Percentage Rent Example
A tenant pays rent at 10.0% of gross sales. The lease is signed on a triple net basis.  You anticipate this year’s gross sales to total $1,000,000.  What is the annual scheduled rent for this year?
 






Answer
Expected Gross Sales	$1,000,000
Percentage Rent Rate	    x 10.00%
Percentage Rent	   $100,000

Consumer Price Index Increase (CPI)
· Example:
· Year 1980 	CPI Index = 82.4
· Year 1981	CPI Index = 90.9
· Increase for the following year = 10.32%
· Overage Rent Example
·  
· A tenant’s base rent is set at $12,500 per month with an overage rent set at 2.5% of gross sales over $8,000,000.  The lease is signed on a triple net basis.  You anticipate this year’s gross sales to total $9,750,000.  What is the annual scheduled rent for this year?
·  
· Answer
· Expected Gross Sales	$9,750,000
· Less:  Overage Rate	-$8,000,000
· Gross Sales Overage	$1,750,000
· Overage Rate	       x 2.5%
· Overage Rent	$43,750
·  
· Base Rent		$12,500 monthly
· 			X 12	
· Annual Base Rent	$150,000
· Overage Rent	+$43,750
· Annual Scheduled Rent	$193,750

Cost Recovery (Depreciation)
· Commercial Properties = 39 years
· 1/39 or 0.0256
· Residential Properties = 27.5 years
· 1/27.5 or 0.0364

· Formula – Comparison Sales (Ro).   Hint - Remember IRV
· Income (NOI) = Rate (Capitalization Rate) X Value (Sales Price)
· Ro Derivation : Divide NOI by the Sales Price
· As risk increases the Ro increases



· GIM: Sale Price/Gross Income
· EGIM: Sale Price/Effective Gross Income
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Overage Rent Example 
A tenant’s base rent is set at $14,500 per month with an overage rent set at 2.5% of gross sales over $9,000,000. The lease is signed on a triple net basis. You anticipate this year’s gross sales to total $10,500,000. 
What is the annual scheduled rent for this year? 
Expected Gross Sales 		$10,500,000
Less: Overage Rate 		$9,000,000
Gross Sales Overage		$1,500,000
Overage Rate			x 2.5%
Overage Rent			$37,500.00 

Monthly Base Rent		$14,500 
X 12 
Annual Base Rent 		$174,000
Overage Rent			+ $37,500 
Annual Scheduled Rent 	$211,500.00
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· Corner to Interior
· From #4 to #3
· -40%
· Interior to Corner
· From #3 to #4
· +66.7%
· M-1 to C-2
· From #5 to #4
· +25%
· C-2 to M-1
· From #4 to #5
· -20%
· 1.0 acres to 0.5 acres
· From #4 to #1
· -28%
· 0.5 acres to 1.0 acres
· From #1 to #4
· +38.9%

· What is the value of Lot 6? (Use Sale #5)
· Adjustments
· Corner to Interior (-40%)
· $100,000-40%=$60,000
Or 
· Old =$100,000
· % Change = -40
· Solve for New = $60,000
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You found two sales to perform a Paired Sales Analysis (Matched Pair Analysis). Both sales are similar except for one attribute. Sale 1 sold for $110.40 per square foot one year ago while Sale 2 just sold for $113.93 per square foot. What is the percentage adjustment associated with this sale pertaining to market conditions (date of sale)? In other words, as a percentage, how much did the market increase during this period of time?

Answer on Screen 3.1975 or 3.20% Mathematical Solution New – Old / Old In this case, the amount of increase is being determined. How much did the market increase in one year. We want to know how much the market increased From (Old) one year ago To (New) today. The Old is the original price and the New is the most recent price. $113.93 - $110.40 / $110.40 = 0.0320 or 3.20%.


You want to know how much the consumer price index (CPI) changed from 2017 to 2018. The CPI in 2017 was 245.120 and the index in 2018 was 246.377. What is the percentage change during this period of time?

Answer on Screen 0.5128 or 0.51% Mathematical Solution New – Old / Old In this case, the amount of increase is being determined. How much did the CPI increase in one year. We want to know how much the market increased From (Old) one year ago To (New) today. The Old is the original price and the New is the most recent price. 246.377 – 245.120 / 245.120 = 0.0051 or 0.51%.
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2. What are the following adjustments? 
 From Corner to Interior 
 From Interior to Corner 
 From M-1 to C-2 
 From C-2 to M-1 
 From 1.0 acre to 0.5 acre 
 From 0.5 acre to 1.0 acre 
3. What is the value of Lot 6?

