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RE:

An appraisal report presented in a summary format of an existing 20,520 gross square
foot charter school facility, generally located at the northeast corner of Lindsay Road
and Southern Avenue in Mesa, Arizona. The subject is identified by a street address of
1143 South Lindsay Road, Mesa, AZ 85204. (KS Appraisal File No: C270759)

Dear Mr. Gelm:
At your request, I have made an inspection and appraisal of the above referenced real
property. This appraisal is in the form of a summary narrative report. The date of inspection
and valuation is July 13, 2007 and the date of this report is August 14, 2007. The object of this
investigation has been to estimate the following values for the subject property:
“As Is” Market Value (Fee Simple Interest - Special Purpose – Same Operation –
Assumes the operation in place will remain or a similar operation will occupy)
Investment Value on the appraisal date (based on special bond financing) of the
subject property. Note that this is not market value.
On the basis of the findings of my investigation, I have estimated the “as is” Market Value
(Fee Simple Interest - Special Purpose – Same Operation – Assumes the operation in
place will remain or similar operation will occupy as of July 13, 2007) to be:

THREE MILLION EIGHT HUNDRED FORTY THOUSAND DOLLARS
($3,840,000)
This value estimate is based upon an exposure period of 12 months or less and does not
include any tangible or intangible personal property.

Mr. William J. Gelm, Esq
Buckley King, LPA
August 14, 2007

I estimate the “Investment” Value based on the Income Approach. The “Investment”
Value of the subject property “as is”, is estimated to be:

SIX MILLION NINE HUNDRED SEVENTY-SEVEN THOUSAND DOLLARS
($6,977,000)*
* Not market value
The intended use of this appraisal report is for loan under writing decisions. The intended
user of this report is Buckley King and Fidelity National Title, Inc., American Charter

Schools Foundation, Kutak Rock, LLP, Wells Fargo Bank, National Association, Trustee,
The Industrial Development Authority of the County of Pima, Arizona, Russo, Russo &
Slania, PC and RBC Capital Markets, Inc. This report may not be used for any other
reason, nor is it intended for use by any other entity than the parties for which it was prepared.
This report may not be used for the sale of partial property interests (limited, general
partnership, or syndication) unless specifically authorized by the appraisers.
This appraisal has been prepared in conformity with the current requirements of the Appraisal
Foundation as set forth in the Uniform Standards of Professional Appraisal Practice (USPAP2006 Edition) and with the requirements of the federal bank regulating agencies.
This valuation is based upon the attached report and all the assumptions and limiting
conditions contained therein, including the understanding that I have no control of the
utilization of this appraisal by its subsequent readers. Disclosure of the contents of this
appraisal report is governed by the By-laws and Regulations of the Appraisal Institute. Neither
all nor any part of the contents of this report (especially any conclusions as to value, the
identity of the appraiser, or the firm with which they are connected) shall be disseminated to
the public through advertising media, public relations media, news media, sales media, or any
other public means of communication without prior written consent and approval of the
undersigned.
The narrative report that follows sets forth the data and analyses upon which my conclusions
are based.
Sincerely,

Kurt D. Kleinman, MAI
Arizona Cert. General
Real Estate Appraiser No. 30272

TABLE OF CONTENTS
SECTION 1 SUMMARY OF SALIENT FACTS ........................................................1
Subject Overview .....................................................................................................1
Site Overview ...........................................................................................................1
Improvement Overview ............................................................................................2
Property History .......................................................................................................3
Legal Description .....................................................................................................4
501-56-015U ............................................................................................................Error! Bookmark
501-56-009J .............................................................................................................Error! Bookmark
501-56-009S ............................................................................................................Error! Bookmark
SECTION 2 DEFINITIONS ......................................................................................5
Definition of Special Purpose Property.....................................................................6
SECTION 3 APPRAISAL DEVELOPMENT AND REPORTING PROCESS ............8
Purpose of the Appraisal..........................................................................................8
Intended Use & User of the Appraisal ......................................................................8
Reporting Level & Content .......................................................................................8
Problem Identification & Scope of Work...................................................................9
SECTION 4 AREA ANALYSIS .................................................................................13
NEIGHBORHOOD ANALYSIS.................................................................................33
SECTION 5 SITE DESCRIPTION............................................................................39
SECTION 6 IMPROVEMENTS DESCRIPTION.......................................................47
SECTION 7 HIGHEST AND BEST USE ANALYSIS................................................53
SECTION 8 VALUATION.........................................................................................56
COST APPROACH TO VALUE ...............................................................................60
SALES COMPARISON APPROACH .......................................................................82
INCOME APPROACH TO VALUE ...........................................................................103
RECONCILIATION AND FINAL VALUATION ESTIMATE.......................................112
SECTION 10 ASSUMPTIONS AND LIMITING CONDITIONS.................................114
SECTION 11 CERTIFICATION................................................................................119
SECTION 12 ADDENDA
QUALIFICATIONS KURT D. KLEINMAN
SUPPLEMENTAL MATERIAL

SECTION 1

SUMMARY OF SALIENT FACTS

Subject Overview

Property Overview:

The subject is an existing 20,520 square foot charter
school facility. The subject consist an office building
and eight classroom buildings. According to public
records the building was constructed in 1995 and
appears to be in average to good condition.

Property Type:

Charter school facility

Property Location:

The property is a corner parcel located at the northeast
corner of Lindsay Road and Southern Avenue in Mesa,
Arizona. More specifically, the subject property’s street
address is: 1143 South Lindsay Road, Mesa, Arizona
85204.

Assessors Parcel Number(s)

140-45-002N, 002M & 004

Census Tract Number:

4225.01

Site Overview
Gross Site Area:

159,696 gross square feet, or 3.666 gross acres.

Net Site Area:

159,696 net square feet, or 3.666 net acres.

Frontage:

The site is a corner parcel with 585’ of frontage along
the east side of Lindsay Road and 273’ of frontage
along the north side of Southern Avenue. The subject
has additional frontage along Robin Lane.

Zoning:

R1-43, Single Residence District, by the City of Mesa.
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Improvement Overview

Summary:

Building Size:

The subject consists of an existing charter school
facility totaling 20,520 square feet. The subject is
configured with eight classroom buildings, an office
building, two restroom / storage buildings, six canopies
and various concrete walk-ways. The school facility is
constructed of wood frame with a two tone stucco finish
and the roof is a pitched design constructed over a
wood truss system. The existing facility is in average to
good condition overall.
Office Building
- 3,000 S.F.
Restroom / Storage
960 S.F.
6 (30’ X 60’) - Classroom Building - 10,800 S.F.
2 (48’ X 60’) - Classroom Building - 5,760 S.F.
Total
20,520 S.F.
Canopies

-

3,050 S.F.

Highest & Best Use Conclusion
“As If Vacant”

Charter school facility

“As Improved”

Continued use a charter school facility

Indications of Value (Approaches)
“As Is”
Cost Approach:

$3,790,000

Sales Comparison Approach:

$3,840,000

Income Approach
(Investment Value)

$6,977,000*

Final Value Estimates
“As Is”
Market Value:

$3,840,000

Investment Value:

$6,977,000*

*Not a market value
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Report Dates
Date of Property Inspection:

July 13, 2007

Effective Date of Value:

July 13, 2007 (“As Is”)

Date of the Report:

August 14, 2007

Property History
According to Maricopa County Public Records the subject is currently owned by Sun Valley
High School LLC (an entity of the Leona Group AZ, LLC) who purchased the subject property
in 2000. According to Maricopa County Public Records no other sales were recorded in the
past three years. The subject is in escrow as part of a 10 school purchase; however, I did not
receive information pertaining to this purchase.
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Legal Description
The following legal description was obtained from Maricopa County Public Records and is
assumed to be correct and complete. The appraisers assume no responsibility for its
accuracy:

140-45-002N, 002M & 004
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SECTION 2

DEFINITIONS

Definition of Fee Simple Estate
“Absolute ownership unencumbered by any other interest or estate, subject only to
the limitations imposed by the governmental powers of taxation, eminent domain,
police power, and escheat.”1

Definition of Leased Fee Estate
“An ownership interest held by a landlord with the rights of use and occupancy
conveyed by lease to others. The rights of the lessor (the leased fee owner) and the
lessee are specified by contract terms contained within the lease.”2

Definition of “As Is”
“The value of specific ownership rights to an identified parcel of real estate as of the
effective date of the appraisal; relates to what physically exists and is legally
permissible and excludes all assumptions concerning hypothetical market conditions
or possible rezoning.”3

Market Value Definition
Market value is defined by the federal financial institutions regulatory agencies as
follows:
Market value means the most probable price which a property should bring in a
competitive and open market under all conditions requisite to a fair sale, the buyer
and seller each acting prudently and knowledgeably, and assuming the price is not
affected by undue stimulus. Implicit in this definition is the consummation of a sale as
of a specified date and the passing of title from seller to buyer under conditions
whereby:
1.

buyer and seller are typically motivated;

2.

both parties are well informed or well advised, and acting in what they consider
their own best interests;

3.

a reasonable time is allowed for exposure in the open market;

4.

payment is made in terms of cash in U.S. dollars or in terms of financial
arrangements comparable thereto; and

5.

the price represents the normal consideration for the property sold unaffected
by special or creative financing or sales concessions granted by anyone
associated with the sale.
Source: Office of the Comptroller of the Currency under 12 CFR, Part 34, Subpart C-Appraisals, 34.42 Definitions [f].

1

Source: Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th ed. (Chicago: Appraisal Institute, 2002).

2

Source: Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th ed. (Chicago: Appraisal Institute, 2002).

3

Source: Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th ed. (Chicago: Appraisal Institute, 2002).
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Definition of Special Purpose Property
Special-purpose property: A limited-market property with a unique physical design,
special construction materials, or a layout that restricts its utility to the use for which it
was built; also called special-design property. 4

Investment Value
The specific value of an investment to a particular investor or class of investors
based on individual investment requirements; distinguished from market value, which
is impersonal and detached.
I have been asked to value the subject based on special bond financing and reflect
the financing within the capitalization rate. Therefore, the investment value within
this report is not based on typical financing it is based on bond financing reported to
be 5.0% with a loan to value of 100%, amortized for 30 years.

Definition of Exposure
Exposure is defined as the estimated length of time the property interest being
appraised would have been offered on the market prior to the hypothetical
consummation of a sale at Market Value on the effective date of the appraisal; a
retrospective estimate based upon an analysis of past events assuming a competitive
and open market.
Appraisal Standards Board (ASB) Statement 6 (SMT-6), issued on September 16, 1992

In this appraisal report, the exposure period for the subject property is estimated to be
12 months or less. This conclusion is predicated upon telephone interviews with
market participants, consideration of current market conditions, and an evaluation of
the historical marketing periods of comparable sales information analyzed during the
preparation of this report.

Definition of Marketing Period
(1) The time it takes an interest in real property to sell on the market sub-sequent to
the date of an appraisal. (2) Reasonable marketing time is an estimate of the amount
of time it might take to sell an interest in real property at its estimated market value
during the period immediately after the effective date of the appraisal; the anticipated
time required to expose the property to a pool of prospective purchasers and to allow
appropriate time for negotiation, the exercise of due diligence, and the consummation
of a sale at a price supportable by concurrent market conditions. Marketing time
differs from exposure time, which is always presumed to precede the effective date of
the appraisal.5

4
5

Source: Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th ed., page 342 (Chicago: Appraisal Institute, 2002).

Source: Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th ed. (Chicago: Appraisal Institute, 2002).
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Although there were an inadequate number of sales to include a Sales Comparison
Approach, the sales considered did indicate sufficient demand exists to presume the
subject property could be marketed successfully under the supplied definitions of
value within a 12 months or less. This estimate, however, assumes any disposition of
the subject property is in its “as is” condition, and that the pricing of any marketing
effort is near the value estimated within this report. This estimate also assumes no
material changes (either up or down) in market conditions. (Exposure Period
precedes the date of valuation, whereas Marketing Time follows the date of
valuation).
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SECTION 3

APPRAISAL DEVELOPMENT AND REPORTING PROCESS

Purpose of the Appraisal
The purpose of this appraisal report is to establish an opinion of the following
value(s) in relation to the subject property:
“As Is” Market Value based upon the following property rights:
Fee Simple Interest
Leased Fee Interest
Leasehold Interest
“Investment Value” on the appraisal date (based on special bond financing)
of the subject property. Note that this is not market value.
*

The purpose of this appraisal report is to estimate the “investment value “ as well as the
“as is” market value (fee simple) as a special purpose educational facility Same
Operation – assumes the operation in place will remain or similar operation will occupy
and based on the highest and best use “if different.”
These value(s) opinions are predicated upon the definition(s) of value that are presented
within Section 2 of this report.

Intended Use & User of the Appraisal
The intended use of this appraisal report is for loan under writing decisions. The
intended user of this report is Buckley King and Fidelity National Title, Inc.,

American Charter Schools Foundation, Kutak Rock, LLP, Wells Fargo Bank,
National Association, Trustee, The Industrial Development Authority of the
County of Pima, Arizona, Russo, Russo & Slania, PC and RBC Capital Markets,
Inc. This report may not be used for any other reason nor, is it intended for use by
any other entity than the party for which it was prepared. This report may not be
used for the sale of partial property interests (limited, general partnership, and
syndication) unless specifically authorized by the appraisers.

Reporting Level & Content
The following paragraphs discuss the accepted reporting requirements as specified
by the Uniform Standards of Professional Appraisal Practice. The check box
indicates which reporting level is used within this appraisal:
Self-Contained Appraisal Report: A detailed presentation of the data, reasoning,
and analyses that were used in the appraisal process to develop the appraiser’s
opinion of value. To this end, the format of this self-contained report places
significant reliance upon in-depth data presentation and discussion. This reporting
level also includes the extensive use of visual graphics, charts, and tables in order
to convey data to the reader in a clear and concise manner.
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Summary Appraisal Report: A summary of the data, reasoning, and analyses that
were used in the appraisal process to develop the appraiser’s opinion of value. To
this end, the format of this summary report places significant reliance upon a nondetailed overview of relevant information and the use of visual graphics, charts, and
tables in order to convey data to the reader in a clear and concise manner.
Restricted Use Appraisal Report: A brief statement of information significant to the
solution of the appraisal problem. This type of report is “restricted” to use by the
client and may not be used by any other party. The methodology and data upon
which the appraisers’ opinions and conclusions are based cannot be fully
understood without supportive documentation contained within my work file.

Problem Identification & Scope of Work
The term scope of work refers to “the type and extent of research and analyses in an
appraisal assignment.”6 As stated previously, the purpose of this appraisal (and
therefore the problem to be solved) is to form an opinion of the indicated property values
with corresponding property rights. Therefore, in order to meet the goal of this appraisal
assignment, it is important to determine the necessary scope of work in order to produce
credible assignment results which are based upon relevant evidence and logic. The
following describes the scope of work performed:
Property Identification & Inspection
Primary Data - (data directly obtained by KS Appraisal)
◊

Inspection of the subject site on July 13, 2007 and other various dates within
July 2007.

Secondary Data - (data obtained from second and third-party sources)
◊

Municipal and county government departments (i.e., County Assessor’s Office,
County Recorder’s Office, City Building Services Department, and Planning and
Zoning Department. Published third-party sources of government data, such as
Win2Data ownership records and mapping applications were also utilized.

Market and Economic Data
Primary Data - (data directly obtained by KS Appraisal)
◊

Telephone interview with local real estate brokers, real estate agents, and
market participants (e.g., buyers, sellers, etc.)

Secondary Data - (published data)
◊

Arizona’s Economy, published by the Karl Eller Graduate School of
Management, College of Business and Public Administration, University of
Arizona

6 USPAP 2006, Definition: Scope of Work
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◊

Arizona Business, published by the Center for Business Research, Seidman
Research Institute, College of Business, Arizona State University

◊

Various publications by the Arizona Department of Economic Security

Comparable Data
Primary Data - (data directly obtained by the appraiser)
◊

The comparable property information (e.g., sale and rent comparables) were
confirmed by KS Appraisal, with one or more of the parties to the transaction
(e.g., buyer, seller, tenant, landlord, or agent).

Secondary Data - (data obtained from second and third-party sources)
◊
◊
◊
◊

Published transaction data was obtained from the following data services:
CoStar Comps
Win2Data
On-line County deeds and State of Arizona affidavits of property value

Type and Extent of Analysis
Current Uniform Standards of Professional Appraisal Practice (USPAP) grants
appraisers broad flexibility and significant responsibility in determining the type and
extent of the analysis used in order to develop an opinion of value. It is incumbent
upon the appraiser to ensure that the type and extent of analysis meet or exceed
(1) the expectations of parties who are regularly intended users for similar
assignments, and (2) what an appraisers peers’ actions would be in performing the
same or similar assignment. It is my opinion that the type and extent of analysis
necessary to develop credible appraisal results for the subject are as follows:
Area & Neighborhood Analysis
Site Description & Analysis
Improvement Description & Analysis
Highest and Best Use Analysis
Cost Approach to Value – (This approach to value is considered
necessary, applicable and reliable when valuing the subject property type.)
Sales Comparison Approach to Value – (This approach to value is
considered necessary, applicable and highly reliable when valuing the
subject property type.)
Income Approach to Value – (This approach is applicable in valuing the
subject property. The subject is an existing single tenant educational
facility property that will be owner-occupied. In my opinion and that of
market participants active in the subject’s market, typical buyers are not
considering this approach in their purchasing decisions as they are
typically purchasing to occupy the property. However I have been asked to
include the investment value therefore this approach is necessary to arrive
at this value therefore it is considered reliable when valuing the subject
property type.)
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Reconciliation of Value Opinion(s)
*A further discussion of all necessary approaches to value and types of analysis
will be presented and developed within the following sections of this report.
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SECTION 4

AREA ANALYSIS

An Area Analysis is a study of the interrelating forces of supply and demand as they
relate on a regional basis. In order to identify the character of the Phoenix-Mesa
Metropolitan Statistical Area (Phoenix area) and to obtain the most current
perspective on the overall regional real estate market, four interrelated factors are
considered in detail. These four factors are physical characteristics,
demographics/sociological characteristics, economic/financial conditions and
political/governmental characteristics. As part of the discussion of
economic/financial conditions, a brief overview of each of the major real estate submarkets will be presented. This analysis provides a basis for estimating demand for
the subject's product type, analyzing the highest and best use of the subject property,
and identifying market trends affecting the value of the subject property.

General Description
Phoenix is both the capital of Arizona and the county seat for Maricopa County. The
city of Phoenix forms the core of the metropolitan area, with about 20 additional
surrounding communities making up the balance of the area.
Metropolitan Phoenix is among the top metropolitan growth markets in the United
States. It has emerged as the major commercial industrial hub of the southwest,
mainly due to its proximity within the southwest states and to southern California.
Federal and private projects have ensured ample energy and water supplies, while
the expansion of the Sky Harbor International Airport has significantly enhanced
domestic travel throughout the United States.
The availability of low-cost land and a labor force not encumbered by trade unions
and high wage demands have driven area expansion. This is further complimented
by reasonable building costs and the maintaining of real property. Other facets such
as; high technology, manufacturing, administrative headquarters and world-class
resort developments have also sustained growth.
The subject property is directly influenced by the economic development and growth of
the entire metropolitan Phoenix area. It is important to analyze the social, economic,
governmental and physical factors which affect metropolitan Phoenix. A general
discussion of the effects each of these factors has on metropolitan Phoenix and the
subject property is included in this section of the report.

