ARGUS

Valuation-Capitalisation’

Calculations Manual

Release Version 2.50



ARGUS Software: ARGUS Valuation-Capitalisation Calculations Manual

The contents of this document are considered proprietary by ARGUS Software, the information
enclosed and any portion thereof may not be utilised for any purpose other than the consideration of
ARGUS Software. Information in this document is subject to change without notice and represents no
commitment on the part of ARGUS Software.

Copyright © 2008 ARGUS Software, Inc. All rights reserved.

Trademarks

ARGUS Software™ is a trademark of ARGUS Software. All other trademarks and registered
trademarks are property of their respective companies and should be treated as such.

ARGUS Developer was formerly known as CircleDeveloper.
ARGUS Development Budget was formerly known as CircleBudget.
ARGUS Valuation - Capitalisation was formerly known as Circle Visual Investor.

ARGUS Multiview was formerly known as CircleMultiview.

Disclaimer
This manual has been prepared for use by ARGUS Software personnel, licensees and customers.

ARGUS Software reserves the right to make changes without notice at any time to this document, and
shall not be held legally responsible for any typographical, arithmetic and listing errors.

Build date: 9 October 2008 12:53 am

Version: 2.50 Doc. Version: 1.0 Rev. Date: 9/10/08 ARGUS Valuation-Capitalisation Calculations Manual



i CONTENTS

Table of Contents

Chapter 1

Traditional Valuation. . . ... .............. . . . . ¢ieeenennnnnnns 1
Valuation Methodology .......... ... e e s 1
Gross Value. .. ...t i e e 7
NetValue. .. ... e it e e 7
Acquisition Costs. . ......... ittt i i i et et i e 7
Net Initial Yield (NIY) ... ... i et e ae e 8
Reversionary Yield (RY). ... .. oottt e e e e 9
Equivalent Yield (EY) .. ... ..o oot i et e et aee e 9
Running Yield . ... .. ... i i i e 10
Sensitivity Analysis . . ... i e e 1"

Chapter 2

Discounted Cash Flow . . ............ ... .. ¢ 13
Internal Rate of Return and Net PresentValue ......................... 13
Portfolio Asset ManagementFees ............... . i iiinnnnnnnn 15

Chapter 3

Performance Measures. . . . ... ........ .. uuenunnnennnennns 17
Rental Value Growthinperiod ........... ... ... . . i 17
Total Return. . ... ... et e 18
Capital Employed . . . ... ... e 18
Capital Growth . ............. i i i i et e 19
Income Return . ... ... . e e 19
Exit Initial Yield. .. ... ... i i i e e 20
Exit Reversion Yield A .. ... ... ... i i i e 20
Exit Reversion Yield B . ... ... e e et 21
Exit Net Rent/Present Value. ... ...... ... ... it 21
Yieldon ActualIncome . ........ ... ... it 21
ERV (gross) Yield . ...... ..ottt i i e e et e e e nnnnnaeens 21
Vacancy Yo at EXit. . ... ..ot e e 21
RenNt Cover Yo . ..o i e e 22
LoantoValue (LTV) Yo . . .o o i i i it e e et e et e aee e eans 22

Chapter 4

Finance. . . .. ... ... .. e 23
Loans, Mortgages and Equity . ... ...t i e 23
Simple/interest Only Loan. . ............ .. it iiie i ennnnnn 23
Interest & Capital Repayment (Mortgage) ............... oo, 24
Equity Finance . ..........c. i e e 26

ARGUS Valuation-Capitalisation version 2.50 Calculations Manual



i Chapter 2:

Auto-RegulatingLoan ........... ... i e 27
Chapter 5
Contactdetails. . . ........... ... ittt nnnnneaannnnns 29

ARGUS Valuation-Capitalisation version 2.50 Calculations Manual
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CHAPTER 1

Traditional Valuation

Valuation Methodology

Traditional valuation in ARGUS Valuation-Capitalisation follows four standard methods of
valuation computation, namely:

¢ Term and reversion;
e Hardcore;

¢ Initial Yield;

* Shortcut DCF.

Basic formulae for these valuation methods are set out below, assuming a simple freehold property,
let and income-producing with a single reversion to market rental value at a future date.

Years Purchase and Present Value multipliers may be sourced from valuation tables. For leasehold
properties Years Purchase dual rate may be used to provide for leasehold sinking fund and tax.

Term and Reversion

The term and reversion valuation method applies different capitalisation rates to current (‘term’)
and future (‘reversion’) income flows to reflect the relative security of these income flows. Rental
income is valued in period steps, applying the term rate to the current income, which is deemed to
be lower risk income, over the period of its duration. A reversion rate is then applied to more
uncertain future income likely to be received on rent review or reversion, discounted to a present
value.

The basic formula for valuation by the term and reversion method is as follows:

GV = [NI x Years Purchase for term period] + [ NR x Years Purchase into perpetuity x Present Value]

1-(1+i) }
GV = | NIx (l—’)”J +[NRxl,lx(1+ir)”J
t r
where:
GV = gross unrounded capital value

NI = net current rent per annum (net of non-recoverable running costs and ground rent)

NR = net open market rental value (ERV) per annum (net of non-recoverable running costs and
ground rent)

iy = term rate (yield)
i, = reversion rate (yield)
n = number of years from the valuation date to the reversion to market rent
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2 Chapter 1: Traditional Valuation

Example

For example, a property let at £100,000 per annum, with a rent review in four years’ time to market
rent. Current market rent is £150,000 per annum. Applying a term rate of 8.00% and a reversion
rate of 9.00%, the valuation is calculated as follows:

1-(1+0.08)

ov 0.08

[100, OOOX( J+[1so, 000 x —— x (1 +o.09)'4}

0.09

GV = 331,213+ 1, 180, 708 = 1, 511, 921

ca¢ Tenant: A Tenant (Freehold)
File Edt Schedules Tools  Help
ith o | @ @ | .0 costs 5 Rents - Areas | @ Assumptions ~ | 4% Payment days 45 Breaks Schedule 45 Tenant Grawth !

Mame & Status | Lesse & Rent ‘ Renewwsl ‘ Waluation

Leaze Rent

Start date 01101 12007 Paymert dates English Guarter days
ears 10 Current Rert ’W
Months ul

r r
Days 0

I Qutstanding RR

Rental Yalue £150,000
Expiry date 311122016

ERY mode tanual -
Unexpired term 9 yr() 0 mth(=) 0 dayis)

[™ Geared ERY
Eresk exercised Mone Indlexation Graug Mot Inclexed <
Mext Review 0101 7201 2
hiarket Rent Review cycle (Yrs) &

Review type Upward Only - Current %oid morths 0
Expiry waoid months: 0
Lease type Standsrd lease > Rernt Free morths u

X

wnuue Jad

yal, Date 01/01/2005 || Status rormal || Event: Review || Example Froperty I[ Customise...

Tenant lease and rent input

o Tenant Rent Schedule: A Tenant

file Edit Toos Help
i 7] save €% Cancel | . Reset schedule Resequence FixEvents [ i Print | Q) PrevPage @ MextPage | % zoomIn = Zoomout =)
Dates / Rents / Events [Tenant Valustion |
~
Valuation
Property: Example Property
A Tenant
“aluation Date: 01/01/2008
(Term & Reversion)
Waluation Tables: Annuzlly in Arrears
Currert Rent £100,000
Waluation Rent £100,000
VP 4yrs @ 8.0000% 33121
£331,213
Market Rent (R date) @@01i01 72012 £150,000
Waluation Rent £150,000
VP perp @ 9.0000% 114111
®PY dyrs @ 9.0000% X 07084 TET4
£1,180,709
Gross Value  £1,511,921
hd
‘aln Date: 01/01/2008 T.. Min uplft: Disabled T.¥, Index: Disabled i |
Valuation
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Chapter 1: Traditional Valuation 3

Hardcore

The Hardcore method values rental income in layers. The lowest risk “core” income is valued into
perpetuity at the hardcore rate and any anticipated future uplifts in income are valued at the same
rate (or, if selected in the Assumptions menu in ARGUS Valuation-Capitalisation, a layer rate) and
discounted to a present value.