1. What are the three differing characteristics? Corner vs. Interior Block Parcels Zoning (M-1 vs. C-2) Land Size 
2. What are the % adjustments for each factor? 
Use Percent Change  Old  New  % Change
◦ From Corner to Interior #4 (old) to #3 (new) = -40.0% 
◦ From Interior to Corner #3 (old) to #4 (new) = 66.7% 
◦ From M-1 to C-2 #5 to #4(new) = 25.0% ◦ From C-2 to M-1 #4(old) to #5 (new) =- -20% 
◦ From 1.0 acre to 0.5 acre #4 (old) to #1(new)= -28% 
◦ From 0.5 acre to 1.0 acre #1(old) to #4(new)= 38.9% 3. 
A. What is the Value of Lot 6? (Use Sale #5)  Adjustments 
◦ Corner to Interior (-40%)  $100,000-40%=$60,000 Or  Old =$100,000  % Change = -40  Solve for New = $60,000 B. What is the Value of Lot 6? (Use Sale #3)  Adjustments 
◦ C-2 to M-1(-20%)  $75,000-20%=$60,000 Or  Old =$75,000  % Change = -20  Solve for New = $60,000
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2. What is the percentage adjustment for each characteristic? 
3. What is the value of Lot 6? 
4. What is the value of Lot 1
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You have the apportunity to buy a 5 acre parcel ofland. You think that you
can subdivide the property nto three los and immediately sel al thee lols
or $100,000 each. The following expenses are projected

~ Projected Sales Price
* 3Lots $100,000

- Costs
+ Development Contract 120,000
+ Sales Commissions 530,000
+ Financing Charges 515,000
- Taxes 55,000
+ Developer's Profit 545,000

How much can you afford to pay for the land?
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Gross Sales as Finished Lots
Development Costs

Sales Commissions & Expenses
Financing Charges

Taxes

Profit

Total Expenses

Residual to Land

Unit Value

$300,000
(§120,000)
(830,000)
(815,000)
(85,000)
(845,000)
($215,000)
$85,000

$85,000 +5acres I
$17,000/acre
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You have the opportunity to buy a parcel of land with a fine view. You think that you can subdivide the
property into seven lots and immediately sellfour lots for $125,000 each and three lots for $110,000
each. The following expenses are projected.

Rezoning and planning charges $12,000
Design engineering, 5% of development contract
includes plans, specification and site supervision
Development Contract $119,000
Plans, permits, and inspection 59,000
Sales expense 7% of retail sales.
Developer's overhead, profit, and contingencies 22% of retail sales
Question:

How much can you afford to pay for the land? (Assume all lots wil be sold immediately upon availability)

Find Sales Income

Indicated Lot Gross Sales.
4 lots@ $125000 = $500,000
3 Llots@ $110000 = _$330000

Total Sales Income $830,000
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Find Total Expenses

Development Costs
Rezoning and planning $12,000
Design engineering 5% of $119,000  $5950
Development Contract $119,000
Plans, permits, and inspection $9,000
Sales expense 7% of $830000 $58,100
Developer's overhead 22% of $830,000 _$182,600

Total Development Costs

$386.650

Maximum Land Price

‘Maximum Land Price
Total Sales Income $830,000
Less: Total Development Costs ($386,650)

Land Value Maximum 443,350
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A developer has 9.90 acres to develop.

Assume the following:
© Development percentage 70%
° Average ot size 10,000 square feet
© Absorption rate 6 lots per month
© Appreciation rate 0.25% per month
© Marketing costs 4.5% of gross sales
© Closing costs 1.0% of gross sales
© Lot Value $150,000
© Tax Exemption 0%
© TaxRate 1.5%
© Total Construction Costs $1,500,000 (Paid in Time 1)
° Profit 20.0% of gross sales
© Discount rate 10.0% annually (0.833% per period)

©  The discounted cash flow is to be presented on a monthly basis.
©  Assume all transactions occur at the end of the month.

Questions:
A)  How many net developable acres and square feet does the developer have?
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B)  How many lots can be developed?

C)  Whatis the monthly property tax per lot?

D)  Whatis the total land value?
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A)  How many net developable acres and square feet does the developer have?

Total acres 9.90
Development %

Net Developable Acres

6.93 Net Developable Acres

x43560  Square Feet per Acre
301,871 square feet

B)  How many lots can be developed?

301,871 square feet
0,000 square foot lot size
30.19 lots

Rounded to 30 lots

C)  Whatis the monthly property tax per lot?

