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ALLOC TTON OF VALUE

of  the or ig ina l  bu i ld ing.  In  other  words,  the combinar ion of  the new construct ion a long wi th
the renovation of the exist ing structure wil l  reduce the effective age of the structure to about
one-half of i ts chronological age.

The amount of depreciation which wil l  be inherent in the subject improvements is abstracted
from comparable sales. One sale in part icular, the 1986 sale of the Parkade, provides the best
evidence of the rate of loss suffered by this type of property. In analyzing that sale, the vatue
of the improvement at the t ime of sale was compared with i ts estimated replacement cost new.
At the t ime of sale the building was chronological ly 2O-years old; however, a combination of
deferred maintenance and local economic factors produce an effective age of 30-years. The
average rate at which overal l  depreciation accrued in this property was 2.57yo per year.
Applying this rate of accrual to the subjects l0-year effective age indicates overal l  depreciation
in the subject at about 25o/o. I t  is noted that most comparable sales analyzed in thls fashion
have produced rates of depreciation accrual between Z.Tyo and 3.0o/o per year.

Based upon this analysis, the value of the improvements in this investment are considered to
be:

On the fol lowing pages are printouts of the calculations leading to the indications of
contributory land value developed in the three valuation scenarios. i t  is reemphasized that this
analysis is based upon a "market value" analysis of the project which produces signif icantly
lower estimates than developed in the "investment value" analysis. The primary differences
relate to the use of a higher discount rate and to providing for the payment of propeny taxes
on the improvements.  In  each analys is ,  the bui ld ing va lue is  shown to be $12,000,000.  The
capital ization rate to the improvements varies from 12.33% to 12.58% tvhereas the
capital ization rate to the land is constant at l0%. The results show a wide variat ion in
contributory land value, which is caused by the variat ions in the assumptions applied to the
different scenarios.

CONTRIB UTORY LAND VALTIES

Replacement Cost New
Less Overall Depreciation at 25o/o

Current Improvement Value

Best Case Scenario
Moderate Case Scenar io

Worst Case Scenario

$ 16,000,000
-$4.000.000
$ 12,000,000

$ 1 3 , 5 7 9 . 4 5 0  $ 1 1 6 . 7 2 l s q . f t .
S 10,  I  12,160 $86.92isq. f t .
$2,862,640 524.61lsq. f t .
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