The basic formula for valuation by the hardcore method is as follows:

GV = [NI x Years Purchase into perpetuity] + [(NR-NI) x Years Purchase into perp. x Present Value]

GV = [N] y ﬂ + [(NR-N]) y % < (1+ i)‘”}

where:

GV = gross unrounded capital value

NI = net current rent per annum (net of non-recoverable running costs and ground rent)

NR = net open market rental value (ERV) per annum (net of non-recoverable running costs and
ground rent)

i = hardcore rate (yield)

n = number of years from the valuation date to the reversion to market rent

Example

As an example, using our sample property set out above with a current rent of £100,000 per annum,
a current market rent of £150,000 per annum anticipated at review in four years’ time, and adopting
a hardcore rate of 8.00%, the valuation is calculated as follows:

1 1 -4
= — |+ —— +
GV [100, 000 x 0.08} [50, 000 x .08 x (1+0.08) }

GV = 1,250,000 + 459, 394 = 1, 709, 394

car Tenant Rent Schedule: A Tenant |Z|@E|

File Edt Tooks Help

44 Save 4E Cancel \ . Reset schedule Fesequence FixEvents [ 2 Print | Q Prev Page a Mexk Page | . ZoomIn = ZoomOut =]

Dates / Rents / Everts [ Tenant Valuation |

Valuation

Property. Example Property
A Tenant

Waluation Date: 01/01/2008
(Hardcore)

“alustion Tables: Annually in Arrears

Current Rent £100,000

alugtion Rert £100,000
P perp @ 5.0000% 12,5000
£1,250,000
Market Rent (RR date) (@01/0/2012 £150,000
“aluation Rert £50,000
P perp @ 5.0000% 12.5000
KRV dyrs @ 5.0000% ¥ 0.7350 91879
£439,334
Gross Value  £1,709,394
~
Valn.Date; 01/01{2008 T4, Min uplift: Disabled 7.V, Index: Disabled =
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4 Chapter 1: Traditional Valuation

Initial Yield

The Initial Yield method applies a capitalisation rate to the current net rental income at the
valuation date and values this income into perpetuity. This method effectively ignores future
changes in income.

An Initial Yield valuation is therefore calculated as follows:

GV = NI X Years Purchase into perpetuity

GV = NIx %

where:

GV = gross unrounded capital value

NI = net current rent per annum (net of non-recoverable running costs and ground rent)
i = initial yield

Example

For the sample property set out above, the calculation is as follows:

_ L
GV = 100,000 x 5= = 1,250, 000

o Tenant Rent Schedule: A Tenant \Z|@E|
Fle Edt Tools Help

i 47 Save 4% Cancel ‘ - Reset schedule Resequence Fix Events [ “2a Print \ @ Prev Page e Mext Page | . ZoomIn = ZoomoOut =|

Dates § Rents [ Events |Ienarvt “alation |

Valuation

Property: Example Property
A Tenant

“aluation Date: 01/01/2008
{Initial ¥ield)

Waluation Tables: Annually in Arrears

Current Rent £100,000
Waluation Rent £100,000
VP perp @ 9.0000% 12,5000
1,250,000

Gross Value  £1,250,000

Valn, Date: 01/01/2008 T.%. Min uplift; Disabled T.%, Index; Disabled

Shortcut DCF

This is a special method that is used primarily to value over-rented property more accurately than
conventional valuation methods and applies All Risks and Target yields.

The Shortcut DCF method considers the actual situation - that income will remain at the level of
the current rent passing (assuming upward only rent reviews) until the rental value exceeds the
passing rent.

All risks yields often imply rental growth. ARGUS Valuation-Capitalisation uses implied rental
growth analysis to establish the implied growth rate from comparable yield evidence (assuming a
five yearly upwards only rent review pattern).

ARGUS Valuation-Capitalisation version 2.50 Calculations Manual



Chapter 1: Traditional Valuation 5

An all risks yield and a target rate of return must be defined, and from these the implied growth rate
for the core rental income (or ERV) can be calculated.

The implied growth rate is calculated as follows:

( 1+ )r _ (YP into perp @ all risks yield)-(YP for r years (@ target yield)
g (YP into perp @ all risks yield) X (Present Value for r years @ target yield)
1 (1-(1 + it)"]
i, i
t
(1+g) = = - X

.lx(l +it)'r
la

So the implied growth rate per annum is:

)

where:

r = rentreview cycle (in years) of comparable (i.e. 5 years)
g = implied rental growth rate (pa)

i, = allrisks yield of comparable

i, = targetrate of return

The ERV is inflated at the implied growth rate on a compound basis to calculate its growth at rent
review dates during the lease term, to determine at which rent review date the inflated ERV will
exceed the rent passing. This is known as the breakthrough rent review date.

This is determined by inflating the ERV at the implied growth rate for the period of years to the
next review date, to establish whether the inflated ERV will exceed the rent passing at each future
rent review until this event occurs. The ERV (pa) is inflated by the implied growth rate as follows:

ERV at review = ERV x (1 + g)"

where:
n = years to next rent review from the valuation date
g = implied rental growth rate (pa)

The passing rent is then capitalised until the breakthrough rent review at the target yield. The
reversion is capitalised at an all risks yield and deferred at the target rate. The basic formula for this
calculation is as follows:

GV = (NI x Years Purchase single rate) + (Inflated NR x Years purchase into perpetuity x Present Value)

GV = {le(l-(l.—Jrit)”ﬂJr[NRx(l to) x Ly +it)'"}
lt 1

a
where:
GV = gross unrounded capital value
NI = net current rent per annum (net of non-recoverable running costs and ground rent)
NR = netopen market rental value (ERV) per annum (net of non-recoverable running costs and

ground rent)

ARGUS Valuation-Capitalisation version 2.50 Calculations Manual



6 Chapter 1: Traditional Valuation

n = number of years to the breakthrough rent review from the valuation date
g = implied rental growth rate (pa)

i, = allrisksyield

i, = targetyield

Example

Assuming a single let frechold property, let for 25 years from 1 January 2000 with five yearly
upward only rent reviews at a passing rent of £200,000 per annum. The current ERV is £100,000
per annum.

The valuation date is 1 January 2002. The next review is in three years’ time. An all risks yield of
6% and a target rate of 11% are defined.

From the above rates, ARGUS Valuation-Capitalisation calculates the implied growth rate as

follows:
L (11 011y

(1+g)° = 28— 2L~ 13114
—x (1+0.11)

So the implied growth rate per annum is:
1
g = (1.3114)°-1= 0.05571
The implied growth rate is therefore 5.571%.

Using this implied growth rate, ARGUS Valuation-Capitalisation calculates the breakthrough rent
review date - the first review at which the rental value, inflated by the implied growth rate, will
exceed the passing rent. This is done by testing whether the ERV, inflated at the implied growth
rate, will exceed the rent passing of £200,000 per annum at each future rent review until this event

occurs.

in 2005 ERV * (1+0.05571)"3 = 117,663
in 2010 ERV * (1+0.05571)"8 = 154,302
in 2015 ERV * (1+0.05571)*13 = 202,350
in 2020 ERV * (1+0.05571)*18 = 265,360

In this case, therefore, the ERV will exceed the current rent at review in 2015, i.e. 13 years from the
valuation date.

The valuation can now be calculated as follows:

-1
1-(1+0.11) 1 13
- + - +
GV [200000x( o J [202350x0.06x(1 0.11)}

GV = 1349974 + 868466 = 2218440
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Chapter 1: Traditional Valuation 7

Gross Value

This is the capitalisation of net income before deduction of acquisition fees and any capital
expenditure, and excluding any capital receipts.

o+ Property Valuation: Example Property

File Tools Sensitivity Log Help
- Reports [4] Checklist | 4b Costs Gy Assumptions | Q‘ Save Log ™ Wiew log | fiig] | 2 Force EY 5] Caleulate: !

Goal Seek Target

Valustion date 01 01 2008 e Target resut

Gross Valu 3760652 | |NoTargetNorma) v | £0

Capital costs 0 [Bross value =1/ w00t = | 00 it

Aequisition costs +204300 - Mhape GrossRertpa | Met Rert pa [ ield (ann) [ vield atrly)

Net Vale 3556752 |D1D1/2008 225,000 218,250 S8035% £.0203 %

oy _ oo |oMmR0 250,000 246,250 5451 % 68251 %
) 0110672011 275,000 270,500 71929% 75283 %

No Vendor's fees defined 01062026 275,000 275,000 7HE%| 7ES9 %

Equivalent Yield
Apnuaile in Arvears

Ecqquiv. Yld (Gir In.Adw)

[ oo
EED
| sensE
D

Initial *vield

Reversion Yield

Gross Current rert pa.
Met Current rent p.a.