Lot Value $150,000

Residential Exemption x100%

Taxable Value $150,000

Tax Rate x.0150

Annual Tax per Lot $2,250.00
12

Monthly Tax per Lot $187.50
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D)

the total land value?

Subdivision Analysis - Discountod Cash Flow (DCF)

[ASSUMPTIONS
Wonth | Woni Tonth Tonth Tonih Tonth
o 1 2 3 I3 5
[RESrption (s per month] 0]
lCots 0]
[Average Lot Price S 150,00000 [ S 150,375.00 | § 15075004 | § 151, 12781 § 16150563
[Annual Appreciation Rate 5.00%]
[Rppreciation Rate Per Period 12] 025
[Consiruction Costs Per Lot § 0000
[Marketing Cost %]
[Closing Costs 0%
[Property Tax Cost Per Lot Per Vear L ) I ) M P
[Property Tax Cost Per Paiiod R I A Stesad] — Siwasi] 31039
[Unsold Lots. w0
[Entrepreneural Profi 20.0%]
[Ronual Discout Rate 00|
[Discount Rate Per Perod R —
NCOWE
Tots Remainig 0 2| 18] 12] E q
Tots Soid q ol 5l o o o
Gross Sales Revenue S900000] 5002250 _§904506] _So06.767] _ 5906.034
[costs
ConsTrisTon Costs 0] _G7500,000] ) 0 50 £
Warketing Commission Costs S0 (se0500] (#0601)| (A0 703 (540,805 (5007)
Propery Tax Costs 50| @625 (4511 _ (a.392) _ (22o7] _ (51.130)
Ciosing Costs. S0| (50000 (s9023] _(s0.085) (s9.068] (59.090)
Proft S0|(5180,000) (5180450 (S180.007)| (5181353 _(1871.807)
[Total Coss. 0| (51.735,125)]__(5234,565)] _(5234.001)] _(s230.490)] _(5232.940)
INET SALES PROCEEDS S0| (3835125 seere5|  Ser0.46s | ser3zra| sere.oes
INET PRESENT VALUE 51,782,339
[Rounded To $1,780,000)
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A developer has 11.75 acres to develop.

Assume the following:
©  Development percentage 75%
° Average ot size 15,000 square feet
© Absorption rate 5 lots per year
© Appreciation rate 4.0% per year
© Marketing costs 4.5% of gross sales
© Closing costs 1.0% of gross sales
© Lot Value $200,000
© Tax Exemption 0%
© TaxRate 1.0%
© Total Construction Costs 2,125,000 (Paid in Year 1)
° Profit 15% of gross sales
© Discount rate 9.0% annually (9.0% per period)

© The discounted cash flow is to be presented on a yearly basis.
© Assume all transactions occur at the end of the year.

Questions:
A). How many net developable acres and square feet does the developer have?
B). How many lots can be developed?

C). What s the annual property tax per lot?

D). What is the total land value?
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A)  How many net developable acres and square feet does the developer have?

Total acres 175
Development % x75%
Net Developable Acres ~ 8.81

881 Net Developable Acres
x43560  Square Feet per Acre
511,830 square feet

B)  How many lots can be developed?

511,830 square feet
5,000 square foot lot size
25.59 lots

Rounded to 25 lots

C)  Whatis the monthly property tax per lot?

Lot Value $200,000
Residential Exemption x100%
Taxable Value $200,000
Tax Rate x.0100

Annual Tax per Lot $2,000.
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D)  Whatis the total land value?

Subdivision Analysls — Discounted Cash Flow (BCF]
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Land or Site Valuation

Using Percentage Adjustments - Sample Problem 1

F2) 2 [
Just Sold | Just Sold
0.50 acre. NA | 1.0acre
$90,000 | $125,000 E
el
7
7 # K
Just Sold |
1.0 acre 1.0 acre NA
$100,000

1. What are the three differing characteristics?
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Using Percentage Adjustments - Sample Problem 2

T 7 = 7
3yearsago. Current
15,000 SF S50000 | 10000SF | S115.000
- 10,000 SF 10,000 SF g
: Levi Avense 5
% % w " i
3 years ago 3 yearsago.
100000 | 10,000 SF 585,000 Not for Sale
| 10000 SF 15,000 SF

1. What are the three differing characteristics?
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1. What are the three differing characteristics?

