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May 5, 2008 
 
Terry R. Dunkin, MAI, CCIM, CRE 
Senior Vice President 
Colliers Pinkard Valuation Group 
210 W. Pennsylvania Avenue Suite 310 
Towson, MD 21204 
 
Marie C. Moineau 
Academic Adviser 
The Edward St. John Department of Real Estate Johns Hopkins University 
Carey Business School 
Room 711, 100 North Charles Street 
Baltimore, MD 21201 
 
Re:  The Irene Apartments 
 4701 Willard Avenue 
 Chevy Chase, MD 20815 
 
Dear Mr. Dunkin, 
 
Per your request, I have inspected the interior and exterior of the subject property, and performed the 
necessary investigation and analyses in order to prepare a self-contained appraisal report on the 
above-referenced property.  The appraisal has been developed, and this report has been prepared, 
with the intent of complying with the Uniform Standards of Professional Appraisal Practice (USPAP) 
adopted by the Appraisal Standards Board of the Appraisal Foundation, FIRREA, and has also been 
prepared in conformance with The Appraisal Institute’s guidelines for demonstration appraisal report 
writing.   
 
The subject’s Irene Apartments consists of a 16-story Class A- high-rise apartment building that is 
situated on a 2.32-acres parcel in Chevy Chase Maryland.  The property contains 530 rental units 
(currently, 511 residential and 19 commercial units) and was constructed in 1966.  At the time of 
inspection, the improvements were considered to be in very good condition.  As of the effective date 
of value, the property was reportedly 99% occupied.  The purpose of the appraisal is to estimate the 
market value of the Fee Simple interest in the subject property on “As Is” basis as of January 1, 2008.  
Market Value is defined in the appraisal report.   
 
The intended use of this report is to satisfy the requirements of The Appraisal Institute as it pertains to 
demonstration appraisal reports.  As such, the intended user is The Appraisal Institute and its 
representatives as well as Terry R. Dunkin, Johns Hopkins Adviser & Marie Moineau, Johns Hopkins 
Adviser.  In addition to the basic assumptions and limiting conditions in the forthcoming Introduction 
Section of this report, the value conclusion is also subject to a few special assumptions and limiting 
conditions, which are described in detail within this report.  
 



Mr. Terry R. Dunkin, MAI, CCIM, CRE 
Colliers Pinkard Valuation Group 
May 6, 2008 
Page 2 
 
Reconciled “As Is” Value Conclusion 
 
Based on my inspection of the referenced property and the investigations and analyses undertaken, 
and subject to the basic and special assumptions and limiting conditions set forth in the 
accompanying report, it is my opinion that the estimated “As Is” Market Value of the Fee Simple 
Interest in the subject property as of January 1, 2008, is: 
 

ONE HUNDRED SIXTY EIGHT MILLION FIVE HUNDRED THOUSAND DOLLARS 
$168,500,000 ($329,700/unit or $226/SF-NRA) 

 
The attached report is deemed a "Self-Contained Appraisal Report" as defined in Standards Rule 2-2 
of USPAP.  As such, it identifies and describes the real estate being appraised; states the real 
property interest being appraised; states the purpose and function of the appraisal; defines the value 
to be estimated; states the effective date of the appraisal and the date of the report; states the extent 
of the process of collecting, confirming and reporting data; states all assumptions and limiting 
conditions that affect the analyses, opinions and conclusions; describes the information considered, 
the appraiser's opinion of highest and best use, the appraisal procedures followed, and the reasoning 
that supports the analyses, opinions, and conclusions; and includes a signed certification in 
accordance with USPAP Standards Rule 2-3. 
 
This letter of transmittal should only be used in conjunction accompanying appraisal report in its 
entirety.  Any separation of the signature page of this transmittal letter or the Certificate of Value from 
the accompanying report invalidates the conclusions found therein.   
 
Respectfully Submitted, 
 
 
 

 
George “Robby” Robinson Jr. 
Associate Member of the 
Appraisal Institute 
Account #500525 
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Effective Date of Value: January 1, 2008 
 
Effective Date of Report: May 6, 2008  
 
Date of Inspection: December 19, 2007 (and numerous other prior and subsequent 

dates) 
 
Property Location: The Irene Apartments 
 4701 Willard Avenue 
 Chevy Chase, MD 20815 
 
Property Description: The Irene Apartments consists of a 16-story Class A high-rise 

apartment building that is situated on a 2.23-acres parcel in 
Chevy Chase Maryland.  The property contains 530 rental units 
(currently, 511 residential and 19 commercial units) and was 
constructed in 1966.  At the time of inspection, the improvements 
were considered to be in very good condition.  As of the effective 
date of value, the property was 99% occupied.  A detailed 
breakdown of the various unit types and sizes at the subject is 
shown in the chart below: 

 

Unit Type # of DU Avg SF* Total SF (NRA)
Studio 44 819 36,038
1 BR 129 1,072 138,245
2 BR 263 1,502 395,100
3 BR 75 2,059 154,454

Total/Weighted Avg. 511 1,417 723,837

Source: Pollin Properties

* Weighted Average

The Irene Apartments - Residential Unit Mix

 
 
Property Rating: A- 
 
Submarket Rating: Primary 
 
Zoning: CBD-1 (Montgomery County) 
 
Specific Subject Property Advantages: 
 
1. The subject property is a “Class A-” high-rise apartment complex located within the Chevy 

Chase/Bethesda submarket of Montgomery County.  It maintains a good location on a quiet street 
(Willard Avenue), while still having excellent access to Route 355 (Wisconsin Avenue), which is 
located to the east of the property. 

2. Solid occupancy history; high occupancy levels in the subject’s submarket coupled with limited 
supply and the lack of developable sites in this area of suburban Washington, D.C. bode well for 
rental rates. 

3. The property is located within a highly desirable residential area of suburban Washington, D.C., as 
convenient access to major employment centers, entertainment, Metrorail (Friendship Heights), 
shopping and restaurants are afforded to those residing in this area.  Chevy Chase is considered 
one of Washington’s most prestigious suburbs. 
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4. Submarket conditions are positive at present with occupancies averaging 93.2% for stabilized 
properties.  The sale market is aggressively bidding up prices to unprecedented levels via 
substantially declining rate of return requirements from “feverish” buyer interest as well. 

5. Excellent historical and on-going maintenance program exists. 
6. The Montgomery County Sector Plan is in effect, which adds to local density and limits future 

competition by preventing re-zonings or variances. 
7. Access to Route 355, I-270, and I-495 is deemed excellent, as these roadways provide regional 

access to and from major employment centers of the Washington, DC Metro area. 
8. The subject property was originally constructed in 1966 and the improvements have been well 

maintained and were in good condition at the time of inspection.  
 
Specific Subject Property Disadvantages: 
 
1. The current tenancy has many below market leases, which have been in place at the property for 

many years.  It is the understanding of this appraiser that many of these tenants are personal 
friends/ acquaintances of ownership.  This greatly affects the income potential of the subject 
property, with current lease rates representing only +83% of market. 

2. The older nature of the subject property (constructed 1966) slightly hinders the site’s overall 
appearance, desirability and competitiveness with other, modern or remodeled complexes in the 
market and lowers the property’s appeal to some institutional investors. However, the subject is 
considered to be in good condition, as minimal repairs and maintenance are required.  Additionally, 
a several renovation projects have occurred between 1996 and 2007 at the subject.  Renovations to 
the following have occurred: kitchens, elevators, garage, access control system, common areas, 
and fire alarm system. 

3. The unit size and mix at the subject property are considered comparable to those found at 
competitive projects. I would also note this item varies with market conditions. In a weak market, a 
high number of one-bedroom units is beneficial as tenants can afford their own unit. In a tight or 
expensive market, two-bedroom units allow for a cost (roommate) sharing unit. 

4. The subject is just beyond a comfortable walking distance to metro rail.  This requires a valet, 
shuttle-service (bus) which increases operating costs. 

5. Nearly 68% of the units have month/month leases.  This leasing pattern has existed for many years, 
but investors may find there is additional (potential) leasing risk as a result. 