Gross Rental Yalue poa.

£225,000
£215,250
£273,000

Running Yields | Graph

||N0rma| Mode || ||

Traditional Valuation screen in ARGUS Valuation-Capitalisation

Net Value

The gross value less capital expenditure, plus capital receipts, and net of purchaser’s costs.

V=GV-(a+c)+d

where:

Vv = netunrounded capital value

GV = gross unrounded capital value

a = acquisition costs (also referred to as purchaser’s costs)
c = capital expenditure

d = capital receipts

Acquisition Costs

Acquisition costs are calculated on the price paid for an investment, in other words, on the net

value.

Purchaser’s costs comprise stamp duty, sale agents fees and sale legal fees, totalled to give a single

percentage figure.

ARGUS Valuation-Capitalisation version 2.50 Calculations Manual



8 Chapter 1: Traditional Valuation

Costs are residualised on the net unrounded value (or locked “Say Value” if selected in
Assumptions), which may be calculated by the following formula:

. ((G Voc+ d))

(1+a)

Once the net capital value is known, then acquisition costs can be calculated as follows:
A=Vxa
where
GV = gross unrounded capital value
V = net unrounded capital value
a = purchaser’s costs, expressed as a percentage
c = capital expenditure

= capital receipts
A = purchaser’s costs, expressed as an amount

Net Initial Yield (N1Y)

The initial net income expressed as a percentage of the gross capital value.

NI
wiv = (2] x 100
where:
NI = net current rent per annum (net of non-recoverable running costs and ground rent)
Gy = gross unrounded capital value!

When a tenant lease has an outstanding rent review, and an assumption of the rent that will be
achieved on settlement of the review has been entered, two initial yields will be displayed in the
Valuation Reports:

The Initial Yield (Contracted) is calculated on the current rent that the tenant is still paying prior
to conclusion of the rent review.

The Initial Yield (Deemed) is calculated on the valuer’s assumption of the rent that will be
achieved on settlement of the rent review.

ARGUS Valuation-Capitalisation version 2.50 Calculations Manual



Chapter 1: Traditional Valuation 9

¢ Report Preview - Detailed Valuation Report.

i Fle Wiew Help
i b Export = Print | @ @ | Fage width + @ ZoomIn # Zoom Qut | Page width Full Bage | a
~
REPORT Property Valuation Override
Example Property
Report Date 19 September 2008
Valustion Date 01 January 2008
FilesRef o
Region
Desaription / Notes
Assumptions
WValuation Tables Annually in Arrears
Valuation
Grass Valuation £3778,190
Capital Costs =
HetWalue Before Fees £3,778,190
Less Stamp Duty @43.00% of et Value -£142 283
Agent Fee @1.00% of Net Walue 241,874
Legal Fee ([@0.50% of Met Value -£20,887
Feesinclude non recoverable VAT @ 1750 %
HetWaluation £3572,336
Say £2,572,000
Equiwalent Yield 7.0000% True Equivalent rield 7.3073%
Initiz Yield (Daemed) 6.0333%  Initial Yield (Contracted)  5.7698%
Rewversion Yield 7.2786%
Total Contracted Rent £226,000 Total Current Rent £235,000
Total Rental Value £275000  No. Tenants 2
Capital value per fi? £0.00
Bunning Yields
Pate Gross Rent Net Rent Annual Quadtedy]
01-Jan-2008 £235000 £227 050 £.0332 % B.2673 %
01-Jan-2010 £250,000 £246,250 B.5177 % B6.7921 %
01-Jun-2011 £275,000 £270,500 7.1505 % 747 H
01-Jun-2026 £275,000 £275,000 7.2786 % 7.8222%
[ ]
Vialds bazed on £3,776.180
~
Page L of 3 |[Progress 3 =

Reversionary Yield (RY)

The net rental income on final reversion expressed as a percentage of the gross capital value.

()
RY (GV x 100

where:

NR = net market rental value (ERV) per annum (net of non-recoverable running costs and
ground rent)
payable on final reversion date

GV = gross unrounded capital value'

Equivalent Yield (EY)

The equivalent yield is the discount rate applied to the income flow from a property or portfolio,
expected during the life of the investment, so that the total income discounted at this rate equals the
initial capital outlay, or gross value!. The equivalent yield is growth implicit.

The equivalent yield is calculated by solving the following expression iteratively for the term ‘7’:

NI NI NI
ov, = (M) (M), (V) | (AR )

a+nY \a+r? 1+n") N+

where:
r = equivalent yield
GV = gross unrounded capital value'
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10 Chapter 1: Traditional Valuation

NI, = netannual rental income (net of non-recoverable running costs and ground rent) at a
given date ‘¢

NR = net market rental value (ERV) per annum (net of non-recoverable running costs and
ground rent)

n = the number of years that must elapse from year ¢ before all tenancies have been
reviewed to full market rent

Note that in ARGUS Valuation-Capitalisation, future capital expenditure may be discounted at a
rate specified in the discount rates section of the Cost Schedule. In the Assumptions form there is
an option to allow the equivalent yield to iterate either using this specified discount rate for capital
expenditure or by using trial equivalent yield rates until the desired target capital value has been
found (EY - Cap. Costs Option).

The display of the equivalent yield in ARGUS Valuation-Capitalisation varies depending on the
Valuation Tables selected in Assumptions. If Annually in Arrears tables are selected, then the
Nominal Equivalent Yield is shown, with the True Equivalent Yield displayed below. If Quarterly
in Advance tables are selected, then only the True Equivalent Yield is displayed.

Running Yield

The present net rental income from a property or portfolio expressed as a percentage of the gross
value.

Running Yi 1d—(NIf) 100
unmng 1€ = GV X

where:

NI; = net annual rent passing (net of running costs, ground rent and non-recoverable
expenditure) at a given date ‘¢’

GV = gross unrounded capital value!

In ARGUS Valuation-Capitalisation, running yields can be selected to display Annual in Arrears
return yields or Quarterly in Advance.

' In ARGUS Valuation-Capitalisation, the default target basis for running yields is gross unrounded
value.

This may be changed in the Assumptions form to net unrounded value, rounded value, or Say Value,
including or excluding acquisition costs and capital expenditure (see following picture).

ARGUS Valuation-Capitalisation version 2.50 Calculations Manual



Chapter 1: Traditional Valuation 1

car Property Assumptions : Example Property

Optons | founding |

Use portfolio default &l ﬂ ﬁ

v

Hardeore methad

<l

Term and Reversion method

<l

Mext event/review definition

<l

Initial Yield (Cap Rate) method

<l

DCF Exit | waluation

<l

EY - Cap Costs option

<l

EY - \alue target

<l

Acquisition costs

<l

Epecial case caleulation

|
|
|
|
|
Equivalent Yield (EY1- Froth aption [
|
|
|
|
|

<l

Placement order in valuations

g I 3 R RS K ] A
<l

Grozs Unrounded “alue

Net Unrounded “alue
Net Rounded “alue

Target for Running Yields ¥ +#cq Costs [ + Cap.Be.

< 7

“aluation tables

Gros= Linrounded “Walue

W Save ‘ I* Cancel ‘

<l

Leasehold Sinking Fund / Tax

Sensitivity Analysis
In the Traditional Valuation, sensitivity analysis can be calculated based on steps in both the market
rental value and yield.

In the DCEF, sensitivity analysis may be calculated on increments in rental growth and exit yield
assumptions. In both cases, the sensitivity steps can be defined as relative or absolute steps.

Relative
Relative steps calculate as a percentage of the original input amount.

So, for example, a 10% relative step on an 8% yield, up and down, will run calculations using the

following yields:

8.80% (8% + (8% * 0.1))

8.00%

7.20% (8% - (8% * 0.1))

Absolute

Absolute steps will add the specified step to the original input amount.

