2553 2002 234668 23453 24377 213435
Total Cash Flow 2010763 1542316 1522531 1503146 1484143 1485530 1447280 1423330
Froperly Resale @ 7.50% Cap 5576427 3542301 3462522 3384891 33338 3235800 3164214 3034521
Value of Equily Interest 5084517 4,385,053 4,883,037 $4.793.487 $4.701.330 4511434 34523311
Flounded to Thousands 45,085,000 $4.985,000 4,883,000 $4.793,000 $4.701.000 $4511.000 $4.524,000
FerUrit 2112 22859 2218 21789 21370 0361 20563
Value of Equily Interest 5084517 4,995,053 4,898,037 $4.793.487 $4.701.330 $4511.434 84523311
Debt Balance as of Mar-2008 12,537,500 12,837,500 12,837,500 12,837,500 12,837,500 12,837,500 12,537,500 12,537,500
Total Leveraged Present Value 18022117 17.522.553 17825537 17.730.887 17638830 17,548,994 17461411
Flounded to Thousands $18022000  §17923000  $17828000 17731000 $17833000 17549000 $17.461.000

Per Uit

81.519

81.465

81.025

80595

80177

73768

73,370
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Exhibit 2.28
Property Summary Tab for 75% L/V Loan
Compare results with answers below

[image: image28.jpg][Timing & Inflation
eporting Feriod March 1, 2008 o Febiuay 28, 2013; 5 years
Inflaton Morif: Anslysis Statt
General Ifltion Rate: 300%

Property Size & Dccupancy

Froperty Size: 220Units
Alemate Size: 208,810 Square Feet

Number of uit ypes: 6

Total Ocoupied Area 201 incividual urits, 31.367%, during fst morih of analysis

Credit & Collection Loss
Methad: Petcent af Potential Gross Revenue
Rate: 200%

Debt Financing

Number of Notes: 1
Beginring Principal Balance: $12.937500
Average Year T Interest Rate: 625%

Property Purchase & Resale

Fuichase Pice: $17.250,000
Resale Method: Capialize Cash Fow Acjusted for Average Preparation Costs and Leasing Costs
Cap Rate: 750%

CapYear Year®

Commission/Closing Cost 376801

Net Cash Flowfrom Sale: 45576427

Prosent Value Discounting

Discount Methact Annusly (Endpoint on Cash Flow & Resale)
Urleveraged Discount Rate: 900%

Urleveraged Present Value: $17.138626 213.00%

Urleveraged Arnusl IR 8i%

Leveraged Discount Rate: 11.00%

Value of Equily Interest $4.793.487 at 1.00%

Leveraged Annual IRR: 1376%

K|
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Property Summary Tab for the 75% L/V Loan

Compare results with Answer Sheet

Property Summary Tab…



Unlevered Annual IRR 
= 
8.84%
(same as before)


Unlevered PV
= 
$17,138,626
(same as before)


Leveraged Annual IRR 
= 
13.76%
(vs. 13.51%)



Value of Equity Interest
=
$ 4,793,487

Exhibit 2.29
Executive Dashboard for 75% L/V Loan
[image: image29.jpg]Executive Dashboard

Froperty Name Willow Brook Apariments Unleveraged Discount Rate 2.00%
Property Type Apartment Unleveraged Present Value $17,138,626
Property Size 220 CapRate 7.50%
Analysis Start March 2008 Calculsted Resale $18.453465
End Date February 2013 Furchase Frice $17,250,000
General Inflation 2.00% Unleveraged IRR 8.84%
General Vacancy Rate 0.00%
Credit & Collection Loss 200%
Net Operating Income $1495787
‘Amount ‘Cash Flow Before Debt Service $1415.148
Hiscellaneous Revenues 093 $195,180
AparmentUnit Expenses 408 5851838
Capital Expenditures 032 $66,000

51,500,000

& Leasing ‘Amount

AparmentUnit Types 6 $2.200.356 1,000,000

larket Leasing Assumptions
3500000

e




NEW MODEL FOR FINANCING OPTION C
To compute expected cash flows for the 85% L/V loan, begin by making a copy of the ARGUS worksheet you just created. 

FILE


Copy



Duplicate File…..



File name:  Willow Brook with Loan Option C
[Save]
ARGUS will ask ‘Do you want to open the newly created file?   