POPULATION AND GROWTH
By U.S. Census definition, the Phoenix Standard Metropolitan Statistical Area (SMSA)
encompasses 9,225 square miles of Maricopa County, Arizona. The map on the
opposite page illustrates the general configuration and layout of the metropolitan
Phoenix area, and the major communities, which include: Phoenix, Tempe, Scottsdale,
Mesa, Paradise Valley, Glendale, Chandler, Gilbert, and Sun City.
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Metropolitan Phoenix is located near the center of the State of Arizona and is the
county seat of Maricopa County. As seen in the following table, metropolitan Phoenix
has experienced significant growth since 1970.
Total Population for Metropolitan Phoenix and the City of Phoenix
Year

Metro
Phoenix

Phoenix

Year

Metro
Phoenix

Phoenix

1970

971,228

584,303

1998

2,806,100

1,220,710

1980

1,509,175

789,704

1999

2,913,475

1,240,775

1990

2,122,101

983,403

2000

3,160,601

1,321,045

1992

2,233,700

1,020,295

2001

3,277,177

1,344,775

1993

2,418,425

1,035,550

2002

3,296,250

1,365,675

1994

2,488,125

1,050,515

2003

3,411,449

1,387,670

1995

2,454,525

1,082,610

2004

3,538,389

1,421,450

1996

2,634,625

1,180,740

2005

3,66,288

1,470,395

1997

2,720,575

1,205,285

2006

3,752,049

1,505,265

4,000,000
3,500,000
3,000,000
2,500,000
2,000,000
1,500,000
1,000,000
500,000

Metro Phoenix

2006

2005

2004

2003

2002

2001

2000

1999

1998

1997

1996

1995

1994

1993

1992

1990

1980

1970

0

Phoenix

Source: Arizona Department of Economic Security, Research Administration, Spring
2001. U.S. Department of Commerce, Bureau of Census, 2000.

According to U.S. Census Bureau estimates, Arizona surpassed Missouri in
population during 2005 and now ranks 17th in size. The state's latest population
estimate, as of July 1, 2006 was 6,305,210 residents with an estimated increase of
227,470 people since July 2005. The jump amounted to an estimated 3.7 percent
population increase from mid-2005 to mid-2006, which virtually ties Nevada for
highest in the nation.
Metropolitan Phoenix has grown from 2,634,625 people in 1996 to 3,752,049
people in 2006. This increase represents a percentage change of 42% over a tenyear period. A recent survey indicates that the City of Phoenix is now the fifth
largest city in the United States in terms of population. Maricopa County is the
fourth largest county in the U.S., based on population.
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As indicated, metropolitan Phoenix will continue to experience dramatic growth
trends. More importantly, approximately 70% of the population growth throughout
metropolitan Phoenix will be the result of net in-migration. This influx of new
residents can be attributed to several major factors.
1.
2.
3.
4.

Inclement weather and other negative aspects of the Midwest and East Coast states.
A successful program of attracting new industry to Arizona,.
The overall quality of life enjoyed by the residents of Arizona.
A cost of living which is substantially lower than other major cities in the country.

ECONOMIC BASE ACTIVITY
Diversification is the driving force behind record-setting economic growth that has
occurred throughout metropolitan Phoenix. Several industries which give
metropolitan Phoenix its diversity include: manufacturing; mining and quarrying;
construction; transportation; communications; public utilities; trade; finance;
insurance; real estate; services and miscellaneous; and government.
Economic success in the areas of job generation, new business creation, and the
growth of young companies, mostly in metropolitan Phoenix, has helped to achieve a
high ranking for Arizona. A favorable regulatory climate, reasonable tax rates and
labor laws, and the heavy concentration of computer and semiconductor companies
have contributed to the economic success of metropolitan Phoenix.

EMPLOYMENT TRENDS/INDUSTRIAL EXPANSION
Arizona’s economy added 3,800 jobs in April, reaching a record total of 2,731,400
nonfarm jobs. This monthly gain was well below the 10-year average change for
April, though similar to last year’s monthly gain (3,700 in 2006). Gains continued for
service-providing industries of 4,400 additional jobs in April, while goods producing
industries lost 600.
Seasonally adjusted unemployment for
April was 4 percent in Arizona, up onetenth of one percentage point from
March.
The
national
adjusted
unemployment rate similarly increased
to 4.5 percent. National job gains were
seen mostly in education and health
services, with manufacturing posting the
largest losses among the major industry
supersectors.
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Trade, transportation and utilities (TTU) pared 1,000 jobs, offsetting last month’s
rebound. Trade declined by 800 jobs, an amount slightly greater than its 10-year
average. Within retail trade (loss of 500 jobs), general merchandise lost 1,200 jobs,
offsetting gains of 900 jobs in building materials and garden equipment dealers. The
other sectors to gain jobs within TTU were the motor vehicle and parts dealers
(+100), furniture and home furnishing stores (+100), and food and beverage stores
(+200).
Within retail trade (loss of 500 jobs), general merchandise lost 1,200 jobs, offsetting
gains of 900 jobs in building materials and garden equipment dealers. The other
sectors to gain jobs within TTU were the motor vehicle and parts dealers (+100),
furniture and home furnishing stores (+100), and food and beverage stores (+200).
Air transportation decreased by 300, while utilities gained 100 jobs, making a net loss
of 200 for the transportation, warehouse and utilities sector.
Construction lost 600 jobs in April, following a loss of 1,100 jobs in March. The loss
for March reflects a downward revision (-400) from previously published figures. For
April, specialty trades reduced jobs by 800, and buildings lost 100. Heavy
construction gained 300 jobs.
Arizona’s economy continued to slightly expand in April. Arizona’s nonfarm jobs
reached a new record of 2,731,400. The service-producing cluster showed gains in
some industries that more than offset losses occurring in others. Four of its major
industries reached new records — professional and business services, educational
and health services, leisure and hospitality, and government. Losses in
manufacturing and construction brought general decline to the goods-producing
cluster.
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The following table illustrates the top 25 employers in metropolitan Phoenix and the
number of employees.

Phoenix MSA - Largest Employers
Number of Full-Time
Equivalent Employees
Company In Arizona

State of Arizona
Wal-Mart Stores Inc.
Banner Health
City of Phoenix
Maricopa County
Arizona State University
Wells Fargo & Co.
Fry’s Food & Drug Stores
U.S. Postal Service
Raytheon Co.
Honeywell Aerospace
Intel Corp
Bashas’ Inc.
US Airways
Safeway
Mesa Public Schools
JP Morgan Chase & Co
Target
Apollo Group Inc.
Walgreen Co.
American Express
Catholic Healthcare West
Luke Air Force Base

49,305
28,800
16,400
14,166
13,274
12,083
11,800
11,780
11,000
10,750
10,700
10,100
9,902
9,625
9,286
8,910
8,900
8,162
8,095
7,600
7,000
6,700
6,500

Source: The Phoenix Business Journal - Book of Lists, 2006

Following is a list of the largest technology and aerospace manufacturing companies in
the Phoenix MSA, as measured by the number of employees. (Note that certain of the
companies are included in the foregoing list.)

Phoenix MSA - Largest Manufacturing Companies
Company
Honeywell
Intel Corp.
The Boeing Co.
General Dynamics C4 System
Freescale Semiconductors
Rinker Materials
Shamrock Food Co.
Microchip Technology
Medtronic Microelectronics Center
On Semiconductor
PING Golf Equipment Phoenix

Number of Full-Time Equivalent
Employees In Arizona
11,000
9,500
4,300
3,400
3,100
1,800
1,734
1,485
1,365
1,200
1,113

Product
Airplane Engines
Computer Chips
Apache Helicopter
Communications
Semiconductors
Concrete/ Sand and Gravel
Dairy Products
Microchips
Medical Devices
Data-management
Golf Equipment

Source: Arizona Business Magazine - Ranking Arizona, 2006
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PHOENIX REAL ESTATE MARKET
For the purpose of this analysis, data from the Phoenix Metro Commercial Report
prepared by CoStar Property, Second Quarter 2007, has been utilized. The quarterly
report surveys existing retail and shopping centers throughout metropolitan Phoenix.
The report includes an update on the status of planned projects, centers which are
currently under construction and centers which have recently been completed. The
report is drawn from a survey of 3,993 existing retail projects throughout metropolitan
Phoenix.
The Phoenix retail market currently consists of 3,993 properties with 157,274,444
square feet of space. There is a total of 10,266,755 square feet vacant in the market,
with the vacancy rate currently sitting at 6.5%. Rental rates are being quoted at
$20.68 per square foot. In second quarter 2007, a total of 60 properties with
2,290,623 square feet of space was built and completed in the market, with
13,387,025 square feet still under construction at the end of the quarter.
Phoenix has a total of 1,877 Shopping Center properties in the market, which amount
to 126,636,125 square feet of space. Of this space, 8,949,015 square feet is vacant,
which corresponds to a vacancy rate of 7.1%. Rental rates average $20.70 per
square foot, as of the end of the second quarter 2007. A total of 1,797,097 square
feet of space was delivered to the market in the current quarter, with 12,400,878
square feet of space still under construction at the end of the quarter.
The General Retail sector of the market, which includes all freestanding retail
buildings, reported a vacancy rate of 4.6% at the end of second quarter 2007. There
was a total of 1,300,588 square feet vacant at that time. The General Retail sector in
Phoenix quotes rental rates at $20.60 per square foot per year. There is currently
986,147 square feet of General Retail space under construction in the market, in
addition to the 434,223 square feet that was completed in the second quarter. In all,
there are a total of 2,067 buildings with 28,308,521 square feet of space in this sector
of the market.
According to Costar, total retail center sales activity in 2007 was down compared to
2006. In the first three months of 2007, the market saw 27 retail sales transactions
with a total volume of $149,127,451. The price per square foot averaged $133.68. In
the same first three months of 2006, the market posted 36 transactions with a total
volume of $368,188,175. The price per square foot averaged $156.21. Cap rates
have been lower in 2007, averaging 7.09% compared to the same period in 2006
when they averaged 7.19%.
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Conclusions to Metropolitan Phoenix Retail Market
Substantial retail market activity is occurring throughout metropolitan Phoenix. The
catalyst for retail activity is the substantial single-family and multifamily residential
construction growth throughout the valley. New single-family homes and subdivisions
are being sold and developed rapidly. New restaurants, grocery stores, electronic
stores, and physical fitness facilities are entering or expanding into the metropolitan
Phoenix market as a response to the substantial population growth.
Current vacancy is reported at 6.5% in the Second quarter of 2007. A substantial
amount of new construction is occurring, with pre-leased space following the
growth patterns for population throughout metropolitan Phoenix.
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Industrial
In order to analyze the current industrial market conditions in the metropolitan
Phoenix area and the subject market area, information from CoStar Realty Service
has been relied upon. The most recent survey is dated second quarter 2007. The
report is drawn from a survey of 8,566 industrial projects located throughout
metropolitan Phoenix. The industrial market is broken down into 27 sub-markets.
The total market is summarized as follows.

The Phoenix Industrial market ended the second quarter 2007 with a vacancy rate of
8.9%. The vacancy rate was up over the previous quarter, with net absorption totaling
positive 1,965,950 square feet in the second quarter. Vacant sublease space
increased in the quarter, ending the quarter at 1,166,326 square feet. Rental rates
ended the second quarter at $7.98, a decrease over the previous quarter. A total of
50 buildings delivered to the market in the quarter totaling 2,595,859 square feet,
with 7,668,434 square feet still under construction at the end of the quarter.
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Absorption
Net absorption for the overall Phoenix Industrial market was positive 1,965,950
square feet in the second quarter 2007. That compares to positive 698,109 square
feet in the first quarter 2007, negative (592,964) square feet in the fourth quarter
2006, and positive 2,494,619 square feet in the third quarter 2006.
The Flex building market recorded net absorption of positive 573,336 square feet in
the second quarter 2007, compared to positive 166,349 square feet in the first
quarter 2007, positive
191,956 in the fourth quarter 2006, and positive 291,518 in the third quarter 2006.
The Warehouse building market recorded net absorption of positive 1,392,614
square feet in the second quarter 2007 compared to positive 531,760 square feet in
the first quarter 2007, negative (784,920) in the fourth quarter 2006, and positive
2,203,101 in the third quarter 2006.
Vacancy
The Industrial vacancy rate in the Phoenix market area increased to 8.9% at the end
of the second quarter 2007. The vacancy rate was 8.8% at the end of the first quarter
2007, 8.4% at the end of the fourth quarter 2006, and 7.4% at the end of the third
quarter 2006.
Conclusions of Metropolitan Phoenix Industrial Market
The current vacancy rate for metropolitan Phoenix is 8.9% as of second quarter
2007, which is a slight increase from the 8.0% reported in the second quarter of
2006.
The overall outlook for the metropolitan Phoenix industrial market is cautious
optimism. Certain areas may experience some overbuilding in terms of vacancies
remaining higher upon initial completion of the construction. However, the community
continues to grow in terms of population and job growth.
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Office
For the purpose of this analysis, information is obtained from CoStar Realty Service
for the second quarter of 2007. The quarterly report provides information from
surveys of existing office projects throughout the metropolitan area (including investor
and owner-user type buildings). The totals for the Phoenix Metro area are
summarized as follows.
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The Phoenix Office market ended the second quarter 2007 with a vacancy rate of
13.0%. The vacancy rate was up over the previous quarter, with net absorption
totaling positive 861,319 square feet in the second quarter. Vacant sublease space
decreased in the quarter, ending the quarter at 953,898 square feet. Rental rates
ended the second quarter at $25.40/SF, an increase over the previous quarter. A
total of 102 buildings delivered to the market in the quarter totaling 1,780,412 square
feet, with 8,965,853 square feet still under construction at the end of the quarter.
Absorption
Net absorption for the overall Phoenix office market was positive 861,319 square feet
in the second quarter 2007. That compares to positive 297,820 square feet in the first
quarter 2007, positive 1,706,239 square feet in the fourth quarter 2006, and positive
1,316,749 square feet in the third quarter 2006.
Vacancy
The office vacancy rate in the Phoenix market area increased to 13.0% at the end of
the second quarter 2007. The vacancy rate was 12.5% at the end of the first quarter
2007, 11.2% at the end of the fourth quarter 2006, and 11.4% at the end of the third
quarter 2006.
Rental Rates
The average quoted asking rental rate for available office space, all classes, was
$25.40 per-square-foot per year at the end of the second quarter 2007 in the Phoenix
market area. This represented a 2.0% increase in quoted rental rates from the end of
the first quarter 2007, when rents were reported at $24.91 per-square-foot.
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RESIDENTIAL
Both single-family and multifamily construction in metropolitan Phoenix has fluctuated over
the past two decades. The following table illustrates residential building permits in
metropolitan Phoenix since 1995.
Single-family permit activity increased from years 1995 to 2005 from a low of 26,824 to
48,136. For 2004, single-family permit activity reached a new record high with 48,136 permits
up from 2003 with 39,652 and in 2002 there were 34,309 permits. The permit activity for
2005 was 43,256, lower than the previous year’s record high and lower for 2006 at 27,976.
The first quarter of 2007 at 7,017 permits is down from 8,716 the 1st Qtr. Of 2006 and 10,356
for the 1st Qtr. of 2005.
Townhouse permit activity declined from 1989 through 1993. The year 1991 ended with only
485 permits. Permit Activity saw a big jump in 1994 and continued strongly over previous
years peaking in 2000 with 2,234. Permits showed a decrease in 2001 and again in 2002 to
1,467. 2003 increased to 1894 permits for the year. There were 4,526 for 2005 which was
more than the past two years combined and continued increase at 6,187 in 2006. The 1st Qtr.
of 2007 is 2,353 which is considerably higher than 1,621 and 1,421 the 1st Qtrs. of 2006 and
2005, respectively.
RESIDENTIAL BUILDING PERMITS
Phoenix Metropolitan Area

Year
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
1 Qtr. 2007

Single Family
No. of
% of
Permits
total
19,432
38.7
20,052
47.9
15,944
58.0
13,843
67.1
11,194
82.8
10,633
81.9
13,510
91.9
18,328
91.1
21,896
90.5
26,626
78.7
26,824
73.7
28,157
73.8
29,124
74.5
33,811
78.2
33,242
78.3
32,494
76.1
32,867
78.5
34,309
82.9
39,652
85.5
48,136
86.4
43,256
84.8
27,976
73.4
7,017
63.0

Townhouse
No. of
% of
Permits
totals
6,617
13.2
5,516
13.2
3,123
11.4
1,317
6.4
625
4.6
449
3.5
485
3.3
566
2.8
607
2.5
1,212
3.6
1,599
4.4
1,456
3.8
2,174
5.6
1,525
3.5
1,454
3.4
2,234
5.2
1,801
4.3
1,467
3.5
1,894
4.1
2,597
4.7
4,526
8.9
6,187
16.3
2,353
21.1

Multi-Family
No. of
% of
Permits
totals
24,113
48.1
16,327
39.0
8,427
30.7
5,457
26.7
1,701
12.6
1,891
14.6
710
4.8
1,234
6.1
1,799
7.4
6,015
5.6
7,991
21.9
8,533
22.4
7,799
19.9
7,877
18.2
7,759
18.3
8,009
18.7
7,201
17.2
5,607
13.6
4,836
10.4
4,997
8.9
3,250
6.3
3,922
10.3
1,778
15.9

Total
No. of
Permits
50,162
41,895
27,494
20,617
13,520
12,973
14,705
20,128
24,302
33,853
36,414
38,146
39,097
43,213
42,465
42,731
41,869
41,386
46,382
55,730
51,032
38,085
11,148

Source: Phoenix Metro Housing Study Committee; Arizona Real Estate Center, College of Business, Arizona State University
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The multifamily permit activity declined to a low of 710 in 1991. The permit activity for
multifamily increased from 1,234 in 1992 to a high of 8,533 in 1996, the highest level
since 1987. Multifamily permit activity rebounded in 2000 at 8,009, however, dropped
in 2001. 2002 totals were 5,607 permits with a decrease in 2003 to 4,997 permits. In
2005 3,250 permits were issued down from the 2004 total of 4,997 and the lowest
level in at least ten years. In 2006 the permit activity was higher than 2005 at 3,922.
The apartment market is strong despite an increase in vacancy given the number of
units developed over the past several years. Vacancy rates for 3rd Quarter 2006 have
risen by 0.04% over 2nd Quarter 2006 to 6.77%. This represents a 0.08% decrease
over the same quarter in 2005. Overall, the multi-family vacancy has been steadily
decreasing since reaching a high of 10.5% in 2002. Currently there are 4,417 units
under construction with 3,281 additional units planned for construction. Apartment
vacancy is expected to remain flat for the near term.
.

EDUCATION
Currently, a total of 25 institutions of higher learning are located in metropolitan
Phoenix to keep pace with the educational desires of the people. Of these 25
institutions, six are universities, eleven are community colleges, and the rest are
technical schools. A total of 164,690 students are served by these institutions.
Statistically, metropolitan Phoenix has a proven academic track record.
A total of
51% of the adults in metropolitan Phoenix have attended college. Approximately 45%
of those attending college have graduated and some have continued into graduate
school.
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Opportunities for higher education continue to expand in metropolitan Phoenix.
Arizona State University is located in Tempe with a population of over 51,612
students. To meet the needs of continued enrollment growth, ASU opened a westside campus known as ASU West.
The new campus is situated on 300 acres at Thunderbird Road, between 43rd and
51st Avenues. ASU West is expected to serve more than 12,000 students. ASU
officials report that 61,033 students were enrolled for the fall of 2005, which includes
7,734 students enrolled in courses at ASU West and 4,865 students at ASU East
facilities.
The DeVry Institute of Technology, and the college of Engineering and Computer
Science at Arizona State University are two facilities designed to meet the needs of
those students pursuing a high- tech education. The largest college is the University
of Phoenix with a reported 201,381 students as of February 29, 2004.
TRANSPORTATION
In October 1985, voters passed a one-half cent sales tax to fund construction of a
comprehensive freeway system. Of the identified structural changes affecting real
estate, the construction of a comprehensive freeway system has the greatest
potential to reshape the direction and dispersion of development within the
metropolitan area. It is also realigning the desirability ranking order of competing
geographical sub-markets for new and existing development.
Thus, sub-market areas formerly without convenient freeway access are now able to
compete much more effectively with sub-market areas that have historically benefited
from adequate freeway access.
A review of current commercial construction (retail, office, and industrial) activity
shows that the on-going freeway construction program is having a significant
influence on development patterns within the metropolitan area.
Voter reaction to proposals for increased spending on mass-transit has become
increasingly more positive with the Cities of Phoenix and Tempe passing sales tax
increases for mass-transit funding, including a light-rail system. However, the nearterm effects of the proposed light-rail system and increased Phoenix bus service on
the subject property are minimal.
Growth in the Phoenix metropolitan area has occurred along a northwest/southeast
diagonal due to physical features and availability of undeveloped land. The existing
major freeways provide access to these major growth areas. The major highways
include Interstate-10, which runs south to Tucson, and Interstate-17, which runs in a
north direction to Flagstaff.
The southeast area also includes the Superstition Freeway, which extends east from
Interstate-10, providing access to the communities of Mesa, Gilbert, and Apache
Junction.
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The 14 existing and new freeways planned were illustrated on the previous page
and summarized as follows.
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.