So, for example, a 0.25% absolute step on an 8% yield, up and down, will run calculations using

the following yields:

8.25% (8% + 0.25%)
8.00%
7.75% (8% - 0.25%)
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CHAPTER 2

Discounted Cash Flow

Internal Rate of Return and Net Present Value

Discounted Cash Flows in ARGUS Valuation-Capitalisation and ARGUS Developer follow the
standard formulae for computation of the Internal Rate of Return and Net Present Value.

Basically, this is the sum of discounted successive positive and negative amounts.

e Property DCF: Example Property

Fle Edit Wew Tools Calculation Spreadsheet  Projections  Help
i 2 Reports 3% Excel [ IRR - NPV i3] Growth -v- Cap Rates 32 €/£ graph % araph [5] Checkist [F] Calculats E = — | Goup quartery - !
Headings Start date Morths 1 - 3 Morths 4 - & Months 7 -9 Months 10-12 Morths 13- 15 Morths 16 - 18 Months 19 - 21 Months 22 - 24 Months
010172008 Jan '08-Mar '08 Apr '08-Jun ‘08 Jul'08-Sep'08 Oct '08-Dec '08 Jan '09-Mar ‘09 Apr '08-Jun ‘09 Jul'09-Sep'09 Oct '08-Dec'09 Jan '10-
Example Property
ABC plc il 52 535 27 500 27 500 27,500 27 500 27 500 27 500 32,713
ABC plc Exit Value o 0 o [t} o 0 o [t} o
Service charge shortfall a 825 -325 -825 -G25 -825 -325 -825 -G25
DEF Inc il 0,096 3 250 31,250 31,250 31,250 31 250 31,250 31,250
DEF Inc Exit Value o 0 o o) o 0 o a o
Service charge shartfall o -935 -938 -936 -835 -835 -938 -936 -835
Qverall data
Exit Salz fees o 0 o [t} o 0 o [t} o
Exit Purchasers fees a 0 o a a 0 o a a
ACOUISITION -3,572,000 0 o a a 0 o a a
Ptice I Value -3,572,000) 0 o a a 0 o a a
Acouistion fee @ 5 7E25% -205 836 0 1] a a 0 1] a a
Total Rertal income 0 112,381 56,750 55,750 58,750 56,750 56,750 55,750 53 963
Tiotal LH Ground Rent payments 1) 0 i} a 1) 0 i} a 1)
Service charge shartfal il 1,763 - 763 - 7R3 1,763 1,763 1763 B 1,763
Total Cperating revenues a ] 1] a a ] 1] a a
Total Capital receipts a 0 o a a 0 o a a
Total Operating costs il 1763 -1 763 -1 763 1,763 1,763 -1 763 -1 7B -1 763
Total Capital expenditure -3,777 836 [} i} a a [} i} a a
SUhihd ARy
Interestizervice o 0 o [t} o 0 o o o
Total Debt/Equity o o o o) o o o a o
et Cash Flow 3,777,536 11,218 56,985 56 966 56,968 56,958 56,988 56 956 52,201
Net Cash Balance T AR 3 BB 18 3 609 30 5,552 B45 5495 fi5S 5 A% FED 3,361 80 a4 BAE 5262 452 Y
< >
Yal,Date : 014012008 | Discount : Manthly |/ Target ; Stored value - £3,572,000 || Il ][ Il =
—

The primary difference for ARGUS Valuation-Capitalisation is that the discount periods can be
based on the actual dates for future events as well as the monthly assumption.

The standard formula applied in the mathematics is:

1+ (1+a)*2 x(n-1)

(1+a) (1+a)"
where:
Vo = Initial value as a manual figure, or residual through iteration mathematics.
a = the discount rate
n = number of periods
x = measure standard for the period (monthly or daily)
R = Net Operating Income after operating costs
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14 Chapter 2: Discounted Cash Flow

y

“n =  Valuation net of associated costs

The Cash Flow works through for each period resulting in the accumulation by:

xn

R, V

V0= z 1 xn

-+
Sa+a) (+a)”

where:

R, = Recurring periodic net revenue

Any capital sums (costs or revenues) after the discount period can be included or ignored. If
included, then the user has the choice of discounting at any required rate.

The practical effects of x and # are illustrated below.

ARGUS Valuation-Capitalisation Discounted Cash Flow offers several options for calculating
results.

There are two primary modes:

* Calculation of the Internal Rate of Return (IRR)

e Calculation of the Present Value (PV)

The standard principles for discounting are applied so that the NET PRESENT VALUE is zero.

For mode 1, calculation of the internal rate of return, the program finds the IRR by iterating
(produces multiple calculated guess rates) over the time based series of costs and revenues in the
cash flow spreadsheet until the difference between the sum of the discounted receipts and the sum
of the discounted costs is zero.

For mode 2, calculation of the present value, a single pass is made through the cash flow on all
future items discounting at the selected IRR to find the resulting difference between the sum of
discounted receipts and the sum of the discounted costs. This result is the Present Value.

The accuracy of the result depends on the timing basis chosen for the calculation.

Monthly Discounting

ARGUS Valuation-Capitalisation offers monthly discounting where all future figures are assumed
to be timed at the start of each month. The aggregate figure for each month is discounted from the
first of the month. Therefore total expenditure in month 4 of the cash flow is discounted from the
1st of the 4th month back to the valuation date in the spreadsheet.

For example, $100,000 in month 4 @ 12% =PV of $1 for 4 months.

To be precise, it is discounted by the number of days from the first of the month back to the
valuation date.

(1+0)2-33%2 [where i = IRR and 0.3342 is the fractional number of days (122 / 365)] = 1.03860

$100,000 divided by 1.03860
=$96,283
Daily Discounting

In this case all costs and revenues are handled on an accurate daily basis. This means each item in
the cash flow is discounted to that anticipated date of payment or receipt.

ARGUS Valuation-Capitalisation stores all DCF items with dates, and each monthly cell of the
cash flow can contain unlimited dated items, several even being on the same date. This, where a
cost of $50,000 is to be paid on the 7th of June 2010 and $25,000 is to be paid on 11th June 2010,
the program will handle this by discounting over the number of days between the valuation date
and the payment dates.
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Example: Assuming a valuation date of 1st January 2000 for the above figures @ 12% IRR:

PV of $50,000 @ 12% over 3,810 days

(1+0)1 94383 [ where i = IRR and 10.4383 is the fractional number of days (3810 / 365)] = 3.2640
$50,000 divided by 3.2640

= $15,318

PV of $25,000 @ 12% over 3,814 days

(1+) 194493 [where i = IRR and 10.4493 is the fractional number of days (3814 / 365)] = 3.2680
$25,000 divided by 3.2680

= $7,650

The total of these discounted figures is:

$15,318 + $7,650 = $22,968

Portfolio Asset Management Fees

Multiple Portfolio Asset Management Fees can be defined on a number of bases:
¢ Fixed amount;

* % gross value;

* % gross rent;

* % net rent;

* % of change in gross value calculates based on the projected change in value over the
following period.

The percentage rates can be defined as a simple flat rate or based on cumulative or non-cumulative

bands.
o Portfolio Fees |:\@E|
f Fle Edt Help
i 47 Save 4F Canrel | Chlew 0 Delete l
Tiring
MName |Enable | Starts | Delay | Start Date | Repeated | Every [mths) | Uniil | Unntil [t
- Partfalio monthly fised fee Waluation Date 1] 1 Perpetuity
|1 % gross value ‘Waluation Date -0 = 12 > Perpetuity -
< ¥
J Drefinition |
Details... Fee Staits... Repeat.. Until monthis)
Mame % gross walue Start Date ‘ J |Hepeat Every j |12 il
Payment Timings W aluation Date - Dielay manth(s] ‘U il |Perpetu|ty j | :I
Amount Bazed On... Specited Az Thiegholds
o 00100% wpto  £10,000,000
Based On % of Gross Yalue hd () Periodic @ Annual 0.0200% upto  £20,000,000
0.0250% thereafter
Type Thresholds -
|2 portfolio fees defined ||\~'a|uat\on Date: 01012008 i
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The fees are displayed in the Portfolio DCF (outlined in green for illustrative purposes):