Market Conditions (date)
Size
Street Location (comer vs. interior)

2. What are the % adjustments for each factor?

Date
Lot5— Lot
$100,000 to $115,000 = 15% / 3 years = 5% per year

Size

Lot 2 Lot 7 (small to big)
$80,000 to $88,000 = 10%
Lot 7 — Lot 2 (big to smal)
$88,000 to $80,000 = 9.00%

Street Location
Lot 5o Lot 2 (corner to interior)
$100,000 to $80,000 = -20%
Lot 2to Lot 5 (interior to corner)
$80,000 to $100,000 = 25%
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3. Whatis the value of Lot 67

« Interior
-+ 10,000 SF
-+ Current

Lot 2is similar, except for date (3 years ago to current)
$80.000 + 15% (5% per year) = $92,000

Lot 4is similar, except for street location
$115,000 - 20% = $92,000

4. What s the value of Lot 17

-+ Comer
-+ 15,000 SF
+ Current

Lot 4is similar, except for size (small to big)
$115,000 + 10% = $126,500

Lot 7is similar, except for date (3 years ago to current) and street location
88,000 + 15% = $101,200 (date)
+20% = $121,440 (street location)
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Cash Equivalency — Example 1
A buyer recently purchased a property for $175,000. The terms were 20 percent down
and the remainder was seller financed at 7.0% for 25 years (monthly payments). In

researching the current market, a typical loan can be financed with 20% down and a
10.0% interest rate.

A Whatis the cash equivalent sale price?

B. Assume thatthere is a 10 year balloon payment due after 10 years. Whatis the cash
equivalent price?

Cash Equivalency — Example 1 — Answer
A._What is the cash equivalent sale price?
PV = 140,000
i 7.0%
N= 300 (25 years)
pmt= (989.49)
Then leave everything the same and ..

i=  10.0%
—PV=108,890.73
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Find FV after 10 years...

120 (10 years)
S>FV= (110,086.75)
Find PV at a 10% interest rate
10.0%
115,542.74

Add down payment to get total cash equivalent value

$115.542.74

#835,000.00
$150,542.74

B. Assume a 10-year balloon ient. What is the cash equivalent price? (Lo
Method — Not Preferred- | would only use if you don’t understand the Preferred

Method shown below. This method calculates the components individually and
then sums them up

PV= 140,000
7.0%

300 (25 years)
—pmt= (989.49)





image22.png
B. Assume a 10-year balloon payment. What is the cash equivalent price? (Preferred
Method. methods stacks the calculations and discounts the components together

7.0%
300 (25 years)
(989.49)
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Then find PV after 10 years...(This is the PV of the cash flows discounted at the market
rate)
10.0%

120 (10 years)
74,875.93

Then find the remaining balance (FV) after 10 years...

PV= 140,000
i=  7.0%

300

(989.49)

120 (10 years)
(110,086.91)
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Then find the present value (PV) of the remaining balance...(This is the PV of the Loan

Balance discounted at the market rate)

FV= (110,086.91)

i= 10.0%

120 (10 years)
SPV= 40,666.87

Total
PV of cash flow payments for 10 years
PV of the remaining loan balance in 10 years
Down Payment (this is a PV)
Cash Equivalent Value

$74,875.93
$40,666.87

$35,000.00
$150,542.74
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CPI INDEX Problem    You purchased a property 15 years ago for  $500, 000. The leas e called  for first period  rents of $100,000, annually, payable at the end of the year with a guaranteed increase in  rents of at least 10% each five years, or an in crease set by a prominent national index,  whichever was higher. Your object ive w as to earn 15 % of the  investment. You have just  received an offer for $700,000. At the time the property was purchased, the index was  300. Index for the second period was 350.  for the third period was 360 and the fourth  period 400.   a.   What is the indicat ed IR R?   

Year 0  Ye ars 1 - 5  Y ears 6 - 10  Years 11 - 15  Year 16  

  ($500,000)             $100,000    $116,670       $128,337    $142,595.24   +  $700,000   $842,595.24  

  Index     % Adjustment    300     -     350     16 .67%   360     2.86%   400     11.11%     = an IRR of  21.8%     b.   Did you make your IRR requiremen t of 15%?                  Yes .                    
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Percentage Adjustment  Calculation  Examples     You  found t wo  sales to perform a  Pai red Sales  Analysis (M atched  P a ir  A nalysis ).  Both   sales are similar ex cept for one attri bute. Sale 1   so ld for $11 0.40   per s quare foot   one  yea r   ago   wh ile  Sale 2  just  s old for $11 3 . 93   per square foot. What is the percentage  adjustme nt associated with   this sale   pertaining to  market conditions (date of  sale) ?   In  other   words,  as a percenta ge,  how mu ch di d the market increase during this period of  time?   .   Ca lculator   Ex amples     10BII +     110.40         113.93           Ans wer on Screen     3.1975 or 3.20 %   
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