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Abstract

The reguirement for congstency, accuracy and trangparency in cash flow forecasting by
increasingly large and globd property investment management groups has driven the trend to
grester use of generic software packages for portfolio management and vauation. Though
different generic software packages are used more often in each of North America, Europe and
South Eagt Asa, such packages as Dyna, Argus, Circdle and Cougar are found to be in common
useglobaly. By comparing and contrasting the features of generic software packages, issues
arisng for the vauation process and the role of the vauer are identified and consdered with
possible future changes proposed.
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INTRODUCTION

A fundamenta change in the nature of indtitutiona property investment occurred during the
1990s. Thiswasthe globd trend towards securitisation of investment property. One example
isthe massve expangon in the red edate investment trust industry in the United States.

Another is the growth of the Audrdian listed property trust industry from a market
capitdisation of A$4.8 billion in the early 1990s to more than A$33.3 hillion by the end of 2000
(Property Council of Audrdia, 2001).

The 1990s d 0 witnessed the emergence of globd funds management and property investment
groups through merger and consolidation. Thereisatrend to rdatively few, rdativey large and
globd inditutions, investing diversdy by both sector and geography and offering a multi- product
range. Examplesindude AMP Hendersons now invest globaly from Sydney, Lend Lease Red
Edate Invesments from London and ING from the Hague, complementing existing global
property investors such as Rodamco from Amaterdam and GIC from Singgpore.

Such phenomena as the harmonisation of internationa accounting standards and the globa
rollout of Charles Schwab (in amanner reflective of McDondds) are indicative of the globd
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sandardisation now pervading thefinancid and capital markets and the investment management
indusgtry generdly.

The 1990s ds0 witnessed a shift in the way in which invesment property was percaived. The
emphads moved from the long term to the short term with an intense focus on performance
measurement, as quarterly return rankings became akey indudtry driver. The bricks and mortar
agpects of investment property were superseded by the cash flow aspects and properties were
no longer principaly considered individudly but as agroup or portfolio.

Property isno longer consdered to be in agpecid class. To the globd investment manager, itis
just another asset class with arisk/return profile for use in asst class spedific or diversfied
funds management products. Such investment managers areincressngly no longer trained in
property, being from afinancid or capitd markets background and having familiarity with the
relatively serile vauation gpproaches of other asset dlasses and alack of tolerance for the high
level of subjectivity currantly involved in the investment property vauation process.

For the internationa business of the new inditution, the accurate forecadting of returns, both
income and capita, from the property leve through to the portfolio leve is paramount. Cash
flow and va uation messurement and forecagting are critical components of property invesment
management. Cash flow forecasting for income returns needs to include every tenancy/suite and
income/expense line separatdy with explict assumptions for vacandes, rent reviews, lease
expiries and so forth. Capita returns, likewise, need to include capital expenditure,
refurbishment/redevel opment and changesin capitd vaue.

Thereis, therefore, arequirement for ahigh leve of condgstency, accuracy and transparency in
the forecagting used for the investment property component within funds management portfolios
The cash flows appearing in a property vauation need to be consgtent with those in the
manager’ s budgets. The vauation undertaken needs to demonstrate cons stency between
variables and methods and to be mathematicaly accurate, with the process needing to be
trangparent such that each component of the vauation is capable of explicit explanation.
Success in property invesment management is now measured in terms of fractions of abass
point in performance, necessitating levels of congstency, accuracy and transparency never
required before in the property investment management process.

For a process such asinvestment property vauation, which has become reliant on subjective
adjusment and the defences of art rather than science, gut fed, intuition and avel of mystique
(Parker, 1996), these requirements of the funds manager could be chdlenging to achieve.