ample Portfolio

Flle Edt Yiew Took Calolstion Spreadshest Projections  Help
i Reports S Excel [[@] IRR-v- NPy (3] Gromth -v- Cap Rates 45 £Graph  “eGraph o Checklist [] Caleulate Snapshot a ] l:‘ Group  Annusl - H
Property [ IRR StartDate | Months1-12 | Mornths 13-24 | Morths25-38 | Months 37-48 | Months 49-60
3052000 | May'D0-Apr'01 | May'01-fpr 02 | May '02-Apr'03 | May '3-Apr'04 | May 'D4-Apr 05
+] & Building,1 & Strest Maidenhead,N_ | 357 083 4.7350% 357,084 o 28,014 25,750 25,750 25,750
+]Another Builing 2 Ary Avenue SRIGH" 51,300 TH2% 41,300 3444 7126 7126 7126 7126
+] London House 3 Some Street LONDON 169,938 139021 % 169,935 18319 15,105 15,305 15,305 15,895
+]_Covertry Place 4,New Road COVENTR 631 258 204359% 631,258 7912 0,000 90,000 50,000 50,000
+]_ork Fislds,5,01t Road YORK Morfolk 114554 135354% 14554 1073 10234 10485 10485 10485
+] Lavendar Fislis 5, S0me Averus PSA 1,103,264 19.5398% 1,103,264 13,862 154,024 156,060 157,082 157 092
+] Dockside Vhar! 7 Whert Strect BRISTC 1,456,764 15.8672% 1,455,764 108,791 100,000 100,000 100,000 138,228
+]_Heretord Place 8 Gondview Road yWOR 1514811 9.7834% 451481 163,087 150,000 150,000 150,000 150,000
+]_South East Plaza 3 Busy Streel CRC_1\| 4,005 352 6.1231% 4,008,352 288,297 265,000 265,000 265,000 281539
+] “orkshire Place10,Yorkshire beve 1] 1477 367 126421% 1,477,367 135,309 125,000 125,000 125,000 133510
+] West Town Plaza,11 Gllespie Place, 6L 2,026,103 9.0420% 2,025,103 163,067 150,000 150,000 150,000 160,734
+]_Witshire House, 12 Some Avenuz S 1363419 12 60568% 41363419 7,033 102,39 125810 125,810 125810
+]_Development Place,13 Otfice Road SUI 2,065,313 126314% 2,068,313 130,385 175,000 175,000 175,000 173,080
+] Worcester Fields, 14 Gresnvisw Avenu 167 096 10.2604% 167,056 15775 14,500 14,500 14,500 15,626
+] Seaside House 15 Seaview Road 81| 3012574 9.0085% 32574 245561 228514 228514 228514 228514
+]_Highview House, 16 London Well LC /¥ 939,070 15 6609% -939,070 96,824 83,000 53,000 59,000 53,381
+]_Goodtood House,17 Ealing Plaza COVE 737572 18.7905% 3T ET2 84,313 77,500 80,079 53933 83872
+] Saturm House, 16, York Strest, YORK Mo 164,311 14.2704% 164,311 17,351 16,500 16,500 16,500 16,429
+] Factory House, 18 Metal Avenue JPSAIC 1,539,031 15.6644% 1,539,031 159,379 149,964 153567 153,667 153,596
[=]_Summary Asset Managment Fees i 16,566 16318 764 -18,068
Fixed Fes = = i 5,000 5,000 5,000 5,000
% gross value - - 0 1566 1918 12,268 4264 13068
e st T | | | rmidie | Gazpes | 530550 1 o520 1,503, 102 2,043,250
Net Cash Balance | | | 22853016 20,970,494 19,039,535 17,079,007 15,113,804 13,064 556
< >
| val Date ; 23jD5/2000 |Discount ; As set up in p|[Target : £22,953,016 Il ]l ]l i
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CHAPTER 3

Performance Measures

Performance measures are used to calculate both property, portfolio and market returns.

When portfolio returns are calculated these typically include all investment properties within the
portfolio, including those bought and sold part way through the period. In comparison, market
returns are based on screened standing investments only to reflect underlying market movements.
Performance measures therefore allow comparison of property/portfolio investment returns relative
to the performance of the market.

Performance measures are generated in the Projections Analysis (in the DCF window) and the
Performance Analysis window.

<& Property DCF: Example Property. (= @gl

File Edit Wiew Took Calculation  Spreadshest  Projections  Help

i 2 Reports 3% Excel (i3] IRR-v- NPV (i3] Growth -v- Cap Rates £3 €/E araph 78 % graph (] Checklist 5] Calculate B D | Growg [Quarterly - B

Dates: Start | Exit | Exit | Exit | . 01 Jan 2008 | 31 Dec 2008 ‘ 31 Dec 2009 ‘ 3 Dec 2010 ‘ 31 Dec 2011 T 31 Dec 2012 | ~

1. Rertal Value pa at Exit £275,000 £283,250 £291 748 £300,499 £309 514 £318 800
2 Average Growth A, 3.00% 3.00% 300% 300% 300%
3. Growdth in Period NA, 3.00% 3.00% 300% 300% 300%
4. Gross Income pa ot Ext £235,000 £235,000 £257 612 257512 298552 £298,552
5. Gross Income Received MA, £235,000 £235,000 257612 £281 494 £298 552
6. Ground Rert pa et Exit £0 £0 £0 0 @ @
7. Ground Rent Paid N/ £0 £0 £0 £0 £0
@ Equiv. Grd Rert for ERY A, £0 £0 0 10 w0
9. Run Costs Paid NA, -£7,050 —£7,050 £3.750 44,364 -£4,978
10. Run Costs pa ot Ext -£7,050 -£7,050 -£3,750 -£3,750 -£4.978 4,378
1. Exquiv Run Costs for ERV MA, -£8498 -£8,752 -£8,015 -£9,285 k3,554
12, Net Incame pa et Exit £227 950 £227 950 £253,852 £253 362 £293574 £293 574
13, Net Income Recsived N/ £227 850 £227 850 £253 862 £277 1350 £293 574
14. Cap Expenditure Paid £37776% £0 £0 0 10 w0
15. Gross Value £3777635 3918324  £4076827  £4218867  £4345030  £4 464853
16, Ext Cap Rate Mis, 7.00% 7.00% 7.00% 7.00% 7.00%
17. Disc.Exil Cap Costs €0 £0 £0 0 @ @
18. Nolioral Exi Fees £20583  -£13491 EZI22 AZ2986T K23ETA0 -E243.269
19, Net Value after Yendor's Costs £3,571,399 £3,704 833 £3,856,591 £3,989 020 £4,108 290 £4,221 564]
20. et Value Change % A, 372% 410% 343% 299% 276%
21 Gross Value Change % NA, 372% 410% 343% 299% 276%
22, Net Value Change Mis, £132934 £151,758 £132,429 £119270 £113,204
73, Gross Value Change MA, £140,489 £160,503 £140,060 £126143 £119,823
24, Cap Exp. to Exit M -£3777836 3777836 -£3FTTEI ESITTEIE -RSTTTEE
25, Income Return on Capital N/ 5.59% B.35% BE1% F20% 7%
26. Comp Mean Avge Income Retum A, £.59% 6.47% 658% 6.74% 6.67%
27. Total Return NA, 10.43% 1057% 1036% 1029% 1027%
28. Camp Mean Avge TotReturn Mis, 10.43% 10.50% 10.45% 1041% 10.39%
29, Capitdl Growih A 3.84% 423% 355% 310% 2.86% v
Capital Growth : ((Velue change - cap.expend) 7 Capital Employed) X 100

wal Date : 01/01/2008 Discount : Marthly Target ; Stored value - £3,572,000

Projections screen

Rental Value Growth in period

The increase in the market rental value of the property or portfolio during the period measured,
expressed as a percentage of the rental value at the beginning of the period.

RVG ( NR, ) 1|x 100
= ||=—] -1]|x

where:
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RVG = rental value growth, expressed as a percentage
NR, = net market rental value in period ¢
n = number of periods per year (so, for example, for monthly results, n would be 12)

Total Return

An annual return measurement which applies changes in value and income over the period, less
capital expenditure during the period, divided by capital employed.

In ARGUS Valuation-Capitalisation both money weighted and time weighted returns are
calculated. With effect from December 2004 IPD introduced a standardised method of calculating
annual investment returns, with a new annual time-weighted return calculation. This has been
incorporated into ARGUS Valuation-Capitalisation, and the formulae for the calculations are set
out below.