 
Value Indications by Approaches: 
Income Capitalization Approach (Reconciled):   $168,500,000 ($329,700/unit or $226/SF-NRA) 
 Direct Capitalization:    $167,500,000 ($327,800/unit or $2255/SF-NRA) 

Discounted Cash Flow:   $168,500,000 ($329,700/unit or $226/SF-NRA) 
Comparison Approach:    $169,100,000 ($330,900/unit or $227/SF-NRA) 
Cost Approach:      $169,900,000 ($332,500/unit or $227/SF-NRA) 
 Land Value (Excludes Improvements): $53,500,000 ($104,600/unit or $62/SF-FAR) 
Final Reconciliation:     $168,500,000 ($329,700/unit or $226/SF-NRA) 
 
Caveat 
 
Please note that this Summary of Important Facts and Conclusions has been included for the reader's 
convenience and is only a part of this appraisal report.  As such, it must be used in conjunction with 
the entire appraisal report and is subject to the Basic and Special Assumptions and Limiting 
Conditions found herein. 
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I, George “Robby” Robinson Jr., do hereby certify, to the best of my knowledge and belief, that: 
 

- I have personally inspected the interior and exterior of the subject property during the course of 
the assignment; 

 
- The statements of fact contained in this report are true and correct; 
 
- The reported analyses, opinions, and conclusions are limited only by the reported assumptions 

and limiting conditions, and are my personal, impartial, and unbiased professional analyses, 
opinions and conclusions; 

 
- I have no present or prospective interest in the property that is the subject of this report, and no 

personal interest with respect to the parties involved; 
 
- I have no bias with respect to the property that is the subject of this report or to the parties 

involved in this assignment; 
 
- My engagement in this assignment was not contingent upon developing or reporting 

predetermined results; 
 
- My compensation for completing this assignment is not contingent upon the development or 

reporting of a predetermined value or direction in value that favors the cause of the client, the 
amount of the value opinion, the attainment of a stipulated result, or the occurrence of a 
subsequent event directly related to the intended use of this appraisal; 

 
- My analyses, opinions, and conclusions were developed, and this report has been prepared, in 

conformity with the Uniform Standards of Professional Appraisal Practice (USPAP).   
 
- I certify that, to the best of my knowledge and belief, the reported analyses, opinions, and 

conclusions were developed, and this report has been prepared, in conformity with the 
requirements of the Code of Professional Ethics & Standards of Professional Appraisal 
Practice of the Appraisal Institute.  I have also read, understood, and satisfied the Competency 
Provision of USPAP; 

 
- I certify that the use of this report is subject to the requirements of the Appraisal Institute 

relating to review by its duly authorized representatives; 
 
- No one has provided significant real property appraisal assistance to the undersigned in the 

preparation of the analyses, opinions and conclusions concerning real estate that are set forth 
in this appraisal report; 

 
- All market data pertaining to the final value estimate has been accumulated from various 

sources and, where possible, personally examined and verified as to details, motivation, and 
validity; 

 
- To the best of my knowledge, this report complies with The Official Guide to Demonstration 

Appraisal Reporting: General, which has been provided by the Appraisal Institute.  
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Value Conclusion 
 
Based on my inspection of the referenced property and the investigations and analyses undertaken, and 
subject to the basic and special assumptions and limiting conditions set forth in the accompanying 
report, it is my opinion that the estimated “As Is” Market Value of the Fee Simple Interest in the subject 
property as of January 1, 2008, is: 
 

ONE HUNDRED SIXTY EIGHT MILLION FIVE HUNDRED THOUSAND DOLLARS 
$168,500,000 ($329,700/unit or $226/SF-NRA) 

 
Any separation of this signature page from the balance of this report invalidates the conclusion.  The 
value conclusion expressed herein is subject to the attached Basic Assumptions and Limiting 
Conditions. 
 
Respectfully Submitted, 
 
 
 

 
George “Robby” Robinson Jr. 
Associate Member of the 
Appraisal Institute 
Account #500525 
 
 



BASIC ASSUMPTIONS AND LIMITING CONDITIONS 
 

 5

This appraisal report has been made with the following general assumptions: 
 

The valuation estimate and any market or feasibility conclusions apply only to the property 
specifically identified and described in this report. 

 
 No responsibility is assumed for the legal description provided or for matters pertaining to legal 

or title considerations.  Title to the property is assumed to be good and marketable unless 
otherwise stated. 

 
 The property is appraised free and clear of any or all liens, encumbrances, encroachments, 

easements and restrictions, unless otherwise stated. 
 
 Responsible ownership and competent property management are assumed. 
 
 Information and data contained in the appraisal, although obtained from public record and 

other reliable sources and, to the extent possible, carefully checked by the appraiser, are 
accepted as satisfactory evidence upon which rest the final conclusions of value.  Any 
information furnished by others is believed to be reliable, but no responsibility for its accuracy 
is assumed.  Unless otherwise noted, it is assumed that all information known to the client and 
relative to the valuation has been accurately furnished and that there are no undisclosed 
leases, agreements, liens, or other encumbrances affecting the use of the property.  Any 
financial information provided with respect to the operation of the property, such as financial 
statements and reports, rent rolls and lease data, is assumed to be complete, true and correct.  
Any lease, mortgage, deed of trust, or other agreement or instrument relating to the property 
reviewed by us is assumed to be legal, valid, binding, and enforceable in accordance with its 
express terms. 

 
 All engineering studies are assumed to be correct.  The appraiser has made no legal survey 

nor have they commissioned one to be prepared; therefore, any plot plans or other such 
illustrative materials in this report are included only to help the reader visualize the property. 

 
 It is assumed that there are no hidden or unapparent conditions of the property, subsoil or 

structures that render it more or less valuable.  No responsibility is assumed for such 
conditions or for obtaining the appropriate engineering studies that may be required to 
discover them.  Unless otherwise noted, the property is not located in an area in which the 
purchase of flood insurance is required as a condition for federal or federally related financial 
assistance. 

 
 No responsibility beyond reason is assumed for matters of a legal nature, whether existing or 

pending. 
 
 It is assumed that the property is in full compliance with all applicable federal, state, and local 

laws and environmental regulations unless the lack of compliance is stated, described, and 
considered in the appraisal report 

 
 It is assumed that all required licenses, certificates of occupancy, consents, and other 

legislative or administrative authority from any local, state, or national government or private 
entity or organization have been or can be obtained or renewed for any use on which the value 
estimate contained in this report is based. 
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 It is assumed that the used of the land and improvements is confined within the boundaries or 
property lines of the property described and that there is no encroachment or trespass unless 
noted in the report 

 
 Unless otherwise noted in this report, the existence of hazardous materials, which may or may 

not be present on the property, was not observed by the appraisers.  The appraiser has no 
knowledge of the existence of such materials on the property.  However, the appraiser is not 
qualified to detect such substances.  The presence of substances such as asbestos, urea-
formaldehyde foam insulation, mold, and other potentially hazardous materials may affect the 
value of the property.  The value estimated is predicated on the assumption that there is no 
such material on or in the property that would cause a loss in value.  No responsibility is 
assumed for such conditions or for any expertise or engineering knowledge required to 
discover them.  The client is urged to retain an expert in this field, if desired.  The valuation is 
subject to modification if any such potentially hazardous materials or conditions are detected 
by a qualified expert in these areas.  The appraiser reserves the right to modify this valuation if 
so warranted. 

 
 The appraiser is not an engineer, and any references to physical property characteristics in 

terms of quality, condition, cost, suitability, soil conditions, flood risk, obsolescence, etc., are 
strictly related to their economic impact on the property.  No liability is assumed for any en-
gineering-related issues. 

 
 Unless otherwise stated in this report, the subject property is appraised without a specific 

compliance survey having been conducted to determine if the property is or is not in 
conformance with the requirements of the Americans with Disabilities Act (ADA).  The 
presence of architectural and communications barriers that are structural in nature that would 
restrict access by disabled individuals may adversely affect the property’s value, marketability, 
or utility.  As such, full compliance with the Americans with Disabilities Act (ADA) is assumed.  
If this is not the case, the appraiser reserves the right to amend this report, as needed, upon 
receipt of a competent study outlining compliance costs. 

 
This appraisal report has been made with the following general limiting conditions: 
 
 An appraisal is inherently subjective and represents only an estimate of a property's value. 
 
