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Macro Economic Conditions Value

Capital Markets

| |

Local Economic Market Conditions

Space Markets Demographics and Trending

CRE Cycle

www.dividendcapital.com

Revised Cycle
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Core Inflation
2001 - 2013

Relevant Economic Indicators/Markets

Inflation Estimates

Bloomberg News

10 Year Treasuries 2000 - 2013

Relevant Economic Indicators/Markets

Another Benchmark 40 year average

10 year treasury bonds

Core Inflation

10 year average

Key Questions

How do | get a reliable,
defensible valuation
without ample historical
data?

How much data is enough
data?
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Comparable
Sales

Capitalization Rates Discount Rates

How far away, and how far back can | go in search of market
derived comparable sales, cap rates and discount rates?

A Tale of Two Markets

Value Comparable Sales

Capitalization Rates

Discount Rates
Discounted Cash Flow
Band of Investment
Return on Investment
Cash on Cash

Opinion of Value
Certified Appraisal

Real Time Supply/Demand

Valuation Methodologies Capitalization Rates

The relationship
between a property’s
NOI and its price.

Derived from the
marketplace, used as an
indicator of value.
Based in comparable
sales




Cap Rates, National
1t and 2" tier
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Cap Rates, National
Large sample, 15t and 2 tier

Cap Rates by Region

Office Industrial

Small Sample

Where are US markets
and product types based on RE Cycle?

www.dividendcapital.com
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2012 Office, Q4

© 2012 Property Type

>

Applying discount rates to projected data

E?)\ Discount Rate
Cash Flow /

Cash Flow

Cash Flow

Cash Flow

Cash Flow + Sale Proceeds

2012 Industrial, Q4

u s WNEO

Discount Rates Discount Rates

Build Up

Real risk-free rate :
Expected Inflation Real risk-free rate

Risk premium Expected Inflation

Discount Rate

n+ o+

Risk premium
Discount Rate




Discount Rates

10 year treasury

Build Up

Real risk-free rate
+ Expected Inflation

CPI/Inflation

5/16/2013

+ Risk premiu
Discount Rate

Spread/cap rate and 10 year
Hurdle Rate
Investor Requirement

Case Study One

Industrial Case Study
+$20 M, Major Metro




Key Methodologies

DEVELOPER
Cost to Build
+ Profit

USER
Market Trends
Comparable Sales

INVESTOR
Cap Rates
Spreads to Treasuries
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DEVELOPER
Cost to Build +
Profit

USER
Market Trends
Comparable Sales

ITQ, Q1, 2013
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— Los Angeles

Inland Empire

LA and Inland Empire $/SF

INVESTOR
$122.00
$102.00 Market Cycle
$100.00 Cap Rates
$ 67.00 Treasury Spreads
$ 63.00 Rental Rates
$ 71.00 Vacancies

Average $SF = $87.50

$87.50 X 270,000 SF = $23,625,000




Los Angeles

5/16/2013

Inland Empire
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Office Case Study

Average Rent $4.23 - $6.23
$6.00 X 270,000 = $1,620.000

$1,620,000/.0713 = $22,900,000

User Value $23,625,000
Investor Value $22,900,000

Building is real,
Characters are fictional

Office Case Study | Office Case Study |
Building is real, 20,000 SF
Characters are fictional Purchased in 2007
$1,680,000
Di ted Cash Fl
Case Stu dy Comparable Sales . o ecounied tashTow
Local Economic Market Conditions Macro Economic Conditions

Capitalization Rates
Discount Rates ’
Discounted Cash Flow

Band of Investment

Return on Investment

Cash on Cash
Opinion of Value
Certified Appraisal

Real Time Supply/Demand

Demoﬂraphics and trending
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www.dividendcapital.com

Latest Cycle 593

When?
Why?
How steep?

Long Term Occupancy Average How Long?

— A
% 7 \
4
e W
( )
C)

2013 2017 2022

Interstate
10

Floribama

Gulf
of
Mexico

10, 20, 30 minute drive time

S

Population 67,000

Population 26,000

20 Minutes
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State Route 98
Primary 4 lane
north/south connector

Traffic Signal
% 9

Access from

Parker Road,

building not
visible from 98

Building front

Building parking area
and rooftop view

Building Lobby

20,000 SF
4 tenants downstairs
2 tenants upstairs

Tenant 1 2500 SF

Tenant 2 2500 SF
Tenant 3 2500 SF
Tenant 4 2500 SF
Tenant 5 7500 SF
Tenant 6 2500 SF

Financial Services
Accountants
Attorneys
Attorneys

Website Services
General Contractor

Is there enough data?