The cgpitalisation method of investment property vauation is, essentidly, avery smple method.
However, a century of evolution of idiosyncratic conventions of convenience have resulted in the
method lacking congistency and being prone to inaccuracy and alack of trangparency.
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Smilaly, the DCF is, essentidly, a very smple method. However, the quest for congistency,
accuracy and trangparency in the DCF method in Audtrdia has been fraught with difficulty.
Attempts a codification have been numerous and controversd (Parker and Robinson, 2000).
Even with so much ingructive materid avalable, in less than two decades the DCF hasdso
developed itsown idiasyncratic conventions of convenience resulting in it too lacking
congstency and being prone to inaccuracy and alack of trangparency.

The digtinction between judgmentd inputs into the process and the adjustment of that process
has become blurred for the two principd invesment property va uation methods, which has
adverseimplications for congstency, accuracy and trangparency and the qudity and integrity of
the resulting vauation product.

This paper seeks to compare and contragt dternative invesment property vauaion modds
using the two principal methods to determine their repective ability to provide a conssent,
accurate and transparent product.

ALTERNATIVE MODELS

For the purposes of this paper, the dternative modds for the preparation of a capitalisation of
income vauation and a discounted cash flow vauation for larger income producing properties
have been dassfied into three groups, namdy, manud modds, proprietary Soreadshest
templates and dedicated software packages.

Manual calculation

The manud caculdion is taken to be a one-off exercise usng afinancid caculator and/or a
Spreadshest. A spreadsheet template may be developed by the user for repeated use or anew
Soreadsheet may be created for each vauation.

Although the capitdisation approach can be undertaken in a spreadshedt, it isusudly
undertaken by hand usng afinandd caculator whils the DCF gpproach is usudly underteken in
a gpreadshest.

Depending upon the spreadsheeting skills of the user, such spreadshests may or may not include
sophidticated formulae to ded with lease expiries, rentd growth, incentives and so forth. Such
Spreadsheets may dso need refinement to accommodate unusud or complex aspects of each
vauation. Alternatively, such unusud or complex aspects may be assumed away or addressed
by arule of thumb or other proxy response.

A component of manud adjusment is usudly required and in many casesit may be expected to
berdativdy subgtantid. Thisintroducesthe potentid for error and inaccuracy which may
adversdy affect thefind vauation. Furthermore, given the high leve of manud involvement,
thereisalikdihood that such modds may be inconsstent (both between versons and between
assumptions within averson), contain inaccuracies in formulae and lack trangparency.
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Proprietorial spreadsheet templates

Thereis now awide range of proprietary models, with eech mgor vauation practice having its
own modd and its own protocols and conventions of convenience for the use of its modd. Such
proprietary modds are generaly spreadsheet based and of ardatively high leve of
sophidtication, capable of deding with the mgority of scenarios likdly to arisein the vauetion of
mgor income-producing properties.

Smilarly, such proprietary modes usudly include both a capitaisation gpproach and a DCF
goproach using the same database. Whilst this facilitates congstency in such dements as rentd
income and outgoings codts, dements such as vacancy and capitd dlowances usudly require
separate entry into each vauation approach. Some proprietary models dedl with aspects such
aslease expiry/retention/relet in amore sophigticated manner than others, whereas some require
manuad amendment, gpplication of arule of thumb or other form of proxy.

The separation of some dements, manud adjusments and the gpplication of firm spedific
protocols and conventions of convenience may result in two vauers from the same firm using the
same proprietorid software modd and producing two different, but equally defensible, results.
Smilarly, two firms usng the same datain their own models may produce two different, but
equaly defengble, results. This sate of affairs has been a source of frustration for property
owners and fund managers.

Furthermore, it is evident that there are judgmentd shortcomingsin the use of such proprigtary
modds. These may range from gapsin trelogic of discount rate selection relative to growth
rates, capitalisation rates and their respective inter-relationships through to subjective adjusment
and indude DCF s giving exactly the same reault as the capitalisation method but at a discount
rate precise to two decimd places.