 The conclusions stated in the appraisal apply only as of the date indicated, and no 

representation is made as to the effect of any subsequent events. 
 
 The values reported herein are only applicable to the Property Rights Appraised in conjunction 

with the Purpose of the Appraisal and the Intended Use and User(s) of the Appraisal as set 
forth herein; the appraisal is not to be used for any other purposes or functions. 

 
 Any allocation of the total value estimated in this report between the land and the 

improvements applies only to the stated program of utilization.  The separate values allocated 
to the land and buildings must not be used in conjunction with any other appraisal and are not 
valid if so used.   

 
 Possession of this report, or any type of copy thereof, does not carry with it the right of 

publication. 
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 No opinion is expressed as to the value of subsurface oil, gas or mineral rights, if any, and I 
have assumed that the property is not subject to surface entry for the exploration or removal of 
such materials, unless otherwise noted in the appraisal. 

  
 The appraiser, by reason of this appraisal, shall not be required to give testimony as an expert 

witness in any legal hearing or before any court of law with reference to the property in 
question unless arrangements have been previously made for just and fair compensation for 
such services. 

 
 Neither all nor any part of the contents of this report (especially any conclusions as to value, 

the identity of the appraiser) shall be disseminated to the public through advertising, public 
relations, news, sales or other media without the prior written consent and approval of the 
appraiser. 

 
 Disclosure of the contents of this appraisal report is governed by the by-laws and Regulations 

of the Appraisal Institute has been prepared to conform with the reporting standards of any 
concerned government agencies. 

 
 The forecasts, projections, and/or operating estimates contained herein are based on current 

market conditions, anticipated short-term supply and demand factors, and a continued stable 
economy.  These forecasts are, therefore, subject to changes with future conditions.  This 
appraisal is based on the condition of local and national economies, purchasing power of 
money, and financing rates prevailing at the effective date of value. 

 
 This appraisal shall be considered only in its entirety, and no part of this appraisal shall be 

utilized separately or out of context.  Any separation of the signature pages from the balance 
of the appraisal report invalidates the conclusion established herein. 

 
 The value conclusion found herein is subject to these and to any other assumptions or 

conditions set forth in the body of this report but which may have been omitted from these 
Basic Assumptions and Limiting Conditions. 
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In addition to the Basic Assumptions and Limiting Conditions presented previously, this appraisal 
report has been made with the following Special Assumptions and Limiting Conditions: 
 
1)  Property Size & Unit Mix  
 
 The subject's Irene apartment complex reportedly contains 530 dwelling units, with the following 

unit size breakdown according to data provided by management: 
 

Unit Type # of DU Avg SF* Total SF (NRA)
Studio 44 819 36,038
1 BR 129 1,072 138,245
2 BR 263 1,502 395,100
3 BR 75 2,059 154,454

Total/Weighted Avg. 511 1,417 723,837

Source: Pollin Properties

* Weighted Average

The Irene Apartments - Residential Unit Mix

 
 
According to the rent roll provided, there are 22 units (excluding two management offices), which are 
considered commercial in nature.  Most of these commercial units are located in either the 
ground/lobby level or the 2nd floor. However, 3 of these commercial units (units 417, 1603, and 1623) 
are situated in upper floors.  Per brief discussions with zoning officials, it is unlikely that commercial 
uses above the second floor in this residential building would be permitted (if challenged).  As such, I 
have assumed these units to be inherently residential units which are currently being utilized for 
commercial purposes.  Management reports that these units have not been modified in any way (i.e. 
walls removed, doors removed, etc.) to accommodate the users.  These three units and their current 
leases are detailed below. 
 

Unit# Unit Type Size (SF)
Current 

Rent/DU/Mo
Current/SF/

Yr Lease Expiration

417 1BR 1,057 $2,091 $23.74 MTM
1603 3BR 2,170 $3,500 $19.35 MTM
1623 1BR 1,057 $2,202 $25.00 04/30/08

Source: Pollin Properties

Residential Units being Utilized as Commercial space

 
 
In my analysis, I assumed that these units are currently occupied as commercial units (contracted 
commercial level rent) but upon turnover shall revert back to being residential units.  Based on this, the 
above mentioned units shall garner residential market level rents upon turnover.  The first chart listing 
the residential units at the subject includes these three units (417, 1603, & 1623); thus, a total of 511 
residential units are derived. 
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According to the rent roll provided, the commercial leases have a monthly income of $45,478 
(annualized figure, $545,737).  The following chart details the commercial units in the subject property. 
 

Unit# Size (SF) Current Rent/DU/Mo Current/SF/Yr Lease Expiration

101 1,700 $2,855 $20.15 MTM
106 1,300 $2,713 $25.04 MTM
107 700 $1,205 $20.66 MTM
108 650 $1,046 $19.31 0430/08
109 350 $950 $32.57 05/31/11
204 1,700 $3,854 $27.20 05/31/11
210 1,300 $2,958 $27.30 MTM
212 1,300 $2,803 $25.87 MTM
215 772 $2,123 $33.00 MTM
217 1,057 $2,570 $29.18 05/31/12
219 1,057 $2,202 $25.00 08/31/07
221 1,057 $2,202 $25.00 MTM
222 1,300 $3,278 $30.26 MTM
223 1,057 $2,202 $25.00 MTM
224 1,300 $3,537 $32.65 MTM
225 1,057 $2,202 $25.00 MTM
227 1,057 $1,731 $19.65 MTM
230 1,100 $2,093 $22.84 04/30/10
233 1,700 $2,954 $20.85 MTM

Total 19 21,514 $45,478
Average $2,394 $25.37

Commercial Income ($/yr) $545,737
Commercial NRA (SF) 21,514
Commercial Income ($/SF-NRA) $25.37

Note: Excludes Units 103 and 105 (Property Management / Leasing offices) which do not earn rental income.

Commercial Leases

 
 
In my analysis, I placed the income generated from these retail units in the “Commercial Rent Income” 
category and applied a CPI based growth rate of 3% per year in the DCF analysis (year one figure used 
is $580,878).  I would comment that despite 13 commercial units being on a month-to-month (MTM) 
lease, the average length of occupancy for these tenants has been 10 years.  Due to the stable rental 
history demonstrated by the 10-year average tenancy by the current MTM tenants, I assumed a stable 
income stream from the above commercial units.   
 
Reportedly, all of the commercial units on the second floor are essentially “normal” units that have not 
been modified to accommodate the commercial tenants.  Said differently, these 2nd floor units could be 
occupied by residential renters without any modifications being made.  However, the 1st floor 
commercial spaces appear to be somewhat modified.   
 
Based upon the aforementioned the subject contains a total of 530 dwelling units (511 residential & 19 
commercial).  The residential units contain 723,837 SF of net rentable area while the commercial units 
contain 21,514 SF of net rentable area.  Collectively the subject contains 745,351 SF-NRA. 
 
I have relied upon the reported unit size, count, and unit mix shown above for the valuation of the 
subject property and reserve the right to modify my value conclusion if the represented figures are 
deemed inaccurate and the variances result in a material change in market value. 
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2) Fee Simple Value Estimate 
 
I have estimated the market value of the subject property’s fee simple interest versus leased fee interest 
because the leases typically signed at the subject, and in place at present, are for one-year initial 
periods.  
 
3)  Zoning Conformance 
 
As will be discussed in detail in the Zoning and Land Use Plans Section of the report, after examination 
of the Montgomery County Zoning Ordinance, I have concluded that the existing improvements 
represent a pre-existing, legal, non-conforming use with respect to the CBD-1 zoning regulations.  The 
non-conformance is found on three levels.  First, the subject property is built out to a total FAR of 8.61x, 
which exceeds the maximum allowable FAR of 1.0x under the standard method of development and 
2.0x (3.0 if 80% or more of the gross FAR is devoted to residential use) under the optional method of 
development.  Secondly, the maximum allowable height in the CBD-1 district is 90 feet (optional 
method), while the appraiser estimates the subject’s height to be approximately 160 feet (16 stories @ 
10 feet per story).  Lastly, the subject’s parking ratio (1.28/space/DU) is below code.     
 