Can | use survey data?
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20,000 SF

4 tenants downstairs
2 tenants upstairs

20,000 SF
4 tenants downstairs
2 tenants upstairs NNN  Years
Rent Left
Tenant1 Annual Rent  $25,000
Tenant 2 Annual Rent  $22,500
Tenant 3 Annual Rent  $22,500
Tenant4 Annual Rent  $20,000
Tenant5 Annual Rent  $45,000
Tenant 6 Annual Rent  $15,000

WN NP AW

Total Annual Net Rent $150,000
Additional Expenses 20,000
NoOI $130,000

Tenant 1 2500 SF  Financial Services

Tenant 2 2500 SF Accountants

Tenant 3 2500 SF  Attorneys

Tenant 4 2500 SF  Attorneys

Tenant 5 7500 SF Website Services

Tenant 6 2500 SF  General Contractor
Case Study Comparable Sales

Capitalization Rates
Discount Rates
Discounted Cash Flow
Band of Investment
Return on Investment
Cash on Cash

Opinion of Value
Certified Appraisal

Real Time Supply/Demand

Comparable Sales

Based on the concept that the
sale price of one asset can be
used as a determinant of
value for another asset.

Mobile County

Baldwin County

Mobile, AL

Average price per SF range = $40 - $50

20,000 sf building price range is $800,000 - $1,00,000

Value range = 25%

14



Baldwin County
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Average price per SF range = $35 - $60

20,000 sf building price range is $700,000 - $1,200,000

Comparable Sales Building Value - $700,000 - $1,200,000

Capitalization Rates
Discount Rates
Discounted Cash Flow
Band of Investment
Return on Investment
Cash on Cash

Opinion of Value
Certified Appraisal

Real Time Supply/Demand

Valuation Methodologies

Comparable Sales

Capitalization Rates —

Discount Rates
Discounted Cash Flow
Band of Investment
Return on Investment
Cash on Cash

Opinion of Value
Certified Appraisal

Real Time Supply/Demand

Capitalization Rates

Drawn from the market (based on Comps)

Extrapolated from Regional and National Data
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Capitalization Rates

Birmingham
2012 data

Discount Rates

Office Market

Capitalization Rates

26% "
decrease
inval

7% CAP

9.5% CAP

16



Capitalization Rates

9.5% CAP
$130,000 NOI

Building Value - $1,368,421
I Value declined 26%

Building Value - $1,860,000

7.0 % CAP
$130,000 NOI

7% CAP

5/16/2013

Capitalization Rates

8.5% CAP
$130,000 NOI

Building Value - $1,529,412

Value declined 18%

Building Value - $1,860,000

7% CAP

Comparable Sales [ Building Value - $700,000 - $1,200,000 |

Capitalization Rates

[ Building Value Range - $1,368,421 - $1,529,412 |

Discount Rates
Discounted Cash Flow
Band of Investment
Return on Investment
Cash on Cash

Opinion of Value
Certified Appraisal

Real Time Supply/Demand

Discount Rates

Based on the concept that the Present
Value of an asset is based on the income
to be derived in the future from cash
flows from operations and sale proceeds.

Assumptions for Future Cashflows from Rent

All cash
Before tax
5 year hold

Income  +2%/year
OpEx 13.33% of GOI
Disp Cost 2%

17
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Discount Rates

Reversion Cap Rates

Discounted Cash Flow

Build Up

Real risk-free rate
Expected Inflation

Risk premium

Discount Rate

[Build up

+
+ Risk premjum
= Discount Ra

Real risk-free rate
Expected Inflation§

Cap Rate =
Spread

Inflation 2.04

Discount Rate  10.48

2.04

6.40

Build Up
Real risk-free rate
+ Expected Inflation
+ Risk premium
= Discount Rate
Real risk-free rate ~ 2.04
+ Expected Inflation 2.04
+ Risk premium 5.90
= Discount Rate 9.98
Real risk-free rate 11 Ll
+ Expected Inflation {1}
+ Risk premium T4
= Discount Rate

_, Current

Future
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Build Up

Real risk-free rate
Expected Inflation
Risk premium
Discount Rate

Future?

Real risk-free rate
Expected Inflation
Risk premium
Discount Rate

+ +

| More inflation, greater risk |

Build Up

Real risk-free rate
Expected Inflation
Risk premium
Discount Rate

Real risk-free rate ~ 2.04

Current or future?