The Black Canyon Freeway (Interstate-17)
Estrella Freeway (Loop 303)
Red Mountain Freeway (Loop 202)
Grand Avenue (US 60)
Maricopa Freeway (1-10)
Pima Freeway (Loop 101)
Papago Freeway (I-10)
Price Road Expressway (Loop 101)
Sky Harbor Access Facility (SR 153)
Santan Freeway (Loop 202)
South Mountain Freeway (Loop 101)
Squaw Peak Parkway (SR 51)
Superstition Freeway (US 60
Agua Fria Freeway (Loop 101)

Air Transportation
Approximately 192,000 passengers and guests pass through Sky Harbor each day. As
population growth in the valley has increased, so has the demand for airport services. With
over 560,000 operations per year, Sky Harbor currently ranks as the 5th busiest airport in the
country for takeoffs and landings.
The dramatic increases in demand have caused the Airport to outgrow its facilities and have
impacted the ability to provide quality customer service. In an effort to improve customer
service, the City of Phoenix Aviation Department has undertaken an aggressive expansion
program at Phoenix Sky Harbor International Airport and currently has 78 construction projects
underway at a projected cost of $619 million
•

In 2005 over 41 million passengers were processed at Sky Harbor. Terminal 4 is the busiest--32.3 million
passengers flew in and out of Terminal 4 in 2005. That terminal, where US Airways and Southwest have
their gates, handles about 75% of the passenger traffic.

•

As of January 2006, Phoenix Sky Harbor International Airport is ranked the 7th busiest in the country for
passengers and the 8th busiest in the nation and the world for operations (takeoffs and landings).

•

Each day, there are approximately 1,600 take-offs and landings at Sky Harbor, including commercial,
general aviation, military and cargo flights.

•

The airport itself takes up 3,000 acres.

•

There are 3 terminals with over 100 gates.
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WATER
Over the years, people living in central Arizona have developed its waters to keep
pace with the population boom, which followed World War II. As more people migrate
to Arizona, the ground water table continues to recede, resulting in problems of water
availability. To combat this situation, the Department of Water Resources enacted the
Ground Water Management Act of 1980, and the Bureau of Reclamation instituted the
Central Arizona Project.
Ground Water Management Act
In June, 1980, the State Legislature passed a Ground Water Management Act. The
Act is intended to institute comprehensive ground water conservation and
management in Arizona. Prior to the passage of the Act, few controls existed on the
new irrigation wells in certain areas of the State, and there were no limitations on the
amount of water which could be withdrawn. Under the new Act, the amount of water
which may be withdrawn for existing and future uses will be subject to strict
conservation requirements and new ground water development will be restricted.
The Act provides for the establishment of "active management areas". Within the
active management areas, the use of water, the drilling of wells, and the subdividing of
land is limited. The drilling of wells and the use of water is less restrictive outside the
active management areas, but subdividing land without a proven 100-year supply of
water is not allowed.
Two major implications of this Act include: 1) land within water service areas of a
municipality or a franchise water utility will be presumed, or deemed to have assured
water supply if they have filed Letters of Intent to purchase CAP water; 2) inside active
management areas, subdivision lots may not be sold or leased without a Certificate of
Assured Water Supply, unless the lands are located within a service area previously
designated as an area having an assured water supply.
Despite passage of the Act, metropolitan Phoenix is not in imminent danger of being
without water. The Act simply requires water users to be more aware of their
consumption levels and helps to prevent senseless wasting, of water.
Central Arizona Project
In conjunction with the Ground Water Management Act, the Bureau of Reclamation is
in the process of constructing a 335-mile long aqueduct to deliver Colorado River
water from Lake Havasu on Arizona's western border to Maricopa, Pinal, and Pima
Counties in central and southern Arizona. The water will replace existing ground water
uses and supplement surface water supply.
In theory, the project will offset two-thirds of the over- consumption of ground water
supplies. However, CAP water' is not intended to increase overall water usage. Rather
it is designed to be a substitute for ground water. The CAP will deliver about 1.5 million
acre feet of Colorado River water into Maricopa, Pinal, and Pima Counties each year.
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This water has been allocated to 85 users, classified as municipal or industrial entities,
12 Indian communities, and 23 non-Indian agricultural districts. Water from the CAP
will be utilized for drinking and irrigation purposes.
Delivery of Colorado River water began in May 1985 to an irrigation district west of
Phoenix. By mid-1986, water was delivered from the Salt-Gila Aqueduct which runs
from the Salt River to a point 15 miles southeast of Coolidge. Water was delivered to
the initial stages of the Tucson Aqueduct by mid-1987 and delivery to the metropolitan
Tucson area was completed in the mid 1990s.
A combination of the Ground Water Management Act and the Central Arizona Project
will help to ensure that no more water is pumped from the ground each year than is
replaced. Continued planning and a commitment to water conservation will result in
prolonging Arizona's lifeline of water.
CLIMATE
Warm weather and plentiful sunshine contribute to making metropolitan Phoenix a
desirable place to live. Mild winter days have average high temperatures ranging from
65 degrees to 87 degrees Fahrenheit. Summer days range on average from 102
degrees to 105 degrees Fahrenheit with very low levels of humidity. Annual rainfall
averages 7.2 inches. With moderate rainfall activity, Phoenicians enjoy a year-long
average of 85% sunshine.
Seasonal visitors flock to metropolitan Phoenix on a yearly basis to enjoy the mild
winter climate. Several five-star resorts are located in metropolitan Phoenix to
capitalize on the favorable year-round climate. In addition, several of the country's most
notable retirement communities are located in the area.

Police and Fire Protection
Police and fire protection are typically provided on the municipal level and do not differ
significantly between the various municipalities. The Phoenix suburb of Scottsdale has
contracted out its fire protection service to a private company with good success.
Other metropolitan cities have not followed Scottsdale's lead in turning over municipal
functions to a private business.

Utilities
A mixture of publicly regulated companies, quasi-governmental agencies and
municipalities provides regional utilities. Electrical services are provided by two
utilities, the Salt River Project (a quasi-governmental agency established by the U. S.
government) and the Arizona Public Service (APS - a privately owned and regulated
utility company). Electrical rates are within a competitive range but are slightly higher
than the national norm. Sufficient electricity is available to service existing and future
projected demands. Natural gas is provided by Southwest Gas, a regulated private
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company. Southwest Gas purchased the natural gas service system from APS in 1985
and since then, natural gas in new homes has noticeably increased.
Water, sewer, garbage collection, and telephone services are provided by the
municipalities or by publicly regulated companies, depending upon the type of service
and location within the metropolitan area. The levels of service and prices are
competitive among the various suppliers, producing good overall service throughout
the valley.

Efficiency of Government
The metropolitan area enjoys responsible government, with a pro-growth attitude. The
positive pro-growth has reduced regulatory intervention at the local government levels,
enhancing the attractiveness of the Arizona business climate.
The challenge now facing the government leaders of this community is in managing
the metropolitan area's growth and providing adequate public infrastructures to handle
the ongoing growth in population. Specific problems resulting from the previous
explosive growth, which are currently high priority concerns, include air quality and
surface street transportation.
CONCLUSIONS OF METROPOLITAN PHOENIX
An analysis of the 1) social, 2) economic, and 3) governmental and physical factors for
metropolitan Phoenix indicates that the area should continue to experience minimal
growth in all segments of the real estate market for the foreseeable future.
Adoption of a transportation plan for metropolitan Phoenix will alleviate traffic
congestion in the area. By now it is evident that a sound freeway system will play a
key role in affecting regional growth.
As with most Sunbelt cities, the Phoenix-Mesa Metropolitan Area has historically
exhibited strong cyclical swings in terms of its population growth and economic
development activity. Thus, knowledge of these cyclical trends is fundamental to
understanding the base economic factors that directly influence the supply and
demand for all types of real estate.
The favorable employment trends and dramatic growth rates will all contribute to giving
Phoenix a stronger, more diverse economic base. The slowdowns in construction
experienced during the 1974 and 1976, 1981 to 1982, 1987 through 1990 building
cycles tend to be temporary. To the extent that this is true, there is relatively little risk
over the long term in well-located areas.
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NEIGHBORHOOD ANALYSIS
“A neighborhood is a group of complementary land uses”7 that have an effect on a
property’s value. “Social, economic, governmental, and environmental forces
influence property values in the vicinity of a subject property,”8 and these forces
directly affect the value of the subject property itself.
Mesa was founded in January 1878 and was incorporated in July 1883. Mesa is
Arizona's third largest city and has recently moved from being the 46th largest city in
the United States to the 40th largest, edging out Minneapolis, Miami, St. Louis,
Pittsburgh, and Atlanta according to the City of Mesa. It has been recognized as one
of the top 100 cities in America. The region's population growth rate has consistently
outpaced the nation's rate every decade since the 1980s. The population in Mesa
grew significantly during the past decade. Between 2000 and 2006, the population in
Mesa increased nearly 15 percent; Mesa was formerly the 53rd largest city in the
nation. The city of Mesa is located 15 miles southeast of the city of Phoenix's central
business district and shares common city borders with:
Tempe to the west
Gilbert and Chandler to the south
The Salt River Indian Reservation to the north
Apache Junction and Maricopa County to the east
Mesa has experienced tremendous growth since 1980. Mesa was ranked as one of
the fastest growing cities in the United States during the 1980's. This increase was
only surpassed by the city of Phoenix, which has an area nearly four times that of the
city of Mesa. A large portion of Mesa's population growth is due to in-migration of
people from other states. The Mesa area's net migration averaged about 10,918
people each year from 1990 to 2006. According to the city of Mesa, the population
reached 300,000 on April 3, 1992. The City of Mesa indicated in their most recent
statistics a population of 455,151 as of October 2006 and estimates are that Mesa will
increase to 880,000 residents by the year 2025.

7

The Appraisal of Real Estate, Appraisal Institute, 10th Ed., P. 171.

8

ibid., P. 171.
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Job growth statistics for Mesa during most of the 1980's reflected the strength of its
economy. More recently as of July 2006 Mesa has a total employment of 239,156.
Unemployment remained at 3.5% during the second quarter of 2006; however, Mesa
has consistently had lower unemployment percentages than Maricopa County and the
state of Arizona. Employers located in Mesa provided 51% of the jobs held by the
Mesa labor force and 33% of the jobs for the entire East Valley area of Chandler,
Mesa, South Phoenix, and Tempe. The increase in jobs along with the dynamic
population growth provided a momentum to Mesa's expanding real estate markets.
Labor Force
Mesa

Phoenix-Mesa-

Arizona

Scottsdale MSA

labor force

247,943

1,998,637

2,955,656

employment

239,156

1,920,128

2,818,296

8,787

78,509

137,360

3.5%

3.9%

4.6%

unemployment
unemployment rate

Source: U.S. Bureau of Labor Statistics July, 2006

Employment by Occupation
2006

2000

Management, Professional, & Related

31.6%

30.9%

Sales & Office

30.3%

30.1%

Service

14.2%

14.5%

Construction, Extraction & Maintenance

11.8%

12.1%

Production, Transportation & Materials Moving

11.9%

12.3%

0.2%

0.2%

Farming, Fishing, & Forestry
Source: Claritas, 2006

K S AP P R AI S A L ..

Page 34

The following information was written by City of Mesa, we in no way take credit for the
following information, and consider it to be accurate, reliable, and public.

Mesa Riverview at
Dobson

More than 1.3 million sq. ft. of mixed-use development
featuring Bass Pros Shops Outdoor World as the signature
anchor tenant and will encompass an exciting selection of
retail, entertainment including a 16-plex of Cinemark
Theatres, lifestyle tenants, power center anchors, specialty
shops, a selection of theme-style restaurants and food
retailers along with a 33-acre auto mall and a 36-acre office
park. Each Bass Pro Shops store attracts an average of 3
million visitors annually.

Fiesta District

The Fiesta District boasts the highest traffic flows in the City
of Mesa with more than 10,000 visitors per day and almost
16,000 people are employed in the area. Three of Mesa’s
largest employers are located in the Fiesta District. It is
conveniently located off the US 60 at Alma School Rd, and
only fifteen minutes from Sky Harbor International Airport; 20
minutes from downtown; and 5 minutes from the historic
downtown
Mesa.
Fiesta Mall is a 1.30 million-square-foot center that is home to
more than 135 stores including Abercrombie and Fitch;
Forever 21; Torrid; American Eagle Outfitters; Vans; and
Zumiez! The cafes at Fiesta Mall offer a wide selection of
eateries ranging from Johnny Rockets to Panda Express.
The wide mix of merchants along with the Children’s Play
Area and Children’s programs has made Fiesta Mall the
perfect shopping destination for shoppers of all ages!
Surrounding Fiesta Mall are large retail centers that include a
Target, TGI Fridays, Comp USA, Cost Plus, Red Lobster,
Chevy’s, Big City BBQ, Olive Garden, Mimi’s Café and much
more. The Groves of Towne Center is the most recent to
open with a Cold Stone Creamery, Chipotle, and others.

Downtown Mesa
The City of Mesa is dedicated to providing excellent service
throughout the development process. A member of staff will
be assigned to work closely with your business and guide
you through the planning, zoning, and permitting processes.
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Stapley Corporate
Center & Mesa
Spectrum

A 210,000 square foot, mixed-used development project by
DESCO Southwest-Phoenix LLC, is located on 17.5 acres at
NWC Stapley Drive and Baseline Road and offers
approximately 180,000 square feet of Class A Office space in
two low-rise buildings of 90,000 square feet each, and
includes two pads of retail space of approximately 15,000
square feet each.
A 564,000 square foot center at the Superstition Freeway
(US 60) and Stapley Drive that is anchored by AMC 24
Theatres, WalMart Super Center, PetsMart, OfficeMax with
Pizzeria Uno, Charleston’s, Macaroni Grill, On the Border, El
Paso Texas BBQ and others.

Dana Park
A 70-acre “urban lifestyle” shopping center with its dynamic
street scenes, its quality of stores and quality of presence.
The center is characterized by the presence of approximately
500 date palms, cobblestone pavers, wide streets, beautiful
domes, carved limestone fountains and marble columns
accenting the center’s architecture. It is located on the
northwest corner of Val Vista Drive and Baseline Road.
Some of the upscale shops and restaurants include AJ’s Fine
Foods, Alaskan Bistro, Ann Taylor Loft, BBQ Hut, Barnes &
Noble, Booster Juice, Buca di Beppo, Chico’s, Christine’s
Accents & Décor, Coffee Bean & Tea Leaf, Coldwater Creek,
Costa Vida Fresh Mexican Grill, Draper’s & Damon’s,
Euphoria Salon, KaBloom, Kirkland’s, Kreative Home
Furnishings, Marble Slab Creamery, Molly Brannigan’s,
Nevada Leather Furniture, No. 27 Via Cappello, Outdoor
Living by Summerwinds, Paradise Bakery, Radiance Med
Spa, Rolf’s, Rumbi Island Grill, Sauce, and White
House/Black Market.

Superstition Springs
Center
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A 1.3 million square foot, two-level, enclosed super regional
shopping center with more than 146 shops and restaurants.
It is located at the intersection of Power Rd. and Southern
Ave., off the U.S. 60. The newly remodeled center is focused
on the aesthetic of understated elegance that features natural
colors and materials such as stone, wood, and glass. The
center also features an outdoor concert amphitheater, indoor
carousel, and indoor soft play area..
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At the heart of Mesa is the Mesa Town Center, a one-square mile area of downtown
Mesa with special zoning incentives, land write-downs, fee waivers, land assemblage
assistance, infrastructure improvements, and other incentives to encourage
redevelopment. The Mesa Town Center, designated by Mesa's city council as a
redevelopment area in 1981, is part of an ultimate vision of a cultural, recreational,
and occupational center of the city of Mesa. These services for Town Center property
and business owners are targeted to:
750 Town Center property and/or business owners
3,500 Town Center residents
7,500 Town Center employees
10,000 Town Center customers and clients daily
190,000 Mesa and East Valley winter visitors
200,000 hotel guests and conventioneers annually
Mesa, East Valley and Metro Phoenix residents

Included in the vision to redevelop downtown Mesa is the recently completed 206,500
square foot Arts Center.
Existing medical facilities consist of four hospitals with 1,233 licensed beds (1,195
beds in service as of the end of 2006) which offer complete medical service to all of
eastern Maricopa County.9 In no particular order the four hospitals are:
Banner Mesa Medical Center
Banner Desert Medical Center
Banner Baywood Medical Center
Mesa General Hospital Medical Center

- 258 licensed and 220 in service
- 600 licensed and in service
- 255 licensed and in service
- 120 licensed and in service

Mesa is central to transportation facilities covering the state and the nation, and is
served by the main line of the Southern Pacific Railroad and over 30 interstate truck
lines. Phoenix Sky Harbor International Airport is located 20 to 25 minutes driving
time by the Superstition Freeway.
Falcon Field, Arizona's third busiest airfield, offers aviation facilities to aviationoriented industries as well as service to industrial and commercial development. It
has an FAA control tower, 700 based aircraft, and 309 public hangars with more than
240,000 landing/take-offs/year at Falcon Field. It has 2 parallel runways of 3,800 feet
and 5,100 feet.
The city of Mesa operates its own utilities including electricity, gas, water, and
sanitation with the Salt River Project and Southwest Gas servicing the remainder.

9

"The List Hospitals," The Business Journal Book of Lists, December 26, 2003, pg. 158.
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Quality of life is one of the many contributing factors to Mesa's appeal to families and
retirees. Ballet, museums, theater, and a symphony orchestra are some of the many
cultural activities represented. Furthermore, the Mesa Public School system has one
of Arizona's outstanding art and music programs. Mesa's Community Center, a 22acre development, includes a conference center designed to accommodate
conventions, trade shows, and concerts. There are 57 hotels/motels with 3,700
available rooms and include the following recreational facilities:
•
•
•
•
•
•

21 private and public golf courses
100+ private and public tennis courts
4 libraries
13 public pools
6 recreation centers and sport complexes
As well as numerous other facilities in 56 city operated parks.

Mesa is the largest city within the East Valley, which has been growing at a more rapid
pace than any other metropolitan region within the state. It experienced its greatest
growth during the early eighties, as well as establishing an autonomous and diversified
economic base. Mesa is in close proximity to the central Phoenix business district
while continuing to profit from its own employment, social, recreational, educational,
and cultural growth.
In consideration of the historical growth and economic
diversification of retail, industrial, and office bases, Mesa has experience continued
growth throughout the 1990's, and will likely continue to do so into the future. This will
be the result of intense competition for Mesa's base economic employers in the future,
as well as other cities competing for new growth.
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SECTION 5

SITE DESCRIPTION

General Site Information
Address:

1143 South Lindsay Road, Mesa, Arizona.

Location:

The property is a corner parcel located at the northeast
corner of Lindsay Road and Southern Avenue in Mesa,
Arizona.

