[image: image1.wmf]401

,

352

,

39

$

154873

.

0

/

55

.

625

,

094

,

6

845127

.

0

55

.

625

,

094

,

6

1

.

1

124864

.

1

55

.

625

,

094

,

6

1

.

1

)

04

.

1

(

1

.

1

532

,

566

,

2

1

.

1

011

,

456

,

2

1

.

1

250

,

350

,

2

3

3

3

3

2

=

=

´

+

=

´

+

=

´

+

+

+

=

Value

Value

Value

Value

Value




Principles of Real Estate

Sample Second Exam

1. An office building has 250,000 square feet of leaseable space and a parking lot with spaces for 1500 cars.  The annual market rent for office space is $14 per square foot and the parking spaces rent for $25 per month.  Vacancy and collection losses are 15% of gross potential income and operating expenses are 30% of gross effective income.  This property's net operating income is expected to increase 4.5% per year for the next three years.  Estimate the market value of this office building by discounting expected future before debt, before tax cash flows if typical investors hold office properties for three years, discount before debt, before tax cash flows at 10% annually, and expect office property values to appreciate 4% per year for the three year holding period.   (20 points)  

Year:




1


2


3

Rent 
 
($14 x 250,000)

$  3,500,000

Parking
(1,500 x $25 x12 )

       450,000

Gross Potential Income

    3,950,000

Less Vacancy @ 15%


     (592,500)

Gross Effective Income

    3,357,500

Less Operating Expenses @ 30%         (1,007,250)



Net Operating Income


    2,350,250

      2,456,011

      2,566,532
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2.
The reproduction cost for a five year old office building with 130,000 square feet of leasable space is $92 per square foot.  The site is valued at $1,750,000.  Estimate the value of the property if:



a)
physical curable depreciation is $ 975,000



b)
physical incurable depreciation is computed using the straight line method for an improvement initially have a 40 year life,



c)
the rent loss due to functional depreciation is $32,500 annually, 



d)
the rent loss due to economic depreciation is $15,500 annually, and



e)
annual revenue losses in c) and d) are discounted at 10% annually.  (20 points)

Reproduction Cost New
$ 11,960,000


less physical curable depreciation
- 975,000

Adjusted reproduction cost new
10,985,000


less physical incurable depreciation
- 1,373,125


[  (1/40) x $ 10,985,000 x (5 years) ]


less functional depreciation
- 313,435


less economic depreciation
- 149,484

Estimated Building Value
9,148,956


plus site value
1,750,000
Property Value 
$  10,898,956
3.
An office building has 150,000 square feet of leaseable space and a parking lot with spaces for 750 cars.  The annual market rent for office space is $24 per square foot and the parking spaces rent for $25 per month. Vacancy and collection losses are 12% of gross potential income and operating expenses are 30% of gross effective income.  A similar office property in the same submarket recently sold for $37.5 million.  This property had 200,000 square feet of leaseable space and parking for 1,000 cars.  The market rents, parking revenue, vacancy loss and operating expenses for the comparable property are the same as they are for the subject property.  Estimate the market value of the subject property by capitalizing NOI using a market determined cap rate.

Subject Property

Rent 
($24 x 150,000)
$  3,600,000

Parking
(750 x $25 x12 )
       225,000

Gross Potential Income
    3,825,000

Less Vacancy @ 12%
     (459,000)

Gross Effective Income
    3,366,000

Less Operating Expenses @ 30%      
   (1,009,800)



Net Operating Income    
2,356,200



Comparable Property

Rent 
($24 x 200,000)
$  4,800,000

Parking
(1000 x $25 x12 )
       300,000

Gross Potential Income
    5,100,000

Less Vacancy @ 12%
     (612,000)

Gross Effective Income
    4,488,000

Less Operating Expenses @ 30%      
   (1,346,400)




Net Operating Income    
3,141,600


Market Cap Rate  =  3,141,600/37,500,000   =   0.0838


Subject Property Value  =  2,356,200/0.0838  =  $28,116,945
4.
You want to estimate the value for a single family detached house using the market 
comparison approach.  One of your comparable properties was sold with the seller 
taking back a second mortgage for $75,000 for 5 years at 4% annual interest when the market rate was 8%.  How much should you subtract from the sales price of this comparable property to adjust for the non‑market financing terms (within $1 and assume the buyer makes monthly payments on the loan). 

Monthly payment at market rate of interest
$ 1,520.73

Actual monthly payment
1,381.24

Monthly subsidy
139.49

PV of subsidy discounting at the market rate
6,879.45
5.
Estimate the market value of a single family detached residence using the market comparison approach with three comparable properties.  Information on the subject property and on each of the three comparable properties follows: 

                         SUBJECT              COMPARABLE   PROPERTIES 

                         _______          _____________________________________ 



      1
      2
      3 

Sales Price
    ?
$250,000
$340,000
$285,000 

Sales Date
current
3 mos. ago
one year ago
6 mos. ago 

Interior Space
2,800 sq.ft.
2,200 sq.ft.
3,000 sq.ft.
2,750 sq.ft. 

Lot Size
10,000 sq.ft.
8,500 sq.ft.
12,500 sq.ft.
9,500 sq.ft.  

Year Built
1982
1965
2000
1973 

# Bathrooms
3
2.5
4
3.5 

Pool
Yes
No
Yes
No 

Location

similar
8% premium
4% discount 

Financing:

market
market
market 

Single family detached properties of this type have been appreciating at the rate of 0.5% per month over the last year; interior living space trades for $70 per square foot; each year of age subtracts 0.8% of property value; exterior lot space trades for $7.50 per square foot; and swimming pools trade for $15,000.  Finally, an additional full bathroom adds $15,000 to the market value of the property.  Estimate the market value of the subject property using a 25% weight for the first comp; a 35% weight for the second comp; and a 40% weight for the third comp.
              





COMPARABLE   PROPERTIES 



      1
      2
      3 

Sales Price
    $250,000
$340,000
$285,000 

Sales Date Adjustment
+3,750
+20,400
+8,550
Date Adjusted Price
253,750
360,400
293,550
Amenity Adjustments


Interior Space
+42,000
-14,000
+3,500



Lot Size
+11,250
-18,750
+3,750

Year Built
+34,510
-51,898
+21,136

 # Bathrooms
+7,500
-15,000
-7,500

 Pool
 +15,000
0
+15,000

 Location
      +        0
-28,832
+11,742
Amenity Adjusted Price
364,010
231,920
341,178
Weight
0.25
0.35
0.40
Subject Property Value
$308,646
� EMBED Equation.3  ���
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