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PROJECT 1: TWIN PINES – FINANCIAL DATA 
 
Leases  
 
The potential income relates to rentals being obtained from tenants occupying space in the project. A current 
rent roll was provided, and it is assumed that all pertinent information has been provided. A tenant lease 
summary has been compiled, which provides tenant name, lease term and dates, area and basic rent for each 
tenant. Leases are triple net. An $7.50 per square foot tenant allowance is forecasted for new tenants and 
$3.00 per square for renewing tenants. In considering the discounted cash flow procedure, some account 
must be taken of future potential increases based upon inflation. Relative to the current market retail rental 
of $23.50 per square foot, these will be increased at 2.5% per annum throughout the investment horizon 
after the base year (2016).  
  
The rental levels will be based upon contract rent for the leases in place and is provided below: 
  

 
 

Type & Suite Number 
 
Lease Dates & Term 

Sq Ft 
 
Bldg  
Share 

per  
Year 

Changes 
on: 

Changes 
to: 

Operating 
Expense 
Reimbursements 

Subsequent 
Terms for 
Tenant 

1 
Government (Liquor Store) 7,000 $20.00 Jan-17 $22.00 Net: pays a full pro-

rata share of all 
reimbursable 
expenses 

Market 

 
Retail, Unit #1 37.63% $140,000 Jan-20 $24.00     

 
Jan 2014 to Dec 2023 
120 Months 

  
  

 Jan-22 
  

$26.00 
  

   
  

2 
Bank 6,000 $22.00 Jan-19 $24.00 Net: pays a full pro-

rata share of all 
reimbursable 
expenses 

Market 

 
Retail, Unit #2 32.26% $132,000         

 
Jan 2014 to Dec 2023            

 
120 Months            

3 
Beautician 1,400 $22.00 Jan-17 $23.00 Net: pays a full pro-

rata share of all 
reimbursable 
expenses 

Market 

 
Retail, Unit #3 7.53% $30,800 Jan-19 $24.00     

 
Jan 2014 to Dec 2016    Jan-21 $25.00     

 
Renew: Jan 2017 
to Dec 2021 
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Type & Suite Number 
 
Lease Dates & Term 

Sq Ft 
 
Bldg  
Share 

per  
Year 

Changes 
on: 

Changes 
to: 

Operating 
Expense 
Reimbursements 

Subsequent 
Terms for 
Tenant 

4 
Restaurant 1,400 $24.00 Jul-19 $25.00 Net: pays a full pro-

rata share of all 
reimbursable 
expenses 

Market 

 
Retail, Unit #4 7.53% $33,600         

 
July 2016 to June 2021            

 
60 months            

5 
Pizza 2,800 $21.00  Jan-18 $23.00 Net: pays a full pro-

rata share of all 
reimbursable 
expenses 

Market 

 
Retail, Unit #5 15.05% $58,800  Jan-20 $25.00     

 
Jan 2015 - Dec 2017            

 
36 months 
Renew: Jan 2018 to Dec 
2022 

           

  
Total Occupied Sq Ft 18,600           

 
Notes for Tenants: 
 
1. Liquor store (Anchor tenant – 10-year term): $ 20.00 psf years 1- 3 stepping up to $22.00 psf in 

year 4, $24.00 psf in years 7 and 8, and $26.00 psf for the final two years. CAM costs $2.23 psf. 
The tenant is in the third year of its lease. 

2. Bank (10-year term): $22.00 psf years 1-5 and $24.00 psf years 6-10. The tenant is in the third year 
of its lease. 

3.  Beautician: Final year at $22.00 psf and renewing for another 5 years. Years 1 and 2 at $23.00 psf; 
years 3 and 4 at $24.00 psf, and the final year at $25.00 psf.  

 
4.  Restaurant: New lease of 5-year term plus two 5-year options. Signed July 1, 2016 at $24.00 psf for 

three years stepping up to $25.00 psf in the last two years. The space was vacant for six months 
prior. Commission based on the rental rate is payable at 5% on the first year and 3% on the balance 
of the first 5-year term. Commission is payable as one lump sum in the first year of its lease. 
(Assume that the tenant will renew at market rent.)  

 
5.  Pizza - $21.00 psf with two years left on their lease. Business has been going very well and they 

have made an agreement with the landlord to renew for a 5-year term at $23.00 psf for years 1 and 
2 and $25.00 psf for years 3-5.  
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Vacancy Allowances  
 
As of the effective date of appraisal, all of the units within the subject property were fully leased. Vacancy 
and credit loss accounts for reductions in rental income due to vacancies, tenant turnover, and non-payment 
of rent. In consideration of lease expirations, renewal probability, downtime between leases, and tenant 
expiries a 3% vacancy allowance per annum will be forecast over the investment horizon.  
 