Money weighted Total Return
_ (Ve Vy G+ NI

TR
(Vb )
-0 "2~ 2",
where:
TR = Total Return
V= net unrounded capital value

NI; = net annual rental income (net of non-recoverable running costs and ground rent) in period ¢

C; = total capital expenditure less capital receipts in period ¢

Time weighted Total Return
_ (VY G+ NI

TR
Yyt C)

where:

TR = Total Return

V' = net unrounded capital value
NI,
G

net annual rental income (net of non-recoverable running costs and ground rent) in period ¢

total capital expenditure less capital receipts in period ¢

Returns are calculated for each individual month and then chain-linked over twelve months to
calculate the annual return. Equal weight is given to each month’s return, whatever the period over
which returns are calculated.

Time weighted Total Return (old)

Prior to December 2004 annual time weighted returns were calculated by compounding monthly
money weighted returns. This assumed that capital expenditure and income were weighted to the
mid point of the month.

Capital Employed

The initial value of the property or portfolio plus any ongoing net investment (weighted to reflect
an even distribution throughout the period) less half the net rental income over the period.
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- 11
CE = Z(V("I)JFECtENI)

where:

CE = Capital Employed
v

net unrounded capital value

NI, = net annual rental income (net of non-recoverable running costs and ground rent) in period ¢

C, = total capital expenditure less capital receipts in period ¢

Capital Growth

The increase in value of the property or portfolio throughout the period, net of any capital
expenditure, expressed as a percentage of capital employed over the period.

Money weighted Capital Growth

CG = (Vt' V(z-l)'ct)

1.1

where:

CG = Capital Growth

V' = netunrounded capital value
NI, = net annual rental income (net of non-recoverable running costs and ground rent) in period ¢
C, = total capital expenditure less capital receipts in period ¢

Time weighted Capital Growth
(Vt' V(t-l)'ct)

¢ Yy * €

where:

CG = Capital Growth

Vo= net unrounded capital value

C, = total capital expenditure less capital receipts in period ¢

Returns are calculated for each individual month and then chain-linked over twelve months to
calculate the annual return. Equal weight is given to each month’s return. Calculated in this way,
the Capital Growth and Income Return for a period longer than one month may not sum exactly to
the Total Return.

Income Return

The net rental income from the property or portfolio for the year, expressed as a percentage of the
capital employed over the period.
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Money weighted Income Return

NI,
IR =
(V L+ic -lNI)
1) " 27,2
where:
IR = Income Return
V' = netunrounded capital value

NI; = net annual rental income (net of non-recoverable running costs and ground rent) in period ¢

C, = total capital expenditure less capital receipts in period ¢
Time weighted Income Return
IR NI,
Vi) 7€)
where:
IR = Income Return
V' = net unrounded capital value
NI, = net annual rental income (net of non-recoverable running costs and ground rent) in period ¢
C, = total capital expenditure less capital receipts in period ¢

Returns are calculated for each individual month and then compounded over twelve months to
calculate the annual return. Calculated in this way, the Capital Growth and Income Return for a
period longer than one month may not sum exactly to the Total Return.

Exit Initial Yield

The exit net rent expressed as a percentage of the gross exit value.

Exit net rent {net of ground rent and running costs)

Gross exit value

Exit Reversion Yield A

The exit net rental value expressed as a percentage of the gross exit value.

Exit net ERV {net of ground rent and running costs)

Gross exit value
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Exit Reversion Yield B

The exit net rental value (net of ground rent only) expressed as a percentage of the gross exit value.

Exit net ERV {net of ground rent only)

Gross exit value

Exit Net Rent/Present Value

The exit net rent expressed as a percentage of the net purchase price at start, or present value.

Metrent atexit

Net purchase price at start

Yield on Actual Income

The period actual net income expressed as a percentage of the gross exit value.

Netincome {Net of deductions for current period)

Gross exit value

ERV (gross) Yield

This is the gross exit reversion yield, with no deductions from the rental value, expressed as a
percentage of the gross exit value.

Gross ERV

Gross value

Vacancy % at Exit

This is the exit net rental value of any vacant units expressed as a percentage of the total rental
value at exit.

Vacant ERV at exit

Total ERV at exit
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Rent Cover %

This is the net rent expressed as a percentage of the debt payment.

Met rent in pericd

Debt payment

Loan to Value (LTV) %

This is a measure of the outstanding debt balance expressed as a percentage of the net value at exit.

Outstanding debt balance

MNet value at exit
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CHAPTER 4

Finance

Loans, Mortgages and Equity

Debt can be included in cash flows in ARGUS Valuation-Capitalisation using the Finance module.
This module allows users to input an unlimited number of debt arrangements at property and
portfolio levels, choosing from Loans, Mortgages and Equity deals. Loans can be set up to finance
the purchase of a property or portfolio or non-purchase items of capital expenditure, such as
refurbishment costs.

Interest Rate Type

An Effective rate, or APR, is the final rate achieved at the end of the year including compounding.

This is calculated as follows:

\?
1+4) -1
p

where:

i nominal annual rate of interest
p = number of compounding periods per year

For example, an interest rate of 10% per annum compounded quarterly would produce:

4
[(1 +0le -1} « 100 = 10.38% Effective rate

A Nominal rate is the 10% which produces the 10.38% effective rate above.

The debit rate is the rate of interest charged by the lender on the loan amount and represents an
outflow from the cash flow. The credit rate is the rate at which interest is earned when the finance
arrangement is in credit. It represents an inflow of money to the cash flow.

Finance Type

In ARGUS Valuation-Capitalisation, four types of finance are available:
* Interest only loan (or simple loan)

* Mortgage (interest & capital)

* Equity investor

* Auto-regulating loan.

Simple/Interest Only Loan

A standard loan based on straight sums with interest and future repayment of the loan at the end of
the loan term.

For example, assuming a loan of £500,000 at an effective rate of 10.38% with monthly payments,
the formula to calculate a monthly interest payment is as follows:
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Lx(1+i)'-1
p

where:

i = effective rate of interest

p number of payment periods per year

L

loan amount

Therefore, using the example outlined above:

500, 000 x ((1+0.1038)"-1)
12

= 4,325

e Property DCF: Example Property.

Fle Edt View Tools Calculastion Spreadshest FProjections  Help
i = Reports &% Excel IRR -v- NPY [i3] Growth -v- Cap Rates 7 €/£ graph “ araph (4 Checklist [F] Calculate a — | Group Monthly > a
Headings Startdate | Morthi | Month2 | Morth3 | Monthd | MonthS | Morths | Morth? | Morth® | Mon
O01/2008 | Jan'0B | Fek'0 | Mar'0s | Apr'05 | May'0s | Jun'0s | Ju'0s | Aug'ts | Sep
Example Property
ABC ple [ 25365 [ 27 500 0 [ 27 500 0 [
ABC plc Ext Value [ 0 [ [ 0 [ 0 0 [
Service chargs shortfal [ 625 [ [ 625 [ 0 625 [
Overall data
Exit Sals fees [ 0 [ [ 0 [ 0 0 [
Exit Purchasers fess [ 0 [ [ 0 [ 0 0 [
ACOUISITION 1,000,000 0 i i 0 i 0 0 i
Finance: Interest only loan 500,000 0 0 i 0 0 0 0 0
Residusl Valug 500,000 0 0 [ 0 0 0 0 0
Acouistion fes_@ 5.7625% 57 25 0 0 0 0 0 0 0 0
Total Rertal income 0 25385 0 27 500 0 0 27 500 0 0
Total LK Ground Rert payments 0 0 i 0 0 i 0 0 i
Service charge shortfall 0 25 i 0 25 i 0 25 i
Total Operating revenues 0 0 i 0 0 i 0 0 i
Total Capital receipts 0 0 0 0 0 0 0 0 0
Total Operating costs 0 825 0 0 825 0 0 825 0
Total Canital expenditure 057625 0 i il 0 i 0 0 i
Interest anly loan RR: 10.9845%
Capital Borrowed 500,000 0 0 0 0 0 0 0 0
Debit Ratest 000 % 1038 % 1038 % 1038% 1038 % 1038 % 10.38% 1038 % 1038 %
Credt Rates% 000 % 0.00 % 000 % 000 % 0.00 % 000% 000% 0.00 % 000%
et intersst [ 4325 4325 4,325 4325 4325 4,325 4325 4325
Capital Repayments [ 0 [ [ 0 [ 0 0 [
Total payments [ 4,325 4,325 4375 4,325 4,325 4375 4,325 4,325
BYf Dbt balance 500,000 500,000 500,000 500,000 500,000 500,000 500,000 500,000 500,000
SUMMARY
Interestizervice [ 4325 4,325 4375 4325 4,325 4375 4325 4,325
Total Debt/Euity 500,000 4,325 4,325 4375 4,325 4,325 4375 4,325 4,325
Nt Cash Flow 557 525 20235 4,325 23175 5150 4,325 23175 5150 4,325
Nt Cash Bialance 557 525 537,380 541,715 518,540 523,580 528,015 504 5400 503,330 514,315
)\ *
val.Dats ; 01/01/2008 |[Discount : Monthly  ||Target ; valus - £1,000,000 Il Il Il I[ |

Simple/interest only loan (outlined in green for illustrative purposes)

Interest rolled up

Interest may be rolled up in which case no payments are made during the course of the loan.

