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January 28, 2011

To the Reader:

This letter introduces an analysis of the value of 5200 NE 22nd Street, Topeka, KS.
This is a valuation of the property as of the present date. 

The analysis is made through Second Street Index.com, an automated model for the
valuation of commercial real estate. The operator, CUSTOMER_NAME, provided
information concerning the property. The valuation model made use of the
information supplied by the operator, as well as other information compiled and
aggregated by Second Street Index.com. The model applied industry standard
formulas to the property-specific information, in order to produce the Final Value
Output presented here.

The analysis is made through the Income Capitalization Approach to Value. The
Income Capitalization Approach is recommended by The Appraisal Foundation, by
state Boards of Registration of licensed appraisers, and by professional appraisal
organizations for the valuation of income-producing real estate. The analysis is
presented in detail in the report that follows.

The Final Value Output for the subject property as of January 28, 2011 is as follows:

one hundred twenty thousand dollars ($120,000.00)

SecondStreetIndex.com



Definitions

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 interest;
(3) a reasonable time is allowed for exposure in the open market;
(4) payment is made in terms of 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: Rules and Regulations, Federal Register, Vol. 55, No. 165, Page 34696)

Highest and best use is the reasonably probable and legal use of vacant land or an
improved property that is legally permissible, physically possible, appropriately
supported, financially feasible, and that results in the highest value.

(The Appraisal of Real Estate, Thirteenth Edition, The Appraisal Institute, Chicago, 2008, p. 278)

The analysis presented here through SecondStreetIndex.com is based on the
assumption that the existing use (the use that produces the income shown in this
report) in fact is this property's highest and best use. The Final Value Output
presumes a hypothetical sale and conditions surrounding the sale that are the same
as those presented in the definition of Market Value above.
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Industrial Market

The industrial market has achieved stability following the sharp price decline of late
2008. On average, industrials lost about 25% of their value in the decline. The rate of
decline for industrials was similar to the rate for properties in the other major
commercial real estate sectors. The decline was experienced as a change in the
"capitalization rate," the rate that investors expect as a return on investment.
Mortgages for purchases became much less available in 2008. Fewer buyers were
able to make purchases, and, as a result, prices declined. The bottom of the market
was reached in 2009. Capitalization rates have made a slight reversal in direction in
2010. With greater availability of credit, the industrial market can be expected to
continue its modest rebound.

The long-term trend for the industrial sector of the economy for a half century has
been decline. As industry has moved from the U.S. to lower-wage countries,
manufacturing buildings have been vacated. Many have been converted to other
uses. Others have been demolished and their sites redeveloped. In spite of the
general decline of industry in the U.S., an important segment of the industrial market,
the single-occupant building, has prospered. Single-occupant industrial buildings
have proven to be a very stable form of investment. Most are owner-occupied.
Because they house long-term occupants, these typically carry low rates of
indebtedness. For this reason, the industrial real estate sector as a whole is better
shielded from the adverse effects of price declines than are more leveraged sectors.
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shielded from the adverse effects of price declines than are more leveraged sectors.
Rents for industrials on average have remained almost unchanged year after year
for a decade. Stable rents, however, have not kept pace with inflation. The gradual
rise in prices for industrials in the ten years leading up to 2008 is a result of changes
in the capitalization rate and of demand from owner-occupants for buildings to house
their businesses.

Building Styles

Industrial buildings in terms of style are plain boxes, typically made up of a high
proportion of unfinished shop or warehouse space and a smaller proportion of offices.
Since the 1950s, the prevailing construction style has been the one-story building
with brick or concrete walls, an exposed steel frame, a poured concrete foundation,
and a concrete slab floor. Older, multi-story buildings are often under-served with
parking. Shop, or manufacturing, buildings have ceiling heights below 16'.
Warehouse buildings are at heights of 20' and up. The typical location for an
industrial building is either an older neighborhood that may once have depended on
rail access or a suburban industrial park near a highway. Industrial buildings can
become dysfunctional when they are expanded with multiple additions that produce
an over-crowded site. Other than shop and warehouse buildings, the industrial sector
also includes a variety of specialty building types: 

cold storage warehouses
food processing buildings
laboratories
"flex" buildings
distribution warehouses