Click [Yes]; then go to the Yield Menu to change the terms of the loan and the required yield on equity.
Yield 


Input


Debt Financing…



[Edit] 
First Lien





Note Name:
85% L/V





Input Currency:
Input




Start Date

Leave blank for analysis start date.




(
Amortize Start 
 
Leave blank to start amortization 




Payment (drop down box)
$103,631.50




% of Price or PV (drop down box)
85




Rate Charged 
7.00




(
Calculate This Note



[Advanced…]



Advanced Debt – First Lien




Rate Paid




Rate on Accrual




Payments





Payments/Year
12





Delay

Leave blank--no delay




Interest Calculation:
USA <end>
Ordinary annuity




Reduction from Cash Flow

Leave default--no reductions in CFs





Reduce
(Interest)   using  0  % of    NOI Less P&I




Other Payments:
No




Call or Balloon:

Leave blank--no balloon




Prepay Penalty
2
2% prepayment penalty




Maximum Draw:

Leave blank--no draw




Points and Fees:
4
2% financing costs and two points



% of Init. Principal (use drop down box)

Financing costs as a percent of the loan.



[OK] 


To exit advanced window menu



[OK]


To exit first lien window



[OK]


To exit debt financing window

Now change the equity investor’s required yield to 13%.


Yield 


Input


Present Value Discounting…..




Advanced Tab




Unleveraged Discount Rates





Cash Flow Rate:
9

Entered by ARGUS.





Resale Rate:
9

Use the same discount rate.




Leveraged Discount Rates





Cash Flow Rate:
13

The levered required yield is 13%.





Resale Rate:
13

On reversion cash flows too.


[OK]
Now recompute the expected cash flows and investor returns.

Reports


Input




Property Level…..



Method of Iteration
Prior to producing any reports, you must "solve"






the analysis.  There are three solution methods:

· 
"Quick Calc"









○
Modified Iteration to Specified Tolerance






○
Full Iteration to Specified Tolerance


[Calculate]



Reports




(
Schedule of Cash Flow from Operations
See Exhibits 2.30a and 2.30b.





Schedule of Expense Reimbursement Revenue




(
Individual Loan & Debt Service Summary
See Exhibits 2.31a and 2.31b.




 
Sources and Uses of Capital--Cash Returns





 
Prospective Resale & IRR Summary





(
Prospective Present Value Summary-Unleveraged





 


-Leveraged
See Exhibit 2.32 on page 50.




(
Property Summary Report




See Exhibit 2.33 on page 51.


Frequency

· Annually





Monthly





Quarterly





Monthly with Annual Sum


[View]

Illustrate the following Report tabs:

Exhibit 2.30a
Top portion of Cash Flow tab for 85% L/V Loan
[image: image30.jpg]Year 1 Year 2 Vear 3 Vear 4 VYear 5 Vear B
For e Vears Endng Feb2009 Feb2010 Feb2011 Feb2012 Feb203 Feb204
Operating Ratios
Tetal Number of Unis 20 20 20 20 20 20
Average Occupancy 941 3 3 3 94.36% e
AugMonthly Rert per Occ Area 090 052 055 0% 100 103
g Morthly Fent per Occ Urit 84694 85632 83033 91512 94074 %7TE
Evpense Ratioto OperatingInc: B29% 37.36% 37432 3743% 754% 786
Expenses per Urit Area 408 413 428 438 451 465
Expenses per Urit 387199 392265 40845 415379 428440 441435
Potential Gross Revenue
Fotental Market Rent 2275200 $2343.456 $2413.760 2485172 $2.560.758 $2637.580
LosstoLease (32650) 1853 7.755) 3658) 49.880) (85474)
Fotential Rertal Reverue: 2242550 231153 2376005 2442514 2510878 2582108
Absorpton & Tumover Vacancy #2134 (154.462) (153,091) (163863 (167.489) (168512)
Scheduled Base Rental Reverue 220035 2157131 2216514 2278651 231338 2413554
Garage 144000 148320 152770 157353 162073 168935
Carport 25200 2595 %735 27537 28,363 23214
Laundy 25380 25847 %418 27.209 2803 2312
Total Potential Gross Revenue 23%53% 2357054 24228% 2430750 2561 881 263865
Colction Loss @791 @7.141) 8.457) 43815) (51.237) 52773
Effective Gross Revenue 2347625 23513 2374378 244053 2510624 258,852
Operating Expenses
Froperly Tases 300,000 303,000 18270 27818 337653 Kl
Insurance 65,000 66,350 63,959 iz 73158 75353
Admiristion 715 2089 21523 22169 22833 23537
Fiepairs 93217 94034 %855 93761 102773 105913
Markeling 33410 34412 e 3508 37503 38731
Salaiiss 167.253 167.281 172300 177483 182843 188485
Utilies 78338 78013 80,354 82.764 85274 87.516
Mansgement Fees 93305 92397 94575 97837 100425 103435
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Exhibit 2.30b 
Bottom  portion of Cash Flow tab 85% L/V Loan
[image: image31.jpg]Vear 1 Year 2 VYear 3 Year 4 Vear 5 Vear B
Far the vears Ending Feb2009 Feb2010 Feb2011 Feb2012 Feb 203 Feb 2014
Total Potential Gross Revenue 23%53 2357054 24228% 2430750 2561 881 263865
Colction Loss @811 @7.141) 8.457) “3815) (51.237) 2773
Effective Gross Revenue 2347625 23513 2374378 2440535 2510624 258,852
Operating Expenses
Froperly Tases 300,000 303000 18270 27818 337653 Kl
Insurance 65,000 66,350 63,959 iz 73158 75353
Admirisation 715 2089 21523 22169 22833 23537
Fiepairs 93217 94034 %855 93761 102773 105913
Markeling 33410 34412 444 3508 37503 38731
Salaiiss 167253 167.281 17230 177483 182843 188485
Utilies 78338 78013 80,354 82.764 85274 87.916
Mansgement Fees 93305 92397 94575 97537 100425 103435
Total Operating Expenses 851838 862953 838,650 915153 942568 971158
Net Operating Income 1435787 1446530 1485638 1525782 1,568,056 1614724
Debt Service
Irterest Payments 1013263 1003054 985,666 %7.022 947,030
Fiincipal Payments 224308 20524 27912 27655 29548
Oiigination Points & Fess. 586,500
Total Debt Service 1830078 1243578 1243578 1243578 1243578
Leasing & Capital Costs
Freparation Costs 3680 35539 3500 37.702 3444 33597
Leasing Costs 10853 %359 93,246 102225 103933 107115
Sttuctural eserves 22,000 2860 23340 24040 2761 25504
Replacements 44,000 45320 45580 48080 49522 51.008
Total Leasing & Capital Costs 80539 193878 205,856 22047 272 23224
Cash Flow After Debt Service (8414530 3474 336254 $70157 $107.752 1,391,500

But Before Taxes
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Exhibit 2.31a
Top of Loan Summary tab for 85% L/V Loan
[image: image32.jpg]Year 1 Year 2 Year 3 Year 4 “ear 5
For e Vears Endng Feb2009 Feb2010 Feb2011 Feb2m2 Feb2m3
Minimum Debt Service

Interest Payments $1.019.269 1,003,054 $985,666 $967.022 $347.030

Fiincipal Payments 2438 20524 257912 27655 29548
Total Minimum Debt Service 1243578 1243578 1243578 1243578 1243578
Fees & Contingencies

Oiigination Points & Fess 586500

Frepayment Penalies %733
Total Fees & Contingencies 536,500 %733
Reductions & Retirement

Fiincipal Balloon or Cal 13,366,851
Total Reductions & Retirement 13,366,851
Total Cash Flow Paid To Lender 1830078 $1.243578 $1.243578 $243578 314877563

Principal Balance Summary
Beginring Principal Balance
Feiosic Pincipal Reductons
Fiincipal Balloon Payrents

Ending Principsl Balance
Interest Rates
Interest Rate on Principal
Cash Flow Coverage Ratios
Cashto Tota Intrest Charged

Cashto Miimum Debt Service

Loan To Value Ratios

700%

148.75%
12028%

700%

144.25%
116.35%

700%

18073%
119.47%

S1462500  §1443B131  $14197668  $13939754  $13863199
(224.309) (240524) (257.512) (276558) (295548)
(13.366.651)

$1443B191  §141STEST  $138TH 1386318

700% 700%
157.78% 188.56%
12269% 128.09%

Cash Flow _Loan Summary - 85% LAY
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Exhibit 2.31b
 Bottom of Loan Summary tab for 85% L/V Loan
[image: image33.jpg]Year 1 Year 2 Vear 3 Vear 4 Vear 5
For e Vears Endng Feb2009 Feb2010 Feb2011 Feb2m2 Feb 203