Assessors Parcel Number(s)

140-45-002N, 002M & 004

Census Tract Number:

4225.01

Use of the Site:

Charter School Facility
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Maricopa County Tax Statements

Assessor Tax Information
Parcel: 140-45-002N
2006 Summary

2006 Property Tax Statement - Parcel 140-45-002N 5
Tax Bill Summary
2006 Tax
2006 Assessed Value
Totals
Amount
Primary (Limited)
$34,943
$2,220.76
Secondary (Full Cash)
$45,325
$1,252.28
Special Districts
$22.66
No delinquent prior year
Full Year Amount*
$3,495.70
taxes
<1st Due each half
$1,747.85
$1,747.85
2nd>
Total Payments Made
Area Code: 041000
$3,495.70

Parcel: 140-45-002M
2006 Summary

2006 Property Tax Statement - Parcel 140-45-002M 6
Tax Bill Summary
2006 Tax
2006 Assessed Value
Totals
Amount
Primary (Limited)
$87,631
$5,569.30
Secondary (Full Cash)
$112,753
$3,115.22
Special Districts
$56.38
No delinquent prior year
Full Year Amount*
$8,740.90
taxes
<1st Due each half
$4,370.45
$4,370.45
2nd>
Total Payments Made
Area Code: 041000
$8,740.90

Parcel: 140-45-004
2006 Summary

2006 Property Tax Statement - Parcel 140-45-004 5
Tax Bill Summary
2006 Tax
2006 Assessed Value
Totals
Amount
Primary (Limited)
$93,100
$5,916.88
Secondary (Full Cash)
$117,702
$3,252.00
Special Districts
$58.86
No delinquent prior year
Full Year Amount*
$9,227.74
taxes
<1st Due each half
$4,613.87
$4,613.87
2nd>
Total Payments Made
Area Code: 041000
$9,227.74
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Physical Characteristics of the Site
Site Dimensions:

Rectangular (585’ X 273’)

Frontage:

The site is a corner parcel with 585’ of frontage along the
east side of Lindsay Road and 273’ of frontage along the
north side of Southern Avenue. The subject has additional
frontage along Robin Lane.

Total Site Area:

159,696 square feet, or 3.666 acres

Usable Land Area

159,696 square feet, or 3.666 acres

Excess Land Area

None noted

Shape of Tract:

Rectangular (585’ X 273’)

Topography:

Generally level and at grade with surrounding parcels.

Ingress and Egress:

The subject has access along Lindsay Road. The property
has an ingress curb cut and an egress curb cut, access is
considered average for the subject property.

Lot Type:

Corner parcel

Easements:

I have been provided with a copy of a current title report
concerning the subject property. There are no easements
that affect either the development potential or the
marketability of the subject site

Encroachments:

None noted from site visit, encroachments subject to
survey

Site Lighting:

Security lighting on the building, parking lot lighting and
street lighting along Lindsay Road and Southern Ave.

Walks and Landscaping:

The subject has various concrete walk-ways and an
assortment of trees, grass, and shrubs. The subject has a
landscaped buffer that surrounds the property.

Utilities to Site:

Sewer..................................... City of Mesa
Water ..................................... City of Mesa
Electric ................................... Arizona Public Service
Natural Gas............................ Southwest
Phone..................................... Qwest

Curbs and Gutters:

Yes, along adjoining roadway

Sidewalks:

Yes, along adjoining roadway

Road Surface:

Asphalt
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Flood & Soil Characteristics of the Site

Flood Designation:

The subject is located on F.E.M.A. Panel No.
04013C2195G dated September 30, 2005. According
to this map, the subject is not located in the 100 or 500
year floodplain as it lies within Zone X.

Surface Drainage:

Appears adequate with no noticed standing water

Soils:

A soil analysis for the site has not been provided for
the preparation of this appraisal. In the absence of a
soil report, it is a specific assumption that the site has
adequate soils to support the highest and best use.

Subsurface Conditions:

It is assumed that there are no hidden or unapparent
conditions to the property, soil, or subsoil, which would
render them more or less valuable. Subsurface oil,
gas or mineral rights were not considered in this report
unless otherwise stated.

Seismic Zone:

The subject property is not situated within an
established seismic zone.
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Economic Factors Affecting the Site
Supply of Vacant Tracts:

Adequate supply of vacant land is available throughout
the market

Demand for Vacant Tracts:

Demand for vacant tracts is in balance with supply

Traffic Pattern/Volume:

Heavy traffic along Lindsay Road and Southern Avenue,
according to the City of Mesa (2006 Data), Lindsay Road
has approximately 28,000 V.P.D. at the subject’s location
and Southern Avenue has approximately 26,200 V.P.D.

Neighboring Property Uses:

Surrounding land uses are primarily single family
residential and commercial uses.

Zoning:

R1-43, Single Residence District, by the City of Mesa.

Allowable Uses in the District:

A wide variety of residential and public uses are permitted
in this district.

Major Flaws in Site:

None noted

Overall Site Analysis:

The property is located along two major arterials and is
considering good for its current use.
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Adjacent Land Uses & Site Compatibility

Adjacent Land Uses:

North .......................................Residential
South ......................................Southern Ave / Condos
East.........................................Residential
West........................................Residential / Commercial

Rail Access:

No
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Site Compatibility

Site Compatibility:

I am not qualified to determine the presence of hazardous
substances as they affect the site. This would include, but
not be limited to, toxic chemicals, radon gas, methane,
etc. Unless otherwise stated, the site is assumed to be
unaffected by these substances.

Unusual Nuisances:

None noted

Apparent Adverse Factors:

None noted

Unapparent Adverse Factors:

None noted

Overall Site Analysis:

The property is a mid-block parcel with good frontage and
visibility along adjoining roadway.

Restrictions:

As previously noted, I have been provided with a copy of
a current title report and relevant covenants, conditions
and restrictions that affect the property. There are no
known restrictions that negatively impact the subject site.
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Site Photographs

VIEW OF THE SUBJECT SITE
(CANOPIES)

VIEW OF THE SUBJECT PARKING LOT

VIEW OF THE SUBJECT BASKET BALL COURT

VIEW OF THE SUBJECT PARKING LOT

LOOKING WEST ALONG SOUTHERN AVENUE

LOOKING NORTH ALONG LINDSAY ROAD
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SECTION 6

IMPROVEMENTS DESCRIPTION

General Description

General Property Type:

Charter school facility

Number of Buildings:

Eleven

Year Built:

1995 (according to public records)

Number of Stories:

Each of the buildings are single story in height

(Existing)

Office Building
- 3,000 S.F.
Restroom / Storage
960 S.F.
6 (30’ X 60’) - Classroom Building - 10,800 S.F.
2 (48’ X 60’) - Classroom Building - 5,760 S.F.
Total
20,520 S.F.
Gross Building Area:

Canopies

-

3,050 S.F.

The subject units which have a “modular” design
are considered permanent fixtures equal to a
stick built facility. It is assumed these structures
are permanent fixtures with the Maricopa
County Assessor’s office.
Design and Functionality:

Frame

Construction Class:

Class C

Construction Quality:

Good workmanship and materials

Source:

On-site inspection

K S AP P R AI S A L ..

Page 47

Exterior Construction Detail

Footings:

Concrete spread footings

Foundation Walls:

Concrete and concrete block

Sub-Floor Construction:

Concrete slab

Framing:

Wood Frame

Exterior Wall Material:

Two tone concrete stucco finish

Roof Construction:

Pitched construction, with asphalt tile

Windows:

Aluminum frame casement windows in the office
building and no windows in the classroom buildings

Exterior Doors:

Aluminum frame doors with tempered glass inserts
and metal doors.
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Mechanical Description

Heating System:

Ground and wall mounted HVAC

Cooling System:

Ground and wall mounted HVAC

Plumbing:

Copper piping

Electrical Service:

Assumed compliant with city code.

Elevator Service:

None

Fire Protection:

The building has fire sprinklers through-out (100%)
and indoor fire alarms
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Interior Description

Building Layout:

The subject is configured with eight classroom buildings,
an office building, two restroom / storage buildings, six
canopies and various concrete walk-ways. The school
facility is constructed of wood frame with a two tone
stucco finish and the roof is a pitched design constructed
over a wood truss system. The existing facility is in
average to good condition overall.

Ceilings:

Acoustic tile grid system

Lighting:

Combination of recessed and canned florescent lighting

Partitions and Interior Walls:

Drywall, tape, texture, and paint

Trim:

Wood and rubber

Floor Cover:

Commercial grade carpet flooring, tile and vinyl

Interior Doors:

Hollow and solid core wood and metal doors

Restrooms:

Three
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Site Description

Parking:

156 open on-site paved parking spaces provided.

Parking Ratio:

8.50/1,000 sq ft (based on net building area)

Site Lighting:

Security lighting on the building, parking lot lighting and
street lighting along Lindsay Road and Southern Avenue.

Walks and Landscaping:

The subject has various concrete walk-ways and an
assortment of trees, grass, and shrubs. The subject has a
concrete block wall and landscaped buffer that surrounds
the property.

Signage:

On the building and a marquee on Lindsay Road

Auxiliary Buildings:

None Noted

Other:

Six canopies totaling 3,050 square feet.
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Physical Condition
Year Built:

1995

Actual Age:

12 year

Effective Age:

7 year

Expected Useful Life:

45 years (based on MVS Section 97, Page 5)

Remaining Useful Life:

38 years (based on MVS Section 97, Page 5)

Condition:

Good

Past Maintenance:

Good upkeep since construction

Deferred Maintenance:

There are no deferred maintenance items which cause a
negative impact on the subject property.

Overall Rating:

Good

Functional Utility:

The subject does
obsolescence.

External Influences:

There are no external factors that affect the marketability of
the subject property as of the date of the appraisal.

Comments on Condition:

The subject is in good condition.

Summary:

The subject is a functional charter school facility

Apparent Adverse Cond.:

None noted.

Unapparent
Adverse Conditions:

I am not qualified to determine the presence of hazardous
conditions within the structure(s) described. This would
include, but would not be limited to, urea formaldehyde,
asbestos, toxic chemicals of all kinds, dangerous
electromagnetic fields, etc. Unless otherwise stated, the
structures are assumed so unaffected.
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SECTION 7

HIGHEST AND BEST USE ANALYSIS

Highest and best use analysis is critical to the appraisal problem. In the highest and best use
analysis, the appraiser defines the composition of the subject property, and this in turn
determines the appropriate valuation methodology. The highest and best use analysis links
the "Descriptions" sections of the appraisal report with the valuation sections.
Highest and best use is analyzed from two points of view. First, the highest and best use of
the site as though vacant is discussed. Then, the highest and best use of the property as
improved is discussed. In order to complete this analysis, the subject is evaluated according to
the following four tests of highest and best use.
Legal Permissibility

Zoning

Planning

Environment

Physical Possibility

Dimensions

Soils

Terrain

Financial Feasibility

Cost

Benefit

Risk

Maximally Productive

Yield

Project Value

Highest and Best Use
Decision
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Highest and Best As If Vacant
Legally Permissible
The subject site is zoned R1-43, Single Residence District by the city of Mesa. The purpose of
this District is to provide for and conserve existing rural and low-density residential uses in
their present or desired character, to foster orderly growth in rural areas, and to prevent urban
and agricultural land use conflicts. The intent of this District is to allow for areas where semirural residential and agricultural uses can be maintained without conflict from commercial,
industrial or high-density residential development.
Permitted Uses:
Single Residence Districts: R1-90, R1-43, R1-35, R1-15, R1-9, R1-7, R1-6:
1. One single dwelling unit on any lot or parcel.
2. Foster homes and residential facilities for the developmentally disabled.
3. Schools and places of worship. Refer to Section 11-13-2(L).

Physically Possible
The size, shape, and terrain of the appraised site is conducive for most types of allowable
development. The utilities serving the subject site are adequate for most uses, and the
property is accessible from Lindsay Road and Southern Avenue. A review of the city land
development code indicates that the size and width of the site is sufficient to allow
development. The subject's physical aspects do impose apparent physical limitations on
development for the above legally permissible uses. The subject site would reasonably accept
a site layout for any of the legally probable uses. There are no known physical reasons why
the subject site would not support any legally probable development. The existence of the
present development on the site provides additional evidence for the physical possibility of
development. The size of the subject property is conducive for most types of residential
development.

Financially Feasible
The determination of financial feasibility is dependent primarily on the relationship of supply
and demand for the legally probable land uses versus the cost to create the uses. As
discussed in the valuation section of this report, the residential market is generally stabilized
with the majority of well located, good quality product operating at stabilized occupancy levels.
Under a pre-leased or build-to-suit arrangement, new development is considered feasible.

Maximum Profitability
The final test of highest and best use of the site as though vacant is the use be maximally
productive, yielding the highest return to the land. In the case of the subject as if vacant, the
analysis has indicated that residential development and or a charter school facility would be
most appropriate.
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Highest and Best Use as Improved
Legally Permissible
As discussed, the subject site’s zoning and legal restrictions permit a variety of land uses. The
site has been improved with a charter school building that does conform to the current zoning
guidelines. There are no private or previously recorded deed restrictions that limit the use of
the site.

Physically Possible
The physical characteristics of the subject improvements were discussed in detail in the
Improvement Description section of this report. Overall, the layout and positioning of the
improvements are considered functional for a charter school building. While it would be
physically possible for a wide variety of uses, based on the legal restrictions and the design of
the improvements, the continued use of the property for educational purposes would be the
most functional use.

Financially Feasible
As improved, the subject is of similar design and quality to other school facility found in the
subject’s competitive market area. The design of the improvements and layout of the project
are acceptable in the market and represent maximum utilization of the site as improved.
Please refer to the Improvement Description section for further information. Financially
feasible refers to legal uses which are physically possible and have a sufficient demand to
produce a positive return. Once the physically possible and legally permissible potential
improvement uses have been determined, the next step in estimating the highest and best use
is to determine which uses are economically feasible. The charter school market for the area
is healthy. The feasibility of a charter school development is evidenced by the degree of
occupancy of similar type properties. The use as a charter school reflects the highest and
best uses of the site.

Summary
Considering these factors, the highest and best use of the subject as though vacant is for
development with a residential uses, or public use facility in accordance with the physically
possible, appropriately supported, and financially feasible use of the site.
Considering these factors, the highest and best use of the subject as improved is for continued
use a charters school building use in accordance with the physically possible, appropriately
supported, and financially feasible use of the current improvements.
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SECTION 8

VALUATION

According to current appraisal theory, there are three approaches to valuing improved
properties. These are the Cost, the Sales Comparison, and the Income Approaches. The
type and age of the property and the quantity and quality of data affect the applicability of each
approach for a specific appraisal problem.
The ultimate goal of the valuation process is a well-supported value conclusion that reflects all
of the factors that influence the market value of the property being appraised. To achieve this
goal, properties can typically be studied from three different viewpoints, which correspond to
the three traditional approaches to value.
♦ The current cost of reproducing or replacing the improvements, minus the loss in
value from depreciation, plus site value -- The Cost Approach
♦ The value indicated by recent sales of comparable properties in the market -- The
Sales Comparison Approach
♦ The value of a property’s earning power based on the capitalization of its income
-- The Income Capitalization Approach
The valuation process is depicted as follows:
Definition of the Problem

Identification
of real estate

Identification
of property rights to

be valued

Use of
appraisal

Definition
of value

Date of
value
estimate

Description
of scope of
appraisal

Other
limiting
conditions

Preliminary Analysis and Data Selection and

Highest and Best Use Analysis

Application of the Three Approaches

Cost

Sales Comparison

Income Capitalization

Reconciliation of Value Indications and Final Value
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Appraisal Methodology
The appraisal process is defined as an orderly program by which the problem is planned and
the data involved is acquired, classified, analyzed and interpreted into an estimate of value. In
this process three basic approaches to value are considered: income capitalization approach,
sales comparison approach, and cost approach. In appraisal practice, an approach to value is
included or omitted based on its applicability to the property type being valued and the quality
and quantity of information available. The final step in the appraisal process is reconciliation:
a process by which we analyze alternative conclusions and selects a final value estimate from
among the indications of value. I weigh the relative significance and applicability of each
approach as it relates to the type of property being appraised. Provided on the following pages
is a more detailed discussion of each applicable approach to value.
The Cost Approach is based on the principle of substitution, which states that no rational
person would pay more for a property than the amount for which he can obtain, by purchase of
a site and construction of improvements without undue delay, a property of equal desirability
and utility.
In the cost approach, the land value is estimated through consideration of transactions
involving comparable sales (refer to the following sales comparison approach discussion for
the typical process used to determine land value). The replacement cost new of the
improvements is supported via typical sources, primarily the Marshall & Swift Cost Estimation
Service, a nationally recognized cost service. When applicable, the actual construction costs
for the subject are utilized and information for costs of constructing similar buildings is
considered. Then to estimate, in dollar amounts, the accrued depreciation caused by the
physical deterioration, functional deficiencies, super adequacies, or any adverse economic
influences. The next step is to deduct the accrued depreciation from the improvement’s
estimated replacement or reproduction cost new to arrive at a present depreciated cost
estimate. The contributory value of the land is then added to the depreciated replacement
cost of the improvements to indicate value via the cost approach.
The Sales Comparison Approach utilizes sales of comparable properties, adjusted for
differences, to indicate a value for the subject. Valuation is typically accomplished using
physical units of comparison such as price per square foot, price per unit, price per floor, etc.,
or economic units of comparison such as gross rent multiplier. Adjustments are applied to the
physical units of comparison derived from the comparable sales. The unit of comparison
chosen for the subject is then used to yield a total value. Economic units of comparison are not
adjusted, but rather analyzed as to relevant differences, with the final estimate derived based
on the general comparisons.
Within the sales comparison approach, the fundamental bases for the real estate appraisal
conclusion involve differences (elements of comparison) between the comparables and the
subject property. Specifically, the elements of comparison are the characteristics of properties
and transactions that cause the prices paid for real estate to vary. The nine common elements
of comparison that are always considered in the sales comparison approach include:
1. Real property rights conveyed
2. Financing terms
3. Conditions of sale
4. Market Conditions
5. Location
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6. Physical Characteristics
7. Economic Characteristics
8. Use
9. Non-Realty Components of Value
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Adjustments can be applied verbally or in terms of dollars or percentages; the appropriate
methodology is determined by the market. Rigid statements on the `proper` way to make
adjustments should be avoided and the calculations that an appraiser uses to make an
adjustment are based on a rationale, but the mathematics should not control an appraiser's
judgment. Appraisal has an art aspect in that appraisers use their judgment to analyze and
interpret quantitative data. While the above statement is true, constant attention must be paid
for market-based, well-explained support for all adjustments.
The Income Capitalization Approach reflects the subject’s income-producing capabilities.
This approach is based on the assumption that value is created by the expectation of benefits
to be derived in the future. Specifically estimated is the amount an investor would be willing to
pay to receive an income stream plus reversion value from a property over a period of time.
The two common valuation techniques associated with the income capitalization approach are
direct capitalization and the discounted cash flow (DCF) analysis. A discussion of the steps to
be completed in each of this analysis is presented in the following paragraphs.
Direct capitalization is the method used to convert a single year’s estimate of income into a
value indication. In direct capitalization, a precise allocation between return on and return of
capital is not made because investor assumptions or forecasts concerning the holding period,
pattern of income, or changes in value of the original investment are not simulated in the
method. Direct capitalization is most appropriate when analyzing a stable income stream and
in estimating the reversion at the end of a holding period. Using this method, the following sets
forth the process:
Estimate the Potential Gross Income (PGI) from all sources that a competent owner
should be able to generate from a property based on existing and/or market rents.
Deduct an estimate of Vacancy and Collection Loss (VCL) to arrive at an Effective
Gross Income (EGI) estimate.
Deduct operating expenses from the estimate of EGI. The result is an estimate of the
stabilized Net Operating Income (NOI).
Estimate an Overall capitalization rate (Ro, or OAR).
Divide the NOI by Ro, resulting in a value estimate at stabilized occupancy.
Adjust the stabilized value to account for “as is” condition, if applicable.
Discounted Cash Flow (DCF) analysis is a detailed analysis used when the future income is
expected to be variant, usually as a result of numerous lease obligations and/or anticipated
changes in income and expenses. It is also particularly relevant when institutional buyers are
the most likely purchasers of the subject because institutional buyers often place great weight
on this analysis. The DCF analysis specifies the quantity, variability, timing, and duration of
NOIs and cash flows. Selecting the proper yield rate (discount rate) is essential. In this
analysis appraisers must consider the target yield sought by investors, as well as yields
derived from comparable sales and/or market information. The methodology is:
Estimate the before-tax cash flows for each period of a projected holding period net of
any capital expenditures such as leasing expenses and tenant improvements.
Estimate a discount rate and a terminal overall capitalization rate.
Estimate a selling price, known as the reversion, for the end of the projected holding
period.
The cash flows and the reversion are then discounted to a present value estimate.
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The final step in the appraisal process is the reconciliation of the indicated value resulting from
each of the approaches utilized. Consideration is given to the relative applicability of each of
the approaches prior to concluding with the final value estimate.