Build Up
Real risk-free rate
+ Expected Inflation
+ Risk premium Future?
= Discount Rate
Real risk-free rate 3.0
+ Expected Inflation
xp . 3 “ More inflation, greater risk |
+ Risk premium 7
= Discount Rate 13.5
Real risk-free rate 3.0
+ Expected Inflation
xp ) 35 | More inflation, less risk |
+ Risk premium 5
= Discount Rate 11.5
Build Up

+ +

Real risk-free rate
Expected Inflation
Risk premium
Discount Rate

Real risk-free rate  2.04

Expected Inflation  2.04
Risk premium 5.90
Discount Rate 9.98

n o+ +

Real risk-free rate  4.35
Expected Inflation  7.13
Risk premium

Discount Rate 16.38

Current or future?

40 year average
40 year average

4,90 ——— > Long term average

+ Expected Inflation 2.04
+ Risk premium 5.90
= Discount Rate 9.98

Real risk-free rate | 4.28 — 10 year average
+ Expected Inflation| 2.04 54— 10yearaverage
+ Risk premium 4,90 ———— Long term average
= Discount Rate 11.22

Discount Rate Spread

9.98% - 16.38%

Office Cash Flows by Contract

$143,536.00
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Data Sets

Adjustments based on
National Survey Tenant Mix, Local Area Knowledge

Cap Rates 6.0% - 9.0%

Best Case/Worst Case
Discount Rates 7.0% - 10.5% /

Birmingham Cap Rates 8.0% - 9.5%
Cap Rates 8.5% - 9.0% .

Discount Rates 9.0% - 13.5%
Discount Rates 10.0%
Build Up

Discount Rates  10.3% — 13.5%

Best Case — 8% Cap / 9% DR Worst Case —9.5% Cap / 13.5% DR
Comparable Sales | Building Value - $700,000 - $1,200,000 |
Capitalization Rates [ Building Value Range - $1,368,421 - $1,529,412 |
Value range based on all previous assumptions m——
Discounted Cash Flow [ Building Value Range - $1,269,820 - $1,690,000 |

Band of Investment
$1,269,820-51,690,000
Return on Investment
Cash on Cash
Opinion of Value

Certified Appraisal

Real Time Supply/Demand

20



5/16/2013

Market
Ke,V, IS?EES conditions
= | whensod

Apply Market Vacancy and Rollover by Tenant
Tenant 1 T2 T3 T4 T5 T6

e | Rollover __ Rollover Rollover

/ 20,000 SF
4 tenants downstairs
2 tenants upstairs

Tenant 1 Annual NNN Rent $25,000 3 years
Tenant 2 Annual NNN Rent $22,500 4 years
Tenant 3 Annual NNN Rent $22,500 1 year
Tenant4 Annual NNN Rent $20,000 4 years
Tenant5 Annual NNN Rent $45,000 7 years
Tenant 6 Annual NNN Rent $15,000 5 years

Total Annual NNN Rent $150,000

0 0 0 0 20,000 SF

4 tenants downstairs
2 tenants upstairs

1 CF CF CF

Tenant 1 Annual NNN Rent $25,000/ 3 years
Tenant 2 Annual NNN Rent $22,500| 4 years
2 CF CF CF Tenant 3 Annual NNN Rent $22,500| 1 year
Tenant4 Annual NNN Rent $20,000) 4 years
Tenant5 Annual NNN Rent $45,000 \7 years

3 CF CF CF Tenant 6 Annual NNN Rent $15,000 5 g
Total Annual NNN Rent $150,000
4 CF | CF CF CF CF

5@cp@cpa

Valuation Methodologies Band of Investment

Financing is the typical
form of purchase.

Based on the concept that
a capitalization rate can be
built by taking into
account the required cash
returns for all parties to
the transaction (debt and
equity).

Band of Investment

Equity % x Cash on Cash % = X.XX%
Debt % x Mtg Constant % = X.XX%
Capitalization Rate by BOIM X.XX%

Step 1: Calculate weighted portions for debt and equity
Step 2: Add the weighted portions to derive Cap Rate by BOIM

Mortgage Constant

8,481 /100,000 = 8.48%

Band of Investment

30% Equity x 11.90% 0.0357
70% Debt x 8.48% 0.0594
Capitalization Rate by BOIM 0.0951

$130,000 /9.51% = $1,367,000

21



Comparable Sales [ Building Value - $700,000 - $1,200,000 |
Capitalization Rates [ Building Value Range - $1,368,421 - $1,529,412 |
Discount Rates

Discounted Cash Flow [ Building Value Range - $1,269,820 - $1,690,000 |

Band of Investment Building Value - $1,367,000

Return on Investment
Cash on Cash
Opinion of Value
Certified Appraisal

Real Time Supply/Demand

5/16/2013

Valuation Methodologies Return on Investment

The relationship of NOI to
purchase price over time

| S

Best Case All Cash

Best Case With Financing

Worst Case All Cash

Worst Case With Finance

22



Comparable Sales
Capitalization Rates
Discount Rates
Discounted Cash Flow
Band of Investment
Return on Investment
Cash on Cash