Instead, interest is compounded each period during the term of the loan and is payable as a lump
sum at the end of the loan.

Interest & Capital Repayment (Mortgage)

In this finance type, both interest and capital repayments are made during the term of the loan.
Capital repayments are made to repay the total loan amount by the end of the loan period.

In ARGUS Valuation-Capitalisation, the Net Interest row in the cash flow represents the interest
payments made (see figure below). The Mortgage Repayments row shows the capital payments
made to offset the amount borrowed.
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Options for both payment periods and compounding periods in ARGUS Valuation-Capitalisation
are: Monthly, Quarterly and Annually.

e Property DCF: Example Property. |z|@@

Fle Edt Wew Iools Calculation Spreadsheet Projections  Help
i = Reports 3% Excel [f] IRR -+ HPy (3] Growth v Cap Rates B3 €/£graph % araph 4, Checklist 5] Caleulate ! = — | Group Monthly - !
Headings Startdate | Morth1 | MonthZ | Morth3 | Monthd | Morth5 | Month& | Month7 | Months | Mon
/2008 | Jan'05 | Fek'05 | Mar05 |  Apr'05 | May'S |  Jun'08 |  Jul'D8 | Aug'08 | Sep
Example Property
ABC ple [ 25,385 0 27 500 0 [ 27 500 [ [
ABC pilc Exit Valug 0 0 0 0 0 0 0 [ 0
Service charge shortfall 0 625 0 0 25 0 0 25 0
Overal data
Exit Sale fess [ [ 0 [ 0 [ 0 [ [
Exit Purchasers fees 0 0 0 0 0 0 0 0 0
ACQUISITION 1,000,000 [} [ 0 [ 0 [ [ 0
Finance: Morgage 500,000 [ 0 [ 0 [ 0 [ [
Resicual Value -500,000 0 0 0 0 0 0 0 0
Acouistion fee @ 57625% 57625 [ 0 0 0 0 0 0 0
Total Rertal income: 0 25,385 [ 27 500 [ 0 27 500 [ 0
Tatal LH Ground Rert payments 0 0 0 0 0 0 0 0 0
Service charge shortfal 0 625 0 0 525 0 0 525 0
Total Operating revenuss 0 [ i 0 i 0 i [ 0
Tatal Captal receipts i 0 0 i 0 i 0 0 i
Tatal Operating costs 0 825 0 0 525 0 0 825 0
Total Cantal expendiure 1057 625 0 i 0 i 0 i i 0
Mortgage IRR: 5.2916%
Capital Borrovved 500,000 0 0 0 0 0 0 0 0
Debit Rates® 000% 500% 500% 5.00% 500% 500% 500% 500% 500%
Credit Rates% 000% 0.00% 000% 0.00% 0.00% 000% 0.00% 000% 0.00%
Net interest 0 2083 -2053 2022 1,991 1,960 41929 1598 1,866
Mort Repayments [ 7352 7,383 7414 7,445 7478 7 507 753 7563
Capital Repaymerts [ [ 0 [ 0 [ 0 [ [
Tatal paymerts 0 9436 9438 9438 943 9438 9438 9438 9438
Bif Debt balance 500,000 432,648 455,265 477 851 470,407 462,331 455424 447 56 440,317
SUMMARY
Interest/service 0 2083 2,053 2022 1,991 1,960 41829 1,598 1,868
Total DebtEquity 500,000 9436 9,438 9438 9438 9438 9438 9,438 9438
Net Cash Flow 657,625 15124 8,436 18,064 0,261 8436 18,064 10,261 9436
Net Cash Balance 557625 542,501 551,957 533,872 544,133 553,568 535,504 545,765 555,200
£ J{r
[val.Date : 01/01/2008 |[Discount : Monthly  |[Target ; value - £1,000,000 ][ ]I I[ ]I

Mortgage loan (outlined in green for illustrative purposes)

The multiplier for mortgage instalments (which calculates the total payment: interest plus capital
repayment) may be sourced from Valuation Tables.

Parrys Tables use annual compounding and monthly payment periods, for which the formulae are
as follows:

Monthly mortgage instalment:
(i+s)xL
12

where:
i
§ = —
(1+1)"-1

i = interest rate
L = loan amount
n = loan term

This monthly mortgage instalment comprises interest plus capital repayment.

Interest may be calculated as follows:

i 1
((1 + —2) - 1) x L
1
The capital repayment is then calculated:
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Capital repayment = Mortgage instalment-Interest payment

Equity Finance

This represents cash injections made by parties or consortia into the acquisition of a property or
portfolio.

In return for this loan, interest is paid to the equity investor on the amount invested. This interest is
calculated as for a simple loan.

The equity investor is also entitled to an agreed share of net income during the period of the loan.
This is defined in ARGUS Valuation-Capitalisation as the Equity % on monthly balance. This share
of net income will be reduced if there are insufficient funds in the cash flow in any period. In
certain circumstances equity investors may be required to make further capital injections into the
cash flow if there are insufficient funds to meet financial obligations under superior finance
agreements.

The basic formula for the calculation of the ‘priority share’ of net income payable to the equity
investor is:

(NI-x,) x E

where:
NI, = total net income receivable during period ¢
X; = interest payable on loan for period ¢ (calculated as for a simple loan)

E

agreed priority share (%)

In addition, the equity investor receives a final settlement at the end of the equity arrangement: a
percentage share of the exit value.

i Property DCE: Example Property

File Edt Yew Tools Calulation Spreadsheet FProjections  Help
i 2 Reports S Excel IRR -v- NPY [[Z] Growth -v- Cap Rates 5 £/€ araph % araph 1 ChecKlist [ Calculats H = _— | Group Monthly - !
Headings Starteste |  Monthi | Month2 | Morth3d |  Monthd | MorthS | MorthE | Month? [ horthE | Man
01012008 |  Jan'08 | Feb'08 | Mar'08_ | Apr'0S | May'08 | Jun'08 | 0B | Aug08 |  sep
Example Property
ABC plo 0 25385 0 27,500 0 0 27,500 0 0
4BC pl Exit Yalue 0 0 0 0 0 0 0 0 0
Service charge shortfal 0 825 0 i 825 0 i 625 0
Gveral data
Exit Sale fees 0 [ 0 [ 0 0 [ 0 0
Exit Purchasers fees 0 i 0 0 0 0 0 0 0
ACQUISITION 1,000,000 i i i 0 o i 0 [}
Firance: Equity Investor -500,000| a 0 a a 0 a a a
Residusl Value -500,000 0 0 0 0 0 0 0 0
Acuisition fee @ 5 7625% 57 525 [ [ [ 0 [ [ 0 [
Total Rental income 0 25,385 a 27,500 0 a 27,500 0 0
Totsl LH Ground Rent payments 0 0 0 0 0 0 0 0 0
Service charge shortfal 0 825 0 [ -625 0 [ -625 0
Total Operating revenues a a 1) a ad 0 a ad a
Totsl Capital receipts 0 0 0 0 0 0 0 0 0
Total Operating costs 0 -825 0 i -625 0 i -625 0
Trital Canital Axeenctres -1 057 A25 n n n n n n n n
Equity Investor IRR: 34.95891%
Equity Invested 500,000 i 0 i 0 0 i 0 0
Dekbit Rates% 000% 500% 500% 5.00% 500% 5.00% 500% 5.00% 5.00%
Crediit Retes% 000% 000% 0.00% 0.00% 0.00% 0.00% 000% 0.00% 0.00%
et interest 0 2,083 2083 2083 2,083 2083 2,083 2,083 2083
Friority income (@ 30.00% [ 6,743 0 7p25 0 0 7525 0 [
Capital Repayments a a 0 a a 0 a a a
Totsl payments 0 8,826 2083 8,708 2,083 2083 -8,708 2,083 2083
Ecquity Balance 500,000 500,001 -500,000 500,001 -500,000 -500,000 500,001 -500,000 500,401
SUMMARY
Interest/service 0 8,826 2,083 9,708 2,083 2,083 9,708 2,083 2083
Total DebtEquity 500,000 6,826 2083 8708 2,083 2083 8,705 2,083 2083
Met Cash Flaw -557,625 15733 2,083 17,792 -2,908 2,083 17,792 -2,908 2,083
Met Cash Balance -557 625 541,892 -543,975 526,183 529,092 531,175 513,383 516,292 518,375
)i ¥
|val.Date : D1/01/2008 |[Discount : Morthly |[Target : ¥alus - £1,000,000 Il ][ I[ I o |