Methodology Applicable to the Subject
The present appraisal situation deals with the valuation of a charter school facility.
The
subject property is located at 1143 South Lindsay Road in Mesa, Maricopa County, AZ. In
appraising the subject, I have used the Cost, Sales Comparison, and Income Approaches as
value indicators.

K S AP P R AI S A L ..

Page 59

COST APPROACH TO VALUE
The Cost Approach estimates the value based upon the reproduction or replacement cost new
of the improvements, less accrued depreciation from physical, functional, and locational
obsolescence, if any. To this is added the market value of the site, which is estimated at its
highest and best use.
The Cost Approach to Value is based upon the Principle of Substitution. This is a valuation
principle, which states a prudent buyer would pay no more for real property than for the cost of
acquiring an equally desirable substitute on the open market. The Principle of Substitution
presumes that the purchaser will consider the alternatives available to him, that he will act
rationally or prudently on the basis of his information about these alternatives, and that time is
not a significant factor. Substitution may assume the form of the purchase of an existing
property with the same utility or acquisition of a vacant lot and the building of a structure upon
that lot having the same general utility as the property being appraised.
The cost to construct an improvement, as of the effective date of the appraisal, may be
developed as the cost to reproduce the improvement or the cost to replace it. Presented below
are definitions of the two cost estimation techniques:
Reproduction Cost is defined as the cost of construction, at current prices, of an exact
duplicate or replica using the same materials, construction standards, design, layout, quality of
workmanship, and embodying all the deficiencies, super-adequacies, and obsolescence of the
subject improvements.
Replacement Cost is defined as the cost of construction, at current prices, of a building having
utility equivalent to the building being appraised, but built with modern materials and according
to current standards, design, and layout.
For the purpose of valuing the subject property, replacement cost is considered to be the most
appropriate technique. This reflects the assumption that an investor seeking to build a school
building would use the most modern and cost effective materials and construction techniques
in the construction process.
The first step in the Cost Approach is to estimate the underlying land value by consideration of
transactions involving comparable sales. Next, the replacement cost new and entrepreneurial
profit of the improvements is supported via typical sources, primarily the Marshall & Swift Cost
Estimation Service, a nationally recognized cost service. Third, I will estimate, in dollar
amounts, the accrued depreciation caused by the physical deterioration, functional
deficiencies, super adequacies, or any adverse economic influences. Fourth, I will deduct the
accrued depreciation from the improvement’s estimated replacement or reproduction cost new
to arrive at a present depreciated cost estimate. Finally, the contributory value of the land is
then added to the depreciated replacement cost of the improvements to indicate value via the
cost approach.
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Land Comparable No. 1
Book 135, Map 21

Identification Data
Type:

Vacant Land

Location:

Southeast corner of 9th Street and Alma School Road in Mesa,
Arizona 85201

Tax Parcel No(s).:

135-21-035S, 035T and 035U

Sale Data
Sales Price:
Terms:
Unit Price:

$1,000,000
All cash-to-seller transaction
$8.43/Square Foot

Date of Sale:
Date of Recording:

N/A
March 28, 2007

Grantor/Seller:
Grantee/Buyer:

Emad A. Malik
City of Mesa

Recording Number:
Confirmation:
Marketing Period:

07-0362580
Maricopa County Public Records, Property Affidavit
90 Days
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Site Data
Shape/Dimensions:
Net Area:

Irregular
± 118,657 Square feet ± 2.72 acres

Flood Zone:

This property is not located within a flood hazard area

Zoning/Restrictions:

This property is zoned R-4 and R1-6, by the City of Mesa

Other
Sales History:

No other sale was noted within the past three years.

Comments:

Buyer reported that its intended use is to build a fire station.
Currently there is a small single family residence on the site
which was build in 1954 and appears to be at the end of its
economic life, it was reported that the property will be re-zoned
the and SFR will be demolished.
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Land Comparable No. 2
Book 140, Map 08

Identification Data
Type:

Vacant Land

Location:

Along the east side of Gilbert Road and north of Adobe Street, in
Mesa, Arizona 85213

Tax Parcel No(s).:

140-08-405 and 406

Sale Data
Sales Price:
Terms:
Unit Price:

$750,000
All cash-to-seller transaction
$9.39/Square Foot

Date of Sale:
Date of Recording:

N/A
September 29, 2006

Grantor/Seller:
Grantee/Buyer:

Floyd R. Janice K. Fisher
Robert L. & Rosemary J. Brown, Trust

Recording Number:
Confirmation:

06-1289356
Maricopa County Public Records, Property Affidavit

Marketing Period:

N/A
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Site Data
Shape/Dimensions:
Net Area:

Rectangular
± 79,832 Square feet ± 1.83 acres

Flood Zone:

This property is not located within a flood hazard area

Zoning/Restrictions:

This property is zoned R1-9 and OS, by the City of Mesa

Other
Sales History:

No other sale was noted within the past three years.

Comments:

This property was purchased to hold for an investment.
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Land Comparable No. 3
Book 136, Map 06

Identification Data
Type:

Vacant Land

Location:

Along the southeast corner of Hermosa Vista Drive and Harris
Street, Mesa, Arizona 85203

Tax Parcel No(s).:

136-06-005K

Sale Data
Sales Price:
Terms:
Unit Price:

$1,960,000
All cash-to-seller transaction
$7.29/Square Foot

Date of Sale:
Date of Recording:

March 2007
April 20, 2007

Grantor/Seller:
Grantee/Buyer:

Lot One Weathers Limited Partnership
NGB Development, LLC

Recording Number:
Confirmation:
Marketing Period:

07-0465583
Maricopa County Public Records, Property Affidavit
N/A
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Site Data
Shape/Dimensions:
Net Area:

Generally Rectangular
± 268,765 Square feet ± 6.17 acres

Flood Zone:

This property is not located within a flood hazard area

Zoning/Restrictions:

This property is zoned R1-43, by the City of Mesa

Other
Sales History:

No other sale was noted within the past three years.

Comments:

This property was purchased to develop into six single family
detached lots
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Land Comparable No. 4
Book 304, Map 39

Identification Data
Type:

Vacant Land

Location:

Along the northeast corner of Higley Road and Galveston Street,
Gilbert, Arizona

Tax Parcel No(s).:

304-39-902

Sale Data
Sales Price:
Terms:
Unit Price:

$1,630,465
All cash-to-seller transaction
$6.77/Square Foot

Date of Sale:
Date of Recording:

N/A
June 9, 2006

Grantor/Seller:
Grantee/Buyer:

William Lyon Homes Inc.
Corp of Presiding Bishop Church of Jesus Christ of LDS

Recording Number:
Confirmation:

06-0784658
Maricopa County Public Records, Property Affidavit

Marketing Period:

N/A
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Site Data
Shape/Dimensions:
Net Area:

Rectangular
± 241,000 Square feet ± 5.533 acres

Flood Zone:

This property is not located within a flood hazard area

Zoning/Restrictions:

This property is zoned SF-D, by the City of Gilbert

Other
Sales History:

No other sale was noted within the past three years.

Comments:

This property was purchased to construct a religious facility.
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Land Comparable No. 5
Book 141, Map 17

Identification Data
Type:

Vacant Land

Location:

Along the north side of McDowell Road and west of Val Vista
Drive, Mesa, Arizona 85213

Tax Parcel No(s).:

141-17-002A (portion of) the portion highlighted in yellow is an
estimation only

Sale Data
Sales Price:
Terms:
Unit Price:

$1,085,700
All cash-to-seller transaction
$7.00/Square Foot

Date of Sale:
Date of Recording:

N/A
January 25, 2007

Grantor/Seller:
Grantee/Buyer:

City of Mesa
Corp of Presiding Bishop Church of Jesus Christ of LDS

Recording Number:
Confirmation:

07-0100427
Maricopa County Public Records, Property Affidavit

Marketing Period:

N/A
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Site Data
Shape/Dimensions:
Net Area:

Rectangular
± 155,117 Square feet ± 3.56 acres

Flood Zone:

This property is not located within a flood hazard area

Zoning/Restrictions:

This property is zoned R1-35, by the City of Mesa

Other
Sales History:

No other sale was noted within the past three years.

Comments:

This property was purchased to construct a religious facility.
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LAND SALES MAP
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Identification
Subject Property
Comp No. 1
Comp No. 2
Comp No. 3
Comp No. 4
Comp No. 5
Location/Address 1143 S. Lindsay Rd.
SEC of 9th Street and E. side of Gilbert Road SEC of Hermosa Vista NEC of Higley Road. N. side of McDowell
(NEC of Southern & Alma School Road, & North of Adobe St, & Harris Street, Mesa & Galveston Street, & west of Val Vista Dr,
Lindsay Road), Mesa Mesa
Mesa
Gilbert
Mesa
Tax ID No.
Transaction
Sales Price
$ Per SF
Sales Date
Fin. Terms:
Document No.
Buyer:

140-45-002N, 002M, 004

Seller:
Characteristics
Location:
Crn./Mid-Blk:
Net Size (S.F.)
Flood Zone
Off-Sites
Land Use
Zoning:
Intended Use:

135-21-035S, 035T, & 035U 140-08-405 and 406

136-06-005K

304-39-902

141-17-002A (portion)

$1,000,000
$8.43
March 28, 2007
All cash sale
07-0362580
City of Mesa

$750,000
$9.39
September 29, 2006
All cash sale
06-1289356
Robert L. & Rosemary
J. Brown Trust
Floyd R. Janice K.
Fisher

$1,960,000
$7.29
April 20, 2007
All cash sale
07-0465583
NGB
Development,
LLC
Lot One Weathers
Limited Partnership

$1,630,465
$6.77
June 9, 2006
All cash sale
06-0784658
Corporation of the
Presiding Bishop
William Lyon Homes
Inc.

$1,085,700
$7.00
January 25, 2007
All cash sale
07-0100427
Corporation of
Presiding Bishop
City of Mesa

Emad A. Malik
Good
Corner
159,696
No
In-Place

Average
Corner
118,657
No
In-Place

Average
Mid-block
79,832
No
In-Place

Average
Corner
268,765
No
In-Place

Average
Corner
241,000
No
In-Place

Average
Mid-Block
155,117
No
In-Place

R1-43, Mesa
School

R-4 and R1-6, Mesa
Fire Station

R1-9 and OS, Mesa
Investment

R1-43, Mesa
6 Lot subdivision

SF-D, Gilbert
Church

R1-35, Mesa
Church
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the

Overview of the Sales Comparison Adjustment Process
Typically, the Sales Comparison Approach involves using a combination of quantitative and
qualitative comparative techniques to analyze and compare the comparable sales with the
subject property.
In applying quantitative adjustment techniques, mathematical processes are used to identify
those items of comparison that require adjustment and to measure the amount, if any, of the
indicated adjustment(s). A common quantitative adjustment process is the paired data
analysis, in which two or more market sales are compared to derive an indication of the size
of the adjustment for a single characteristic. However, although paired data analysis is a
theoretically sound method, its use is somewhat limited within this analysis because the
availability and quality of market data is insufficient to quantify adjustments for all of the
variables present.
Therefore, in those instances where an adjustment cannot reasonably be quantified, a
qualitative technique is used instead; or more specifically a ranking analysis. In the ranking
analysis, the comparables are ranked or arrayed in descending or ascending order of
desirability. Then each comparable is analyzed to determine the relative position of the
subject property within the array.

Quantitative Adjustments
Those adjustment categories for which market derived information is considered to be able to
support quantifiable adjustments include:
Real Property Rights Conveyed
Conditions of Sale
Non-Realty Components of Value

Financing Terms
Intended Use

Property Rights Conveyed: A transaction price is always predicated on the real property
interest conveyed. Within each of the comparable sales transactions, fee simple rights were
transferred. Therefore, adjustments in this category are not necessary.
Financing Terms: The second factor to consider is the financing terms of sale. The definition
of value used within this report indicates that the value estimate must assume terms of cash or
terms equivalent to cash (with equivalent cash terms generally referring to terms offered by
financial institutions). It is important to consider the financing terms of each comparable
because creative financing arrangements may suggest an inflated sales price.
All five sales sold on a cash basis; therefore, no adjustments under this category are
necessary.
Conditions of Sale: The third step in the quantitative adjustment process is to address the
conditions of sale. Adjustments may be required for conditions of sale when transactions
occur between related parties, or when a buyer or seller has an extraordinary need to acquire
or dispose of a property. No adjustment is required under this category.
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Market Conditions: I analyzed each of the comparables to determine a trend in land values;
however, I was unable to estimate a trend through paired sales analysis. None of the
comparable sales were re-sold within the past three years. All the comparable sales sold
within a close time frame and are overall, considered reflective of the subject’s market,
therefore, no adjustment for time is considered necessary, however, I have given less weight
to the oldest sales.
Location: The subject property is located in a well developed area within the city of Mesa.
The locations of the five sales are generally similar to the subject. The subject and each of the
sales have frontage along at least one major arterial roadway. Therefore, considering each of
the sale comparables have similar surrounding development and similar arterial frontage no
adjustment is necessary under this category.
Physical Characteristics: Physical Characteristics include items such as lot type (corner
versus interior), size, street, and off-site improvements. Each of these factors has been
considered.
Size--Typically, larger parcels sell for a lower unit value than smaller parcels. The subject site
contains 159,696 square feet and the comparable sales range in size from 79,832 to 268,765
square feet. To determine if a correlation between size and sale price is apparent based on
the comparable sales, each has been arrayed in the following table by size, after the sale
prices of each have been adjusted for market conditions and location.
Comparable
2
1
5
Subject
4
3

Array by Size in Square Feet
Size in SF
79,832
118,657
155,117
159,696
241,000
268,765

Price/S.F.
$9.39
$8.43
$7.00
$6.77
$7.29

There does appear to be a correlation or trend in value here, based on the size to value
relationship. Based on the above array the smaller sales sold on a higher price per square foot
when compared to the larger sales. The size of the subject’s lot is bracketed by the five sales
and is considered generally similar to sales 1 and 5. In the above table sale 2 is the smallest
sale and has the highest indicator of value, therefore, this sale will require a downward
adjustment under size as it is considerable smaller than the subject property. Sales 3 and 4
are considerable larger than the subject property and will require an upward adjustment. The
remaining sales are considered similar to the subject.
Zoning: The subject is zoned R1-43 by city of Mesa which allows for a wide array of
residential uses. I have included sales with zoning which best represents the subject’s zoning.
Street and Off-Site Improvements --The subject property and all of the comparable sales are
improved with generally similar street and off-site improvements. Therefore, no adjustments
are necessary for this factor.
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Land Sales Adjustment Grid

Subject

Sale Price
Size in Square Feet
Price Per Square Foot

Property Rights Conveyed
Total Adjustment

Comparable Sales
1

2

3

4

5

$1,000,000

$750,000

$1,960,000

$1,630,465

$1,085,700

118,657

79,832

268,765

241,000

155,117

$8.43

$9.39

$7.29

$6.77

$7.00

Fee Simple

Fee Simple

Fee Simple

Fee
Simple

Fee
Simple

$0

$0

$0

$0

$0

$1,000,000

$750,000

$1,960,000

$1,630,465

$1,085,700

All Cash

All Cash

All Cash

All Cash

All Cash

$0

$0

$0

$0

$0

$1,000,000

$750,000

$1,960,000

$1,630,465

$1,085,700

Typical

Typical

Typical

Typical

Typical

$0

$0

$0

$0

$0

$1,000,000

$750,000

$1,960,000

$1,630,465

$1,085,700

Market Conditions

Mar-07

Sep-06

Apr-07

Jun-06

Jan-07

Adjustment Factor

0.00%

0.00%

0.00%

0.00%

0.00%

Price Adj. For Rights Conveyed
Financing (Effective)
Total Adjustment
Price Adj. For Financing
Conditions
Total Adjustment
Price Adj. For Financing

Total Adjustment

$0

$0

$0

$0

$0

$1,000,000

$750,000

$1,960,000

$1,630,465

$1,085,700

$8.43

$9.39

$7.29

$6.77

$7.00

Good

Similar

Similar

Similar

Similar

Similar

0%

0%

0%

0%

0%

0%

159,696

118,657

79,832

268,765

241,000

155,117

Price Adj. For Market Conditions
Adj. Price Per Square Foot
Location
Adjustment Factor
Size
Adjustment Factor

0%

0%

-10%

10%

10%

0%

Residential

Residential

Residential

Residential

Residential

Residential

0%

0%

0%

0%

All Installed

All Installed

All Installed

All Installed

0%
All
Installed

0%
All
Installed

0%
0.0%

0%

0%

0%

0%

0%

0.0%

-10.0%

10.0%

10.0%

0.0%

$0.00

$8.43

$8.46

$8.02

$7.44

$7.00

Subject

1

2

3

4

5

Unadjusted $/Square Foot

$0.00

$8.43

$9.39

$7.29

$6.77

$7.00

Final Adjusted $/Square Foot

$0.00

$8.43

$8.46

$8.02

$7.44

$7.00

Zoning
Adjustment Factor
Off-Site Improvements
Adjustment Factor
Total Percentage Adjustment
Final Adjusted $/Square Foot
Summary of Value Indications
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Land Value Reconciliation
Overall, all five comparable sales are considered to be good indicators of value with a range of
$7.00 to $8.50 per square foot. Considering all five sales, location, size, and zoning
differences, I estimate the market value of the subject to be at least $7.00/S.F., however, not
over $8.50/S.F., calculated as follows:
$7.00 per SF X 159,696 SF = $1,117,872
To
$8.50 per SF X 159,696 SF = $1,357,416
Reconciled to: $1,275,000
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Improvements Valuation
Having estimated the value of the underlying land as though vacant and available to be
developed to its highest and best use, the next step in the Cost Approach to Value is to
estimate the reproduction or replacement cost of the primary structure(s) as of the effective
appraisal date. The estimated costs include both direct (hard) costs and indirect (soft) costs.
The choice as to which basis to utilize in estimating the total cost to construct the primary
improvements depends upon many factors, and the two cost estimation terms are defined as
follows:
Reproduction Cost is defined as “the estimated cost to construct, at current prices as of
the effective date of the appraisal, an exact duplicate or replica of the building being
appraised, using the same materials, construction standards, design. layout, and quality of
workmanship and embodying all the deficiencies, superadequacies, and obsolescence of
the subject building.”10
Replacement Cost is defined as “he estimated cost to construct, at current prices as of
the effective appraisal date, a building with utility equivalent to the building being
appraised, using modern materials and current standards, design, and layout.”11

Direct Costs
Direct costs are defined as “expenditures for the labor and materials used in the construction
of improvements; also called hard costs. A second definition utilized is the labor, material,
subcontractor, and heavy equipment costs directly incorporated into the construction of
physical improvements (R.S. Means).”12

Indirect Costs
Indirect costs are defined as “expenditures or allowances for items other than labor and
materials that are necessary for construction, but are not typically part of the construction
contract. Indirect costs may include administrative costs; professional fees; financing costs
and the interest paid on construction loans; taxes and the builder’s of developers’ all-risk
insurance during construction; and marketing, sales, and lease-up costs incurred to achieve
occupancy or sale. Also called soft costs.”13

Entrepreneurial Profit
Entrepreneurial profit is defined as “a market-derived figure that represents the amount an
entrepreneur expects to receive for his or her contribution to a project; the difference between
the total cost of a property (cost of development) and its market value (property value after
completion), which represents the entrepreneur’s compensation for the risk and expertise
associated with development. In the cost approach, expected profit is reflected as
entrepreneurial profit.