Preferences

General preferences for investors and owner-occupants in the industrial market are
as follows: 

locations in suburban industrial parks with wide roads, landscaping, and
prominent corporate neighbors
highway within one mile, accessible by a major road
one-story construction (except office, often on a mezzanine)
attractive facade
office space occupying 10% to 20% of space, with up to 50% in superior-quality
buildings
multiple tailgate docks with shrouds and load levelers
clear heights of 20' or more
paved parking and loading area equal to or greater than the area of the building
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they serve; floor area ratios (ratio of building area to land area) of .25:1 (outer
suburbs) to .5:1 (inner suburbs)

Rental Arrangements

Rental arrangements for industrial buildings are generally on a "net" basis, with
tenants reimbursing owners for their proportionate share of real estate taxes and
operating costs. Utilities are typically paid by tenants. Exceptions are older,
multi-story buildings and low-quality buildings where owners are unable to pass these
costs on to tenants.
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Property Characteristics

9001 square feet of gross building area
metal exterior
plain exterior
one story building
average quality offices
adequate proportion of office space (10% to 20%)
shop height space (less than 15' clear height)
constructed from 1950s to 1970s
average quality building 
low cost construction
adequate parking on-site
adequate loading doors
no landscaping
average paving
attractive location
nearby highway interchange
exposure to light traffic only
suburban location
vacant industrial buildings nearby
"for rent" signs at nearby buildings
two-occupant building
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Analysis

The value for the subject property is calculated through the Income Capitalization
Approach. In the Income Capitalization Approach, operating expenses, including a
deduction for vacant and rent loss, are deducted from gross income to obtain the net
income, which is capitalized at the rate of return that the market indicates investors in
properties of this type expect.

The most common rental arrangement for an industrial building is a net lease, in
which the tenant(s) reimburse the property owner for some or all of the expenses of
operation, including real estate taxes, utilities, insurance, maintenance, and
management. Typically in net lease arrangement, utilities are paid directly to the
utility company rather than through reimbursement of the property owner. Rental
arrangements may be fully net or only partially net. That is, the tenants may be
required to reimburse for real estate taxes and insurance but not for management
and maintenance. High-rent buildings often are operated as fully net leased
properties, whereas, at lower-rent buildings, gross leases (in which few or no
expenses are reimbursed by the tenants) are more common. Responsibility for
payment of expenses varies from building to building. Responsibility for payment is
discussed in detail in the narrative that follows. The analysis presented here takes
direction from the operator where the operator has indicated the responsibility for
reimbursements in detail. 

Rent Rate - The overall rent rate applied here is the market rent rate $1.00 reported
by the operator. The rate reported is consistent with the range of rents typical for
buildings like the subject property. The reported market rent rate is taken here to be a
better measure than estimates of rent available from other sources. The reported
market rent is applied here. 

Square Foot Area - The rent rate is applied to the building's square foot area. The
square foot area is supplied by the operator.

Other Income - Other income is income received from a source other than rent for
the building. It may include rent from parking, from billboards, from cell phone
antennas, or from other such sources. In this case, no other income is applied. 

Expense Reimbursements - Expense reimbursements are amount reimbursed to the
property owner (or paid directly to vendors, like utility companies) by the tenants to
cover the costs of operating the facility. The operator has indicated that expense
reimbursements are not paid at the subject property. The amount taken for expense
reimbursements here is $0. 

Potential Gross Income - Potential Gross Income is the total income from all sources,
before deductions for vacancy and other costs. 

