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Purpose of Session

Real estate markets have changed and
values have fallen. The future will be quite
different from the past due to many factors
and the purpose of this session is to
identify what has changed. How you
should account for those changes in the
appraisal process and how you should
change your business model will be
discussed and debated in detall.




Purpose of Session

Value versus Price

Past information/data versus reasonable
expectations of future conditions

Darwinism EXxists in Business

Appraisal Business Viablility / Sustainabllity



JAAO Standard 6:
Ratio Studies



Ratio Study Standard

Standard 6 of the International Association
of Assessing Officers: Ratio Studies

Basic Statistics

Data Distributions

Statistical Tests for Equal Treatment
Nonparametric versus Parametric Tests



Basic Statistics

e Can be used to describe data
e Can be used to evaluation data

e Can be used to compare data



Data Distributions

e Four moments of distributions
— Central tendency

— Mean, median, mode
— Dispersion
— Variance, absolute deviations

— Skewness
— Data “packing”

— “Talls of distributions”
— kurtosis







Statistical Tests: Equal
Treatment of Data Groups
* Nonparametric versus Parametric Tests

* Mann-Whitney or Wilcoxon test

» Nonparametric test of differences in central
tendency

e student t-test

» Parametric test of differences in central
tendency

 The data will determine which one to use



Price versus Value

Fee Simple versus
| eased Fee



Economic Law of One Price

* Price of what?
* Value of what?

— Rights and obligations of ownership?
— Value of financing in price paid?

— Likelihood of current leases continuing?



Price versus Value

* Price is what’s paid for an asset

» Leveraged assets include some amount of
financing value that needs to be addressed in
determining the net value of the real estate asset
from the price paid for the whole asset purchased

* Value is the worth of an asset

 Whatis the true likelihood of current leases
continuing?

« Houston Example: 1999 Leases




Leased Fee versus Fee Simple

 Leased Fee Value

« A “bond” approach to valuation

* Present value of the leases at their risk-adjusted
rate of return plus the residual value of the real
estate at termination

« Can differ from fee simple (market) value

* Fee Simple (Market) Value

- Market rents, vacancies, collections, operating
expenses and discount/capitalization factors

« “Typical” value that the marketplace deems
reasonable




Leased Fee versus Fee Simple

 Leased Fee Value — Price Paid

» Depends on the asset’s particular lease terms
« Will contain some financing price/value

* Fee Simple (Market) Value
* Depends on market lease terms
« Does not contain financing
« Example of price paid with debt
— Does debt affect market value?




Summary and
Closing
Statements



Summary and Closing Statements

 Real estate markets have had some needed down time
from the frenzy of the early part of this decade.

- Everyone needs to evaluate alternatives wisely because
opportunities exist today and more will become apparent
once prices reset to realistic levels (8% cap rate for
Apartments; 10% cap rate for office; 10-11% for
Industrial/warehouse, etc.)

« Everyone needs to realize that it will take about 6 to 9
months before any significant transaction volume will
resume (say, to 2004 or 2005 levels).




Questions and Answers

The time to ask IS now.

Tomorrow will be too late!