10

Appraisal Institute, The Dictionary of Real Estate Appraisal, Third Edition (Chicago, Illinois, 1993), page 304

11

Appraisal Institute, The Dictionary of Real Estate Appraisal, Third Edition (Chicago, Illinois, 1993), page 303

12

Source: Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th ed. (Chicago: Appraisal Institute, 2002).

13

Source: Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th ed. (Chicago: Appraisal Institute, 2002).
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In economics, the actual return on successful management practices, often identified with
coordination, the fourth factor of production following land, labor, and capital; also called
entrepreneurial return or entrepreneurial reward.”14 I have added 12% for entrepreneurial
profit and soft costs.

Total Estimated Replacement Cost - Marshall Valuation Service
I have prepared a cost estimate utilizing the comparative-unit method based upon cost
information obtained from the Marshall Valuation Service. Complied and published by Marshall
and Swift, the Marshall Valuation Service (MVS) provides cost data for estimating the
replacement costs of buildings and other types of improvements throughout the United Sates
and Canada. According to information published by Marshall & Swift, the cost data presented
within the MVS.
The cost information contained within the MVS is presented in the form of per unit cost
estimates for typical structures classified by seven occupancy groups, five classes of
construction, and four categories of construction quality. Further, within each building class
there may be many various sub-classifications and variations of cost based upon specific
attributes and improvement types. Various multipliers are also used to adjust for differences
with respect to perimeter measurements and story height. The refined cost estimates are then
finally adjusted by the application of current cost and local multipliers.
The MVS cost estimates are intended to be representative of final costs to the owner and
include all direct and indirect costs (including average architectural and engineering fees and
sales taxes). However, the MVS cost estimates do not include an allowance for
entrepreneurial profit. Therefore, for the purpose of this report, based upon available market
information concerning an appropriate estimate of entrepreneurial profit with respect to the
subject property, I have added an additional 12 percent to the prepared cost estimates
(includes soft costs).
With these considerations in mind, in addition to both the comparative-unit method and cost
information obtained from the MVS has been presented within this section of the report. I have
utilized $125.00 per square foot for the improvements (existing).

Analysis of Elements of Depreciation
Depreciation is defined as a loss in property value from any cause; the difference between the
reproduction or replacement cost of an improvement on the effective date of the appraisal and
the market value of the improvement on the same date.15 Accrued depreciation is the loss in
value that may emanate from physical deterioration, functional obsolescence, external
obsolescence, or any combination of these sources. These terms are defined in the following
sections of this portion of the report and the reader is directed to these descriptions for further
reference.
Accrued depreciation can be estimated utilizing either the economic age-life method, the
modified economic age-life method, or the breakdown method. However, for the purpose of
this analysis and within the scope of this report, the breakdown method will be utilized to
provide an appropriate indication of value for the subject property.

14

15

Source: Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th ed. (Chicago: Appraisal Institute, 2002).

Appraisal Institute, The Dictionary of Real Estate Appraisal, Third Edition (Chicago, Illinois, 1993), pg. 96
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Analysis of Accrued Depreciation - Breakdown Method
To apply the breakdown method of estimating accrued depreciation, an appraiser analyzes
each cause of depreciation separately, estimates the amount of each component, and then
totals the various components to derive an overall estimated depreciation figure, which is
deducted from the replacement cost of the improvements. The following analysis considers
each of the various components utilized in the application of this technique and appropriate
depreciation estimates are derived if applicable.
The formula for estimating accrued depreciating is:
Effective Age
Total economic life

x

reproduction or replacement cost

= accrued depreciation

The subject has an estimated effective age equal to 7-years-old. I have depreciated the
building by 16% (rounded) considering an economic life of 45 years and an effective age of 7
years.
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Conclusion to the Cost Approach to Value (As Is)
The replacement cost estimates and the various components of depreciation analyzed utilizing
the breakdown method may be summarized in the following tables:

TOTAL

BLDG.

Space (S.F.)

Building Size

20,520

Building Area

AREA (S.F.)

20,520

Unit

Unit

Dollar

Measure

Price

Amount

20,520

$125.00

$2,565,000

3,050

$35.00

$106,750

Lump Sums:
Canopies
Asphalt - Approximate

Incl.

Landscaping and Lighting

Incl.

Hoist (built-in)

Incl.

Soft Costs (i.e. financing and Architectural fees)

Incl.

Incl.

Total Lump Sums

$0

Est. Replacement Cost New

$2,671,750

Developer's Profit & OH

12.00%

+

Replacement Cost New

$320,610
$2,992,360

Less Accrued Deprec:

16%

Incurable Phys-Long and Short Lived

$478,778

0.00%

Total Physical

$478,778

Replacement Cost New (Phys. Depreciated)

$2,513,582

Functional Obsolescence

$0

Replacement Cost New (Functional Depreciated)

$2,513,582

External Obsolescence

$0

Est. Depreciated Cost

$2,513,582

Add Land Value

$1,275,000

Total

$3,788,582
Rounded to

$3,790,000
$185

Per S.F. of Building

Conclusion to the Cost Approach to Value
Therefore, based upon the preceding analysis and discussion, the “As Is” Market Value of
the fee simple interest in the subject property, as provided by the Cost Approach to Value, is
estimated to be:
THREE MILLION SEVEN HUNDRED AND NINETY THOUSAND DOLLARS
($3,790,000)
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SALES COMPARISON APPROACH
The Sales Comparison Approach produces an estimate of value for real estate by
comparing recent sales of similar properties in the surrounding or competing area to
the subject property. Inherent in this approach is the principle of substitution, which
holds that when a property is replaceable in the market, its value tends to be set at the
cost of acquiring an equally desirable substitute property, assuming that no costly
delay is encountered in making the substitution.
By analyzing sales which qualify as arms-length transactions between willing,
knowledgeable buyers and sellers with reasonable market exposure, price trends can
be identified from which value parameters may be extracted. Comparability in physical,
locational and economic characteristics is an important criteria in evaluating the sales
in relation to the subject property. The basic steps involved in the application of this
approach are as follows:
I.

Researching recent relevant property sales and current offerings throughout the
competitive area.

II.

Selecting properties considered most similar to the subject, and then analyzing
the selected comparable properties, giving consideration to the time of sale and
any change in economic conditions which may have occurred to the date of
value. Other relevant factors of a physical, functional, or locational nature are
also considered.

III.

Reducing the sales price to common units of comparison (i.e., gross or net
income multiplier, price per square foot of building area, etc.).

IV.

Making appropriate adjustments between the comparable properties and the
property appraised.

V.

Interpreting the adjusted sales data and drawing a valid conclusion.

The scope of my search for school sales included all preschools and schools which
had sold in the metropolitan Phoenix area over the past few years.
I attempted to locate sales of Charter Schools similar to the subject. The following
sales were considered the only comparable sales similar to the subject.
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Comparable No. 1

Type:

Private School/College

Location:

400 North Andersen Boulevard, Chandler, Arizona

Tax Parcel Number:

302-74-563

Sale Data
Sale Price:
Terms:
Unit Value(s):

$4,800,000
Cash Equivalent Sale
$145.45 Per square foot building area

Date of Sale:
Date of Recordation:

July 14, 2006
July 14, 2006

Grantor/Seller:
Grantee/Buyer:

Bright Beginnings School, Inc.
Edris Holdings, LLC

Instrument:
Instrument Number:
Confirmation:

Warranty Deed
06-0946197
Public records and CoStar Comps
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Site Data
Shape/Dimensions:

Irregular

Area:

263,021 net square feet, or 6.038 net acres

Zoning/Restrictions:

PAD, Chandler

Improvements
Gross Building Area:

33,000 Square feet

Land-to-Building Ratio:

7.97:1

Construction:

Concrete block

Year Built:

2000

History:

No other sales within previous three years. This property
was purchased for owner occupancy.

Comments:

Property was in good condition at the time of sale and was
occupied by Bright Beginnings School.
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Comparable No. 2

Type:

Private School/College

Location:

3916 East Paradise Lane, Phoenix, Arizona

Tax Parcel Number:

214-33-007A

Sale Data
Sale Price:
Terms:
Unit Value(s):

$5,000,000
Cash Equivalent
$186.27 per square foot of building area

Date of Sale:
Date of Recordation:

June 21, 2006
June 21, 2006

Grantor/Seller:
Grantee/Buyer:

Gan Yeladeem
Pardes Jewish Day School, Inc

Instrument:
Instrument Number:
Confirmation:

Special Warranty Deed
06-0978171
Public records; CoStar COMPS

K S AP P R AI S A L .

Page 85

Site Data
Shape/Dimensions:

Rectangular

Area:

188,179 Square feet or 4.320 acres

Zoning/Restrictions:

C-2, Phoenix

Improvements
Gross Building Area:

26,843 Square feet

Land-to-Building Ratio:

7.01:1

Year Built:

1998

Condition:

Good

History:

No other sales within previous three years. This property
was purchased for owner occupancy.

Comments:

This property was in average condition at the time of sale.
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Improved Comparable No. 3

Location:

1460 South Horne, Mesa, Arizona

Tax Parcel Number:

139-13-007E

Sale Data
Sale Price:
Terms:
Unit Value(s):

$8,640,000
All cash to the seller
$169.80 per square foot building area

Date of Sale:
Date of Recordation:

June 2006
June 13, 2006

Grantor/Seller:
Grantee/Buyer:

Sunshine Mountain, LLLP
Choice Education and Development Corporation

Instrument:
Instrument Number:
Confirmation:

Special Warranty Deed
06-0769215
Public records and CoStar Comps and escrow instruction
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Site Data
Shape/Dimensions:
Area:
Zoning/Restrictions:

Irregular
461,213 Square feet; 10.59 Acres
R1-6, Mesa

Improvements
Gross Building Area:
Land-to-Building Ratio:
Year Built:

50,884 Square feet
9.06:1
1998

History:

No other sales were noted within the past three years.

Comments:

This property was in average condition at the time of sale.
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IMPROVED COMPARABLE NO. 4

Type:

Educational Facility

Local:

12050 North Bullard Avenue, Surprise

Tax Parcel Number:

509-14-978

Sale Data
Sale Price:
Terms:
Unit Value(s):

$6,858,198
Cash to the seller
$195.58 per square foot of gross building area

Date of Sale:

December 29, 2006

Grantor/Seller:
Grantee/Buyer:

Schoolhouse Finance LLC
Charter School Fund I LLC

Instrument:
Instrument Number:
Confirmation:

Warranty Deed
06-1701291
CoStar Comps and public records
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Site Data
Shape:

Generally rectangular

Area:

220,920 Square feet; 5.07 net acres

Zoning/Restrictions:

PAD, Surprise

Improvements
Gross Building Area:
Land-to-Building Ratio:
Year Built:

35,066 Square Feet
6.30:1
2005

History:

No other sales were noted within the past three
years.

Comments:

This property was in good condition at the time
of sale
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IMPROVED COMPARABLE NO. 5

Type:

School Facility

Local:

9701 East Southern Avenue, Mesa, Arizona

Tax Parcel Number:

220-80-004E

Sale Data
Sale Price:
Terms:
Unit Value(s):

$5,327,092
Cash to the seller
$161.32 per square foot of gross building area

Date of Sale:
Date of Recordation:

December 29, 2006
N/A

Grantor/Seller:
Grantee/Buyer:

CA Mesa LLC
Charter School Fund I LLC

Instrument:
Instrument Number:
Confirmation:

Warranty Deed
06-1701296
CoStar Comps and public records
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Site Data
Shape:

Generally rectangular

Area:

235,363 Square feet; 5.40 net acres

Zoning/Restrictions:

R1-43, Mesa

Improvements
Gross Building Area:
Land-to-Building Ratio:
Year Built:

33,022 Square Feet
7.13:1
2005

History:

No other sales were noted within the past three
years.

Comments:

This property was in good condition at the time
of sale
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Comparable No. 6

Type:

Private School

Location:

4535 North 28th Street, Phoenix, Arizona

Tax Parcel Number:

163-09-013

Sale Data
Sale Price:
Terms:
Unit Value(s):

$3,700,000
Cash Equivalent Sale
$263.14 per square foot building area

Date of Sale:
Date of Recordation:

N/A
May 17, 2006

Grantor/Seller:
Grantee/Buyer:

Meadowbrook Properties LLC
Villa Montessori Inc

Instrument:
Instrument Number:
Confirmation:

Warranty Deed
06-0668355
Public records and Costar Comps
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Site Data
Shape/Dimensions:

Irregular

Area:

252,777 net square feet, or 5.803 net acres

Zoning/Restrictions:

C-1, City of Phoenix

Improvements
Gross Building Area:

14,061 Square feet

Land-to-Building Ratio:

17.98:1

Year Built:

1973

History:
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Property was purchased for owner-occupancy to continue
as a school.
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Improved Comparable No. 7

Location:

16013 North Dysart Road, Surprise, Arizona

Tax Parcel Number:

501-19-052A

Sale Data
Sale Price:
Terms:
Unit Value(s):

$2,344,000
All cash to the seller
$196.08 Per square foot building area

Date of Sale:
Date of Recordation:

N/A
November 22, 2006

Grantor/Seller:
Grantee/Buyer:

Mountain View Christian Center
Success School

Instrument:
Instrument Number:
Confirmation:

Special Warranty Deed
06-1532239
Public records and CoStar Comps and escrow instruction
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Site Data
Shape/Dimensions:
Area:
Zoning/Restrictions:

Rectangular
60,984 Square feet; 1.40 Acres
PAD, Surprise

Improvements
Gross Building Area:
Land-to-Building Ratio:
Year Built:

11,954 Square feet
5.10:1
2004

History:

No other sales were noted within the past three years.

Comments:

This is a single tenant school building, which was in good
condition at the time of sale.
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IMPROVED SALES MAP
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Table 1. Summary of Comparable Sales
Comparable No.

Subject

Price

One

Two

Three

Four

Five

Six

Seven

$4,800,000

$5,000,000

$8,640,000

$6,858,198

$5,327,092

$3,700,000

$2,343,940

$145.45

$186.27

$169.80

$195.58

$161.32

$263.14

$196.08

263,021

188,179

461,213

220,920

235,363

252,777

60,984

Price Per S.F.
Land Size

159,696

Land Value
Building Value Only

$7.00

$14.50

$7.00

$10.00

$7.50

$10.00

$10.00

$2,958,853

$2,271,405

$5,411,509

$4,648,998

$3,561,870

$1,172,230

$1,734,100

$89.66

$84.62

$106.35

$132.58

$107.86

$83.37

$145.06

Fee
Simple

Fee
Simple

Fee
Simple

Fee
Simple

Fee
Simple

Fee
Simple

Fee
Simple

Price Per S.F. (Building Only)
INDIVIDUAL ADJUSTMENTS:
Property Rights Conveyed
Financing (Effective)
Conditions Of Sale

Fee
Simple
Cash

Cash

Cash

Cash

Cash

Cash

Cash

Cash

Normal

Normal

Normal

Normal

Normal

Normal

Normal

Normal

Jul-06

Jun-06

Jun-06

Dec-06

Dec-06

May-06

Nov-06

Date of Sale (Time)
GROUPED ADJUSTMENTS:
Location

Good

Similar

Similar

Similar

Similar

Similar

Similar

Similar

Gross Building Area

20,520

33,000

26,843

50,884

35,066

33,022

14,061

11,954

Land-To-Building Patio

7.78:1

7.97:1

7.01:1

9.06:1

6.30:1

7.13:1

17.98:1

5.10:1

Quality of Construction

Good

Similar

Similar

Similar

Similar

Similar

Similar

Similar

Year Built (effective age):

1995

2000

1998

1998

2005

2005

1973

2004

The seven sales are considered recent school sales from the Phoenix Metro area.
Recognizing there are locational differences, which is attributed to the value of land as the
“sticks and bricks” have similar values since the cost to construct the buildings is similar to the
subject’s area. After deducting the land value of each sale, the price per square foot of building
area only is compared to the subject property. Although distant from the subject, the sales are
considered good comparables, which “bracket the subject’s value” as the buyers of each sale
have similar motivations as each building is considered to be a similar educational facility.

Discussion of Adjustments
The order of adjusting the comparable sales to the subject is as follows:
Property Rights Conveyed
Financing Terms of Sale
Conditions of Sale
Date of Sale
Location
Physical Characteristics

Property Rights Conveyed
The sales were purchased for owner occupancy or were fee simple transactions. As the
subject is owner-occupied and being appraised in the fee simple estate. No adjustment is
necessary under this category.
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Financing Terms of Sale
The definition of value utilized in this report assumes cash or cash equivalent terms.
Equivalent cash terms generally refer to terms offered by financial institutions. All of the sales
were cash or terms equivalent; therefore, no adjustment is required.

Conditions of Sale
Adjustments may be required for conditions of sale when transactions occur between related
parties, or when a buyer or seller has an extraordinary need to acquire or dispose of a
property. After discussing each of the comparable sales transactions with a knowledgeable
party, it does not appear that the comparables were affected by any unusual conditions of
sale. Therefore, sale condition adjustments were not applied to these comparables.

Date of Sale
Overall, real estate within the metro area has been increasing in value within the past twentyfour months. However, I was unable to support an upward adjustment through paired sales.
Therefore, no adjustment for time is considered necessary. Time will be considered in the
final analysis of this section.

Location
Location
adjustments
reflect
differences
in
locational
appeal
to
potential
users/developers/speculators, resulting from a number of factors. Factors, which were
considered, include: access and quality of the surrounding transportation network, supporting
features and demographics of the surrounding area, and corner versus interior location.
However, since the land value of each sale has been deducted, the difference in location has
been accounted for and no additional adjustment is required.

Physical Characteristics
Building Area
The gross building area of the comparables range from 11,954 to 50,884 square feet.
The size of the subject is 20,520 square feet. Larger buildings usually sell for less on
a per square foot basis due to "economies of scale". The following table ranks the
sales in terms of building size.
Number
7
6
Subject
2
1
5
4
3

Comparable Sales
GBA
11,954
14,061
20,520
26,843
33,000
33,022
35,066
50,884

Arranged by Building Size
$/GBA
Year Built
Condition
2004
Good
$145.06
1973
Average
$83.37
1995
Good
1998
Good
$84.62
2000
Good
$89.66
2005
Good
$107.86
2005
Good
$132.58
1998
Good
$106.35

L-T-B Ratio
5.10:1
17.98:1
7.78:1
7.01:1
7.97:1
7.13:1
6.30:1
9.06:1

* Price/S.F. of building only (less land)
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Based on the array there does appear to be some correlation as the smallest sale sold toward
the upper end of the range. The subject is bracketed by each of the comparable sales. As the
array demonstrates a general correlation adjustments will be made on an individual basis.