The appraiser would comment that the construction of the subject’s apartment complex preceded 
these applicable zoning regulations and is thus “grandfathered” in respect to it’s present density, 
height, and parking provided.  As such, for purposes of this report, the appraiser considers the subject 
property to be a permitted, pre-existing, legal, non-conforming use due to the fact that its density 
(FAR), height, and parking are outside or below current code requirements.   
 
I reserve the right to modify the value conclusion(s) in this report if the subject is found to be an illegal 
use with respect to zoning regulations. 
 
4)  Personal Property 
 
Rental apartments such as the subject’s generally contain several items of personal property that 
ordinarily transfer with title when a property is sold. Such items include range/ovens, refrigerators, 
dishwashers, washer/dryers, etc.  Data abstracted from the Marshall & Swift cost manual as well as 
discussions with market participants (i.e., developers of apartment projects) indicates that the 
replacement cost of such items is typically around $4,000±/unit for a good quality apartment complex 
such as the subject.  As it relates to the valuation of the subject, the personal property items are 
deemed to be of minimal value (i.e. less than 2.0% cost new or 1.0-1.5% as depreciated). Therefore, 
under USPAP, no separate valuation, deduction, or adjustment is required for these items, as they are 
not a “significant” part of the project. 
 
5)  Environmental 
 
I did not notice any toxic or hazardous materials located in or around the subject site during the site 
inspection.  Furthermore, I have not conducted a review of environmental matters and assume the 
absence of asbestos, radon, and other environmentally hazardous or sensitive materials or deposits 
on the property (site or building improvements).  The appraisal should not be relied upon as to 
whether or not environmental hazards actually exist on the property.  I reserve the right to modify my 
value conclusions should any environmental conditions be discovered that would be detrimental to the 
property. 
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7) Economic Obsolescence – below market rent 
 
Upon examination of the subject property’s rent roll, I found that the current (actual) rents for the 
residential units are +17% below my concluded market rent for the property. This is due to the fact that 
a number of the units in the subject property are being rented out to the owner’s personal 
friends/acquaintances at “family-rate” prices. This appraiser considers this fact to be a form of 
economic obsolescence. Thus, in my analysis I have assumed that this type of economic 
obsolescence encumbers the subject property in the initial years of the DCF. However, I would want 
to note that this obsolescence is easily curable by the property management by increasing the current 
rents to market level rents, which I have modeled in the cash flow analysis during subsequent 
renewals and unit turnovers. 
 
8) Rent Roll & Expense Budget 
 
Pollin Properties provided this appraiser with an August 2007 rent roll as well as actual 
income/expense financial statements from 2003 – 2006, and projected 2007 (actually reflect YTD 
actual plus forecasted September – December) & 2008 figures.  However, management verbally 
verified in late December 2007 that the actual in-place average rents did not move up or down since 
the August 2007 rent roll and that the projected expenses closely resemble the actual year-to-date 
amount through the same time period.  As such, I have utilized these income and expense data as 
“current” information for this valuation.  Lastly, management verified that occupancy was 99% in late 
December 2007, which is almost identical to the occupancy reflected in August 2007.  I reserve the 
right to modify my value conclusions should any of the data prove to be substantially incorrect. 
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Aerial Photograph of Subject Property 
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Aerial Photograph of Subject Property 
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The Irene Apartments – Willard Ave. Façade 
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View of Willard Ave looking east 
 

 
 

View of Willard Ave looking west 
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The Irene Apartments - Lobby  
 

 

 
 

The Irene Apartments – Resident’s Lounge 
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The Irene Apartments – Typical Hallway 
 

 
 

The Irene Apartments – 1st floor hallway 
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The Irene Apartments – Typical Residential Unit Kitchens 
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The Irene Apartments - Typical dining/living room area 
 

 
 

The Irene Apartments - Typical hall bathroom 
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The Irene Apartments - Typical master bathroom 
 

 
 

The Irene Apartments - Typical bedroom 
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The Irene Apartments – Typical Roofing 
(Note: Lightning arrestors were newly installed as of the inspection date.) 

 
 

 
 

The Irene Apartments – Roof Level Swimming Pool 
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The Irene Apartments – Roof Level Tennis Court  
 
 

 
 

The Irene Apartments – Fitness Center 
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The subject of this appraisal report is The Irene Apartments, a 16-story Class A- high-rise apartment 
building that contains 530 rental units and a total net rentable area of 745,351 SF-NRA (currently, 
723,837 SF residential and 21,514 SF commercial).  The property was constructed in 1966 on a 2.32-
acre site.  According to the subject’s current tax record, the property is owned by Irene Limited 
Partnership.   
 
The subject property is further identified as follows:  
 

Legal Description:  Friendship Heights 
 

Map:    HM33 
  Subdivision: 25 
  Block:  B 
  Lot:  12 
 
Tax Account Information: District:   07 
  Account #: 00494362 
 
Street Address:  The Irene Apartments 
  4701 Willard Avenue 
  Chevy Chase, Montgomery County, Maryland 20815 
 

PURPOSE OF THE APPRAISAL 
 
The purpose of the appraisal is to estimate the “As Is” Market Value of the Fee Simple interest in 
subject property in accordance with the appraisal policies and procedures of USPAP, FIRREA, and 
the Appraisal Institute. 
 

INTENDED USE AND USER OF THE APPRAISAL 
 
The intended use of this report is to satisfy the requirements of The Appraisal Institute as it pertains to 
demonstration appraisal reports.  As such, the intended user is The Appraisal Institute and its 
representatives as well as Terry R. Duncan, Johns Hopkins Adviser & Marie Moineau, Johns Hopkins 
Adviser.  No other parties may use or rely on any information contained in this report for any reason 
whatsoever without written permission from the appraiser. 

 
SCOPE OF WORK 

 
The scope of work in the preparation of this appraisal included a thorough investigation into all factors 
that have an impact on the valuation of the subject property.  General data regarding regional and 
neighborhood characteristics were compiled from a variety of sources, including, but not limited to, 
county and local governmental authorities, independently published information, the US Census 
Bureau, and SRC LLC (demographicsnow.com).  In addition, statistical and market information on the 
subject’s overall Washington, DC and more specific Montgomery County and Chevy 
Chase/Bethesda/Rockville apartment markets were obtained from the Montgomery County Department 
of Housing and Community Affairs, published reports by Transwestern/Delta Associates, and interviews 
with local market participants (property managers, brokers, owners, etc.).   
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Rental surveys have been conducted for projects that are located within the immediate Chevy 
Chase/Rockville/Bethesda marketplace, and are considered to be direct competitors of the subject’s 
Irene Apartments project.  Rental information on the various apartment complexes was verified with on-
site leasing and management personnel.  In addition, vacancy levels, expense comparables and 
competitive rates of return were obtained from other nearby properties to provide a clear understanding 
of pertinent Income Capitalization Approach factors. 
 
Sales of similar Class A/B apartment projects in “close in” areas of suburban Washington, DC have also 
been researched and analyzed.   A sufficient number of building sale transactions have been compiled 
from which to extract buyer preferences and draw reliable conclusions as to the value of the subject 
property through the adjustment process, as well as extract pertinent rates of return.  In each case, the 
details relating to the sales were verified by a reliable third party (buyer, seller, broker, or other informed 
party), as well as by public land records.   
 
Multifamily land sales in the subject’s immediate Suburban Maryland marketplace, as well as similar 
areas of Northern Virginia were researched and analyzed for purposes of deriving a value for the 
subject site on an “as vacant” basis within the Cost Approach.  Reproduction cost figures were 
estimated using the development cost estimates for a number of recently constructed and proposed 
apartment complexes that are considered similar to the subject, as well as by using the Marshall & Swift 
Cost Estimator program. 
 
Information relating directly to the subject was obtained from a number of sources as well as my interior 
and exterior inspection of the subject property.  No building plans, specifications, or a detailed site plan 
were available for the subject property.  Information relating to the size of the subject property (number 
of units and individual unit square footages) was obtained from rent roll data provided by the property 
manager.  During the course of the inspection, I inspected all of the major interior public areas of the 
property, as well as a one and two bedroom unit.  It was reported that all individual apartment units have 
construction features (buildout, appliances, finishes, etc.) that are relatively similar to the units I visited.   
 
