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Chapter 4 
 

Real Estate Appraisal/Property Tax 
Litigation 
 
Report Introductory Matter 
 
Contributor 

Name: Robert B. Jones 
Professional designations: MAI  
Company affiliation: Robert B. Jones & Co.  
Title: President  

 
Report Description 

Purpose: Property tax appeal 
Use: Owner/taxpayer appeal 

 
Principal Litigation Issue(s) 

Office building valuation in ad valorem tax matter  
 

Outcome 
Type of conclusion: Confidentiality is preferred. 
Conclusion of case compared with opinions in report: Not applicable  
 

Usefulness of Report 
To offer an opinion of market value for settlement discussions and/or trial 
purposes  
 

Lessons from Litigation 
Demonstrates complete summary appraisal prepared for ad valorem tax 
litigation 
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July 14, 2001 
 
 
 
Mr. John S. Smithdales 
Vice President of Real Estate 
Forward Vision, Inc. 
4444 City Tower South 
2001 Market Street 
El Paso, Texas  77998-6760 
 
RE: Complete Summary Appraisal of Seven Southshore Tower 

(including the associated accounts listed below), located at 23451 
Southshore Street, in Houston, and legally described as 4.2398 
acres, more or less, being Reserve ‘J,’ in Tract X, Southshores, 
Section 1, in Harris County, Texas. 

 
HCAD Account Property Description 
999-000-777-1234 Seven Southshore Tower - Office Building & 

Parking Garage  
 
 
Dear Mr. Smithdales: 
 
 We are pleased to transmit herewith our appraisal report of the 
estimated value of the above-referenced property.  In fulfillment of our 
agreement as outlined in the letter of engagement, we are pleased to 
transmit herewith our report of the estimated value of the above-referenced 
property. This Complete Summary appraisal report sets forth our value 
conclusion. 
 
 As requested, we have inspected and appraised the above-
referenced property so as to estimate the market value of the fee simple 
estate (subject to the existing leases), as of January 1, 2001.  Based upon a 
thorough analysis of comparables and giving emphasis to current market 
conditions, as of the effective date of this appraisal, our opinion is that the 
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market value of the Leased Fee Estate of the subject property, is as follows: 
 
FORTY-SIX MILLION DOLLARS 
($46,000,000) 
 
 We have also deemed the contract rental rates of the subject 
property to be at market rental rates.  Therefore, the value of the Fee 
Simple Estate (subject to existing leases) is equivalent to the value of the 
Leased Fee Estate. 
 
 This is a Complete Summary Appraisal Report and is intended to 
comply with the reporting requirements set forth under Standards Rule 2-
2(a) of the Uniform Standards of Professional Appraisal Practice (USPAP) 
for a Summary Appraisal Report.  As such, it presents only summary 
discussions of the data, reasoning, and analyses that were used in the 
appraisal process to develop the appraiser's opinion of value.  Supporting 
documentation concerning the data, reasoning, and analyses is retained in 
the appraiser’s file.  The depth of discussion contained in this report is 
specific to the needs of the client and for the intended use stated below.  
The appraiser is not responsible for the unauthorized use of this report. 
 
 Your attention is directed to the following pages, which summarize 
the analysis we have performed in deriving our value conclusions. The 
estimated reasonable exposure time is six to twelve months. 
 
 The undersigned appraiser, Robert B. Jones, made a physical 
inspection of the property that is the subject of this report. 
 
 We sincerely appreciate this opportunity to serve you.  Please call if 
you have any questions regarding this matter, or if we can be of further 
assistance. 
 
Yours truly, 
 
 
 
                                                           
Robert B. Jones, MAI 
President 
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SUMMARY OF SALIENT DATA 
 
Identification 
 
Property Name: Seven Southshore Tower 
 
Address: 23451 Southshore Street 
 
Legal Description: 4.2398 acres, more or less, being Reserve ‘J,’ in 

Tract X, Southshores, Section 1, in Harris County, 
Texas, located in the John R. Avenda Survey, 
Abstract 812, in Harris County, Texas. 

 
 
Physical Data 
 
Total Land Area: 4.2398 acres (184,686 square feet) 
 
Year Built: 1989 
 
Total Floors: 26 
 
Net Rentable Area: 412,388 square feet 
 
Flood Plain: According to Community Map Panel 41028G6400 L, 

issued by the Federal Emergency Management 
Agency and dated November 6, 1996, the property 
is located in Zone ‘X’ of the floodplain, which is 
described as “areas determined to be outside 500-
year floodplain.”  However, a great deal of the 
parcel along Southshore Street is located in zones 
that are subject to flooding, including ‘X500’ and 
‘AE.’  

 
 
Value Indications 

See Exhibit 4.1 
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COMPLETE SUMMARY APPRAISAL REPORT 
 
 
 
     This is a Complete Summary Appraisal Report and is intended to 
comply with the reporting requirements set forth under Standards Rule 2-
2(b) of the Uniform Standards of Professional Appraisal Practice for a 
Summary Appraisal Report (USPAP).  As such, it presents only summary 
discussions of the data, reasoning, and analyses that were used in the 
appraisal process to develop the appraiser's opinion of value.  Supporting 
documentation concerning the data, reasoning, and analyses is retained in 
the appraiser’s file.  The depth of discussion contained in this report is 
specific to the needs of the client and for the intended use stated below.  
The appraiser is not responsible for the unauthorized use of this report. 
 
 
NATURE OF THE ASSIGNMENT 
 
 Client            Mr. John S. Smithdales 
  Forward Vision, Inc. 
  4444 City Tower South 
  2001 Market Street 
  El Paso, Texas  77998-6760 
 
 
 Appraiser Robert B. Jones, MAI 
  Robert B. Jones & Co. 
  10777 Westheimer, Suite 240 
  Houston, Texas 77042 
 
 
 Subject  Land and office building improvements, along with the 

parking garage facilities, located at 23451 Southshore Street, 
consisting of a twenty-six-story office building containing a 
total of 412,388 square feet of net rentable area, situated on 
a 184,686-square-foot site, in Houston, Harris County, Texas.  
The subject is currently 99 percent leased with only minimal 
square feet of net rentable area available.  The subject 
building is considered stabilized with regards to occupancy in 
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the current office market. 
 
 
 Purpose  The purpose of this appraisal is to estimate the 

market value as defined by the  State of Texas Property Tax 
Code, paragraph 1.04., 7A-7C of the fee simple estate 
(subject to existing leases) of Seven Southshore Tower as of 
January 1, 2001. 

 
 
 Use  This report is intended for the use of our client, Mr. 

John S. Smithdales, Forward Vision, Inc., in representing his 
client, ECO Partners, in their internal, decision-making 
purposes with regards to ad valorem tax monitoring or appeal 
purposes. 

 
 
 Competency The appraiser has appraised a number of office 

building projects over the past twenty years.  It is our opinion 
that our past experience, as well as our research and 
investigations into the local office market, has made us 
competent to appraise the subject property. 

 
 
 Market Value 
 Definition  According to the State of Texas Property Tax Code, 

paragraph 1.04., 7A-7C, “Market Value” means the price at 
which a property would transfer for cash or its equivalent 
under prevailing market conditions if: 
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(a)   Exposed for sale in the open market with a 
reasonable time for the seller to find a purchaser 

 
(a)   Both the seller and the purchaser know of all the 

uses and purposes to which the property is adapted and 
for which it is capable of being used and of the 
enforceable restrictions on its use 

 
(a)   Both the seller and purchaser seek to maximize 

their gains and neither is in a position to take advantage 
of the exigencies of the other. 

 
 
 Property Rights  Due to the complex nature of the various interests 

in real estate being valued, a discussion of property rights is 
considered appropriate.  The legal definition of real estate 
includes land and all natural things being a part of the land, 
as well as all permanent improvement attachments to the 
land both below and above the ground.  Real property has 
been defined as including all interests, benefits, and rights 
inherent in the ownership of physical real estate.1  A right or 
interest in real estate is also referred to as an estate.  More 
specifically, an estate in real estate is the degree, nature, or 
extent of interest that a person has in it.2 

 
 In many cases, ownership interests vary, so real 
estate is considered to have a "bundle of rights" inherent in 
the ownership of real estate.  According to the "bundle of 
rights" theory, complete real property ownership, or title in 
fee, consists of a group of distinct rights, and each of these 
rights can be separated from the bundle and conveyed by the 
fee owner to others in perpetuity or for a limited time period.  
The various interests being considered are defined as 
follows. 