Quality of Construction/ Condition and Age
This adjustment category reflects the quality of building construction for the respective
comparables when matched against the subject. The adjustment includes building materials
used, quality of workmanship, overall appearance and the condition of the building at the time
of sale. The subject was constructed in 1995, therefore, the subject is considered to be in
good condition. The sales were constructed from 1973 to 2005. I recognize some differences
under this category and therefore, the older sales will be adjusted upward under this category.
Number
6
Subject
2
3
1
7
5
4

Comparable Sales
GBA
14,061
20,520
26,843
50,884
33,000
11,954
33,022
35,066

Arranged by Year Built
Year Built
$/GBA
1973
$83.37
1995
1998
$84.62
1998
$106.35
2000
$89.66
2004
$145.06
2005
$132.58
2005
$107.86

Condition
Average
Good
Good
Good
Good
Good
Good
Good

L-T-B Ratio
17.98:1
7.78:1
7.01:1
9.06:1
7.97:1
5.10:1
7.13:1
6.30:1

Land-to-Building Ratio
Land-to-building ratio is an important factor when considering similar uses of the
subject (i.e., school requiring a playground area, typically the lower the land-tobuilding ratio, the lower the price per square foot. The subject has a superior land-tobuilding ratio than six out of the seven comparables; however, since land values have
been deducted no adjustment is required under this category.
Number
7
4
2
5
Subject
1
3
6

Comparable Sales
GBA
11,954
35,066
26,843
33,022
20,520
33,000
50,884
14,061
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Arranged by Land-to-Building
Year Built
Condition
$/GBA
2004
Good
$145.06
2005
Good
$132.58
1998
Good
$84.62
2005
Good
$107.86
1995
Good
2000
Good
$89.66
1998
Good
$106.35
1973
Average
$83.37

L-T-B Ratio
5.10:1
6.30:1
7.01:1
7.13:1
7.78:1
7.97:1
9.06:1
17.98:1
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Summary
The following adjustment grid serves to summarize the foregoing discussion.
Comparable No.
Price
Price Per S.F.
Land Size
Land Value
Building Value Only

Subject

Price Per S.F. (Building Only)
Property Rights Conveyed
Adj. Factor
Total Adj. ($)
Price Adj. For Rights Conveyed
Financing (Effective)
Adj. Factor
Total Adj. ($)
Price Adj. For Financing
Conditions Of Sale
Adj. Factor
Total Adj. ($)
Price Adj. For Cond. Of Sale
Time Adjustment
Adj. Factor
Total Adj. ($)
Price Adj. For Time/Date
Adjusted Price/S.F. (Bldg. Only)

One
$4,800,000
$145.45
263,021
$7.00
$2,958,853

Two
$5,000,000
$186.27
188,179
$14.50
$2,271,405

Three
$8,640,000
$169.80
461,213
$7.00
$5,411,509

Four
$6,858,198
$195.58
220,920
$10.00
$4,648,998

Five
$5,327,092
$161.32
235,363
$7.50
$3,561,870

Six
$3,700,000
$3.16
252,777
$10.00
$1,172,230

Seven
$2,343,940
$1.35
60,984
$10.00
$1,734,100

$89.66
Fee
Simple
0%
$0
$2,958,853
Cash
0%
$0
$2,958,853
Normal
0%
$0
$2,958,853
Jul-06
0.0%
$0
$2,958,853

$84.62
Fee
Simple
0%
$0
$2,271,405
Cash
0%
$0
$2,271,405
Normal
0%
$0
$2,271,405
Jun-06
0.0%
$0
$2,271,405

$106.35
Fee
Simple
0%
$0
$5,411,509
Cash
0%
$0
$5,411,509
Normal
0%
$0
$5,411,509
Jun-06
0.0%
$0
$5,411,509

$132.58
Fee
Simple
0%
$0
$4,648,998
Cash
0%
$0
$4,648,998
Normal
0%
$0
$4,648,998
Dec-06
0.0%
$0
$4,648,998

$107.86
Fee Simple
0%
$0
$3,561,870
Cash
0%
$0
$3,561,870
Normal
0%
$0
$3,561,870
Dec-06
0.0%
$0
$3,561,870

$83.37
Fee
Simple
0%
$0
$1,172,230
Cash
0%
$0
$1,172,230
Normal
0%
$0
$1,172,230
May-06
0.0%
$0
$1,172,230

$145.06
Fee
Simple
0%
$0
$1,734,100
Cash
0%
$0
$1,734,100
Normal
0%
$0
$1,734,100
Nov-06
0.0%
$0
$1,734,100

$89.66

$84.62

$106.35

$132.58

$107.86

$83.37

$145.06

Similar
0%
33,000
5%
Similar
0%
2000
-3%
Similar

Similar
0%
26,843
3%
Similar
0%
1998
0%
Similar

Similar
0%
50,884
10%
Similar
0%
1998
0%
Similar

Similar
0%
35,066
5%
Similar
0%
2005
-5%
Similar

Similar
0%
33,022
5%
Similar
0%
2005
-5%
Similar

Similar
0%
14,061
-5%
Similar
0%
1973
20%
Similar

Similar
0%
11,954
-5%
Similar
0%
2004
-5%
Similar

0%

0%

0%

0%

0%

0%

0%

GROUPED ADJUSTMENTS:
Location
Adjustment Factor
Gross Building Area (S.F.)
Adjustment Factor
Quality Of Construction/Condition
Adjustment Factor
Age
Adjustment Factor
Land-to-Building Ratio
Adjustment Factor
Net Percentage Adjustment
Final Adjusted $/S.F. (Bldg. Only)

20,520
Good
1995
7.78:1

2%

3%

10%

0%

0%

15%

-10%

$91.46

$87.16

$116.98

$132.58

$107.86

$95.87

$130.56

Conclusion to the Sales Comparison Approach
The range after adjustments is $87 to $133 per square foot, rounded. If the high and low
indicators are dropped, the range narrows, becoming $91 to $131 (rounded) per square foot,
rounded. The indicated value of the subject property is estimated to be within this narrowed
range. Considering that the subject’s is good condition, the size, and the location of the
subject, I estimate the value is toward the middle to upper portion of this range.
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I estimate that the subject’s “as is” market value is $125.00 per square foot. The “as is”
market value of the subject is estimated as follows:
20,520 SF of building x $125.00/SF of building = $2,565,000

Conclusion “As Is” Market Value
As discussed previously the land value of each sale was deducted and therefore, the value of
$2,565,000 is reflective of the building only value. The land value of the subject was
previously estimated to be $1,275,000. Therefore, adding this to the value of the building, the
“as is” market value of the subject (land and building) is estimated to be $3,840,000
(rounded).
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INCOME APPROACH TO VALUE
Introduction
Income-producing real estate is typically purchased as an investment, and from an
investor’s point of view, earning power is the critical element affecting property value.
One basic premise is that the higher the earnings, the higher the value. An investor
who purchases income-producing real estate is essentially trading present dollars for
the right to receive future dollars. The Income Capitalization Approach to value
consists of methods, techniques, and mathematical procedures that an appraiser uses
to analyze a property’s capacity to generate benefits (i.e., usually the monetary
benefits of income and reversion) and convert these benefits into an indication of
present value.
The Income Capitalization Approach is one of the three traditional approaches that an
appraiser may use in the valuation process. However, it is not an independent system
of valuation that is unrelated to the other approaches. The valuation process as a
whole is composed of integrated, interrelated, and inseparable techniques and
procedures designed to produce a convincing and reliable estimate of value, usually
investment value.
The principle of anticipation is fundamental to the approach. Because value is created
by the expectation of benefits to be derived in the future, value may be defined as the
present worth of all rights to these future benefits. All income capitalization methods,
techniques, and procedures attempt to consider anticipated future benefits and
estimate their present value. The approach also is based on and consistent with the
basic value influences and principles of change, supply and demand, substitution,
balance, and externalities.
The two most commonly utilized methods of capitalizing net income into value are
direct capitalization and yield capitalization. These methods are based on different
measures of expected earnings and include different assumptions concerning the
relationship between expected earnings and value.
Direct capitalization is a method used to convert an estimate of a single year’s income
expectancy into an indication of value in one direct step - either by dividing the income
estimate by an appropriate income rate or by multiplying the income estimate by an
appropriate factor. The income expectancy considered is frequently the anticipated
income for the following year. Direct capitalization is market-oriented; an appraiser
analyzes market evidence and values property by inferring the assumptions of typical
investors. Direct capitalization does not explicitly differentiate between the return on
and return of capital because investor assumptions are not specified. However, it is
implied that the selected multiplier or rate will satisfy a typical investor and that the
prospects for future monetary benefits, over and above the amount originally invested,
are sufficiently attractive.
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Yield capitalization is a method used to convert future benefits into present value by
discounting each future benefit at an appropriate yield rate or by developing an overall
rate that explicitly reflects the investment’s income pattern, value change, and yield
rate. Like direct capitalization, yield capitalization should reflect market behavior. The
procedure used to convert periodic income and reversion into present value is called
discounting; the required rate of return is called the discount rate. The discounting
procedure presumes that the investor will receive a satisfactory return on the
investment and complete recovery of the capital invested. The method is referred to as
yield capitalization because it analyzes whether an investment property will produce
the particular level of profit or yield required. Yield capitalization is also called
discounted cash flow analysis because a discount rate is used to calculate the present
value of anticipated future cash flows.
Paraphrased from The Tenth Edition of The Appraisal of Real Estate, pages 409-420, Appraisal Institute

In completing the Income Capitalization Approach to Value section of this appraisal
report I considered only the direct capitalization approach. The Income Capitalization
Approach to Value section of this report is composed of six major sub-sections:
I.

Estimation of Market Rents: The subject property is operating within an
extremely competitive sub-market wherein many market participants are reluctant
to divulge any information that would reveal their respective business strategy.
Therefore, it was necessary to “piece” together various fragments of information
regarding other similar properties located within the subject’s competitive market
area through analysis of available market survey data. I note that due to the lack
of comparable educational facilities I was required to utilize older day care signed
leases, plus, I obtained several recent office rent comparables. The subject’s
rental rate is bracketed by these comparables.

II.

Income and Expense Estimates: In order to develop income estimates for my
income capitalization techniques, I analyzed the subject’s projected income
potential.
In this sub-section, I also examined current and forecasted occupancy and tenant
turnover trends for the subject and its market segment. Significant reliance was
placed upon the analysis and conclusions reached in the Highest and Best Use
section of this report.
My expense analysis considers both operating and capital expenditures. I note
however, the expenses are based on the Investment Value and assume the
subject is leased on a long term basis.
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III. Direct Overall Capitalization Technique: Direct capitalization is a method used
to convert a single year’s income estimate into a value indication in the Income
Capitalization Approach. This conversion is accomplished in one step, either by
dividing the income estimate by an appropriate income rate or by multiplying it by
an appropriate income factor. The income rates and factors reflect the relationship
between income and value and are derived from market data. The direct
capitalization formula that applies to this type of valuation is:

Value =

Net Operating Income
__________________________
Overall Capitalization Rate

IV. Conclusions: In this final sub-section of the Income Capitalization Approach, I
conclude at an estimated “As Is” Investment Value indicator for the subject
property.

Analysis of Methodology
As previously noted, the subject property consists of an educational facility (which is
and will likely continue to be owner-occupied).
My approach begins with an investigation to assess the overall reasonableness of the
leasing terms and rental rates pertaining to the subject “if vacant and leased.”
Projected vacancy, collection losses, and operating expenses are then estimated and
an appropriate capitalization rate chosen.

Market Rent Survey
I attempted to contact the appropriate leasing agents of certain buildings located within
the metropolitan area from which exterior observation had indicated that portions of
the interior space was being utilized for educational purposes.
However, despite my efforts, most of the educational representatives that I attempted
to contact refused to return my telephone calls and, of those who did, none agreed to
disclose specific information concerning existing facility leasing agreements. In
addition, of the several leasing agents who appeared to be operating within the
competitive market segment affecting the subject property, few would return my
telephone calls. Further, of those who did, the information obtained in some cases was
considered to be less than complete for the purpose of my analysis or, was only given
on the condition of utmost confidence (I was specifically requested not to include the
information within this report).
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NO

Location

7877 W. Hillcrest Blvd.
Phoenix
2 4515 E. Muirwood Rd.
Phoenix
th
3 NEC & SEC of 28 Street &
Meadowbrook
Phoenix
4 5040 S. Price Rd.
Tempe
nd
5 SWC of 32 Street & Weldon
Phoenix
6 2131 East Lincoln Drive
Phoenix
7 1801 East Campbell Avenue
Phoenix
th
8 16233 S. 48 St.
Phoenix
th
9 15601 North 28 Avenue
Phoenix
10 5005 South Wendler Drive
Tempe
11 1460 South Horne Drive
Mesa
1

12 13449 N. Tatum Blvd.
Phoenix
13 2160 S. Power Rd.
Gilbert
14 5550 West Bell Road
Glendale
15 690 West Warner Road
Gilbert
16 2050 West Ray Road
Goodyear
17 1730 North Dysart Road
Goodyear
18 3720 West Anthem Way
Anthem
19 1114 West Elliot Road
Gilbert
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Building

Year

LTB

Rate (NNN)

Size (SF)

Built

Ratio

$15.35
Fletcher Charter
$10.08
Tesseract School
$14.16
Villa Montessori

54,436

2000*

7.90:1

55,235

1998*

4.15:1

19,285

1949-2005

12.20:1

1970’s

N/A

1964

9.20:1

1985

9.00:1

1965

14.50:1

1998

N/A

1996*

5.10:1

2003

5.00:1

1998

9.80:1

1986

3.55:1

1999

6.72:1

2004

10.40:1

2005

6.73:1

2006

7.04:1

2005

4.66:1

2004

19.75:1

1986

3.84:1

$10.84
10,000
Tempe Accelerated
$14.84
3,400
Villa Montessori
$16.74
9,300
Veritas Academy
$14.52
21,000
Villa Montessori
$17.50
79,000
Horizon Community
$9.24
39,950 S.F.
University of Phoenix
$17.50
30,000
ITT
$14.50
48,000
Sequoia Charter
School
$16.00
10,976
Unknown
$14.00
21,660
University of Phoenix
$25.03
10,200
Tutor Time
$25.09
15,307
Tutor Time
$26.15
14,995
Tutor Time
$26.43
14,999
Tutor Time
$29.90
11,752
Tutor Time
$24.39
7,380
Tutor Time
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RENTAL COMPARABLE MAP
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Market Rental Rate Conclusion
It is difficult to adjust rent comparables to the subject property due to the fact there are
many factors affecting rent (i.e. time, location, quality, age and condition of the
structure, etc.). The subject is generally similar to the rent comparables, however,
given the additional land area and charter school status I estimate the rental rate
toward the middle of the range or $17/SF (As Is) is estimated for the subject property
(NNN). Therefore, the subject potential gross income is estimated as follows:
20,520 Square Feet x $17.00 Per Square Foot = $348,840 (As Is)

Vacancy and Collection Losses
The subject property is estimated (if vacant) to be leased on a triple net basis. The
tenant is therefore responsible for real estate taxes, utilities, property insurance, and
building maintenance.
Most investors factor vacancy into the equation, especially during difficult economic
times. This section the “Investment” is analyzed as an occupied school. This school
has been doing exceptionally well.

Expense Analysis
The subject improvements are owner-occupied with no expense information was
available.
Triple-net type leases are replacing single-tenant leases as the preferred lease type in
the area. This is because building owners want to shift the risk for potential sharp
increases in operating expenses (especially real estate taxes) over to the tenant. The
building’s owners are able to require triple-net leases because of tight supplies of
available space.
A triple-net lease agreement specifies that the tenant-borne expenses include real
estate taxes, insurance premiums, utility charges, landscaping costs, parking lot
sweeping, building security, non-structural repairs, property management, and general
building maintenance.
In order to reflect typical market practices and as part of the investment value no
expenses are deducted as the property is assumed to be leased on a long term basis
and all expenses passed to the tenant.
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Estimation of Stabilized Net Operating Income
Therefore, having estimated the subject’s effective gross income and appropriate
levels of operating expenses, the stabilized net operating income of the subject
property, as of the date of valuation, can now be estimated as shown in the following
exhibit:

Stabalized Forecast Operating Statement
Estimated Potential Gross Income
Less Vacancy and Credit Loss (0%)
Estimated Annual Effective Gross Income

$348,840
$0
$348,840

Less Estimated Expenses:
Reserves (0.0%)
$0
Management (0%)
$0
Total Expenses
Estimated Net Operating Income (before debt service)

$0
$348,840

Derivation of the Overall Capitalization Rate
Direct capitalization is a method used to convert an estimate of a single year’s income
expectancy into an indication of value in one direct step - either by dividing the income
estimate by an appropriate income rate, or by multiplying the income estimate by an
appropriate factor. In direct capitalization, no precise allocation is made between the return on
and the return of capital, as the method does not simulate investor assumptions and forecasts
concerning the holding period, the pattern of income, or changes in the value of the original
investment. However, a satisfactory rate of return for the investor and recapture of the capital
invested are implicit in the rates or factors derived from investment properties.
Thus, as income rates and factors reflect the relationship between income and value and are
derived from market data, it is essential that the properties used as comparables reflect similar
risk, income, expense, and physical and locational characteristics as compared with the
subject being appraised. Accordingly, income multipliers and rates must be extracted from
properties that reflect similar income and expense ratios, land-to-building ratios, risk
characteristics, and expectations as to changes in income and value over a typical holding
period.
An appraiser can estimate an overall capitalization rate by employing various techniques
depending upon the quantity and quality of data available for analysis. Those techniques
which are generally accepted are listed as follows:
Derivation from comparable sales
Derivation from effective gross income multipliers
Band of investment, mortgage and equity components
Debt coverage formula
Of these techniques, deriving capitalization rates from comparable sales data is preferred
when sufficient information concerning similar competitive properties is available. However,
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when utilizing overall capitalization rates derived from comparable sales information, the
appraiser must make sure that the net operating income of each comparable has been
estimated in a manner consistent with that of the subject property and that neither non-market
financing terms nor changing market conditions have affected the prices of the comparables.
Further, if differences exist between the comparables and the subject that could affect the
overall capitalization rate selected, the appraiser must account for these differences.
Paraphrased from The 10th Edition Of The Appraisal Of Real Estate, pgs 467 and 468, published by the
Appraisal Institute

Thus, while admittedly an imperfect methodology, I have analyzed information published by
Peter F. Korpacz and Associates, in the 2nd Quarter 2007 Real Estate Investor Survey.
According to this publication, free and clear equity capitalization rates for investment quality
suburban office buildings ranged from 5.00% to 10.50% and average 7.65% nationally.
Nonetheless, cognizant of the nature and condition of the subject improvements, I conclude
that an overall capitalization rate could be below the average reported survey rate.
In addition to the Korpacz study, I have considered the following overall rates from the areas of
Arizona which have similar investor qualities as the subject.