Whilgt such proprietorid software gpplications are generdly smilar, they are specificaly
different. Differences in the manner in which various aspects of the vauation are trested and
differencesin the definition of terms mean that it cannot be safely assumed that the key varidbles
and outputs from two different proprietorid modds are actualy expressons of exactly the same
thing.

Though proprietorid software gpplications are essentidly condstent, the manud intevention
required to mode certain aspects potentidly undermines their ability to provide consstency.
Further, whilst the gpplications themsalves may provide ahigh leve of accurecy, thereisarisk
that any aspects moddled outside the gpplication and imported as aresult may contribute
inaccuracy. As proprietoria software gpplications, they are, by definition, not trangparent to the
user a anything other than alow leve with congderable experience of the respective gpplication
required before familiarity with the inter-reaionship between dl the various outputs in the
reports can be gained.
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Software packages

Therise of securitised invesment in property and the role of the funds management indudtry in
property investment were amongs the contributing influences to the devel opment of software
packages. Such packages provide a detaled cash flow forecast for portfolio management
purposes but aso have the cgpacity to provide vauations based on the same cash flow data.

Such software packages include both a capitalisation gpproach and a DCF gpproach, using the
same database, being highly sophigticated gpplications. All aspects of both va uation gpproaches
are sarviced by the same database, precluding the need for any additiond adjustment in ether
method to dedl with issues such as vacancy or capita dlowances or any other forms of manua
adjustmen.

All users are required to enter dataiin the same manner and for the same purpose providing a
high leve of condsency and ensuring mathematical accuracy. Whilst such packages arein the
nature of ablack box and the detail of ther formulae not accessible, the very high leve of
reporting permits the user to eadlly trace the cashflow entered through each stage of the
vauaion processin order to clearly observe how thefind result is achieved.

The four most common software packages in use globaly (and their webgte addresses from
which adetaled profile can be obtained) were identified to be asfollows

Dyna — www.theRealm.com
Argus — www.argussoftware.com
Circle — www.circle-systems.co.uk
Cougar — www.cougarc.com.au

By way of example, Cougar isa“fully festured WindowsO program based upon a powerful
database structure’ (CougarQ, 2000) which separates the datainput, cal cul ation and reporting
functions with each being undertaken in a separate part of the programme. The software
generates a series of monthly cash flows for the property on alease by lease basis over aperiod
of 21 years, based on the detailled information input into the programme, providing vauations by
both capitdisation and DCF.

Such informetion is a combination of known information (being essantidly tenancy schedule and
outgoings information) and user assumptions about the property market (capitaisation rete,
discount rate, growth rates, etc) and the economy (such as the inflation rate). CougarO
aranges dl theinformation in alogicd, ordered, hierarchica structure which may be likened to
aninformation tree:

Leve 1- Globd Assumptions
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Leve 2- Sector Assumptions
Levd 3- Propaty Assumptions
Leve 4- Premises Assumptions
Levd 5- Lease Assumptions

CougarQ offersarange of standard reports which can be viewed or printed by property or
portfolio on amonthly, quarterly or annua basis and can be saved, charted or copied to other
WindowsO gpplications

Thefour software packages identified are in common use globaly by vauation groups, property
investors and funds managers. However, though each may offer ahigh degree of consgency,
accuracy and trangparency within itsdf, the four sysems are generdly smilar whilst being
spedificdly different.

In order to compare and contrast each of the manua modd, the proprietoriad spreadshest
template modd and the software package modd s to determine their ability to provide a
congstent, accurate and trangparent product, a common va uation exercise was designed for
completion by each goproach.

THE VALUATION EXERCISE

A vduation exercise was deveoped by one of the authors to include the following features:
multiple tenanciesinduding car parking, retail and office uses, with Sngle
and multi-floor lettings;
varying lease terms, expiry dates, rent review dates and rent review bases,
varying outgoings bases,
aturnover rent component;
vacancy components,
refurbishment and capitd expenditure;
differing growth rates for rent and outgoings,
reletting assumptions thet vary in line with incentives;
acquigtion and disposd codts and
aspecified capitaisation rate, termind capitaisation rate and discount rate.