                                            
1
 The Appraisal of Real Estate, Tenth Edition  (Chicago, Illinois: Appraisal Institute, 1992), pg. 6. 

2 ibid, pg. 6. 
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 Fee simple, as used herein, is defined on page 137 of 
The Appraisal of Real Estate, Eleventh Edition, 1996, 
Appraisal Institute, as 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.  Partial interests in real 
estate are created by selling, leasing, or otherwise limiting 
the "bundle of rights" of the fee simple estate.  Partial estates 
include leased fee estates and leasehold estates.  A leased 
fee estate is an ownership interest held by a landlord with the 
right of use and occupancy conveyed by lease to others.3  
Generally the rights of the lessor (leased fee owner) and the 
leased fee are specified by contract terms contained within 
the lease.  The leasehold estate, which is held by a lessee 
(tenant), is the right to use and occupy real estate for a stated 
term under the conditions conveyed in the lease.4  

 
 Reasonable 
 Exposure  One of the conditions of meeting the definition of 

Market Value is that "a reasonable time be allowed for 
exposure in the open market."  As defined by Statement No. 
6, Uniform Standards of Professional Appraisal Practice, 
Reasonable Exposure Time 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 
analysis of past events assuming a competitive and open 
market.  

 
 On the basis of various sources, we have estimated a 
reasonable exposure time for the subject to be six to twelve 
months, assuming that it is reasonably priced and 

                                            
3 ibid, pg. 123. 
4 ibid, pg. 123. 



 

 10

subsequently sold at market value.  Stated another way, the 
subject property, if reasonably priced and beginning its 
exposure to the market anywhere from January 1, 2000, 
through July 1, 2000, should consummate a sale at its market 
value on or about January 1, 2001. 

 
 
 Ownership 
 History  Originally developed by Southshores Development 

Partnership, the improvements were completed in 1989.  The 
subject property was reportedly purchased from Cimenelli 
Trust Corporation on April 2, 1997, as a part of a total 
acquisition of seven office buildings, five parking garages, 
one retail center, and several vacant land parcels.  The total 
purchase price of $239,500,000 was disclosed by 
representatives of ECO Partners to this firm during a 
previous appraisal of the acquisition properties in 1996.  At 
that time it was reported that the purchase was based on an 
overall “going-in” capitalization rate of 9.0 percent based on a 
forecasted, first-year net operating income total of 
approximately $20,655,000.  The vacant land represented 
the balance of the purchase price.  The property was ninety-
five percent occupied at the time of sale, and we are not 
aware of any property sales or transfers that occurred since 
the previously-mentioned sale. 

 
 
 Appraisal  
 Scope  This appraisal has been made in accordance with 

accepted techniques, standards, methods, and procedures of 
the Appraisal Institute.  The value set forth herein was 
estimated after consideration of the Cost, the Sales 
Comparison, and the Income Approaches to value.  We 
made a number of independent investigations and analyses, 
and our investigations focused on data pertinent to the 
highest and best use and valuation of the subject. 

 
 Robert B. Jones was initially contacted in May, 2001 
by Mr. John S. Smithdales, Vice President of Real Estate, 
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Forward Vision, Inc. and was subsequently authorized to 
appraise the subject.  There were several subsequent 
telephone conversations.  Supplementary information was 
obtained from ECO Partners.  Several on-site property 
inspections were made during June 2001. 

 
 
 Appraisal 
 Development This appraisal made use of the Sales Comparison 

and Income Approaches to value.  The Cost Approach was 
considered, but was not utilized due to the inherent difficulty 
in accurately measuring accrued depreciation and the fact 
that investors and purchasers do not typically use this 
approach when purchasing income-producing properties.  In 
preparing this appraisal, the appraiser: 

 
• Made an on-site inspection of the improvements 
• Surveyed and analyzed comparable office building sales 
• Surveyed and analyzed the office rents from comparable 

properties 
• Reviewed and analyzed current and historical income and 

expense statements from the subject property 
• Reviewed and analyzed the rent roll as of January 1, 2001 
• Arrived at our indication of value by utilizing the Discounted 

Cash Flow method of the Income Approach 
• Corroborated our value conclusions by use of the Sales 

Comparison Approach 
 
 
 Interest Valued Fee Simple (subject to existing leases) and Leased 

Fee estates 
 
 
 Date of Value January 1, 2001 
 
 
 Date of Report July 14, 2001 
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 Legal Description  4.2398 acres, more or less, being Reserve ‘J,’ in 
Tract X, Southshores, Section 1, in Harris County, Texas, 
located in the John R. Avenda Survey, Abstract 812, in Harris 
County, Texas. 

 
 

AREA ANALYSIS 
   An entire region or city must be examined in general 

terms to enable a complete analysis of the influences on 
value for a single property.  This section identifies and 
evaluates the four forces (environmental, social, 
governmental, and economic) that affect the region and 
specifically the subject property.  This section also analyzes 
overall trends that clearly have a significant effect on both the 
region and subject property.  For purposes of brevity, 
information for this section has been gathered by Greater 
Houston Partnership in a publication entitled 2000 Houston 
Trends, which is contained in our files and available upon 
request. 

 
 
NEIGHBORHOOD ANALYSIS 
 

 A neighborhood is a "group of complementary land 
uses," The Dictionary of Real Estate Appraisal, Second 
Printing, 1986, American Institute of Real Estate Appraisers.  
Neighborhood boundaries are defined because property 
values within them are similarly affected by environmental, 
social, governmental, and economic forces, which in turn 
influence the subject’s property value. 

 
  
 General  The subject neighborhood is located in southeastern 

Harris County in an area known as the Southshores area, 
which when combined with other southern portions of 
Houston, forms a large trade area in Harris County.  The 
region's main crossroads, South Shore Boulevard at 
Interstate Highway 15 (South Freeway), is located twenty 
miles south of downtown Houston, with part of the region 
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being incorporated City of Houston territory.  Containing a 
large resident population, this area has also developed into 
the largest retail, office, and residential district on the south 
side of Houston. 

 
 Delineation  For purposes of this report, the neighborhood is 

bound on the south by Bayside Boulevard, on the east by 
Clear Lake Bay, on the north by Stephen F. Austin Tollway, 
and on the west by Interstate Highway 15.  This area is more 
specifically defined as zip code 77211. 

 
 Transportation  Transportation in the South Houston/Southshores 

region is dominated by Southshore Regional Mall, two 
freeways, two tollways, and an extensive mass transit 
system.  As a result, needs stemming from business, 
commuting, and personal travel are well served.  Two major 
north-south freeways are found in the local area—U. S. 
Highway 52 and Interstate Highway 15.  These highways 
serve as the major north-south freeway links to Houston.  
They are joined by the Bayside Tollway, which provides a 
third north-south alternative.  In addition, the Stephen F. 
Austin Tollway serves as a major east-west highway.  State 
Highway 712 (Galveston-Bayside Road) also provides good 
east-west access within the local area. 

 
 Demographics  Population between 1970 and 1990 grew 85 

percent, from 184,861 in 1970 to 341,274 in 1990.  Additional 
demographic estimates were based on the U.S. Census Data 
for 1992, compiled by the United State Census Bureau and 
are summarized below: 

 
Population 326,687
Households 109,896
Persons per Household 3.0
Median Age 29.0
Median Family Income $29,900
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  Note:  Total population data in this table does not correspond 
with that in the above paragraph due to differences between 
the area's census tract and zip code boundaries, and dates. 

 
 Development  The subject neighborhood is mostly developed with 

primarily retail, hotel, and office development.  The subject 
neighborhood is one of the more popular areas in the 
Houston region with its location, access, amenities, and 
identity creating a strong basis for continued growth. 

 
 Summary  To conclude, the area remains popular, primarily due 

to the location, and accessibility to Southshore Regional Mall 
and other areas has been in a slow developmental stage 
through the recent years.  However, the economy in the area 
has strengthened with some commercial industrial 
development taking place and more possible in the 
foreseeable future. 

 
 
OFFICE MARKET  

 According to Houston Office Market - Overview 
Report, October 2000, published by CoStar Group 2000, the 
subject site is located in the Southshore/South Tollway 
submarket.  The office buildings that were surveyed have 
been classified into four categories: Class A, Class B, Class 
C, and Class D buildings. 

 
 Overall Houston 
 Market  The above-referenced study, which divides the 

greater Houston area into nineteen submarkets, contains 
data on a total market inventory of 176.28 million square feet 
of net rentable area with an 88.11 percent occupancy rate.  
The chart in Exhibit 4.2   summarizes statistics on the overall 
Houston office market. 