Address
690 West Warner Rd.
Gilbert, Arizona
2050 West Ray Road
Goodyear, Arizona
1730 North Dysart Road
Goodyear, Arizona
3720 West Anthem Way
Anthem, Arizona
15265 S. 48th Street
Phoenix, Arizona
3316 East Baseline Road
Phoenix, Arizona
4111 East Ray Road
Phoenix, Arizona

Sale Date Sale Price

Price/ S.F. NOI

OAR

Sep-05 $

5,390,000 $ 359.33 $

377,743

7.00%

Mar-06 $

5,482,275 $ 365.61 $

385,435

7.00%

May-06 $

5,570,000 $ 371.36 $

389,622

7.00%

Aug-05 $

4,886,560 $ 424.32 $

345,876

6.94%

Nov-06 $

6,480,000 $ 423.31 $

443,880

6.85%

May-07 $

5,610,000 $ 366.48 $

392,700

7.00%

Apr-07 $

1,600,000 $ 186.37 $

132,800

8.30%

Overall, given the subject’s location in Tucson and its age and condition, an O.A.R. of between
6.85% to 8.30% is considered to be most appropriate for the purpose of converting net income
into an indication of market value. However, since I am considering the investment value
based upon special bond financing, I will consider using a low OAR for the subject’s
investment value. The special bond financing is based upon an interest rate of 5.00% fixed for
30 years with a 200% loan to value ratio. Based upon these favorable terms to the buyer, I
estimate investment OAR of 100 basis points lower than the market average. Therefore, I
conclude an investment OAR of between 4.85% and 6.30%. I estimate an overall rate equal
to 5%. Additionally, these O.A.R’s are derived from net operating income cash flows before
deductions for building reserves and extraordinary capital expenditures.
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Capitalization Process
As-Is
Net Operating Income — $348,840 Capitalization Rate — 5.00%

Conclusion (Investment Value) “AS IS”
Based upon the previous discussion, the value of the subject property, subject to the
low interest and long term rates, is $6,977,000, rounded (i.e. $348,840 divided by 5.00%,
rounded) is the “investment” value.
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RECONCILIATION AND FINAL
VALUATION ESTIMATE
Reconciliation is the process whereby the appraisers evaluate and select from among
alternative conclusions or indications, a single conclusion of value. An orderly
connection of interdependent elements is a prerequisite of proper reconciliation. This
requires a re-examination of specific data, procedures, and estimates. Each approach
is considered a recognized appraisal technique and is reviewed separately by
comparing it to the other approaches to value in terms of adequacy, accuracy,
completeness of reasoning, and overall reliability.
Three approaches to value have been considered indicated the following values:
Improved Values
Cost Approach:
Sales Comparison Approach:
Income Approach (Investment Value):

“As Is”
$3,790,000
$3,840,000
$6,977,000*

* Not market value
The Cost Approach is utilized in the estimation of the subject’s value. The subject
buildings are in good condition. I consider the Cost Approach a good indicator of value
and given considerable weight in the final analysis. In my opinion a potential buyer
would place the majority of weight on this approach.
Employment of the Sales Comparison Approach utilized a physical unit of
comparison based upon the price per square foot of building area. The “as is” market
value indicated by this approach of $3,840,000 is supported by the seven sales.
The primary strength of the Income Capitalization Approach is the quality and
quantity of market data. Specifically, the quality of comparable rental rate information
from the subject’s immediate market area and its correlation to current rental rates in
effect for the subject property provide a strong basis for the potential gross income
estimate. Rental rates were difficult to obtain, and the potential buyer of the subject
property will be an owner-user. Since the investment value within this report is
subject to special bond financing, I have placed the majority of weight on this
approach.
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Based upon the findings of my investigation, I have estimated “as is” Market Value
toward the Cost and Sales Comparison Approaches. I estimate the “As Is” Market
Value of the subject property (as of July 13, 2007), to be:
THREE MILLION EIGHT HUNDRED FORTY THOUSAND DOLLARS
($3,840,000)

I estimate the “Investment” Value based on the Income Approach. The “Investment”
Value of the subject property (as of July 13, 2007), is estimated to be to be:
SIX MILLION NINE HUNDRED SEVENTY-SEVEN THOUSAND DOLLARS
($6,977,000)*
* Not market value
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SECTION 10

ASSUMPTIONS AND LIMITING CONDITIONS

I suggest that anyone using this appraisal read the following limiting conditions and assumptions
thoroughly. The acceptance and/or use of the appraisal report constitutes acceptance of the
following conditions.
In rendering my opinions, I have made certain assumptions and my opinions are conditioned upon
and are subject to certain qualifications including, but not limited to, the following:
Information Used
No responsibility is assumed for accuracy of information furnished by others or from others,
including the client, its officers and employees, or public records. I am not liable for such
information or for the work of contractors, subcontractors and engineers. The comparable data
relied upon in this appraisal has been confirmed with one or more parties familiar with the
transaction unless otherwise noted; all are considered appropriate for inclusion to the best of my
factual judgment and knowledge.
I assumed that the information furnished by the property owner, lender, agent, or management is
correct as received.
Certain information upon which the opinions and values are based may have been gathered by
research staff working with the appraiser. Names, professional qualifications and extent of their
participation can be furnished to the client upon request.
Legal, Engineering, Financial, Structural / Mechanical Nature, Hidden Components, Soil
No responsibility is assumed for matters legal in character or nature, nor matters of survey, nor of
any architectural, structural, mechanical or engineering nature. No opinion is rendered as to the
legal nature or condition of the title to the property, which is presumed to be good and marketable.
The property is appraised assuming it is free and clear of all mortgages, liens or encumbrances,
unless otherwise stated in particular parts of this report.
The legal description is presumed to be correct, but I have not confirmed it by survey or otherwise.
I assume no responsibility for the survey, any encroachments or overlapping or other discrepancies
that might be revealed thereby.
For the purpose of this report, the square footage of the subject building improvements have been
obtained by reference to available architectural drawings and blueprints (where applicable), and by
my on-site inspection. The indicated building improvement sizes are assumed to be correct.
I have inspected, as far as possible by observation, the land and improvements thereon; however,
it was not possible to personally observe conditions beneath the soil or hidden structural, or other
components, or any mechanical components within the improvement; as a result, no
representation is made herein as to such matters unless otherwise specifically stated. The
estimated market value assumes that no such conditions exist that would cause a loss of value. I
do not warrant against the occurrence of problems arising from any of these conditions.
It is assumed that there are no hidden or unapparent conditions to the property, soil, subsoil or
structures, which would render them more or less valuable. No responsibility is assumed for any
such conditions or for any expense or engineering to discover them. All mechanical components
are assumed to be in operating condition standard for the properties of the subject's type. The
condition of the heating, cooling, ventilation, electric and plumbing equipment is considered to be
commensurate with the condition of the balance of the improvements, unless otherwise stated. No
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judgment is made as to the adequacy of insulation, engineering or energy efficiency of the
improvements or equipment.
Information relating to the location or existence of public utilities has been obtained through verbal
inquiry to the appropriate utility authority, or has been ascertained from visual evidence. No
warranty has been made regarding the exact location or capacities of public utility systems.
Subsurface oil, gas or mineral rights were not considered in this report unless otherwise stated.
I assumed that the subject property is not, nor will it be, in violation of the National Environmental
Policy Act, the State Environmental or Clean Air Act, or any and all similar government regulations
or laws pertaining to the environment. The subject property does not appear on a list of those
properties known to suffer from environmental contamination nor, was any evidence of such
contamination noted during my inspection. Nonetheless, I are not qualified to confirm or deny the
existence of hazardous conditions and, completion of the Environmental Risk Survey section of this
report is not to be construed as such confirmation or denial. Confirmation of site conditions relative
to hazardous materials and/or wastes would require assessment by a duly qualified professional
with direct training and experience in environmental assessment of real property. Thus, this report
is, therefore, contingent upon a review of such an environmental assessment and does not
consider the effects of any such adverse factors.
Legality of Use
The appraisal is based on the premise that there is or will be full compliance with all applicable
Federal, State and local environmental regulations and laws, unless otherwise stated in the report;
and that all appropriate zoning, building and use regulations and restrictions of all types have been
or will be complied with, unless otherwise stated in the report. It is assumed that all require
licenses, consent, permits or other legislative or administrative authority, whether local, State,
Federal and/or private, have been or can be obtained or renewed for the use intended and
considered in the value estimate.
Component Values
The distribution of the total valuation of this report between land and improvements applies only
under the proposed program of utilization. The separate valuations of land and buildings must not
be used in conjunction with any other appraisal, and are invalid if so used.
A report related to an estate that is less than the whole fee simple estate applies only to the
fractional interest involved. The value of this fractional interest, plus the value of all other fractional
interests, may or may not equal the value of the entire fee simple estate considered as a whole.
A report relating to the geographic portion of a larger property applies only to such geographic
portion and should not be considered as applying with equal validity to other portions of the larger
property or tract. The value for such geographic portions, plus the value of all other geographic
portions, may or may not equal the value of the entire property or tract considered as a single
entity.
All valuations in the report are applicable only under the estimated program of the highest and best
use and are not necessarily appropriate under other programs of use.
Auxiliary and Related Studies
No environmental or impact studies, special market study or analysis, highest and best use
analysis study or feasibility study has been requested or made by us unless otherwise specified in
this report or in my agreement for services. I reserve the unlimited right to alter, amend, revise or
rescind any of these statements, findings, opinions, values, estimates or conclusions upon any

K S AP P R AI S A L .

Page 115

subsequent study or analysis or previous study or analysis that subsequently becomes available to
us.
Dollar Values, Purchasing Power
The value estimates and the costs used herein are as of the date of the estimate of value. All
dollar amounts are based on the purchasing power and price of the United States dollar as of the
date of value estimate.
Inclusions
Furnishings and equipment or business operations, except as otherwise specifically indicated,
have been disregarded, with only the real estate being considered.
Proposed Improvements Conditioned Value
For the purpose of this appraisal, on- or off-site improvements proposed, if any, as well as any
repairs required, are considered to be completed in a good and workmanlike manner according to
information submitted and/or considered by us. In cases of proposed construction, the report is
subject to change upon inspection of the property after construction is complete. The estimate of
value, as proposed, is as of the date shown, as if completed and operating at levels shown and
projected.
Value Change, Dynamic Market Influences
The appraisers cannot predict or evaluate the possible effects of future wage price control actions
of the government upon rental income or financing of the subject property; hence, it is assumed
that no control will apply which would nullify contractual agreements, thereby changing property
values.
The estimated value is subject to change with market changes over time. Value is highly related to
interest rates, exposure, time, promotional effort, supply and demand, terms of sale, motivation and
conditions surrounding the offering. The value estimate considers the productivity and relative
attractiveness of the property both physically and economically in the marketplace.
The estimate of value in this report is not based in whole or in part upon race, color or national
origin of the present owners or occupants of the properties in the vicinity of the property appraised.
In the event this appraisal includes the capitalization of income, the estimate of value is a reflection
of such benefits and my interpretation of income and yields and other factors which were derived
from general and specific market information. Such estimates are made as of the date of the
estimate of value. As a result, they are subject to change, as the market is dynamic and may
naturally change over time. The date upon which the value estimate applies is only as of the date
of valuation, as stated in the letter of transmittal. The appraisal assumes no responsibility for
economic or physical factors occurring at some later date which may affect the opinion stated
herein.
An appraisal is the product of a professionally trained person, but nevertheless is an opinion only,
and not a provable fact. As a personal opinion, a valuation may vary between appraisers based
upon the same facts. Thus, the appraiser warrants only that the value conclusions are his best
estimate as of the date of valuation. There are no guaranties, either written or implied, that the
property would sell for the expressed estimate of value.
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Sales History
Unless otherwise stated, the appraiser has not reviewed an abstract of title relating to the subject
property. No title search has been made, and the reader should consult an attorney or title
company for information and data relative to the property ownership and legal description. It is
assumed that the subject title is marketable, but the title should be reviewed by legal counsel. Any
information given by the appraiser as to a sales history is information that the appraiser has
researched; to the best of my knowledge, this information is accurate, but not warranted.
Management of the Property
It is assumed that the property which is the subject of this report will be under prudent and
competent ownership and management over the entire life of the property. If prudent and
competent management and ownership are not provided, this would have an adverse effect upon
the value of the property appraised.
Confidentiality
I are not entitled to divulge the material (evaluation or valuation) content of this report and
analytical findings or conclusions, or give a copy of this report to anyone other than the client or his
designee, as specified in writing, except as may be required by the Appraisal Institute, as they may
request in confidence for ethic enforcement, or by a court of law with the power of subpoena.
All conclusions and opinions concerning the analyses as set forth herein are prepared by the
appraisers whose signatures appear. No change of any item in the report shall be made by
anyone other than the appraiser, and the firm shall have no responsibility if any such unauthorized
change is made.
Whenever my opinion herein with respect to the existence or absence of fact is qualified by the
phrase or phrases "to the best of my knowledge", "it appears" or "indicated", it is intended to
indicate that, during the course of my review and investigation of the property, no information has
come to my attention which would give us actual knowledge of the existence or absence of such
facts.
The client shall notify the appraiser of any error, omission or invalid data herein within 10 days of
receipt and return of the report, along with all copies, to the appraiser for corrections prior to any
use whatsoever. Neither my name nor this report may be used in connection with any financing
plans which would be classified as a public offering under State or Federal Security Laws.
Copies, Publication, Distribution, Use of Report
Possession of this report, or any copy thereof, does not carry with it the right of publication, nor
may it be used for other than its intended use. The physical report remains the property of the firm
for the use of the client, with the fee being for the analytical services only. This report may not be
used for any purpose by any person or corporation other than the client or the party to whom the
report is addressed. Additional copies may not be made without the written consent of an officer of
the firm, and then only in its entirety.
Neither all nor any part of the contents of this report shall be conveyed to the public through
advertising, public relations effort, news, sales or other media without my prior written consent and
approval of the client. Neither this report, nor any of its contents, may be used for the sale of
shares or similar units of ownership in the nature of securities, without the specific prior approval of
the appraiser.
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It has been assumed that the client or representative thereof, if soliciting funds for his project, has
furnished to the user of this report complete plans, specifications, surveys and photographs of land
and improvements, along with all other information which might be deemed necessary to correctly
analyze and appraise the subject property.
Trade Secrets
This appraisal was obtained from KS Appraisal or related companies and/or its individuals and
consists of "trade secrets and commercial or financial information" which is privileged and
confidential. Notify the appraisers signing the report or an officer of KS Appraisal of any request to
reproduce this report in whole or in part.
Authentic Copies
Any copy that does not have original signatures of the appraiser is unauthorized and may have
been altered and, therefore, is considered invalid.
Testimony, Consultation, Completion of Contract for Appraisal Services
A contract for appraisal, consultation or analytical services is fulfilled and the total fee payable upon
completion of the report. The appraisers or those assisting in the preparation of the report will not
be asked or required to give testimony in court or hearing because of having made the appraisal in
full or in part, nor will they be asked or required to engage in post appraisal consultation with client
or third parties except under separate and special arrangement and at an additional fee.
Any subsequent copies of this appraisal report will be furnished on a cost plus expenses basis, to
be negotiated at the time of request.
Fee
The fee for this appraisal or study is for the service rendered, and not for time spent on the physical
report.
The acceptance of the report by the client takes with it the agreement and
acknowledgement that the client will pay the negotiated fee, whether said agreement was verbal or
written. The fee is in no way contingent on the value estimated.
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SECTION 11

CERTIFICATION

Uniform Standards of Professional Appraisal Practice (USPAP) Standard Rule R-3 indicates
that, “. . . each written real property appraisal report must contain a signed certification . . . “16
Therefore in compliance with this requirement, the undersigned do hereby certify, except as
otherwise noted in this appraisal report, that:
1.

The statements of fact contained in this report are true and correct.

2.

The reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions, and is my personal, impartial and unbiased
professional analyses, opinions, and conclusions.

3.

I have no present or prospective interest in the property that is the subject of this
report, and no personal interest with respect to the parties involved.

4.

I have no bias with respect to the property that is the subject of this report or to the
parties involved with this assignment.

5.

My engagement in this assignment was not contingent upon developing or reporting
predetermined results.

6.

My compensation for completing this assignment is not contingent upon the
development or reporting of a predetermined value or direction in value that favors the
cause of the client, the amount of the value opinion, the attainment of a stipulated
result, or the occurrence of a subsequent event directly related to the intended use of
this appraisal.

7.

My analyses, opinions, and conclusions were developed, and this report has been
prepared, in conformity with the Uniform Standards of Professional Appraisal Practice
(USPAP) as promulgated by the Appraisal Standards Board of the Appraisal
Foundation.

8.

The reported analyses, opinions, and conclusions were developed, and this report has
been prepared in conformity with, the requirements of the Code of Professional Ethics
and Standards of Professional Practice of the Appraisal Institute.

9.

My employment was not conditioned upon my appraisal producing a specific value or a
value within a given range. Future employment prospects were not based upon
whether a loan application is approved. No pressure was placed upon us to estimate a
specific value. Furthermore, the appraisal assignment was not based on a requested
minimum valuation, a specific valuation, or the approval of a loan.

10.

The use of this report is subject to the requirements of the Appraisal Institute relating to
review by its duly authorized representatives.

11.

As of the date of this report, Mr. Kurt D. Kleinman, MAI has completed the
requirements under the continuing education program of the Appraisal Institute.

16

USPAP 2006 Edition
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12.

No one provided significant professional assistance to the persons signing this report.

13.

The appraisers state that they have the knowledge and experience necessary to
complete the assignment competently.

14.

I have made a personal inspection of the property that is the subject of this report.

Kurt D. Kleinman, MAI
Arizona Cert. General
Real Estate Appraiser No. 30272
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SECTION 12

ADDENDA

QUALIFICATIONS

KURT D. KLEINMAN

Education
Bachelor of Science Degree, Geography, Brigham Young University, Dec., 1986
Real Estate Principles and Practice, Brigham Young University, 1984
Real Estate Investment, Arizona State University, 1986
Real Estate Development, Arizona State University, 1986
Real Estate Law, Arizona State University, 1986
Appraisal Institute Course 1A-1:

Real Estate Appraisal Principles, Tempe, 1987

Appraisal Institute Exam 1A-2:

Basic Valuation Procedures, Tempe, 1988

Appraisal Institute Course 1B-A:

Capitalization Theory and Technique, Tempe, 1988

Appraisal Institute Course 1B-B:

Capitalization Theory and Technique, Tempe, 1991

Appraisal Institute Course 2-1:

Case Studies in Real Estate Valuation, Tempe, 1992

Appraisal Institute Course 2-2:

Report Writing and Valuation Analysis, Tempe, 1992

Appraisal Institute Course 410:

Standards of Professional Practice Part A (USPAP),
Tempe, 1994

Appraisal Institute Course 420:

Standards of Professional Practice Part B, Tempe, 1994

Appraisal Institute Course 430:

Standards of Professional Practice Part C, Phoenix, 1999

Appraisal Institute Course:

Appraiser’s Complete Review, Tempe, 1994

Appraisal Institute Course:

Real Estate Evaluations and the Appraisal Industry,
Phoenix, 1995

Appraisal Institute Course:

Subdivision Analysis, Phoenix, 1996

Appraisal Institute Course:

Small Hotel/Motel Valuation, Park City, 1998

Appraisal Institute Course:

Valuation of Detrimental Conditions in Real Estate, San
Francisco, 1998

Appraisal Institute Course:
Appraisal Institute Course:

Analyzing Operating Expenses, Phoenix, 1998
REITS and the Role of the Professional Appraiser, New
Jersey, 1999
Highest and Best Use Case Study, New Jersey, 1999

Appraisal Institute Course:
Appraisal Institute Course:
Appraisal Institute Course:
Appraisal Institute Course:
Appraisal Institute Course:

Price-Indexing Real Estate Markets – Hawaii 2002
USPAP: The Changing Role of the Appraiser and USPAP
– Hawaii 2002
Appraisal Consulting: A Solutions Approach for
Professions – Hawaii 2002
Technology Update I and II – Hawaii 2002

Action Environmental Services:
Arizona School of Real Estate:
Arizona School of Real Estate:
Arizona School of Real Estate:

Site Assessments - The Legal Approach, Lynn Olson,
Instructor - August 22-24, 1991, Tempe
Fair Housing ADA, Scottsdale, 1996
How to Exchange Real Estate, 1996
Foreclosures, 1996

Professional Affiliations and Appointments
MAI: Member of the Appraisal Institute, Certificate No. 10637
Currently certified as a General Real Estate Appraiser with the State of Arizona,
No. 30272 (Expires August 31, 2006)
Formerly appointed as a Member on the State Board of Equalization, one of 15 board
members to hear all real estate tax appeals (particularly values over $500,000 in value).
Experience
Currently a principal with KS Appraisal (Kleinman & Sessions) a full service appraisal firm.
Formerly, employed with Sell, Huish & Associates, Inc., Real Estate Appraisers and
Consultants, 4625 South Lakeshore Drive, Tempe, Arizona 85282-7127 (April 1987 to October
1995).
PARTIAL LIST OF PROPERTY TYPES:
Have appraised or assisted in the appraisal of the following types of property (proposed and
existing):
•
•
•
•
•
•
•
•

Commercial
Single and multi-family residential
Cotton Gins
Shopping centers
Highway right-of-way
Hotels
Subdivisions
Restaurants

Geographic Area
State of Arizona
State of California
State of Colorado

State of Utah
State of Nevada

•
•
•
•
•
•
•
•

Industrial
Farms
Mobile Home and RV Parks
Service stations
Mini-storage
High-rise Office buildings
Car Dealerships
Time Share

SUPPLEMENTAL MATERIAL