The vauation exercise was specified in a brief with atached tenancy schedule and a copy
(Appendix A) provided to participants. The brief contained dl the information provided to
participants and was revisad following questions from patiapants, with arevised verson then
provided to each participant. Accordingly, dl participants had common information and worked
in isolation and without influence.
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The brief was designed such that dl information reguired (induding judgmenta inputs) were
specified, in order to isolate the vauation process within eech of the dternative gpproaches for
congderation.

Completion of the vauation exercise in the respective gpproaches was undertaken as follows:

Manual calculation

Thiswas undertaken by the other author who did not develop the vauation exercise. The
capitalisation approach was undertaken in aspecialy prepared Excd™ spresdsheet with a
second specidly prepared spreadshect (rather than atemplate soreadsheet) used for the DCF
approach.

Proprietorial spreadsheet template

Asaproxy for this gpproach, the va uation exercise was completed by the valuation department
of one of the mgor internationd firmsin Audradia usng ther proprietorid software Whilgt it is
acknowledged that completion of the vauation exercise by other internationd vauation firms
may have raised other issues, it is contended thet the principal aim was to indicatively compare
and contrast the proprietorid gpproach with the other two gpproaches.

Software packages
The vduation exercise was undertaken in each of the four generic software packages asfollows:

Dyna
Completed in Sydney by the Senior Marketing Consultant for Argus Financid Software
in Augrdia

Argus
Completed in Hougton, Texas, by andydts a Argus Financid Software in the USA;

Circle
Completed in London by an andy4 a Circdle Sysemsin the UK; and

Cougar
Completed in Sydney by the Rdaionship Manager for Cougar Conaulting in Audrdia

Accordingly, in order to maintain the foaus on the gpproach itsdf without the influence of
extraneous issues, each gpproach was undertaken by a skilled proponent of that approach, fully
familiar with the operation of that gpproach and cgpable of undertaking the vauation exercisein
that approach.

Thus, the results for the capitaisation approach and the DCF gpproach should directly reflect
the vauation process without being influenced by the vauers judgement or ill in the use of the
approach.
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RESULTS

The results of the vduation exerciseare summarised in Table 1.

Table 1: Valuation results

Capitalisation DCF

Manud caculaions $71.9m $69.4m
Proprietorid template $71.9m $70.8m
Software Packages

Dyma $76.0m $69.7m

Argus (Not caculated) $70.0m

Cirde $78.0m $71.8m

Cougar $69.6m $67.5m

Two of the capitdisation caculaions Dynaand Cirde, involved capitdisation of the face
rentas, 0 these results are exduded from the summary (see bdow). Significantly, dl of the
other results are in the range of $67.5m to $71.90, with an average of $70.3m and avariance of
$2.15m (or +/- 3.1%).

The DCF vaudions are quite close, though there is one relative outlier. With arange of
$67.5m to $71.8m, they provide an average result of $69.9m with avariance of $2.1m (or +-
3.0%).

The three usable vauations prepared by the capitaisation method exhibit a narrower range of
results from $69.6m to $71.9m. The average is $71.1m with avariance of $1.8m (or +-
2.5%).

In dl usable cases, the differences between the capitdisation and DCF results are fairly smdll
being less than 5% apart (less than +/- 2%). 1t may, however, be contended that in the normdl
course of events, the two methodol ogies should provide different results with one being an
estimate of price ard the other being an esimate of invesment worth. Occasondly they will
coincide as worth leeds the cycle and price lagsiit.

Aninitid analyss of the results of each gpproach indicates that the key differencesin the
cgpitdisation method are:
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the trestment of the market net face rental vaues where the associated
incentive must be taken into account to establish effective market rentd
vaue

the treetment of over-rentds and under-rentals as a capitd addition or
deduction; and

the indusion (or otherwise) of the present vaue of the capita
expenditure projected for 2009.