Operating Expenses  
 
Within this category will be both the recoverable and non-recoverable expenses incurred in the operation of 
the project. The recoverable expenses relate to common area occupancy costs and property taxes, which can 
be primarily charged back to the tenants through net rental arrangements. Following, the expense categories 
considered will be reviewed on an individual basis: 
 
1) Property Taxes – The total tax levy for 2016 (base year) for the subject property is $65,040 and is to be 
used in your calculations. Property taxes are paid on a pro-rata basis. The portion of the property taxes for 
the 6-month vacancy in the restaurant space in year 1 will be absorbed by the landlord. A 2.5% inflator for 
the taxes payable after the base year and for the balance of the investment horizon is considered reasonable. 
 
2) Common Area Maintenance (CAM) Costs – The CAM costs as per the 2016 Income and Expense 
statement are $60,030. These figures include management fees. The expenses also include cleaning, 
employee costs, mechanical maintenance, interior and exterior building maintenance, garbage removal, fire 
protection, electricity, utilities, insurance, professional fees, etc. A figure of $60,030 is to be utilized for all 
the tenants except the Government Liquor Store, where the applicable rate reduced by a $1.00 per square 
foot has been negotiated. The remaining tenants will absorb the $1.00 per square foot reduction; the landlord 
will absorb the portion applicable to the 6-month vacancy in the restaurant space. An inflator of 2.5% per 
annum after the base year is to be utilized going forward.  
 
3) Structural Repairs - An annual allowance for structural repairs is traditionally entered into a forecasted 
statement of operations to provide for extraordinary capital expenditures that cannot be passed on to the 
tenants for various reasons. Due to the newer age and good condition of the building and the level of 
maintenance and repair that has been undertaken on the subject property, a figure of 1% of the effective 
gross income will be applied in this instance. 
 
4) Tenant Costs - This category pertains to costs incurred by the landlord in terms of leasing commissions, 
fees associated with tenant disputes and tenant relocations, and expenses involving inducements in terms of 
both new tenants and upon renewal. Tenant inducements have decreased over the past few years due to the 
stable nature of the market. A survey indicated that in most instances, modest inducements are being 
provided in competing buildings upon renewal, with slightly higher allowances being in place for new 
tenants. Commissions have been included at 5% of the base rent in Year 1 and 3% per annum thereafter 
over the term of the lease for new tenants only. Commission is payable in full in the year the lease 
commences. Tenant improvements of $7.50 per square foot have been allotted for new tenants with a $3.00 
TI provided for renewing tenants. 
  
Financing 
 
The partnership has arranged financing in the amount of $1,662,500 at 6% per annum, compounded semi-
annually, with a 15-year amortization and 5-year term.  
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Apportionment 
 
For tax purposes, the building to land ratio will be apportioned 65:35. This proportion will remain the same 
upon sale.  
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CASE SUMMARY SHEET 
 

EFFECTIVE DATE FOR VALUATION: January 1, 2016 
 
PURCHASE PRICE: $4,750,000 
Improvements  $3,087,500 
Land   $1,662,500 
 
LONG-TERM FINANCING:  
Loan Value $1,662,500 
Amortization Period 15 years 
Term 5 years 
Interest Rate (j2) 6% 
Payments Monthly 
There are no prepayment penalties on the loan. 
 
RENTAL INCOME PER ANNUM (Base year - 2016): 
Rents increasing at 2.5% per annum on base year (2016), subject to leases. 
 
EXPENSES (Base year - 2016):  
Property Taxes    $3.50 psf 
CAM costs   $3.23 psf; $2.23 psf (Anchor tenant) 
Structural Repairs   1% of effective gross income 
Triple net with recoverable expenses incurred by the landlord being billed directly back to the tenants.  
  
VACANCY AND COLLECTION LOSS ALLOWANCE  3% 
 
COMMISSION PAYABLE AND TENANT INDUCEMENTS 
New Tenants only Commission of 5% of the base rent in Year 1, 3% per annum 

thereafter over the term of the lease. 
 
New Tenants    $7.50 psf TI 
Renewing Tenants   $3.00 psf TI 
 
REQUIRED RATE OF RETURN (AFTER-TAX) ON EQUITY: 10.5% 
 
MARGINAL INCOME TAX RATE:    45% 
The investors will qualify for tax on one-half of any capital gains. 
 
CAPITAL COST ALLOWANCE:      4% (Class 1) 
The investors will take the maximum possible CCA. 
 
MARKET OVERALL CAPITALIZATION RATE: 8% 
 
REVERSION RATE: In consideration of current market expectations and in discussion with a number of local 
and institutional purchasers who would be interested in acquiring a property similar to the subject, it is 
appropriate to add a risk premium of 0.25% to the market overall capitalization rate in determining the 
reversion value for the subject property.  
 
CLOSING COSTS: A 5% commission of gross sale price is paid on sale. 
  