 
      
 Southshore/South Tollway 
 Submarket The subject office building is located in the 

Southshore-South Tollway submarket which benefits from a 
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convenient location to Southshore Regional Mall and 
accessibility.  The submarket has seventy-nine office 
buildings and one under construction, with a projected total of 
9.75 million square feet of net rentable space.  As of October 
2000, of the 9,751,492 square feet of completed space, there 
was a total of 1,534,375 square feet available, indicating an 
overall occupancy rate of 82.92 percent.  Total net absorption 
through September, 2000 in the submarket was 552,760.  
The weighted average rental rate of the completed buildings 
was reported at $17.75 per net rentable square foot, or 2.5 
percent higher during the first nine months of 2000, which 
follows a gain of 2.3 percent during 1999.  We have compiled 
statistics in the chart in Exhibit 4.3. 

 
  

 The publication also reports that the submarket also 
has nine properties actively marketed for sale in October with 
quoted asking prices ranging from $31.42 to $92.39 per 
square foot.  The largest block of contiguous space in the 
submarket is 91,958 square feet, with several buildings 
reporting spaces between 50,000 and 75,000 square feet. 

 
 National Outlook  According to the Fourth Quarter 2000 Korpacz 

Real Estate Investor Survey, published by The Korpacz 
Company, Inc., the Houston office market is “. . . the 
healthiest it has been in years” and  “new construction is 
occurring at quite a comfortable pace.” The publication 
reports declining vacancies, and expectations are for rental 
rates to rise.  Also, several suburban submarkets are 
reported to be performing well with “many owners of 
suburban office products attempting to cash in on Houston’s 
positive outlook.”  Buyers in Texas markets tend to be 
pension funds, opportunity funds, foreign buyers, and REITs.  
Sellers are typically life insurance companies and opportunity 
funds who purchased early on in the recovery period.  Exhibit 
4.4 is a chart summarizing the Houston Office Market. 

 
SUMMARY  THE SUBJECT PROPERTY IS CLASSIFIED AS A CLASS A 

OFFICE BUILDING WITH A PRIMARY TENANT BASE OF ENERGY-
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RELATED COMPANIES.  THE OVERALL AVERAGE LEASE RATE IN THE 
SUBMARKET OF $17.75 PER SQUARE FOOT INCREASED 
APPROXIMATELY 2.5 PERCENT DURING THE FIRST NINE MONTHS OF 
2000 AND NEARLY 5 PERCENT FOR THE PAST YEAR.  THE 
ACCESSIBILITY AND PROXIMITY TO THE AIRPORT CONTINUE TO FUEL 
THE NEIGHBORHOOD'S POPULARITY. 

 
 
SITE ANALYSIS 
 
 Location  This site is located along the west line of Southshore 

Street, south of Greens Road.  The street address is 23451 
Southshore Street. 

 
 Access  The parcel is accessible from the Houston Central 

Business District from Interstate Highway 15 (South 
Freeway) traveling south, then east on South Shore 
Boulevard to Southshore Street. 

 
 Physical 
 Characteristics The tract contains 4.2398 acres or 184,686 square 

feet, is basically irregular in shape, with a level topography, 
and is improved with a twenty-six-story office building 
containing 412,388 square feet of net rentable area.  The 
parcel has approximately 958 linear feet of frontage along the 
west line of Southshore Street. 

 
 Legal Description  The parcel is legally described as 4.2398 acres, 

more          or less, being Reserve ‘J,’ in Tract X, 
Southshores, Section 1, in Harris County, Texas, located in 
the John R. Avenda Survey, Abstract 812, in Harris County, 
Texas. 

 
 Floodplain  The property is located, on Community Map Panel 

41028G6400 L, issued by the Federal Emergency 
Management Agency and dated November 6, 1996, in Zone 
‘X’ of the floodplain, which is described as “areas determined 
to be outside 500-year floodplain.”  However, a great deal of 
the parcel along Southshore Street is located in zones that 
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are subject to flooding, including ‘X500’ and ‘AE.’ 
 
 Off-Site 
 Improvements Southshore Street is a two-way, two-lane, esplanade-

divided, concrete-paved street with concrete curbs and 
gutters for drainage. 

 
 Adjacent Land 
 Use  Property uses adjacent to the subject consist of 

multitenant office buildings, single-tenant office buildings, 
hotels,  retail shopping centers, restaurant facilities, and 
associated parking garages, all being a part of the 
Southshores development. 

 
 Easements  There are no known easements that would 

adversely affect the use of the property other than normal 
building setback and utility easements. 

 
 Utilities  The subject tract has access to utilities typical of the 

neighborhood.  Reliant Energy provides electrical and natural 
gas service.  Telephone service is provided by Southwestern 
Bell Telephone Company.  Public water and sanitary sewer 
service is available from the City of Houston. 

 
 Zoning/Restrictions The subject property is located within Houston 

and Harris County, both of which do not subscribe to zoning 
as a type of land control. 

 
 Real Estate Taxes  The subject office building is identified by account 

999-  000-777-1234 of the Harris County Appraisal District. 
The subject is located within the taxing jurisdictions of the 
Southshore Independent School District, Harris County, 
South Harris-Galveston College District, City of Houston, 
and the Greater Southshores Management District.  The 
site is owned by ECO Partners Limited Partnership and 
subject to the following taxing authorities and rates set forth 
in the schedule in Exhibit 4.5. 
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 Environmental Statement  No environmental site assessment was 

made available to the appraisers; however, to the best of our 
knowledge the site is not considered to be under any imminent 
environmental or health threats.  We have appraised the site 
as being environmentally marketable. 

 
 
IMPROVEMENT ANALYSIS 

 The subject property improvements consist of a 
twenty-six-story, multitenant office building that contains a net 
rentable area of 412,388 square feet.  The building’s exterior 
is steel-framed with masonry and mirrored glass.  The 
building is served by a total of twelve (10 passenger and 2 
service) Schindler Haughton elevators. 

 
 In addition to the office building, other site 
improvements consist of a parking garage, concrete-paved 
parking and drive areas, identification signage, and 
landscaping.  The subject improvements are in good 
condition. 

 
 
HIGHEST AND BEST USE ANALYSIS 

 The procedure used in this report to estimate the 
highest and best use of the subject site was to consider, in 
sequence, the site’s legal use, its possible use, its feasible 
use, or the optimum or highest and best use.  Data collected 
and analyzed for purposes of the Neighborhood Analysis, 
and particularly the Site Data, is useful in arriving at a final 
decision. 

 
 As used herein, highest and best use is defined as 
"that reasonable and probable use that supports the highest 
present value, as defined, as of the effective date of the 
appraisal."  To estimate the highest and best use of the site, 
four tests are utilized.  A proposed or existing use must meet 
all four of the following tests. 
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 1.  It must be legally permissible. 
 2.  It must be physically possible. 
 3.  It must be economically feasible. 
 4.  It must be the most profitable usage of the subject site. 

 
 ‘As If’ Vacant Legally Permissible - Uses might be limited by such 

public legal restrictions as zoning regulations, building codes, 
and environmental regulations.  The subject property is 
located within Harris County and the City of Houston.  Neither 
authority enforces a local zoning ordinance.  The site is 
subject to normal utility easements and setback requirements 
that do not adversely affect the site. 

 
Physically Possible - The subject parcel is 4.2398 acres, or 
184,686 square feet and is large enough to allow for most 
any development type.  The site has adequate frontage and 
access from Southshore Street and is fully served by public 
utilities.  Surrounding improvements are varied in nature, 
including office, retail, hotel, parking garage, and other 
support facilities.  Given these criteria, the subject is 
physically suited and most compatible for future development 
of most any kind. 

 
  Economically Feasible and Most Profitable - These two 

factors require an analysis of the location, physical 
characteristics, and condition of the market.  The subject is 
located in the northern portion of the City of Houston.  This 
area of the city is characterized by the Southshores 
development and there remains some vacant land in the area 
to accommodate future development.  In determining feasible 
uses for the subject site, we have analyzed the market 
conditions of the major development categories which would 
appear reasonable for the subject, namely office or hotel.  At 
the present time, there is available office space, and recent 
hotel/motel development has saturated the market demand 
for additional development. 

 
 The overall Houston office market has shown 
significant gains as it has recovered to an average 
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approaching 90 percent occupancy with weighted average 
annual rental rates nearing $19.00 per net rentable square 
foot overall.  Although some construction is currently taking 
place in the greater Houston area, we believe new 
construction in the Southshores/South Tollway submarket is 
not generally feasible, and the immediate office market 
remains an estimated two to three years away from new 
development.  The current supply of existing office buildings 
is diminishing, and occupancy rates have shown some signs 
of recovering.  However, lease rates have not shown the 
increases necessary to justify new construction. 