Thus the variance in results gppears to be as areault of differing interpretations of the scenario
rather than due to the financia modd itsdf. This may be attributable to the more Sgnificant role
of theimplict variablesin the capitdisation method.

The DCF outcomes are dl so dose (with the exception of one result) that no pecific
differences present themsdves. This probably results from the more explicit variables gppliedin
DCF methodology. 1dedlly, the results should be identica but the differences thet do occur are
probably due to the interpretation of the periods of voids between leases and the rent free
periods associated with the leasing incentivesin future negotiations. Differences may aso arise
asaresult of the treetment of the vaue of the property at the end of the DCF time horizon.
Some mode's capitalise the year 10 rent whilst others capitdise the year 11 rent. Still others
undertaken on a monthly basis multiply the month 121 rent by 12 and capitdise the result. Itis
postulated that this may account for the one DCF result thet is somewhat adrift of the other
results.

A dealled, line by line comparative andyss of the dterndtive approaches is beyond the scope
of this paper.

Theinitid andyss of the dternative gpproaches, above, fadilitates the identification of arange of
issues arising for the vauation process and the role of the vauer which are consdered,
respectively, below.

ISSUES

Valuation Process

The quest for condstency, accuracy and trangparency with the resulting shift from the use of
manud approaches and proprietorid oreadsheet gpplications to generic software packages
raises numerous issues for the vauation process induding:

the relevance of the quarter percent convention — is it gppropriate to continue the use of
quarter percent increments for the capitalisation rate or the discount rate when generic
software packages do not devaue to the quarter percent? Should the capitdisation rate or
the discount rate produced by devaulaion using a generic software package be rounded
and, if o, by what increment?,
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the rdevance of the annua cashflow convention - generic software packages dlow monthly,
quarterly and annua cash flows and rent is often billed monthly or quarterly, so the
relevance of vauing in annud increments should be reviewed. The generic software
packages cdculate monthly but gather cashflows together as annud cadhflows for
presentation purposes. However, the use of annud, quarterly and monthly cashflows may
generate the requirement for different discount rates (dl other things being equd) thoughit is
debatable the extent to which valuers currently adopt the appropriate discount rate with
evidence of monthly cashflows being discounted a a rate reflective of annud cashflows,

therole of rounding — the use of rounding is endemic in the vauation process with rent and
outgoings rates psm being rounded, annua cash flowss being rounded, capitdisation and
discount rates being rounded and then the find number itsalf being rounded. The extent of
rounding is probably greater within the capitdisation method than within the DCF method,
where rounding is often left to the bottom line. However, generic software packages do not
need to round as they compute each caculation unrounded. Whether or not find number
should then be rounded requires further congderation;

the double counting of risk and growth — the trestment of risk and growth in the cashflows,
the capitalisation rate, the termina capitaisation rate and the discount rete requires very
careful atention. Without arigorous goplication of the same principlesto vaudtion as are
adopted in devauation, the potentia for double counting is condderable and can
sgnificantly impact the results usng generic software packages

separate capitalisation and DCF gpproaches — the use of generic software packages
working from a common database removes the need for the capitaisation method to be
undertaken separatdy from the DCF method. However, when the two methods share a
common database, it is necessary for dl other aspects of the vauation processto be
condgtent if asmilar result isto be obtained. This places condderable focus on conventions
of convenience, firm specific protocols and other proxy gpproaches, necessitating aclinicd
clarity in assumptions and methodology if asmilar result isto be obtained, though a
sgnificant contribution to the underganding of the inter-relationship between the
cgpitaisation method and the DCF method results;

an end to the debate — the use of generic software packages effectively obviates the need
for any further argument about the mechanica agpects of DCF by the vauation professon;

forecadting congstency - for aglobd investor, generic software packages offer the potentia
to forecast the returns for each property in the portfolio on the same basis, regardless of the
type of property or its geogrgphica location, in amanner conggent with the casflows
underlying the vauation; and

increased levels of accuracy and trangparency —the use of generic software packages mean
that the ingtitutiond investor can be more confident that (subject to the gppropriate data