Vacancy and Rent Loss - Industrial buildings on occasion achieve full occupancy. At
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other times, they may suffer total vacancy, particularly in the case of single-occupant
buildings. An additional source of rent loss is experienced when tenants fail to pay
rent for a period of time before they vacate or are removed. The object of inclusion of
a factor for vacancy and rent loss (even in the case of a fully leased building) is to
reflect the long-term likelihood that rent may not be paid for some period over the
course of several years. The amount applied here includes a factor for both ordinary
vacancy and rent loss. The amount is consistent with aggregate data for the subject
property's location and for its building quality, as reported by the operator. 

Expenses - The expenses that are taken here are the ordinary expenses experienced
in the operation of an industrial building. Depreciation is not taken in standard
valuation, as depreciation is an accounting concept and not an actual out-of-pocket
cost. Mortgage interest is not taken, as interest depends on the amount of a
mortgage. Mortgage principal and interest may vary, and income properties are
frequently acquired without debt. 

The expenses that are deducted from the effective gross income to produce the net
income for the subject property are these: 

real estate taxes
property insurance
utilities (heat, electricity, and water and sewer)
maintenance (and repairs)
management
general and administrative costs
replacement reserve

For each of these expense categories, the amount that is applied for the subject
property is either the industry standard cost for buildings like the subject property or
the amount input by the operator. The cost input by the operator is applied if it is
within the range of costs that are typical for a given expense for the subject
property's building type. For maintenance and repairs, the industry standard cost is
applied, because costs can vary widely for individual properties from year to year,
and an average derived from a large number of buildings in the subject property's
category is a reliable measure. Management is applied as a percentage of gross
income. The replacement reserve is discussed separately, as follows. 

Replacement Reserve - For buildings like apartments, a replacement reserve is
typically taken, to reflect the periodic cost of upgrading of kitchens, roof cover, and
building systems. Industrial buildings differ. In the analysis of an industrial building,
the majority of respondents to surveys report that they do not deduct a reserve for
replacement when deriving the net income that is used in the calculation of a
capitalization rate. To maintain this standard of like-kind comparison, in the analysis
of the subject property as industrial space, no deduction for a replacement reserve is
applied. 
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Net Income - The net income is the potential gross income from all sources (income
from rents, other income, and expense reimbursements), less the total for the
vacancy, rent loss, and expenses detailed in this analysis. 

Capitalization Rate - The capitalization rate is the relationship between the price of
an investment property and its first-year net income. Low capitalization rates result
from a perception of strength and safety in an investment and produce high prices.
High capitalization rates reflect a perception of high risk and produce low prices.

Historically, apartment buildings have commanded lower capitalization rates than
have other property types, because of the perception that apartments are safer as
investments in times of economic difficulty. Properties that are well suited to
owner-occupancy also command low capitalization rates because of the premium
that is typically paid for properties acquired for personal use.

Various factors affect the capitalization rate that is applied to the subject property:

the strength of the local rental market
the quality of the property's major tenants (for retail, office, and industrial
properties)
defects like a lack of parking
the age and physical quality of the building(s)

In addition, mortgage interest rates have a strong effect on the capitalization rate. A
mortgage is a typical component in the purchase of a commercial building. Trends in
capitalization rates are generally consistent with trends in mortgage interest rates.
Capitalization rates are generally higher than mortgage interest rates. But in very
strong markets and in markets experiencing rapid appreciation, on occasion,
capitalization rates may be below mortgage interest rates.

The capitalization rate applied here to the subject property is derived from the
property's individual characteristics as reported by the operator. It is also derived
from characteristics of the property's location and recent trends in the market. The
capitalization rate for the subject property is (whatever the variable is for the
capitalization rate for this property shown in the pro forma analysis).

Final Value Output - In the standard methodology of the Income Capitalization
Approach, net income is divided by the capitalization rate to produce the Final Value
Output. The Final Value Output in this case is $120,000 calculated as follows. 
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Industrial Analysis
Calculation of Value

Direct Capitalization Method 
Rent -- $3.25/s.f. x 9001 square feet $29,253
Other Income 0
Expense Reimbursements 0
 
Potential Gross Income: $29,253
Vacancy and Rent Loss (22.9%): - 6,708
 
Effective Gross Income: $22,545
 
Expenses --
real estate tax: $2,066
insurance: 2,040
heat: 822
electricity: 180
water and/or sewer: 0
maintenance: 3,852
management: 789
administrative: 710
replacement reserve: 0
 

$10,459 - 10,459
 
Net Income: $12,086
Capitalization Rate: / 10.4 %
 
Value Output: $116,211
rounded to $120,000
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Final Value Output

The Final Value Output is derived by the analysis through the Income Capitalization
Approach. The indication of value is $120,000.