Opinion of Value
Certified Appraisal

Real Time Supply/Demand

5/16/2013

[ Building Value - $700,000 - $1,200,000 |

[ Building Value Range - $1,368,421 - $1,529,412 |

9.00 and 13.50% BT

[ Building Value Range - $1,269,820 - $1,690,000 |

Building Value - $1,474,000

[

6.67% - 8.87%, Year 1

Comparable Sales
Capitalization Rates
Discount Rates
Discounted Cash Flow
Band of Investment
Return on Investment
Cash on Cash

Opinion of Value
Certified Appraisal

Real Time Supply/Demand

[ Building Value - $700,000 - $1,200,000 |

[ Building Value Range - $1,368,421 - $1,529,412 |

9.00 and 13.50% BT

[ Building Value Range - $1,269,820 - $1,690,000 |

Building Value - $1,4

3.83% - 10.56%, Year 1

Valuation Methodologies

Opinion of Value

Comparable Sales
Capitalization Rates
Cash on Cash

Band of Investment

Valuation Methodologies

Comparable Sales
Capitalization Rates
Cash on Cash

Band of Investment

Opinion of Value

[ Building Value - $700,000 - $1,200,000 |

| Building Value Range - $1,368,421-$1,529,412 |

3.83% - 10.56%
Building Value - $1,367,000

Indicated Value by Averaging = $1,232,967

Comparable Sales
Capitalization Rates
Discount Rates
Discounted Cash Flow
Band of Investment
Return on Investment
Cash on Cash

Opinion of Value
Certified Appraisal

Real Time Supply/Demand

| Building Value - $700,000 - $1,200,000 |

| Building Value Range - $1,368,421 - $1,529,412 |

Valuation Methodologies

@©
I

9.00 and 13.50%

[ Building Value Range - $1,269,820 - $1,690,000 |

Certified Appraisal

Comparable Sales

Capitalization Rates

Discount Rates

Discounted Cash Flow

Band of Investment

Reproduction Cost

23
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S Based on BOI and DCF

Valuation Methodologies Appraisal

Comparable Sales [ Building Value - $700,000 - $1,200,000 |
Capitalization Rates ‘ Building Value Range - $1,368,421 - $1,529,412 ‘
Comparable Sales ‘M Discount Rates
Capitalization Rates | Building Value Range - $1,368,421 - $1,490,127 | Discounted Cash Flow [ Building Value Range - $1,269,820 - $1,690,000 |

Cash on Cash 3.83% - 10.56% i) s e
Band of Investment ‘ Building Value Range - $1,367,000 Return on Investment
Discounted Cash Flow [ Building Value Range - $1,269,820 - $1,690,000 Cash on Cash
Opinion of Value
Indicated Value = $1,442,000 Certified Appraisal

Real Time Supply/Demand

o Valuation Methodologies i
Real Time Data 8 Real Time Supply/Demand

Sources of Data
Based on the concept that with or without usable

historical data, real time supply and demand

MLS
parameters can yield good indications of value. LoopNet
CoStar
Existing Bid/Ask data can be used in conjunction ccim Mai]bridg?
with other data to establish value Commercial Offices

Mobile and Baldwin Counties

Mobile
and
Baldwin
Counties

“%
el
s
i
el
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Asking Prices

—S
e

e

Average = 79.25/SF 20,000 X 79.25/SF = $1,585,000

—a
s

—e

Comparable Sales Building Value - $1,100,000 - $1,300,000
| Reconciling the Numbers

Gi lizatio - 421 - $1,529,412

Discount Rates 10.48 and 12.48% BT

Discounted Cash Fld ~ Simple Average? |$1,286,072 - $1,490,127

Band of Investment Weighted Average? 2,050

Return on Investme

Selected Measures?
Cash on Cash 9.50% - 14.50%
Opinion of Value Building Value - $1,353,976
Certified Appraisal Building Value - $1,285,062

Real Time Supply/Demand l Value and rent below asking prices ‘

Comparable Sales [ Building Value - $1,100,000 - $1,300,000 |

| Reconciling the NumbersL—‘
Ci lizatior . 421 -$1,529,412
Discount Rates
Discountd 2 - $1,490,127

Simple Average? $1,359,667
Selected Measures? $1,381,066

Band of |

Return o

Cash on Cash 9.50% - 14.50%
Opinion of Value Building Value - $1,353,976

Certified Appraisal Building Value - $1,285,062

Real Time Supply/Demand ‘ Value and rent below asking prices ‘

That’s all folks
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