 
 In determining the highest and best use of the site, as 
though vacant, it was necessary to consider which use would 
be legally permissible, physically possible, economically 
feasible, and the most profitable usage of the subject site.  
From our analysis, we believe there is little demand in the 
immediate area for new office construction within the next 
few years.  Therefore, if the site were vacant, considering the 
size and physical characteristics of the subject, we believe 
the use would be of a speculative nature until the market can 
substantiate new office construction. 

 
 ‘As Improved’ The subject is currently improved with a twenty-six-

story, multitenant office building that contains a net rentable 
area of 412,388 square feet.  The value of the property as 
improved far exceeds the value as if vacant.  Thus, the 
improvements are representative of the highest and best use 
of the site. 

 
 
VALUATION PROCESS 

   The appraisal process is the orderly program wherein 
the data utilized in estimating the value of the subject 
property is acquired, classified, analyzed, and presented.  
The first step in this process involves defining the appraisal 
problem relative to the identification of the real estate, the 
effective date of the valuation, the identification of the 
property rights being appraised, and the type of value being 
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sought.  Once this has been accomplished, the appraiser 
embarks upon a data collection and analysis program of 
factors that affect the market value of the subject property, 
including region and neighborhood analysis, site and 
improvement analysis, highest and best use analysis, and the 
application of the available approaches utilized in estimating 
the property's value.  Appraisers generally utilize three 
approaches to value: the Cost Approach, the Sales 
Comparison Approach, and the Income Capitalization 
Approach. 

 
 Cost Approach  In the Cost Approach accrued depreciation is 

deducted from the cost new of the improvements, then the 
site value is added.  The resulting figure indicates the value 
of the whole property by the Cost Approach.  Generally, the 
site value is obtained by the Sales Comparison Approach.  
Reproduction cost new is estimated on the basis of current 
prices for the component parts of the building or comparison 
to costs of similar new construction.  Depreciation analyzes 
the disadvantages of deficiencies of the existing building 
relative to a new building. 

 
 

 Sales Comparison Approach The Sales Comparison Approach is 
performed to estimate either or both the site as if vacant 
and/or the whole property as improved.  The approach 
involves gathering data regarding sales of comparable 
properties and analyzing the nature and condition of each 
sale, then making logical market-supported adjustments for 
dissimilar characteristics relative to the subject property.  
Typically, a common unit of comparison is found, and in site 
value, this usually involves either a price per square foot or 
price per acre.  In improved properties, it involves such units 
as price per square foot, price per unit, or a gross rent 
multiplier. The Sales Comparison Approach is based upon the 
principle of substitution and is a good indicator of value of the 
property being appraised when sales of highly similar 
properties are available. 
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 Income Approach  The Income Capitalization Approach is predicated 
on the assumption that there is a definite relationship between 
the amount of income a property will earn and its value.  A 
number of appraisal principles form the basis of this approach, 
with the principle of anticipation being particularly applicable.  
This principle affirms that "value is created by the expectation 
of benefits to be derived in the future."  The Income 
Capitalization Approach is an appraisal technique in which the 
anticipated annual net operating income of the subject 
property is processed in order to arrive at an indication of 
value.  Net operating income is the income generated before 
payment of any debt service, and the process of converting it 
to value is called capitalization.  Capitalization involves 
dividing the net operating income by a rate that weighs such 
considerations as risk time, interest on the capital investment, 
and recapture of the depreciating asset.  The appropriateness 
of this rate is critical, and there are a number of techniques by 
which it may be developed. 

 
 Reconciliation  A final step in the valuation process is the 

reconciliation of the value indications.  In the reconciliation, 
the appraiser considers the relative applicability of each of 
the three approaches utilized, examines the range between 
his value indications, and places primary emphasis on the 
approach(es) that appear(s) to produce the most reliable and 
applicable solution to the specific appraisal problem.  The 
purpose of the appraisal, the type of property, and the 
adequacy and reliability of the data are analyzed and these 
considerations influence the weight to be given to each of the 
approaches to value.  Regardless of the valuation process, 
the main goal of the appraiser is to logically gather data that 
has a bearing on the market value of the subject property.  In 
analyzing the three approaches to value, it can be observed 
that most of the information must be derived from the 
marketplace, as it is the appraiser's function to estimate the 
actions of buyers and sellers in the marketplace. 

 
 In the case of the subject, we only considered the 
Sales Comparison Approach - As Improved and the Income 
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Approach in estimating the fee simple market value. 
 
 
 SALES COMPARISON APPROACH - AS IMPROVED 

 In reaching a value estimate of the subject property, 
as improved, the Harris County Deed Records were 
searched for recent sales of comparable properties within the 
area.  Principal(s) and/or broker(s) handling sales were then 
contacted so as to ascertain further specific information 
regarding the property and transaction.  Also, real estate 
brokers active in the area were consulted as to their 
knowledge of properties currently offered on the market for 
sale that would be in competition with the subject property if it 
were offered for sale on the open market.  The available data 
was then investigated, analyzed, and compared to the similar 
and dissimilar characteristics of the subject property.    Then 
adjustments were made accordingly in determining the value 
estimate by the Sales Comparison Approach.  Listed in the 
Addenda of this report is the data that we believed to be most 
comparable to the subject property. 

 
 The schedule in Exhibit 4.6 sets forth some of the 
pertinent details regarding the transactions.   
 
 As indicated, the sales range in date of sale from 
January, 1998 to December, 2000; in net rentable area from 
86,855 square feet to 501,243 square feet; and in sales price 
from $71.89 to $140.46 per net rentable square foot. 

 
 We will start our analysis by discussing the sales that 
are not comparable to the subject.  Sales One, Two, and 
Nine are all considered to be superior to the subject property.  
Sales Three, Seven, Eight, Eleven, and Twelve are not 
considered to be comparable for various reasons, which will 
be discussed as follows: 

 
 Noncomparable  

 Sales Sale Three - This building is located on the west side of 
Interstate Highway 15 (South Freeway), south of the subject 
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property.  The transaction occurred in July 2000, at an 87 
percent occupancy rate with $17.00 gross rents.  As of the 
date of the appraisal, the occupancy rate was 94 percent with 
$18.50 asking rents and $18.00–$18.50 actual rents.  The 
subject property was 99 percent occupied with a market 
rental rate of $24.00 for general tenants and $22.62 for the 
Dreams Corporation, which is projected to occupy 57 percent 
of the building by the end of 2001.  Given the rental rates 
alone, this building is not considered comparable to the 
subject.  Additionally, the building has only 155,799 square 
feet of net rentable area, as compared to the subject with 
412,388 square feet.  The building also has a much inferior 
parking garage as compared to the subject property. 

 
  Sale Seven - This building is located near the southeast 

intersection of Stephen F. Austin Tollway and Interstate 
Highway 15, north of the subject property.  The transaction 
occurred in January 1999, at a 90 percent occupancy rate 
with $19.00 gross rents.  As of the date of the appraisal, the 
occupancy rate was 85 percent, with $19.00 asking rents and 
$18.00–$19.00 actual rents.  Here again, as with Sale Three, 
on the basis of the rental rates alone, this building is not 
considered comparable to the subject.  Additionally, the 
building has only 179,756 square feet of net rentable area. 

 
  Sale Eight - This building is located just north of Stephen F. 

Austin Tollway, west of the subject property.  The transaction 
occurred in December 1998, at a 94 percent occupancy rate 
with $16.50–$18.00 gross rents.  As of the date of the 
appraisal, the occupancy rate was 96 percent with $20.00–
$21.50 asking rents and $21.00 actual rents.  Here again, as 
with Sales Three and Seven, given the rental rates alone, this 
building is not considered to be comparable to the subject,  
although it is comparable in size, with 386,277 square feet of 
net rentable area. 

 
Sales Eleven and Twelve - These buildings are located just 
north of Stephen F. Austin Tollway, west of the subject 
property.  The sale occurred in January 1998, with both 
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buildings being acquired in one transaction.  At the time of 
sale, Sale Eleven was 100 percent occupied by the Horizon 
Blue Corporation, and Sale Twelve was totally unoccupied.  
Since the date of this transaction, Sale Twelve has been 
leased to the Horizon Blue Corporation.  Because we could 
not confirm the actual price allocated to each building, we 
allocated the purchase price according to each building’s net 
rentable area, which resulted in $106.90 per square foot.  
This is not a reliable value allocation, given the occupancy 
differences between the buildings at the time of sale. 

