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Valuation Approach

The appraisal method employed for warehouses and automotive properties is the direct
capitalization of market net operating income. Direct capitalization is widely used in
mass appraisal and achieves good results while being relatively straightforward.

The analysis starts with estimating the market rents and vacancies for each property.
Typical rental agreements for warehouse and automotive properties are 'net’. With net
rents, the tenant is responsible for paying all the costs associated with occupying the
property such as property taxes, insurance, utilities, routine maintenance, property
management, etc.

The only expenses that are not passed on to the tenant are the costs associated with
periodic replacement of major bullding components (such as roof cover or replacement
of heating equipment) and costs that cannot be passed on to tenants due to vacancy. In
valuation terminology, the first is a “"structural allowance”, and the second is a “non-
recoverable expense”.

Once market rents, vacancies, and expenses are determined, a net operating income
(NQY) is derived for each property. The NOI is then compared to sales prices, and the
sale price is expressed as a percentage of the net operating income.

Each valid sale is analyzed in this manner; then market groups defined and a typical
capitalization rate is determined for each market segment. Because market rents,
vacancies, and expenses are an integral part of the process, capitalization rates may
vary when different market rents, vacancies, or expenses are employed.

Excluded from the analysis are partially completed buildings and those where there is a
significant amount of deferred maintenance. There are a relatively large number of
sales, so it is more practical to focus the analysis on those sales that are least likely to
provide a distorted indication of capitalization rates.

Once typical capitalization rates are determined, they are used to value warehouse or
automotive property where realistic market rents, vacancies, and expenses can be
estimated.

Using direct capitalization rates in mass appraisal is straightforward when net rents are
typical in the marketplace. When net rents are used, the influence of expenses in
estimating net operating income is small. Direct capitalization rates are part of the
common “language” of commercial real estate and refiect the rates of return negotiated
by buyers and sellers. Ultimately, it is sales transactions that indicate capitalization
rates.
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MRA Rent Model Summary

WAREHQUSE_AUTO RENT MODEL

Assessment Year 2013
S/t
Base Rent 6.92
Adjustment
Amount | Count
Market Area 1 (30023 30016 30017 30114 30032 30006 30007
30020 30021 30024 30026) Base 0.00 727
Market Area 3 (30001,30003,30005, 30018,30102,30110, 30008,
30012) 1.49 35
Market Area 4 (30002,30013,30028, 30030, 30027,30029, 30104,
30103, 30113, 50002) -0.88 61
| Site Coverage < = 80% | 0.00 | 889
| Age <1985 {0.00 [ 731
| WH/Flex, WH/Office, Combination, Fitness club, Automotive | 0.00 | 846
[ Leasable Area < 20,000 ft* [ 0.00 [ 879
Ratio Statistics for Market Rent / Contract Rent Summary
Number of rents 906
Mean 1.08
Median 1.04

Note the median ratio of the contract rent to the market rent is 1.04, indicating that the

rental model successfully reflects typical market rents.
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Vacancy

When investors purchase property, they gather information on historical and current
trends and make judgements about the short to mid-terrn expectations. Because
vacancies have a direct impact on the bottom line, vacancies are a key component of
these considerations. A prudent buyer will not project near zero vacancies into the
future, as it is realistic to expect that very low vacancies will spur increases in supply
which will ultimately increase vacancies.

Similarly, if there is a general trend towards lowering vacancy rates, a purchaser will not
base a purchase primarily on unusually high vacancies at any point in time. The above
considerations essentially describe the process of stabilization. This is an area of
valuation judgement.

The Assessment Branch annually sends requests for information from commercial
property owners and managers. These queries include data on tenants, rents, property
income and expenses, and vacancies. Both actual annual vacancies and vacant space,
as of December, are asked for.

In 2007, 2008, and 2009, fully owner occupied properties were excluded from the
survey. In 2010, all properties regardless of occupant type were canvassed. The
response rate from our 2010 property survey by location was 93%. The response rates
are very high, therefore the results are reliable.

Vacancies are employed in the income approach in order to arrive at a stabilized current
estimate of net operating income. The assessor should not be overly optimistic or
pessimistic in estimating a stabilized vacancy rate. It is generally acknowledged that
unusually low vacancies will encourage development, and this will increase rates.

Accordingly, a minimum vacancy percentage of 2% will be used. The stabilized
vacancy rates will be the greater of the average of the December 2009 and 2010 City
rates, or 2%. The amounts are rounded. The stabilized rate used in the income
approach is as follows:

AO Nbhd Vacancy

30005, 30006, 30014, 30016, 30017, 30020, 30021, 30023,
30024, 30026, 30027, 30028, 30029, 30030, 30100, 30102,

30103, 30106, 30108, 30112, 50002 2%

30001, 30004, 30007, 30013, 30105, 30109, 30110, 30113,

50000, 70102 3%
18
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Expenses

With net rents, the tenant is responsible for paying all the costs of occupying the
property. The only expenses that are not passed on to the tenant are costs associated
with periodic replacement of major building components (such as roof cover or
replacement of heating equipment) and costs that cannot be passed on to tenants due
to vacancy. In valuation terminology, the first is a “structural allowance”, and the second
is 2 “non-recoverable expense”.

Structural Allowance

A structural allowance is normally provided in real estate valuations to account for
periodic replacement of major building components. Considering the life span and cost
of roof cover and heating equipment, an allowance of $0.20/ft? per year is applied.

Non-Recoverables

Tenants in warehouse and automotive properties typically directly pay for utility,
grounds, and building maintenance costs. This means that property owners and
managers of rented properties have very limited information on those expenses. In
order to obtain reliable data on the full range of costs, owner occupants were surveyed
for their 2010 annual operating expenses. MNon-recoverable expenses may also be
known as the occupancy cost.

A total of 434 properties reported a 2010 expense amount. In order to ensure that
actual costs were not understated, only data where the stated amount was greater than
zero was included in the analysis. The non-recoverable or occupancy costs for this
property type are $5.20/t%.

Sales

Once market rents, vacancies, and expenses are determined, a net operating income
(NOI) is derived for each property based on this analysis, The NOI is then compared to
sales prices, and the sale price is expressed as a percentage of the net operating
income.

Each valid sale is analyzed in this manner, then market groups defined, and a typical
capitalization rate determined for each market segment. Because market rents,
vacancies, and expenses are an integral part of the process, capitalization rates may
vary when different market rents, vacancies, or expenses are employed.

There were a total of 104 warehouse sales that occurred between 2008 and 2010 that
were used in a capitalization rate analysis. The 104 sales represent approximately 8%
of the inventory.
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