Other property specific information that was obtained by the appraiser from various sources during the 
assignment is summarized as follows:  
    
 Item       Source 
  2003-2007 Operating Statements   Pollin Properties 
  2007 Operating Budget     Pollin Properties 
  Rent Roll as of August 2007    Pollin Properties 
  2007 Tax Bill      Montgomery County  

2007 Tax Assessment and Tax Map   Montgomery County 
  Market Data      Various Sources 
 
It is my opinion that the data presented is current, complete, and accurate, such that the resulting 
conclusion of value is market-oriented and reflective of buyer profile likely to acquire the property 
under current conditions.  Omission of the items not reviewed, unless they would indicate material 
legal, title, or environmental issues, in my opinion, do not significantly impact the value conclusion. 
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This appraisal estimates the market value of the fee simple interest in the subject property on an "As 
Is” basis.   
 

Fee Simple Estate -- Absolute ownership unencumbered by any other interest or estate, 
subject only to the limitations imposed by the governmental powers of taxation, eminent 
domain, police power, and escheat.1 

 
Although the subject property is encumbered by leases, it is the appraiser’s understanding that all are 
short-term in duration (lease terms of one year or less); thus, the "leased fee" estate of the operative 
property interest is not being appraised.  
 

DATE OF VALUE 
 
The subject property has been valued on an “As Is” basis as of January 1, 2008.   
 

DEFINITION OF MARKET VALUE 
 
According to the most recent edition of The Appraisal of Real Estate, 12th Edition, the definition of 
Market Value used by agencies that regulate federally insured financial institutions in the United 
States is as follows: 
 

The most probable price which a property should bring in a competitive and open market under 
all conditions requisite to a fair sale, the buyer and seller each acting prudently and 
knowledgeably and assuming that the price is not affected by undue stimulus.  Implicit in this 
definition is the consummation of a sale as of a specific date and the passing of title from seller 
to buyer under conditions whereby: 
  1. Buyer and seller are typically motivated; 
  2. Buyer and seller are well informed or well advised, and each acting in what they consider 

their own best interests; 
  3. A reasonable time is allowed for exposure in the open market; 
  4. Payment is made in terms of cash in U.S. dollars or in terms of financial arrangements 

comparable thereto; and 
  5. The price represents the normal consideration for the property sold unaffected by special 

or creative financing or sales concessions granted by anyone associated with the sale.2 
 
Note:  The federal definition of market value is also compatible with the definition of market value 
cited in the current edition of The Dictionary of Real Estate Appraisal. 
 

OWNERSHIP HISTORY AND OCCUPANCY 
 
According to Montgomery County tax records, Irene Limited Partnership owns the subject property.  The 
subject land was acquired on June 8, 1965 and the structures were built in 1966.  There have been no 
recent sales in the past 3 years.  Additionally, the subject property is not being marketed for sale to a 
third party, to the best of my knowledge.  No information was available as it relates to original 
construction costs.   
 

                                                      
1 Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th edition (Chicago, 2002), p.113. 
2 Appraisal Institute, The Appraisal of Real Estate, 12th edition (Chicago, 2001), p. 22-23. 
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As of the time of the inspection, the subject property was 99% occupied (current residential units).      
 
I have outlined the capital improvements that have taken place at the subject in recent years, there has 
been gradual periodic replacement of short-lived items such as furniture and fixtures, appliances, and 
other capital items.  These items are listed in the historical operating statements as “property 
improvements”.  The following chart contains a summary of the historical expenses for these items from 
2000 through 2007.   
 

Year Amount $/DU (530) Desc of Programs
2000 $1,836,351 $3,465 Begin kitchen renovation program upon unit turnover, begin water saving toilet replacement 

program, begin exterior renovation, begin replacing fire alarm system

2001 $677,296 $1,278 Continue kitchens, continue exterior renovations, replace incandescent light fixtures with 
flourescent, complete toilet replacement, begin lobby ADA renovations

2002 $1,593,309 $3,006
Continue kitchens, begin exterior coatings, waterproof and replace 2nd floor terraces, begin elevator 
modernization, replace stairwell treads, re-pave front entrance drive, refit all stairwell doors, repair 

garage ramps, construct new stairwell exit.

2003 $2,192,653 $4,137
Continue kitchens, complete exterior coatings, install common area sprinklers, replace roof and 2nd 

floor terrace railings, install new fire pump, install A/C for new fire pump room, sprinkle lobby and 
retail areas, begin building finish renovations, complete elevator modernization.

2004 $501,158 $946
Continue kitchens, install GFI receptacles in all kitchens, repair garage columns, continue building 
finish renovations (replace carpet, renovate and paint all hallways, replace lighting fixtures, box-in 

new sprinkler system, renovate lobby and common areas).
2005 $376,950 $711 Continue kitchens and building renovations

2006 $1,519,335 $2,867 Continue kitchens, complete building renovations, begin phase 1 of roof replacement.

2007 $1,932,000 $3,645
Complete roof replacement, replace tennis court, repaired swimming pool main water supply, add 
master antenna (FIOS, Dish, etc.), repair all drive surfaces in garage, continue kitchens, replaced 
HVAC riser valves throughout, install new finishes for elevator cabs, added new lobby HVAC, new 

fitness center HVAC, new elevator HVAC, complete mail box area remodel,.

Source: Pollin Properties

Historical Property Improvement Expense

 
 
As the previous chart indicates, the historical “property improvements” have ranged from a low of 
$711/unit to a high of $4,137/unit during the period from 2000-2007.   
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Washington, DC Metropolitan Area (MSA) Overview 
 
The Washington, DC MSA stretches about 80 miles north-south, from Frederick, Maryland to 
Fredericksburg, Virginia, and about 110 miles east-west, from St. Mary’s, Maryland to Martinsburg, 
West Virginia, encompassing almost 4,000 square miles.  The MSA includes the following jurisdictions 
and is denoted by the black outline on the map below:  
 

• District of Columbia, • Loudoun, VA  
• Calvert, MD  • Stafford, VA  
• Charles, MD   • Warren, VA  
• Frederick, MD • Alexandria (City), VA   
• Montgomery, MD  • Fairfax, Fairfax City + Falls Church, VA   
• Prince George's, MD   • Prince William, Manassas + Manassas Park, 
• Arlington, VA  • Spotsylvania + Fredericksburg, VA   
• Clarke, VA  • Jefferson, WV 
• Fauquier, VA   
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Economy & Demographics 
 
The Washington metropolitan area is one of the strongest and most resilient economies in the country.  
As shown in the graph below prepared by the Center for Regional Analysis (CRA) at George Mason 
University, the local economy has consistently achieved GRP growth above 3% since 2001.  The CRA 
expects economic growth to remain in the 3%-4% range through the end of 2011.   
 

 
 
The GRP forecast compares favorably with the national economy, as the DC region has outperformed 
the United States in terms of economic growth by roughly 100-200 basis points since 2000.  The CRA 
projects this gap will narrow over the next several years, as shown in the chart below. 
 

 
Note: Graphs on this page are provided by John McLain, AICP from the Center for Regional Analysis at George Mason University 
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The federal government makes up a very large component of the Washington area economy and, the 
area’s economy is, therefore, less dependent on the private sector growth than are other metropolitan 
areas.  According to CRA, federal spending accounts for more than 35 percent of the region’s direct 
GRP and federal spending is currently growing at more than double its historic 4% annual rate.  The 
majority of this growth has come in the form of procurements rather than new jobs within the federal 
government (see graph showing federal spending by type).  As of 2007, total federal spending in the 
Washington, DC area is projected at $118.8 billion. 
 

 
 
In terms of the area’s economic competitiveness, I would cite the May 2007 Forbes survey ranking the 
“Best Places For Business And Careers,” its annual rankings of the country’s 200 largest job markets.  
The following chart shows how Washington ranked in each category.  As shown in the table, 
Washington, DC ranked well in job growth, educational attainment, colleges, and culture and leisure, 
but it fell into the bottom half of job markets in terms of cost of living and cost of doing business.  In 
fact, the latter two measures represent large declines over the past two years, which have pulled 
Washington, DC out of the top ten.  Presently, Washington, DC is ranked #37 out of 200. 
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Category National Rank
 Colleges 1  5 

 Cost of Doing Business 2  178 

 Cost Of Living 3  181 

 Crime Rate 4  65 

 Culture & Leisure 5  13 

 Educational Attainment 6  8 

 Income Growth *  139 

 Job Growth *  31 

 Net Migration *  81 

  Overall 37

Washington, DC--#37

 
Source: Forbes, May 2007. 