 
 It should be noted that the buildings of the above five 
sales are all located within the Southshore area. Because the 
subject property is superior to these buildings, we had to use 
sales outside the Southshore area so that our analysis would 
include properties that were comparable.  These sales are 
summarized as follows—first a presentation of the Lower-End 
Sales (see Exhibit 4.7) and then the Upper-End Sales: 

 
 Comparable 

 Instead of an adjustment grid, we will discuss each of 
the sales in Exhibit 4.7 as they are compared to the subject 
as follows: 

 
  Sale Four - This building is located in the Memorial area.  It 

is considered comparable to the subject except for rental 
rates.  It should be noted that the rental rate was $18.00 
gross at the time of sale.  This is considerably lower than the 
subject’s current rental rate; however, we had to rely upon an 
office building survey for this rental rate, as no one could 
confirm the rental rate back in October 1999.  These surveys 
are sometimes incorrect, which appears to be the case here, 
given all other information about the property and sales price.  
The current asking rent is $22.00, with the current market 
rent being unknown.  Therefore, we will assume the current 
contract rent is between $18.00 and $22.00. This is 
considerably lower than the market rental rate of the general 
space at $24.00 per square foot, but only slightly lower than 
the Dreams space at $22.62 per square foot.  Adjusting this 
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sale a negative 5 percent for size and a positive 5 percent for 
rental rates results in an adjusted sales price of $106.74. 

 
Sale Five - This building is also located in the Memorial area.  
It is approximately five years older than the subject property.  
Therefore, a positive 5 percent adjustment was made.  It is 
also approximately 68,000 square feet smaller that the 
subject; however, we found that there is negligible difference 
in value for  size between buildings this large.  There was a 
slight difference in occupancy, but not enough to make an 
adjustment, especially since we utilized a 95 percent 
stabilized occupancy for the subject.  At the time of sale, the 
rental rate of $21.50 per square foot was lower than the 
Dreams rate of $22.62 per square foot and general rate of 
$24.00 per square foot.  It should also be noted that the 
property economics have deteriorated since the date of sale.  
Occupancy dropped to 79 percent, and the asking and 
market rental rates dropped to $21.00 and $20.00 per square 
foot, respectively.  Adjusting this sale by a total of positive 15 
percent results in an adjusted sales price of $117.92 per 
square foot. 

 
   Sale Six - This building is located in the Central Loop.  The 

major differences in this building, as compared to the subject, 
are larger size, rental rates, and less than 90 percent 
occupancy both at the time of sale and currently.  We have 
determined that a size adjustment would not be warranted for 
an approximate 91,000-square-foot difference in size 
between buildings this large.   Adjusting this sale a positive 5 
percent for occupancy and a positive 5 percent for rental 
rates results in an adjusted sales price of $107.54 per square 
foot. 

 
  Sale Ten - This building is located in the South Shore area.  

The major differences in this sale, as compared to the subject 
property, are size, lower rental rates, and date of sale (sale 
occurred approximately three years prior to the date of the 
appraisal).  We have determined that a size adjustment 
would not be warranted for an approximate 71,000-square-
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foot difference in size between buildings this large.  With a 
positive 10 percent adjustment for lower rental rates and a 
positive 2.5 percent adjustment for time, the adjusted sales 
price of $115.94 per square foot results. 

 
   Based on the above analysis, and putting greater 

emphasis on the upper range of adjusted values, the 
correlated value of the subject property is estimated at 
$117.00 per square foot.  However, the comparables have 
estimated 2001 operating expenses ranging from $0.83 to 
$1.68 per square foot lower than the subject’s.  Lower 
operating expenses equate to lower net rental rates.  
Therefore, we will deduct 4 percent (approximately $4.70 per 
square foot) from the above correlated value, resulting in a 
market value estimate of $112.30 per square foot (see 
Exhibit 4.8). 

 
 As before, instead of an adjustment grid, we will 
discuss each of the sales in Exhibit 4.8 as they are compared 
to the subject as follows: 

 
  Sale One - This building is located in the Western Corridor.  

The major noticeable differences are as follows: (1) the 
occupancy was 91 percent at the time of sale, which may or 
may not warrant a positive adjustment due to utilizing a 95 
percent stabilized occupancy rate for the subject property, (2) 
the rent at the time of sale was reported to be $24.00 per 
square foot, with the current market rent being $23.00 per 
square foot (slightly higher than the subject property), (3) this 
building has a 2001 base year expense stop of $8.25 per 
square foot, with the subject’s being $9.68 per square foot, 
resulting in a net rentable gain of $1.43 per square foot, and 
(4) this building is two years older than the subject; however, 
it is also of better quality construction than the subject, with 
the lower operating expenses being attributable to its 
superior construction.  Therefore, a negative 10 percent 
adjustment is warranted, comprising a negative 5 percent for 
rent and base year and a negative 5 percent for quality of 
construction, resulting in an adjusted sales price of $126.41 
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per square foot. 
 
  Sale Two - This building is located in the Memorial area.  It is 

comparable to the subject property, with the exception of its 
86 percent occupancy at the time of sale.  Therefore, a 
positive 5 percent adjustment is warranted, resulting in an 
adjusted sales price of $132.70 per square foot. 

 
  Sale Nine - This building is located in the South Shore area.  

It is totally occupied by the Dreams Corporation.  The rental 
rate at the time of sale is reported to be $17.00 per square 
foot, which is significantly lower than the subject’s.  However, 
rental rates of 100 percent occupied buildings are not easily 
obtained, as proven by our unsuccessful attempt to get the 
current rental rate of the building.  Therefore, the reported 
$17.00 per square foot rental rate may not be accurate.  
Another difference between this building and the subject 
building is that this building is approximately 224,000 square 
feet smaller than the subject building.  Because we do not 
have the economic information on this building, it is difficult to 
make accurate adjustments; therefore, we will not attempt to 
do so.  However, should a negative 5 percent adjustment be 
supportable, the adjusted sales price would be $127.15 per 
square foot, which is comparable to Sale One. 

 
 The adjusted sales price of Sale Two is slightly higher 
than the adjusted sale prices of the other two buildings.  
Therefore, having made the above analysis and with greater 
emphasis being placed on Sales One and Nine, we are of the 
opinion that the market value of the subject property, 
according to the above sales, is $127.00 per square foot of 
net rentable area. 

 
 Correlation We have correlated two very different values from two 

sets of sales, the lower value being $112.30 per square foot 
and the upper value being $127.00 per square foot.  It is our 
opinion that the major factor in determining value for these 
buildings has been rental rates.  The Lower-End Sales had a 
rental rate range at the time of sale of $21.00–$22.00 per 
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square foot (excluding Sale Four) and a rental rate range as 
of the date of the appraisal of $20.00–$23.00 per square foot.  
The Upper-End Sales had a rental rate range at the time of 
sale of $23.00–$24.00 per square foot (excluding Sale Nine) 
and a rental rate range as of the date of the appraisal of 
$22.00–$23.00 per square foot.  The Upper-End Sales have 
slightly higher rental rates, but not enough to warrant a 
$14.70 per square foot difference in value.   

 
 The subject is a multitenant building, with 57 percent 
of it projected to be leased by the Dreams Corporation by the 
end of 2001.  The market rental rates for the Dreams space 
and general space are $22.62 and $24.00 per square foot, 
respectively, with the weighted average being $23.21 per 
square foot.  However, the actual 2001 contract rental rate 
projected for the building is $22.51 per square foot.  We 
compared the comparable properties with the subject 
property by using current market rental rates, because we 
were not able to confirm the actual average contract rental 
rate of the comparables.  As can be seen above, the 
difference between the weighted average market and 
contract rental rate of the subject building is approximately 
$0.70 per square foot.  Should the Lower-End Sales have the 
same difference in rental rates as the subject, and the Upper-
End Sales have no difference, this could account for part of 
the value differences between the two sale groups. 