O D.RR. Paker and J. Robinson 10



PRRES — Christchurch January 2002

entry protocols) the data and caculations are accurate, that each property in the portfolio
has been treated consstently and that each result can be decongtructed to observeits
composition. However, care will ill be required until acommon globa understanding of the
nature and role of each of the varigbles is established.

software packages alow the vauation to comprise accurate, consistent and transparent
forecags that dign with the property management system and portfolio management system of
theinditutiond investor. Thisresultsin the cash flow forecasts within the vauations digning with
the property management budgets and the portfolio management digtribution and NTA
forecadts, S0 providing an additiond layer of trangparency not available from the cashflows
appearing in the manua approach or the proprietorid software gpproach.

As such, the software packages dlow the property vauation process to be brought seamlesdy
within the overdl portfolio management process which isavery atractive prospect for the funds
management indudtry.

Role Of The Valuer

Not only does the quest for consstency, accuracy and trangparency with the resulting shift from
the use of manua approaches and proprietoria Spreadsheet applications to generic software
packages raise numerous issues for the vauation process, but it aso raisesissuesfor the role of
the vauer induding;

control - generic software gpproaches dlow the vauer control over the key variables (such
as disoount rate sdlection) whilst providing the inditutiond investor with dl of ther vauaions
undertaken on the same badsin an accurate, condstent and trangparent manner;

focus - generic software packages facilitate aclear focus by the vauer on the key aspects of
returns through cashflows, being quantum, direction and timing and their respective
sengtivities,

judgmenta inputs— the use of generic software packages dlows the basic datato be
imported dectronicaly from the property management system, releasing the vauer to
provide expert judgmenta input for such variables as growth rates, discount rate,
cepitdisation rate, etc. As such, it isamuch higher order use of the vauer’ skills
knowledge and expertise which potentidly findly shiftsthe focus of the vauer away from
location, bitumen seeled dud carriageways and tenancy schedule data entry to a detailed,
andytical consderation of the key variables being entered into the modd;

forward looking focus— the grester emphasis in generic software packagesis on looking
forward and on forecagtsin the assessment of worth, with alesser emphasis on looking
backwards in the assessment of price;
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database management — the provision of an accurate and portable database by the dient to
the vauer reduces the need for collation and checking of data by the vauer, resulting in
potentidly sgnificant time savings. Further, the progpect of mathematica error, omission of
data, differing treetments of the same issue and so forth become much reduced;

integration into the capital markets - as property market variables become lessimportant in
the valuation process over time and the economic, financia and capital market variables
become more important, such generic software packages impose a discipline on the vauer
to congder the reaivities and interactions between each;

dient/vauer rlationship - with an increesing number of inditutions specifying which form of
generic software package the vauer isto use, it is rgpidly becoming not a question of if but
when the use of such packages will be prevaent. This has potentidly sgnificant implications
for change in the vauer/dlient rdaionship, for professond indemnity issues, feelevdsand
soforth; and

drdification - the further dratification of the vauation professon would gppear inevitable as
such generic software packages gain widespread acceptance. Nat only will the gap
between the resdentid and commercia vauation professon widen, but the gap between the
smdler commercid property and larger commercia property vauation practitioner will aso
be likely to widen.

Having consdered some of the issues arising from the trend to software packages and away
from dternative gpproaches for the vauation process and for the role of the vauer, possble

future changes are proposed below.

Possible Future Changes
For increasingly large and complex investment properties, the manud approach, though
transparent, lacks condgstency and accuracy and israpidly becoming irrdevant.