1 Measure of 4-yr colleges in area with extra credit for highly rated schools. 
2 Index based on cost of labor, energy, taxes and office space. 
3 Index based on cost of housing, utilities, transportation and other expenditures. 
4 Crimes per 100,000 residents. 
5 Index based on museums, theaters, golf course, sports teams and other activities. 
6 Share of Population over age 25 with a bachelor's degree or higher. 
* 5-year annualized figures. 
NA: Not available, not applicable. 
Sources: Economy.com; Sperling's BestPlaces; FBI Index of Crime. 

 
Population Trends 
 
In terms of total population, the Washington, D.C. MSA ranked eighth among U.S. metropolitan areas 
in 2006.  Over the last 30 years, the population of the Washington MSA has grown at about 1.6% per 
year.  As shown in the table below, the population of the Houston MSA surpassed that of the 
Washington, DC MSA between 2000 and 2004.  If current growth rates persist, the Washington, DC 
MSA should surpass Philadelphia by 2015. 
 

Avg. Annual
MSA 1970 1980 1990 2000 2004 2007 Growth
New York-Northern NJ-Long Island, NY-NJ-PA 17,089,280    16,377,893    16,888,902    18,359,151 18,754,585 18,898,762 0.3%
Los Angeles-Long Beach-Santa Ana, CA 8,475,377      9,454,611      11,297,143    12,403,036 12,899,425 13,133,921 1.3%
Chicago-Naperville-Joliet, IL-IN-WI 7,895,845      8,052,943      8,203,210      9,119,722 9,393,259 9,573,949 0.6%
Dallas-Fort Worth-Arlington, TX 2,429,717      3,040,317      4,014,341      5,196,397 5,696,045 6,072,411 2.7%
Philadelphia-Camden-Wilmington, PA-NJ-DE-MD 5,331,133      5,244,018      5,445,186      5,693,604 5,798,956 5,876,616 0.3%
Miami-Fort Lauderdale-Miami Beach, FL 2,255,202      3,254,936      4,078,578      5,028,759 5,355,903 5,587,672 2.7%
Houston-Sugar Land-Baytown,TX 2,213,853      3,184,357      3,792,007      4,741,420 5,176,667 5,504,736 2.7%
Washington-Arlington-Alexandria, DC-VA-MD-WV 3,151,300      3,414,159      4,138,586      4,821,355 5,157,608 5,377,931 1.6%
Source: US BEA, Demographicsnow, 1/08.

Population
Population Trends in Major Metropolitan Areas

 
   
According to the Metropolitan Washington Council of Governments (MWCOG), approximately 5.3 
million people now live in the Washington, DC MSA.3 As shown below, the population in outlying 
suburbs, such as Loudon County, Calvert County, and Spotsylvania County, has grown more quickly 
                                                      
3 The Washington Metropolitan Council of Governments does include population estimates for Clarke, Fauquier, Warren and 
Spotsylvania Counties in Virginia and Jefferson County in West Virginia. Population estimates for these counties are from 
demographicsnow.com 
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than the inner core (highlighted).  The population in DC declined between 1970 and 2003 before 
beginning a reversal due to large amounts of multi-family development within the District.   
 

County State Category 1970 1980 1990 2000 2003 2005 2007
Avg. Annual 

Growth
District of Columbia DC Core 755,087         638,284      605,321      571,045      557,620          577,500       542,531       -0.9%
Montgomery Maryland Core 524,400         582,053      760,296      877,699      915,058          942,000       947,741       1.6%
Prince George's Maryland Core 666,136         666,369      731,076      803,581      836,369          852,900       863,955       0.7%
Arlington VA Core 173,825         153,363      171,164      189,249      187,439          198,300       199,548       0.4%
Alexandria (Independent City) VA Core 110,508         103,620      111,491      129,130      128,673          135,900       138,450       0.6%
Fairfax, Fairfax City + Falls Church VA Core 489,999         631,502      851,111      1,007,152   1,029,365       1,073,600    1,023,953    2.0%
Frederick Maryland Outer 85,309           115,706      151,345      196,579      213,623          220,900       230,482       2.7%
Loudoun VA Outer 37,288           57,765        87,208        173,961      221,150          247,300       289,479       5.7%
Prince William, Manassas + Manassas Park VA Outer 112,424         168,538      251,587      329,542      371,936          402,600       376,280       3.3%
Calvert Maryland Outer 20,932           34,884        51,954        75,187        84,155            82,800         93,072         4.1%
Charles Maryland Outer 48,232           73,466        101,751      121,282      132,286          138,000       145,923       3.0%
Clarke VA Outer 8,130             10,001        12,079        12,708        13,444            13,896         14,356         1.5%
Fauquier VA Outer 26,483           36,070        48,908        55,579        61,207            64,828         73,344         2.8%
Stafford VA Outer 24,735           40,712        62,600        93,571        110,236          107,100       128,182       4.5%
Warren VA Outer 15,420           21,256        26,313        31,721        33,803            35,096         35,763         2.3%
Spotsylvania + Fredericksburg VA Outer 31,136           50,136        78,237        110,886      127,907          138,951       127,126       3.9%
Jefferson WV Outer 21,256           30,434        36,145        42,449        46,414            49,069         49,693         2.3%
TOTAL 3,151,300      3,414,159   4,138,586   4,821,321   5,070,685       5,280,740    5,279,878    1.4%
Source: US BEA, Demographicsnow, 1/08.

Washington, DC MSA Population Trends by County

 
The two maps below depict the population growth in the outlying suburbs from 1970 to 2005.  
 

Population 1970     Population 2005 

 
 

The MWCOG expects the region’s population to grow at a steady rate of about 1.1% a year through 
2030, spurred primarily by the long-term strength of the local economy and high rates of in-migration 
and international immigration.4 They also project that the inner core will continue to have the highest 
population density but anticipate that the outer suburbs will continue to experience the fastest growth 
in population.  Additionally, the MWCOG expects DC to reverse years of population loss and 

                                                      
4 See footnote #5. MWCOG does not forecast population for all counties in the MSA.  
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experience and increase in population over the next couple of decades. The following graph 
summarizes the MWCOG’s population forecast5:  
 

 
 
Income Trends 
 
According to the Bureau of Economic Analysis (BEA), the per capita income in the Washington, DC 
MSA ($51,207) was the fifth highest in the country in 2006 and was 41% higher than the U.S. per capita 
income level ($36,307) for that year.  The following table displays the 2007 median household income 
and per capita income for each of the counties in the Washington, DC MSA.6  

 

                                                      
5 Metropolitan Washington Council of Governments, Growth Trends to 2030: Cooperative Forecasting in the Washington 
Region, Fall 2005.  
6 For purposes of this comparison, the non-county portions of the Washington, DC MSA were omitted except for 
Washington, DC and Alexandria, VA.  
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Median Household Per Per Capita
Household Income Capita Income

County Income Rank Income Rank
Loudoun County $102,170 1 $41,047 6
Fairfax County $99,347 2 $45,364 3
Montgomery County $87,858 3 $43,814 4
Prince William County $82,741 4 $41,456 5
Stafford County $81,476 5 $29,479 13
Calvert County $79,994 6 $36,016 8
Arlington County $77,818 7 $47,485 2
Charles County $76,437 8 $29,631 12
Fauquier County $75,660 9 $34,653 9
Frederick County $73,441 10 $34,065 10
City of Alexandria $70,405 11 $47,913 1
Spotsylvania County $69,876 12 $27,977 14
Prince George's County $68,073 13 $27,697 15
Clarke County $62,649 14 $29,761 11
Jefferson County $53,915 15 $24,979 16
Warren County $51,860 16 $24,458 17
District of Columbia $48,521 17 $38,440 7
Source: Demographicsnow.com

Washington, DC MSA Income By County--2007 Estimate

 
 
Employment Trends 

 
From 2000 to 2005, the Washington area added more jobs than any other metropolitan area.  From 
November 2006 to November 2007, Washington added 40,400 jobs, good for sixth in the country 
among the top 15 largest job markets.  In terms of unemployment, the Washington, DC region boasts a 
stellar 3.0% unemployment rate, which is 150 basis points below the national average and the best 
among major job markets.  The region’s low unemployment rate is beginning to create hiring problems 
in some job sectors, such government jobs in which a security clearance in required.  CRA estimates 
that growth in federal spending has supported more than half of the region’s recent job growth across all 
sectors.   
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Source: John McLain, AICP.  Center for Regional Analysis, George Mason University 

 
 
According to the MWCOG, the federal government accounts for about 12 percent of the region’s jobs 
(versus almost 20% in the mid-80s).  However, as mentioned above, federal contracting generates 
thousands of additional jobs in the region, primarily in the professional and business service sectors.  
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The following chart breaks down job growth over the next 25 years is expected to be divvied up 
among the various sectors. 
 