 
 Another factor contributing to the difference in the 
adjusted values of these two groups of sales could be the 
capitalization and discount rates used in each of the sales.  
According to the Fourth Quarter 2000 Korpacz Real Estate 
Investor Survey, the range for residual capitalization rates of 
suburban office buildings in Houston is 8–12 percent, with the 
average being 9.8 percent and the rate used for the subject 
property being 9.5 percent.  The range for discount rates of 
suburban office buildings in Houston is 9–13.5 percent, with 
the average being 11.76 percent and the rate used for the 
subject property being 11.50 percent.  Should these rates be 
at the higher end of the range for the Lower-End Sales and at 
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the lower end range for the Upper-End Sales, this would 
account for the drastic differences in value.  We were able to 
calculate rough estimates of the “going-in” capitalization rates 
for the Lower-End Sales, which substantiates our opinion that 
higher capitalization rates were used for the Lower-End 
Sales.  However, no capitalization rates could be estimated 
for the Upper-End Sales due to lack of property operating 
information. 

 
 In correlating a value for the subject property, we 
have to make a judgment as to which group of sales has 
adjusted sale prices that represent the value of the subject 
property.  It is our opinion that the adjusted sale prices of the 
Lower-End Sales represents the value of the subject 
property.  Therefore, our market value opinion of the subject 
property, according to the Sales Comparison Approach, is 
shown as follows: 

 
Building NRA SF 412,388 
Indicated Market Value per SF NRA x $112.30 
Indicated Market Value $46,311,172 
Rounded, Say $46,105,000 
LESS: Deferred Maintenance 
     ADA Modifications - (300,000)
     Elevator Refurbishments - (310,000)
INDICATED VALUE via SALES COMPARISON 
APPROACH 

$45,495,000 

 
 
INCOME CAPITALIZATION APPROACH 
 

   The principal assumption of the Income Approach is 
that there exists a relationship between a property’s value 
and income potential.  The premise behind the Income 
Approach is that it discounts to present worth future income 
benefits the property will produce during its remaining 
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economic life or during a projected term of ownership.  Two 
methods are traditionally recognized: Direct Capitalization 
and Discounted Cash Flow, with these methods being 
defined as follows: 

 
    Direct Capitalization - In direct capitalization, 

gross income, vacancy, and various expenses obtained 
by market data comparison and lease contract 
provisions are analyzed where applicable.  Resulting net 
operating income is capitalized at a market-supported 
rate that would attract investors in this type of property.  
A gross income estimate for the subject property is 
obtained by analyzing current rental income and 
comparable rental properties in competition with the 
subject property, so as to estimate market rent.  An 
allowance for vacancy and collection, as well as annual 
expenses incurred in producing income, is deducted 
from the gross income estimate.  Expense data is also 
obtained by market comparison of the subject property 
to comparable-type improvements.  The result is an 
estimate of net operating income which, divided by an 
appropriate rate, provides an indication of value by the 
Income Approach.  This rate, called a capitalization rate, 
allows for interest on capital investment and recapture 
of depreciating assets. 

 
   Discounted Cash Flow - A value indication is 

derived from the property’s anticipated future benefits 
over a holding period discounted by a yield or discount 
rate.  This discount rate should reflect the typical 
investor’s anticipated return based on the perceived risk 
associated with the investment.  A ten-year Discounted 
Cash Flow analysis is typically performed on market-
supported investor expectations.  

 
 We will utilize the Discounted Cash Flow method only 
in our analysis. 

 
 Market Rent The first step in the Income Approach is to estimate 
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market rent for the subject property.  Market rent is defined 
as “the rental income that a property would most probably 
command in the open market; indicated by current rents paid 
and asked for comparable space as of the date of the 
appraisal,” The Dictionary of Real Estate Appraisal, Second 
Printing, 1986, American Institute of Real Estate Appraisers.  
In more precise terms, it refers to the amount of money a 
property should produce based upon actual rentals being 
received from similar type properties with like amenities in the 
same and/or similar location as the subject. 

 
 Sources - We used the following sources for our market rent estimation: 

 
 First, we uncovered twelve sales while performing the 
Sales Comparison Approach.  Of these sales, seven are 
located within the South Shore area, providing a sample of 
rents in the area.  The other five sales are located in other 
suburban office building areas, providing rental rate 
information in these areas, to compare with rents in South 
Shores.  A summary of each sale can be found in the 
Addenda of this report. 

 
 Second, along with our assignment to appraise the 
subject property, we were also instructed to appraise an 
additional eight surrounding office buildings in the South 
Shore development.  Therefore, we were able to analyze the 
rents in detail for each of these buildings and compare the 
information to that of the subject property.  Because our 
analysis of the rental information for each building is too 
lengthy to summarize, we invite you to review the “Market 
Rent” section of each individual appraisal, with the analysis of 
the subject building comprising the next portion of this section 
of the report. 

 
 Historic Lease Executions - This portion of our analysis examines the 

actual leases executed at the property over the last three 
years, which are as shown in Exhibit 4.9. 
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Actual Average 2001 Lease Rate 

  Net:  $12.27 
  Gross: $22.51 
 

Confirmation of Mr. John Carlson of ECO Partners 
 Mr. Carlson projected the 2001 rental rates for this building to be as 

follows, assuming three scenarios: 
 

 
1. The project is leased as a multitenant building: 
 Net: $14.50 
 Gross: $24.18 
 
2. The majority of the project is leased to a single tenant other than 
Dreams: 
 Net: $14.00 
 Gross: $23.68 
 
3. The majority of the project is leased to Dreams: 
 Net: $13.00 
 Gross: $22.62 

 
 
 

 RBJ Rental Rate Estimate - In reviewing the above information, one 
noticeable fact is revealed: the projected 2001 rental rates 
quoted by Mr. Carlson are slightly higher than the historic 
actual rental rates.  Therefore, as a result of all information 
provided, we have estimated the 2001 rental rates to be as 
follows: 

 
   Dreams Space - Dreams is projected to occupy 

232,678 square feet of space, or 57 percent of the 
building, by the end of 2001.  Over the years 2001 and 
2002, 62,874 square feet of new space will be directly 
leased by Dreams.  The majority of this space is 
currently being leased to Dreams through subleases 
with the primary tenants.  A small portion of this space is 
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also located in the basement.  According to information 
provided by the owner of the property, they have 
negotiated a deal with Dreams to lease this new space 
at a net rental rate of $13.00 per square foot (gross rate 
of $22.62) for the primary office space and $4.00 per 
square foot (gross rate of $12.87) for the basement 
space.  All Dreams space will then expire 
simultaneously in June 2005. 

 
 It is our opinion that the market rental rate for the 
Dreams space is a net rate of $13.00 per square foot, 
which is substantiated by the market and historic leasing 
of the building.  It is possible that the Dreams space 
could be leased to another single tenant for $14.00 per 
square foot; however, in reviewing all market 
information, this $14.00 rental rate is considered to be 
on the optimistic side for such a large tenant and should 
not be used as a market rate in our analysis. 

 
 Finally, we have therefore assumed in our market 
leasing assumption for all Dreams space that the market 
rental rate is $13.00 per square foot net, with this rent 
remaining at $13.00 through 2002, when the last known 
Dreams lease will be executed.  However, in the 
estimation of the market rent for July 2005, when the 
Dreams leases are again up for renewal, we have 
inflated the $13.00 rent annually at a rate of 3 percent.  
We have also assumed in our market leasing 
assumptions for the Dreams basement space that the 
market rental rate is $4.00 per square foot net, with the 
same inflation assumptions used for the rents of the 
primary office space. 

 
   General Space - We have assumed a $24.00 

gross rental rate with a base-year expense stop ($14.32 
net) for this space.  The rent is estimated at over $1.00 
above the Dreams space because the historic leasing 
for this space has been strong, with the building near 
100 percent occupancy (99.40%).  Our market leasing 
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assumptions assume this rental rate to increase 
annually at 3 percent. 

 
 Other Space - The market leasing assumptions for 
the other space in the building are as follows: Storage - 
$15.00 gross (no expense reimbursement), Basement - 
$12.00 gross (base-year expense stop), and ECO 
Partners’ Space (located in the basement) - $10.00 
gross (base-year expense stop).  Our assumptions 
assume these rental rates to increase annually at 3 
percent. 

 
 Income (Revenue) 

 Base Rent - This is the base rental rate revenue assuming that the 
building is 100 percent occupied, with the current tenants 
paying their contract rent and vacant tenants paying the 
market rent.  

 
 Miscellaneous Rent - This is the 3 percent management fee paid by the 

tenants based upon their gross rental rate.  This 
management fee was not incorporated into the market rent in 
the previous section. 