Thelack of prescriptive guidance on DCF compounded by incondstencies in structure between
various proprietorid software gpproaches and the manud adjustments required limit their
congstency, accuracy and transparency. Given the trend to fewer, larger globd investors, the
willingness to accept and ussfulness of differing proprietorid software packages is debatable
when dternatives such as generic software packages are available.

Thus, atrend towards the use of generic software packages by mgor inditutiona investorsis
contended to be inevitable. The use of the same generic software package by the vauer, the
property manager and the portfolio manager providesthe leve of consstency, accuracy and
trangparency required by globa property investors, irrepective of sector or geographica
location.
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What isfar from dear, however, iswhich of the dternative generic software packages will
emerge as the dominant or preferred gpproach. When, or if, one package emerges as the most
commonly preferred system, it will be only asmal sep forward to sandardise exactly whet
each input means and so findly minimise differences in interpretation of terminology between
valuersleading to results distinguishable only by differencesin judgmenta inputs.

Conclusions

Generic software gpproaches offer the atractions of accuracy, consstency and trangparency.
The mathemétics are Sandard so the modd is purdly afunction of that which is entered. The
ansver isdirectly rdated to the assumptionsin the inputs and is dways caculated in the same
way and is dways mathemdticaly accurate. There is no capacity in such software for subjective
adjusment and the extent of reporting provides an unpardlded leve of trangparency.

The focus on the cashflow in generic software packages, rather than on bricks and mortar,
further digns property with the other assat dasses. Having cash flows for vauation theat accord
with those for property management and portfolio management contributes to a greater
trangparency for the property assat class. Higtoricaly, the ingbility of auditors and independent
experts to match cashflowsin vauation reports with property management or portfolio
management cashflows was often a cause for concern and suspicion that was negative for the
reputation of property as acompeting asset class.

Generic oftware packages potentidly provide acommon globa language for property vauation
with the emergence of one dominant package likely to fadilitate the greeter integration of
property into the other capital markets asset classes.

Whilg there are amilaities in the results using the manud gpproach, a proprietorid software
gpplication and generic software packages, there are dso congderable differences. Such
differences may be attributable to the interpretation of variables, the interpretation of results,
issues of price vsworth and so forth. Though the reasons for such differences require further
investigation and explanation, it is gpparent that generic software packages provide a potentidly
more congstent, accurate and transparent product than do dternative approaches.
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Appendix A
Property Valuation Software Packages: An Evaluation

Introduction
Vauations should be undertaken by both the capitaisation method and the discounted cash flow
method over a 10 year period, with the unrounded result provided for each.

There should be no need for judgementd or subjective input in the following vauaions.
The vauations are to be undertaken as a 30" June, 2001.

The Property

The property to be valued comprisesa 12 leve car park, retail and office complex leased to 8
tenants as detalled in the attached goreadshect. All tenants pay renta monthly in advance with
outgoings paid monthly in arrears.

Outgoings for the year ending 30" June, 2001 total $75psm pa, comprising $25psm pa
gatutory charges and $50psm pa non-gatutory charges. The car park has no ligbility to pay
outgoings. The supermarket pays Satutory outgoings only, apportioned on the basis of
proportionate floor area.

Gross leases dl have a common base date and recoveries over the base date equate to $10psm
pa All base dates are only updated on lease expiry.

Current car park turnover is $2.4 million paand the tenant pays aturnover rent equivaent to
30% of turnover less the base rent, annudly in arrears. It should be assumed thet the turnover
rent for the year ending 30™ June, 2001 has been paid. Car park turnover grows by CPI. There
IS no updating of the base rent/turnover threshold during the life of the current lease. It should be
assumed that, at lease expiry, the rent reverts to market and the turnover rent mechanism ceases
to exis.

All tenants vacate a lease expiry when the lessor spends $60psm (to be indexed by CP) on
upgrade works to make the accommodetion relettable and this takes one month to undertake.
On completion of this one month period, the reetting period (referred to below) commences.