 
 
The location of the jobs in the Washington region has made a dramatic shift over the last 50 years. In 
1950, 84% of the region’s jobs were located in the District, but by 2005 only 23% of the regions jobs 
were found in the city.7 The number of jobs in the District grew over this time period but this growth was 
dwarfed by job creation in the suburbs.  The MWCOG expects the Inner Suburbs to be the prime 
beneficiary of job growth through 2030, as shown in the pie chart below. 

 
 
 
The following chart, taken from the 4Q/2007 MWCOG report, summarizes job growth between 1970 and 
2000 and 2000-2030 by jurisdiction8.  While Fairfax County has and will remain the largest employment 

                                                      
7 John McLain, AICP.  Center for Regional Analysis, George Mason University. 
8 Metropolitan Washington Council of Governments, Growth Trends to 2030: Cooperative Forecasting in the Washington 
Region, Fall 2005. 
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center, job growth is forecasted to be the greatest in Loudon County and Falls Church.  Manassas and 
the District of Columbia are projected to have the slowest employment growth over that period.  
Northern Virginia, with an aggregate projected job growth of 61%, is the clear winner among the three 
main areas, while Suburban Maryland is forecasted to have job growth of 38%. Overall, total 
employment is expected to increase by 39% up to 2030.  Two-thirds of new jobs will be in the service 
industries. 
 

 
 
The MWCOG expects that job growth in the District will continue on this upwards trend, however, they 
anticipate the majority of job growth in the region up through 2030 years will take place in the suburbs, 
as seen the chart below.  However, overall, the amount of jobs in the District still far surpasses the 
number of residents within its boundaries.  According to a January 2008 article in the Washington 
Business Journal, about 690,000 people work in the District each day, but only 300,000 District 
residents are employed in the city.  This points to the need for continued high-density multi-family 
development at affordable levels in Washington, DC over the long-term.  Of the Washington area’s 
342,000 federal jobs, 56% are found in the District. 
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The MWCOG employment forecast was completed before the Department of Defense released its 
recent Base Realignment and Closure (BRAC) initiative.  Delta Associates recently completed a BRAC 
study in which they conclude that BRAC will have a limited impact on the regional economy (specifically 
employment) as a whole.  However, they did conclude that BRAC will have a larger impact at the 
jurisdictional level, with the District, Arlington, and Alexandria standing to lose a larger portion of their 
work force and Fairfax, Prince William, and Anne Arundel Counties standing to gain employees.9 

 
A major drawback to the region’s continued economic growth is the high cost of living in the DC area. 
Affordability issues sometimes limit the ability of employers to attract and import new employees.  With 
high land and housing costs relative to other competitive areas, as well as major needs for infrastructure 
improvements, no near-term solution is foreseen for this escalating problem. 
 

                                                      
9 Delta Associates and George Mason University, 2005 Base Realignment and Closure (BRAC) Recommendations And 
Their Impact on the Washington Metro Area Economy, Transportation, and Office Market, August, 2005.  
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Transportation 
 
Transportation is a major issue in the Washington area.  The region has some of the worst traffic in 
the nation but also has a fairly extensive public transportation network.  Depending upon how it is 
measured (i.e., time to commute, frequency of jams/gridlock, etc.), Washington, DC often ranks 
among the top five or ten most congested metro areas in the United States.  
 
Development in the region, especially suburban sprawl, only promises to worsen traffic, as many area 
jurisdictions continue to approve thousands of homes in areas where roads already are strained. As 
mentioned previously, the region’s population has expanded outward and the outlying suburbs are 
expected to continue to experience significant growth in future years. Development in many of these 
outlying areas is very low density and people often live far from shopping and job centers and public 
transportation networks, leaving them increasingly dependent on the automobile.   
 
However, the report from TTI also showed that traffic congestion in the Washington area would the 
worst in the nation if not for its public transportation systems.  Local government authorities have 
presented numerous plans in recent years aimed at curbing the congestion.  These range from the 
major (“Purple Line” and “Silver Line”), to the minor (a recently announced streetcar project for 
Columbia Pike in Arlington and Fairfax County), to the innovative and controversial (“dynamic tolling” 
as proposed by private contractors that will construct toll lanes along the Capital Beltway in Fairfax 
County and could charge $5-$6 per trip). 
 
The region’s public transportation network includes:  
 
Metro Rail 
 
A 103-mile rail network with 86 stations—40 in DC, 26 in Maryland, and 20 in Virginia—that logged 
207.9 million passenger trips in 2007 fiscal year ended July 2007, making it the second largest rail 
transit system in the country.  More people rode Metrorail in the past year than in any year since the 
subway opened in 1976. Ridership increased by 1% between 2006 and 2007 to mark the tenth 
consecutive year of increased ridership.  
 
Construction of the Metro Rail (“Metro”) system began in 1969, a time when almost half of the regions 
jobs were located in the District (see graph under the employment discussion above).  As a result, the 
system is designed to most efficiently carry passengers between the city center and inner suburbs (see 
following map).   
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The Metro system has impacted development patterns in downtown Washington and the inner-ring 
suburban areas, for example, dramatic office and mixed-use developments have been constructed 
around the Metro stops.  Certain portions of downtown Washington and the “close-in” suburbs have 
experienced economic revitalization around Metro stations.   
 
As the Washington, DC MSA succumbs to ever worsening traffic congestion, several plans have been 
floated in recent years to expand the Metrorail network.  In 2002, plans were formalized to extend the 
Orange Line to Tysons Corner, with a long-term plan of laying track out to Reston, Herndon, and, by 
2015, Dulles Airport.  The conceptual plan was approved by the Federal Transit Administration in 2004, 
and the initial stretch is projected to be open by 2013.  Additionally, with the BRAC (Base Realignment 
and Closure) initiative expected to move as many as 18,000 Department of Defense jobs away from the 
Arlington area, new discussion on extending the Blue Line to Fort Belvoir is gaining traction.  However, 
with an estimated cost of $800 million, it remains unclear whether this project will move forward.  Finally, 
the oft-discussed “Purple Line,” an express highway linking I-270 in Rockville to I-95 in Prince George’s 
County, is moving forward after years of debate over the possibility of a Metrorail link and funding 
concerns.  This project should go a long ways towards easing traffic congestion in Montgomery County 
and northern Prince George’s County. 
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Metro Bus 
 
Metrobus is a bus system that includes 171 bus lines, 12,300 bus stops, and a fleet of 1,460 buses, 
making it the 5th largest bus network in the country.  According to the Washington Metropolitan Area 
Transit Authority (WMATA), which operates both Metrobus and Metrorail, the Metrobus system 
recorded 131.5 million passenger trips in 2007. 
 
MARC & VRE   
 
There are two major commuter rail systems serving the Washington, DC area, Virginia Railway Express 
(VRE) and MARC Train Service (MARC). 
  

VRE: Provides commuter rail service from the Northern Virginia suburbs to Alexandria (King 
Street Station), Crystal City and downtown Washington, DC. 
 
MARC: Is a 187-mile commuter rail system, providing service on three lines, between 
Washington, DC and Baltimore, MD; Washington, DC and Perryville, MD; and Washington, 
DC and Martinsburg, WV. 
 