 
Expense Reimbursement - This is the expense 
reimbursements resulting from whatever method of 
reimbursement is contracted in each lease.  The expense 
reimbursement will be dependent upon all reimbursable 
expense reimbursements of a net lease, overage 
reimbursements of a gross lease, 95 percent lease-up clause 
if applicable, method of expense gross-up (95% or 100%), 
and special tenant deals for the exclusion of certain 
expenses (A - Cleaning, B - Cleaning + ½ Utilities, C - Sr. 
Management Fees + 2% Cap Accounting Fees, D - All 
Operating Expenses).  The market reimbursement method 
(after original lease expiration) for each lease type is as 
follows: 

 
  Dreams/Primary:Net - 100% Gross-Up - “C” 

Expense Exclusion 
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  Dreams/Basement: Net - 100% Gross Up - “A” 

Expense Exclusion 
 
  General: Base Year Expense Stop - 95% 

Gross-Up 
 
  Storage: No Expense Reimbursement 
 
  Basement: Base Year Expense Stop - 95% 

Gross-Up 
   
  ECO Partners/Basement:Base Year Expense Stop - 

“B” Expense Exclusion 
  

 The above market reimbursement methods were 
determined by examining current property leases. 

 
 Antenna & Other - This is the income being generated for antennas 

being placed on the building and any other miscellaneous 
items in the rent roll not in other categories.  It is based upon 
current income and inflated annually at 3 percent. 

 
Tenant Improvements - These are tenant improvement 
reimbursements currently being paid by Smith & Barney and 
Fidelity for their above-standard build-out. 

 
Sublease Fee - This is the fee paid by Smith & Barney for 
subleasing their space. 

 
 Parking, Administrative Fees, and Miscellaneous - These amounts 

were estimated based on the 2001 budget and historic 
income in these categories.  This income has been inflated at 
an annual rate of 3 percent. 

 
 Vacancy  The project cash flows have two vacancy categories: 

Absorption & Turnover Vacancy and General Vacancy.  The 
Absorption & Turnover Vacancy is calculated by the project 
tenant turnover based on renewal probability, months vacant 
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between leases, and lease term.  The market assumptions 
made for each lease type are as follows: 

 
  All Dreams: Probability of Re-Lease - 100% 

throughout holding period 
      Months Vacant - N/A 
      Lease Term - 5 Years 
 
  EOC Partners: Probability of Re-Lease - 100% 

throughout holding period 
      Months Vacant - N/A 

      Lease Term - 5 Years 
 
  Storage:                 Probability of Re-Lease - 50% 

      Months Vacant - 6 
      Lease Term - 4 Years 
 
  All Other:                 Probability of Re-Lease - 50% 

      Months Vacant - 6 
      Lease Term - 5 Years 
 

 Since the above leasing assumptions resulted in the 
building being 100 percent occupied during virtually the entire 
holding period, we assumed a 5 percent general vacancy 
loss throughout the holding period. 

 
 Reimbursable Operating 
 Expenses These expenses consist of salaries & wages, cleaning, 

utilities, repairs & maintenance, management services, 
insurance, real estate taxes, and parking garage.  NOTE: 
Management service and utility categories were 
segregated into two line items, as some tenants do not 
pay the entire amounts for these expenses.  Additionally, 
cleaning, utilities, repairs & maintenance, management 
services, and parking garage are all considered variable 
expenses based on occupancy.  All reimbursable expenses, 
except for real estate taxes, are based on the 2001 budget, 
after reviewing the historic expenses in each category.  
These expenses have been inflated at an annual rate of 3 
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percent. 
 

 The real estate taxes were calculated on the basis of 
our estimated property value and the year 2000 tax rate.  The 
total expense has been inflated at an annual rate of 3 
percent, with the exception of the Year 2 inflation rate.  The 
inflation rate between Years 2 and 3 is 4.4 percent, because 
the first year tax expense was estimated slightly lower as a 
result of deferred maintenance as of January 1, 2001, which 
is discussed later in this report. 

 
 Nonreimbursable Operating Expenses  

                 Management Fee - Three percent of the effective gross  
  income. 
  Repair & Maintenance - Historically, there have always 

been some nonreimbursable repair and maintenance items.  
The estimated amount is based on the 2001 budget, inflated 
3 percent annually. 

 
  Marketing - $5,000 per year, annually inflated by 3 percent.  

Since the building is projected to remain occupied, only a 
nominal amount for marketing is being projected, based upon 
historic expenses. 

 
 Leasing Legal Fees - $15,000 per year, annually inflated by 3 percent, 

based on historic expenses. 
 

 Reserves - According to the Fourth Quarter 2000  Korpacz Real Estate 
Investor Survey, the range for reserves of suburban office 
buildings is $0.10–$0.50 per square foot.  Given the age of 
the improvements and its condition, as provided by the 
owner, we have estimated our reserves to be $0.40 per 
square foot, inflated 3 percent annually. 

 
 Capital Expenditures  

Tenant Improvements - According to information 
provided by the owner and information confirmed in the 
market, the tenant improvements for  each lease type 
are as follows: 
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  Dreams/Primary: New Tenant - $10.00/SF 
      Lease Renewal - $5.00/SF 

      Dreams was not given any tenant 
finish dollars with the 2001 and 
2002 leases.  Therefore, we will 
assume they will receive $5.00 per 
square foot upon their lease 
renewal in July, 2005. 

 
  All Basement:  New Tenant - $7.00/SF 
      Lease Renewal - $3.00/SF 
 
  General:  New Tenant - $15.00/SF 
      Lease Renewal - $5.00/SF 
 
  Storage:  New Tenant - $0 
      Lease Renewal - $0 
 
  Leasing Commissions - According to information provided 

by the owner, the leasing commissions of each lease type 
are as follows: 

 
  Dreams: New Tenant - 5% 
                       Lease Renewal - 5% 
   
  All Others: New Tenant - 5% 
                       Lease Renewal - 3% 
 

 NOTE:  Because the commissions are a percentage of base 
rents plus (+) expense reimbursements plus (+) 
management fees, we had to input the commissions into 
the cash flows on a per square foot basis, as the 
software is capable of calculating a percentage of base 
rent only. 

 
  Cooling Tower Replacement - As scheduled by the owner, 

a new cooling tower will be installed  in 2003.  This 
replacement is not part of the reserves because replacement 
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is within the first three years of the cash flow. 
 

Chiller Replacement - As scheduled by the owner, a new 
chiller will be installed in 2005.  This replacement is not part 
of the reserves because replacement is necessary (1) 
because the refrigerant for the current chiller will no longer be 
produced, and (2) to meet government standards. 

 
 Property 
 Reversion Since we have a ten-year cash flow analysis, the first step in 

valuing the reversion is to capitalize the Year 11 net 
operating income at a capitalization rate to be discussed in 
the next section.  Closing costs of 5 percent are then netted 
from this value, resulting in the final reversion value. 

 
 Capitalization and 
 Discount Rates Typically the capitalization rate is developed from the 

market data (improved sales) wherein each sale reflects a 
relationship between the net income before recapture and the 
sales price.  This direct method of selecting a capitalization 
rate is applicable when improved sales that are comparable 
in terms of net operating income, overall quality, and 
durability are uncovered.  However, we were only able to 
confirm partial property operating expenses on some of the 
sales, with the capitalization rate estimate of these sales 
being considered a rough estimate at best.  Therefore, we 
were not able to derive a capitalization rate from the market 
data. 

 
 A second technique utilized in arriving at a terminal 
capitalization rate and a discount rate is from the analysis of 
data from other investment surveys.  For the Fourth Quarter 
of 2000, an investor survey, Korpacz Real Estate Investor 
Survey, published by Peter F. Korpacz & Associates, Inc., 
indicated a range for terminal capitalization rates for national, 
suburban office properties from 8 to 11 percent, with an 
average of 9.58 percent.  The average was four basis points 
higher than the previous quarter and twelve points higher 
than one year previous.  The indicated rates for the Houston 
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office market ranged from 8 to 12 percent, with an average of 
9.8 percent. 

 
 The survey also indicated a range for free and clear 
equity internal rate of return (which is equivalent to a discount 
rate) from 9.75 to 13 percent for national, suburban office 
properties, with an average of 11.01 percent.  The average 
was six basis points lower than the Last Quarter of 1999 and 
from one year previous.  The same survey indicated rates for 
the Houston office market ranging from 9 to 13.5 percent, 
with an average of 11.76 percent. 

 
 The charts in Exhibit 4.10 illustrate the various 
investor surveys that were utilized in extracting the various 
capitalization and discount rates in this report: 
 
 For the purposes of discounting net cash flows, we 
have used an 11.5 percent discount rate and a 9.5 percent 
terminal capitalization rate after examining the current 
office market.  These rates are felt to be appropriate given 
the current occupancy of the subject property. 