Equity finance, showing a 70% priority share of net income (outlined in green for illustrative purposes)
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Auto-Regulating Loan

The auto-regulating loan acts in a similar manner to an overdraft and cannot be used in conjunction
with other loan types.

The borrower is able to offset the outstanding debt with all, or a proportion, of the cash flow
balance when this is in credit. If the borrower elects to retain a percentage of cash flow credits
(defined in the Retained Surplus field in ARGUS Valuation-Capitalisation) this proportion will then
be retained by the borrower. The balance of cash flow credits, after deduction of the retained
surplus, is then offset against the outstanding loan amount.

If the cash flow is in deficit or interest against the loan cannot be met, the loan is extended to make
up the difference.

When the entire debt has been repaid and the auto-regulating loan account is in credit, interest is
payable to the owner of the investment at the credit rates. The investor has the option of either
collecting this interest and taking it out of the loan and the cash flow, or leaving it in the auto-
regulating loan to accumulate interest. In ARGUS Valuation-Capitalisation, the Interest rolled up to
end option should be ticked if the user intends to leave the interest in the loan.

Interest is calculated on the debt balance as for a simple loan.

< Property DCF: Example Property. ‘Z‘@@

Fle Edi Wew Took Caleulation Spreadshest  Projections  Help
i = Reports M Excel [ IRR -v- NPY ([ Growth -v- Cap Rates 53 €/£ graph . aranh 2] Checklist 5] Caleulate: H = _ | Group Monthly - !
Headings Stertdete | Monthi | Morth2 | Morth3 | Morthd | MonthS | Morth6 | Moth? | Mothd | Mon
01012008 | Jan'D8 | Feb'08 | Mer'Ds |  Apri08 | Mey'08 | un®8 |  Ju'm8 | Aug's | sep
Example Fraperty
ABC ple o 25,385 [ 27 500 [ 0 27 500 0 [
MBC plc Exit Yalue o 0 o 0 o 0 o 0 o
Service charge shortfal [ 25 [ i 25 [ [ 25 [
DEF Inc [ 26,846 [ 1,250 [ a 3 250 a [
DEF Inc Exit Value o 0 o 0 o 0 o 0 o
Service charge shortfal [ 638 [ i R [ [ 63 [
Overall deta
Exit Sale fees o 0 o 0 o 0 o 0 o
Extt Purchasers fees [ i [ i [ [ [ [ [
ACOUISITION 1,000,000 a o a o 0 o 0 o
Finance: Auto regulating loan -500,000 0 o 0 o 0 o 0 o
Resicual Value 500,000 i [ i [ [ [ [ [
Acouisition fee @ 57625% -57 625 i 0 i 0 0 0 0 0
Total Rental income a 54,231 a 58,750 a u) 58,750 u) a
Total LH Ground Rert payments o i o i o 0 o 0 o
Service charge shortfal 0 1,763 0 0 1,783 0 0 1,763 0
Total Operating revenuss a 0 a 0 a u) a u) a
Total Captal receipts [ i [ i [ a [ a [
Totsl Opersting costs 0 1763 0 0 1768 0 0 1763 0
Trital Canital mroenditure. -1.057 A25 n n n n n n n n
Auta regulsting lean IRF: 7 4969%
Capital Borrowed 500,000 i 2772 i 4388 2851 0 4,285 2527
Debit Rates% 0.00 % 7.00% 7.00% 700 % 7.00% 700% 7.00% 700% 7.00%
Creit Rates% 000% 000 % 000% 000 % 000% 000 % 000% 000 % 000%
Wt interest 0 2917 2772 2788 2828 2851 2868 -2503 -2527)
Capital i 24 776 i -7 gt i 0 28,042 0 i
Tatal payments o -7 2772 30,769 2625 2,551 30,708 2503 2527
Bif Deft balance -500,000 475,224 -477.996 -450,015 -454.403 457,054 429,012 -433,277 -435,300
SUMMARY
Interestiservice o 2817 2772 2768 2625 2551 2666 -2503 2527
Totsl DebtEquity 500,000 -27 692 0 -30769 1,782 0 30,708 1762 0
et Cash Flow -557 525 24776 o 27 381 L n) 28,042 0 o
Nt Cash Balance 557625 532,349 532,349 -504, 368 504,368 504,368 475,325 475,525 475,325
< b
Val.Date ; 01012008 Discount : Morithly Target : Yalus - £1,000,000

An auto-regulating loan, with 50% retained surplus (outlined in green for illustrative purposes)
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CHAPTER 5

Contact details

Find us on the Web: http://www.argussoftware.com or http://www.arguszone.com

UK contact details:

ARGUS Software (UK)
London
UNITED KINGDOM

US contact details:

ARGUS Software
Houston, TX
USA

ARGUS Software
Plano, TX
USA

ARGUS Software
Mount Laurel, NJ
USA

ARGUS Software
Clearwater, FL
USA

Tel: +44 (0)20 8906 4059 or 0845 6440 400
Fax: +44 (0)020 8959 6079
Support Tel : +44 (0)20 8238 8345

Support email: support@argussoftware.com

Info email: infoEU@argussoftware.com

Tel: +1 713 621 4343
Fax: +1 713 621 2787

Support Tel: +1 888 472 1005

Support email: support@argussoftware.com

Info email: info@argussoftware.com

Tel: +1 469 791 1000
Fax: +1 469 791 1810

Support Tel: +1 888 472 1005

Support email: support@argussoftware.com

Info email: info@argussoftware.com

Tel: +1 856 439 2201
Fax: +1 856 439 5019

Support Tel: +1 888 472 1005

Support email: support@argussoftware.com

Info email: info@argussoftware.com

Tel: +1 713 621 4343

Support Tel: +1 888 472 1005

Support email: support@argussoftware.com

Info email: info@argussoftware.com
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Canada contact details:

ARGUS Software
Coquitlam, BC
CANADA

Toll-free: 1 888 472 1005
Tel: +1 604 472 1001
Fax: +1 604 472 1002

Support email: support@argussoftware.com

Info email: info@argussoftware.com

Australia and Asia Pacific region contact details:

ARGUS Software
Sydney NSW
AUSTRALIA

Singapore region contact details:

ARGUS Software
SINGAPORE

Japan region contact details:

ARGUS Software
Tokyo
JAPAN

South Africa region contact details:

ABO Software
Cape Town
SOUTH AFRICA

Tel: +61 2 9262 1332
Fax: +61 2 9262 1350

Support email: support@argussoftware.com

Info email: infoasiapacific@argussoftware.com

Tel: +65 6411 2288
Fax: +65 6338 7959

Support email: support@argussoftware.com

Info email: info@argussoftware.com

Tel: +81 3 5404 8138
Fax: +81 3 5404 8585

Support email: support@argussoftware.com

Info email: info@argussoftware.com

Toll-free: 080 226 7638
Tel: +27 (0)21 447 9592
Fax: +27 (0)21 426 2708

Info email: info@abosoftware.co.za
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