All tenancies (induding the supermarket and car park) are then relet on anett lease basiswith
recovery of dl outgoings at market rent with the incentive taken as rent free from lease
commencement, being leased for 5 year terms with annua market reviews, no ratchet (such thet
the rent may rise or fdl on review). Leasing fees are 10% of year one market rent only
(exduding outgoings recoveries and car parking).

No rent review fees are payable.
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The property is ageing and will require annua capitd expenditure of $100,000 each December
and an additiond $1.5 million capitd expenditure in June 2009, each to be indexed by CPI.

The Market
The open market nett face rentd vaue of each section of the property may be summarised as
folows

Car parks $250pcm
Supermarket $250psm pa
Offices (dl floors) $500psm pa

CPI growth, both statutory and non statutory outgoings growth, market renta growth and
incentives are projected asfollows:

Over Market

Calendar CPI Outgoings  Rentals Incentives
2001 +6% +5% +10% 20%
2002 +5% +4% +8% 16%
2003 +4% +3% +6% 12%
2004 +3% +2% +4% 10%
2005 +2% +1% +2% 5%
2006 +1% +0% +0% +0%
2007 +0% +0% -5% 10%
2008 -1% +0% -1% 15%
2009 +0% +1% -5% 25%
2010 +1% +2% +0% 20%
2011 and

theresfter +3% +2% +4% 10%

All market rentas and incentives are projected to change asfollows.

In 2001, it takes 6 monthsto relet vacant accommodation on lease expiry and this period
increases and decreases in the same proportion as incentives. Such reletting period isin addition
to the one month period after |ease expiry taken to make the accommodation reletteble.

The capitdisation method should indude a vacancy dlowance equivaent to 5% of the market
incomeinyear 1.

The gppropriate capitaisation rate for dl cashflows from the property is 10% at June 2001 and
10% at June 2011 with the gppropriate discount rate being 10.5% at June 2001. Acquidtion
cogts equate to 5% and disposa costs equate to 3%.
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Level

Basemen
t

Ground

1

©CoO~NO UL WN

=
o

Total

NLA Use
(SqMm)

200 cars Car Park

3,500 Supermarket
2,500 Office
2,500 Office
1,000 Office
1,000 Office
1,000 Office
1,000 Office
1,000 Office
1,000 Office
1,000 Office
1,000 Office

16,500

Tenant

Jones

Ellis
Knight
Collier
Stanton
Debenham
Chesterton
Davies
Davies
Davies
Davies
Davies

Lease
Term

Lease
Expiry Date

30/06/2012

30/06/2003
31/12/2003
31/12/2004
30/06/2004
30/06/2005
30/06/2005
31/12/2008
31/12/2008
31/12/2008
31/12/2008
31/12/2008

Rent Passing Next Rent Rent Review Basis

$PA
$480,000

$525,000
$1,000,000
$1,500,000
$400,000
$400,000
$400,000
$600,000
$600,000
$600,000
$600,000
$600,000

Review

30/06/2002 Turnover linked

30/06/2002 CPI annual

31/12/2001 5% annual

31/12/2001 Mkt - ratchet - 2 yearly
30/06/2002 Mkt ratchet - max 2%pa - 2 yearly
30/06/2002 Mkt ratchet - min 5% pa - 2 yearly
31/12/2001 Greater CPI1/2% annual
31/12/2001 2 Yrly Mkt - no ratchet

31/12/2001 2 Yrly Mkt - no ratchet

31/12/2001 2 Yrly Mkt - no ratchet

31/12/2001 2 Yrly Mkt - no ratchet

31/12/2001 2 Yrly Mkt - no ratchet

Ougoings Basis

No outgoings paid

Net - stats only
Gross
Gross
Gross
Net
Gross
Net
Net
Net
Net
Net
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