 
 Based on the above analysis, the indicated market 
value of the subject property by utilizing the discounted cash 
flow method of the Income Approach is as follows:        

 
Indicated Market Value $47,713,500
LESS: Deferred Maintenance 
     ADA Modifications - (300,000)
     Elevator Refurbishments - (310,000)
INDICATED VALUE via INCOME CAPITALIZATION 
APPROACH 

$47,103,500 

 
See Exhibit 4.11. 
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RECONCILIATION 
 
   In this final step of the appraisal process, the 

reconciliation of the value indications, the appraiser considers 
the relative applicability of each of the approaches utilized, 
examines the range between his value indications, and 
places primary emphasis on the approach(es) that appear(s) 
to produce the most reliable and applicable solution to the 
specific appraisal problem.  The purpose of the appraisal, the 
type of property, and the adequacy and reliability of the data 
are analyzed, with these considerations influencing the 
weight given to each of the approaches to value. 

 
 All three recognized approaches to value were 
considered in estimating the market value of the subject 
property.  The following is a brief discussion of each method 
and the final conclusions derived: 

 
Cost Approach Not Applicable
Sales Comparison Approach $45,495,000
Income Approach $47,103,500

 
 Cost Approach  This approach was considered, but was not utilized 

due to the inherent difficulty in accurately measuring accrued 
depreciation.  Also investors and purchasers do not typically 
purchase income-producing properties ycost.  They 
understand that cost does not always equate to value. 

 
 Sales Comparison 

 Approach  The Sales Comparison Approach to value is a good 
indicator of value when there are sufficient recent 
comparable transactions near the subject property.  Out of 
twelve sales, only four were considered comparable, with five 
sales considered inferior and three sales considered 
superior.  Of the four comparable sales, only one was located 
in the South Shore area, and it sold approximately three 
years prior to the date of the appraisal. 
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 Personal inspections of the twelve properties used as 
comparable sales did not reveal many significant physical 
differences between them, with the exception of a few 
noticeable inferior and superior buildings.  Therefore, the 
major factor in value differences was found to be rental rates.  
Asking and market rental rates were confirmed, but actual 
contract rental rates were not.  This made it more difficult to 
estimate accurate adjustments.  To complicate matters even 
more, there were two sets of sales with only slightly different 
rental rates, but significantly different values, which was 
adequately addressed in the Sales Comparison Approach.  
Additionally, because the adjusted comparables had sale 
prices over $100 per square foot, a minor percentage 
adjustment resulted in a large dollar adjustment.  As a result, 
even though the value estimate of the Sales Comparison 
Approach for the subject building type may produce a truer 
estimate of market value at times, it should basically be used 
as a test of reasonableness in the majority of situations.  The 
Sales Comparison Approach indicated a market value of 
$45,495,000. 

 
 Income 
 Approach  Because the major factor in value differences is rental 

rates, the Income Approach is more reliable, since we were 
able to analyze the rental rates in detail.  However, the 
Income Approach is not without its difficulties.  The 
capitalization rate and discount rate are major components of 
valuation.  Even if the projected cash flow estimates are 
without flaw, an incorrect capitalization or discount rate 
assumption can produce an incorrect value estimate.  
Therefore, it is important for the Sales Comparison Approach 
value indication to be used to test the reasonableness of the 
Income Approach value indication.  Conversely, the Income 
Approach value indication can also be used to test the 
reasonableness of the Sales Comparison Approach value 
indication.  The Income Approach indicated a value of 
$47,103,500 by utilizing the Discounted Cash Flow Analysis 
method. 
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 Therefore, as a result of our analysis, we have 
estimated the market value of the Fee Simple Estate (subject 
to existing leases) of the subject property, as of January 1, 
2001, to be as follows: 

 
FORTY-SIX MILLION DOLLARS 

($46,000,000) 
 
  We have also deemed the contract rental rates of the 

subject property to be at market rental rates.  Therefore, the 
value of the Fee Simple Estate (subject to existing leases) is 
equivalent to the value of the Leased Fee Estate. 

 
 
CERTIFICATE AND FINAL VALUE ESTIMATE 
 
 
              The undersigned do hereby certify to the best of our knowledge 
and belief that, except as otherwise noted in this appraisal report: 
 
              The statements of fact contained in this appraisal report are true 
and correct. 
 
              The reported analyses, opinions, and conclusions are limited only 
by the reported assumptions and limiting conditions, and are our personal, 
unbiased professional analyses, opinions, and conclusions. 
 
              Our compensation is not contingent upon the reporting of a 
predetermined value or direction in value that favors the cause of the client, 
the amount of the value estimate, the attainment of a stipulated result, or the 
occurrence of a subsequent event. 
 
              We have no present or contemplated future interest in the real 
estate that is the subject of this report and we have no personal interest or 
bias with respect to the subject matter of this appraisal report or the parties 
involved. 
 
              This appraisal was not based on a requested minimum valuation, a 
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specific valuation, or the approval of a loan. 
 
              This report’s analyses, opinions, and conclusions were developed 
and this report has been prepared in conformance with (and the use of this 
report is subject to) the requirements of the Uniform Standards of 
Professional Appraisal Practice (USPAP) as promulgated by the Appraisal 
Standards Board of the Appraisal Foundation. 
 
              The Appraisal Institute conducts a voluntary program of continuing 
education for its designated members.  MAIs and RMs who meet the 
minimum standards of this program are awarded periodic educational 
certification.  As of the date of this report, Robert B. Jones has completed 
the requirements of the continuing education program of the Appraisal 
Institute.  
 
              The use of this report is subject to the requirements of the 
Appraisal Institute relating to review by its duly authorized representative. 
 
              The undersigned appraisers made a personal inspection of the 
property that is the subject of this report.  
 
              Richard Colson provided significant professional assistance to the 
persons signing this report. 
 
              The value estimate contained herein is as follows: 
 

FORTY-SIX MILLION DOLLARS 
$46,000,000 

 
Respectfully submitted, 
 
 
 
                                                                
Robert B. Jones, MAI 
President 
State Certified 
General Real Estate Appraiser 
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 CONTINGENT AND LIMITING CONDITIONS 
 
 

This appraisal is subject to the following limiting conditions: 
 

This is a Complete, Self-Contained Appraisal Report which is 
intended to comply with the reporting requirements set forth under 
Standards Rule 2-2 (a) of the Uniform Standards of Professional Appraisal 
Practice for a Complete Appraisal Report.  As such, it presents detailed 
discussions of the data, reasoning, and analyses that were used in the 
appraisal process to develop the appraiser's opinion of value.  The depth of 
discussion contained in this report is specific to the needs of the client and 
for the intended use stated below.  The appraiser is not responsible for the 
unauthorized use of this report. 
 

The legal description furnished our firm is assumed to be correct.  
We assume no responsibility for matters legal in character nor render any 
opinion as to the title, which is assumed to be good. The property has been 
appraised as if under responsible ownership and competent management. 
 

We have made no survey and assume no responsibility in connection 
with such matters.  The firm believes that the information contained in this 
report is reliable but assumes no responsibility for its accuracy.  The 
construction and condition of the improvements mentioned in the body of 
this report are based on observation, and no engineering study has been 
made that would discover any latent defects.  No certification as to any of 
the physical aspects could be given unless a proper engineering study were 
to be made. 
 

Unless otherwise stated in this report, the existence of hazardous 
material, which may or may not be present on the property, was not 
observed by the appraiser.  The appraiser has no knowledge of the 
existence of such materials on or in the property.  The appraiser, however, 
is not qualified to detect such substances. The presence of substances such 
as asbestos, urea-formaldehyde foam insulation, or other potentially 
hazardous materials may affect the value of the property.  The value 
estimate is predicated on the assumption that there is not such material on 
or in the property that would cause a loss in value.  No responsibility is 
assumed for any such conditions, or for any expertise or engineering 
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knowledge required to discover them. The client is urged to retain an expert 
in this field, if desired. 
 

We are not required to give testimony or attendance in court by 
reason of this appraisal with reference to the property in question unless 
arrangements have been made previously therefore. 
 

Possession of this report or a copy thereof does not carry with it the 
right of publication.  It may not be used for any purpose by anyone other 
than the addressee without the previous written consent of the appraiser. 
 

Neither all nor any part of the contents of this report will be conveyed 
to the public through advertising, public relations, news, sales, or other 
media without the written consent and approval of the author, particularly as 
to valuation conclusions, the identity of the appraiser or firm with which he is 
connected, or any reference to the Appraisal Institute or the MAI 
designation. 