The Final Value Output is as follows: 

one hundred twenty thousand dollars ($120,000) 
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Explanatory Notes

SecondStreetIndex.com provides valuations through the use of an automated
valuation model (AVM) for commercial, or income-producing, real estate. For the
calculation of the value of a given property, the model makes use of information input
by the user, or operator. It also makes use of data and formulas that are housed in
the system. SecondStreetIndex.com provides an Automated Valuation Report that
details the analysis of value. 

Information input by the operator is maintained in confidence in the archives of
SecondStreetIndex.com. The information input by the operator is accessible to the
operator to update the valuation of a property at a later date. The inputs made by an
operator and the Final Value Outputs shown to the operator are not divulged to
others.

Information input by large numbers of operators may be aggregated, or grouped, by
SecondStreetIndex.com to produce average data concerning rent, vacancy, and
expense levels for a given region or a property type. Aggregated data of this kind
may appear in an Automated Valuation Report. 

A SecondStreetIndex.com Automated Valuation Report is intended primarily for the
analysis of income-producing properties with simple income streams. It is less well
suited to the analysis of properties that are leased at rates that differ from market
rates or for properties at which rent levels are likely to vary widely in future years (as
in the case of rental properties scheduled to experience substantial step rent
increases). It is not suited to the valuation of properties that are usually
non-income-producing, like development land, schools, and single-family houses.

SecondStreetIndex.com makes use of the inputs made by the operator for the
description of the property that is implemented in the value calculation. The accuracy
of the description of the property, including financial inputs made by the operator, is
the responsibility of the operator. 

The Final Value Output applies only to that part of the property that produces the
income stream. If a property includes other substantial sources of value (i.e., surplus
land that is not rented but that may be sold or developed), the value of these is not
included in the Final Value Output. 

The Final Value Output that is provided in an Automated Valuation Report is effective
on the date that the report is made (rather than on earlier or future dates). Valuations
are provided for properties in the U.S., nationwide.

The analysis presented in this report has not been reviewed by personnel at
SecondStreetIndex.com for reasonableness. It is the product solely of the operator's
inputs, of aggregate data housed in the system, and of automated methods of
analysis. Personnel at SecondStreetIndex.com test the system for accuracy. They do
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not review individual valuations. If the Final Value Output or other information
presented here is to be used in financial decision-making, SecondStreetIndex.com
recommends that this report be reviewed by an appraiser or other qualified real
estate professional familiar with the method of analysis presented here, so that the
results may be tested for reasonableness. 
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About SecondStreetIndex.com

SecondStreetIndex.com is an Internet-based company that provides services for the
commercial real estate industry: 

indexes of price trends in the four major commercial sectors (apartment, retail,
office, and industrial)
automated valuations
referrals to local appraisers

Indexes track historic price trends in the general market for the average-quality
building in each of the four commercial property sectors. The indexes are intended for
use by appraisers, analysts, brokers, building owners, and real estate professionals.

Automated valuations are provided through the use of the SecondStreetIndex.com
Automated Valuation Model, or AVM.

SecondStreetIndex.com provides referrals to local appraisers with expertise in
valuation. Appraisers typically inspect properties in the field and apply multiple
methods of valuation, testing the results for reasonableness and reaching a value
conclusion. An appraiser may make use of a SecondStreetIndex.com Automated
Valuation Report as part of an appraisal. SecondStreetIndex.com provides referrals
to state-licensed appraisers and to appraisers with the MAI and SRA designations of
The Appraisal Institute.
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