Fiepayment Penalies %73
Total Fees & Contingencies 586,500 %733
Reductions & Retirement

Fiincipal Balloon or Cal 13,366,851
Total Reductions & Retirement 13,366,851
Total Cash Flow Paid To Lender 1830078 $1.243578 $1.243578 $1243578 914877563

Principal Balance Summary
Beginring Principal Balance
Feiosic Pincipal Reductons
Fiincipal Balloon Payrents

Ending Principsl Balance

Interest Rates
Interest Rate on Principal

Cash Flow Coverage Ratios
Cashto Tota Intrest Charged
Cashto Miimum Debt Service

Loan To Value Ratios
Loanto Purchase Price
Loanto Capialzed Vakie
Loanto Lowest Present Value
Loanto Highest Present Value

Lenders Yields (IRR)
Base Vield 1o Maluiy
Including Fees & Penaliiss

700%

148.75%
12028%

0%
7352%
Nn77%
054

700%

144.25%
116.35%

83707
T484%
8938%
7a31%

700%

18073%
119.47%

3%
77
o789
799%

700%

157.78%
12269%

EEE
6B52%
8307
7857

$1462500  §14438131  $14197868  $13939754  $13863199
(224.309) (240524) (257.312) 276556) (295548)
13.366.651)

$1443B191  §141STEST  $138/TH 1386318

700%

188.56%
128.09%

7a21%
5357
4587
705%

700%
833%

Cash Flow L oan Summary - 85% LAV
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Exhibit 2.32
Detailed PV for 85% L/V Loan
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Exhibit 2.33
Property Summary Tab for 85% L/V Loan
Compare results with answers below

[image: image35.jpg][Timing & Inflation
eporting Feriod March 1, 2008 o Febiuay 28, 2013; 5 years
Inflaton Morif: Anslysis Statt
General Ifltion Rate: 300%

Property Size & Dccupancy

Froperty Size: 220Units
Alemate Size: 208,810 Square Feet

Number of uit ypes: 6

Total Ocoupied Area 201 incividual urits, 31.367%, during fst morih of analysis

Credit & Collection Loss
Methad: Petcent af Potential Gross Revenue
Rate: 200%

Debt Financing

Number of Notes: 1
Beginring Principal Balance: $14662500
Average Year T Interest Rate: 700%

Property Purchase & Resale

Fuichase Pice: $17.250,000
Resale Method: Capialize Cash Fow Acjusted for Average Preparation Costs and Leasing Costs
Cap Rate: 750%
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Prosent Value Discounting
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Urleveraged Discount Rate: 900%

Urleveraged Present Value: $17.138626 213.00%
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Solutions for 85% L/V loan  


Property Summary Tab…



Unlevered Annual IRR 
= 
8.84%
(same as before)



Unlevered PV
= 
$17,138,626
(same as before)



Leveraged Annual IRR 
= 
11.3%
(vs. 13.51% for the 80% L/V loan)



Value of Equity Interest
=
$2,377,985
Exhibit 2.34
Executive Dashboard for 85% L/V Loan
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Froperty Name
Froperty Type
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Hiscellaneous Revenues
ApanmentUnit Expenses

Capital Expenditures

Unit Schedule &
AparmentUnit Types

Harket Leasing Assumptions

Willow Brook Apariments
Apartment

220

March 2008

February 2013

2.00%

0.00%

200%

‘Amount

093 $195,180
408 5851838
032 566,000

‘Amount
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Unleveraged Discount Rate 9.00%
Unleveraged Present Value $17.138626
CapRate 7.50%
Calculsted Resale $18.453465
Furchase Frice $17.250,000
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Which financing option is best?  Take the 75% L/V Loan
Answer:
Cash
75% L/V
80% L/V
85% L/V

Price
$17,250,000
$17,250,000
$17,250,000
$17,250,000

Loan Amount
$0
$12,937,500
$13,800,000
$14,662,500
Equity Contribution (excl. fees)
$17,250,000
$4,312,500
$3,450,000
$2,587,500
Required Yield
9%
11%
12%
13%
PV of Equity Cash Flows
$17,138,626
$4,793,487
$3,671,632
$2,377,985
NPV of Equity Cash Flows
-$111,374
+$480,987
+$221,632
-$209,515
Expected IRR
8.84%
13.76%
13.51%
11.30%
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