In addition to the systems described above, a number of jurisdictions operate their own 
commuter bus services to carry commuters from outer suburbs to job centers closer to the city 
center.  For example, OmniRide carries commuters from locations throughout Prince William 
County to destinations that include the Vienna, West Falls Church, the Pentagon, Crystal City, 
and downtown Washington, DC.  
 

Airports & Regional Train Service 
 
In terms air transportation, the region is “blessed” with three major airports which offer non-stop 
service to hundreds of domestic and international destinations:  
 

Ronald Reagan/Washington National Airport (DCA) is located along Arlington County’s 
waterfront.  At last count, the airport was served by 13 airlines, not including “express” and 
“connection” affiliates.  US Airways is the airport’s largest carrier.   There is non-stop service to 
74 destinations.  In 2006, DCA recorded 18.55 million passenger enplanements.  The airport 
has its own stop on the Metrorail system.   
 
Baltimore/Washington International Airport (BWI) is located about 10 miles south of downtown 
Baltimore and 30 miles north of Washington, D.C.  In 2005, the airport completed a new 
terminal to be used primarily by its largest airline, low cost carrier Southwest Airlines, which 
accounts for 51% of flights to BWI.  The airport served about 20.7 million passengers in 2006 
on 17 airlines, and it offers non-stop service to 61 domestic destinations and eight international 
destinations.  The airport offers easy access to the Amtrak and MARC rail station and offers 
passengers a direct link to downtown Baltimore via a new light-rail station. 
 
Washington Dulles International Airport (IAD) is located about 26 miles west of Washington, 
DC on the Loudoun County/Fairfax County line of Northern Virginia.  IAD serves as the hub for 
United Airlines the airport’s more than 31 airlines offer non-stop service to more than 198 
destinations, including more than 50 international destinations.  IAD is the second busiest 
airport on the Eastern Seaboard, with over 23 million passengers in 2006.  This figure is down 
significantly from ridership of over 27 million in 2005; the decline is attributable in large part to 
the demise of Independence Air.  IAD is undergoing a varied expansion plan, which includes 
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plans for two new runways, an expansion of the B Concourse, and potentially a new terminal 
on the south side of the complex.  Additionally, the Smithsonian Institute, erected a $200 
million Air and Space museum annex, known as the Steven F. Udvar-Hazy Center, on the 
southwest side of the airport in 2003. 
 
The Amtrak rail hub of Union Station is situated near the US Capitol on the eastern end of the 
downtown Washington, DC office market.  Amtrak offers frequent regional and high-speed rail 
service along the northeast corridor, including New York City and Boston.   

 
Major Trends and Events Affecting Real Estate 
 

• The Washington Nationals Ballpark broke ground in May 2006 on the $611 million 
project, and it is expected to be ready for play by March 2008.  The announcement of 
this project sparked a major boom in land activity in the blighted Southeast section of 
Washington, DC.  In terms of real estate, the success of the project will be measured 
by its ability to create a lively streetscape that can integrate retail, office, and residential 
uses around the stadium and capitalize on the neighborhood’s excellent locational 
attributes.  RCDH expects long-term reception of the stadium will have a large impact 
on proposed revitalization plans for the Anacostia and Southwest waterfronts. 

 
• The Base Realignment and Closure (BRAC) Commission approved the U.S. Department 

of Defense (DoD) recommendations for operational relocations in August 2005, as 
illustrated on the following page.  If fully implemented over the next several years, it will 
reportedly relocate nearly four million square feet of DoD leased office space from 
Arlington to mostly the D.C. region’s outlying suburban military bases.  County officials 
report that, with nearly 20,000 jobs facing relocation, Arlington is the most affected 
jurisdiction in the entire United States.  Fort Belvoir is expected to be a major beneficiary. 

 
• As alluded to in the prior transportation section, the Silver Line project that will eventually 

link Dulles Airport to the Metrorail network via Reston, Herndon, and Tysons Corner has 
major ramifications for development patterns in Fairfax County. 

 
• Like most major metropolitan areas, Washington, DC has been severely affected by the 

housing downturn.  The financial feasibility of new housing in non-core, non-Metrorail 
locations has been called into question in many instances.  Residential land sale activity 
has slowed to a crawl in almost every submarket.    

 
• Similarly, the ongoing “credit crunch” has caused investor activity to coalesce around 

only core properties.  After several years of momentum, pioneer submarkets are stalled 
in some instances in terms of development plans.  Caution is strongly advised in several 
areas in which speculative development is rampant, such as around Dulles Airport. 

 
Conclusion 
 
Overall, the DC metro area is rated to be strong on all fronts.  The subject property is found in a 
strong suburban location of this strong macro market (Chevy Chase).  As such, long-term prospects 
are rated to be good.  Keeping these factors in mind, I will now more closely describe the subject’s 
more immediate area and neighborhood. 
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Montgomery County 
 
As noted previously, the subject is located in the Chevy Chase area of Montgomery County, MD.  As 
illustrated on the map to follow, Montgomery County’s approximate 500 square miles are bordered by 
Howard County to the northeast, Prince George's County to the southeast, Frederick County to the 
northwest, the District of Columbia to the south and Virginia to the west.  Montgomery County is the 
second most populous jurisdiction in the Washington MSA with an estimated population of over 
930,000, trailing only Fairfax County, Virginia.  The following charts summarize employment and 
population/households for Montgomery County’s numerous planning areas illustrated on the page 
following next. 
 
Along with Loudoun County to the west of Fairfax, Montgomery and Fairfax Counties have absorbed 
the bulk of suburban sprawl in the Washington, D.C. region from the 1980's through 1990's to present, 
along with the affluent household base that created and migrated into the booming new single-family 
housing markets.  With average household income levels in excess of $116,000, Montgomery County 
is consistently one of the top 10 most affluent jurisdictions in the entire country. 
 

Yr. 2005

Sq. Estimates Projected Projected 2005 Yr. 2010 Population

Miles 2005 2010 2015 Estimated Projected Density
Inner-Ring

Bethesda/Chevy Chase 20.2 88,252 91,275 93,571 92,600 101,343 4,578
Silver Spring 4.6 38,655 40,178 41,535 35,860 46,614 7,770
Takoma Park 3.4 6,722 6,902 5,363 29,665 31,016 8,810
Potomac 26.9 12,403 12,829 14,024 48,430 46,480 1,803
 Subtotal 55.1 146,032 151,184 154,493 206,555 225,453 3,749
I-270 Corridor
North Bethesda 10.2 69,665 73,077 76,921 41,845 49,351 4,102
Rockville 13.6 78,693 94,087 103,276 53,710 64,856 3,939
Gaithersburg 30.2 87,957 96,318 102,731 130,500 137,438 4,325
Germantown 17.1 22,834 25,447 28,679 79,580 87,833 4,658
Clarksburg 15.3 3,704 4,544 7,962 6,500 17,726 424
 Subtotal 86.4 262,853 293,473 319,569 312,135 357,204 3,613
Eastern County
Aspen Hill 13.2 6,348 6,492 6,536 62,865 60,760 4,778
Colesville/White Oak 10.2 8,629 14,764 16,509 35,216 34,021 3,439
Fairland 10.3 17,293 17,756 20,236 41,470 42,483 4,022
Kemp Mill 6.4 3,555 3,614 3,670 35,605 34,270 5,553
Kensington/Wheaton 15.2 21,599 22,557 22,883 78,065 75,187 5,135
 Subtotal 55.3 57,424 65,183 69,834 253,221 246,721 4,579

Olney 46.5 5,871 6,045 6,117 38,615 37,085 831
Rural 254.3 27,820 29,115 29,987 120,474 111,237 474
County Total 497.6 500,000 545,000 580,000 931,000 977,700 1,871

* density equals residents per square mile
Source: Montgomery County Dept. of Park and Planning, Research and Technology Center-  January 2008

Montgomery County, Maryland
Employment & Population/Density

by Planning/Policy Area
Employment Population/Density
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2000 2007 % Change 2012 % Change
Population 873,341 947,741 8.52% 996,861 5.18%
Households 324,565 351,379 8.26% 369,206 5.07%
Median Household * $71,861 $87,858 2.91% $98,567 2.33%
Avg. Household Income * $95,089 $116,811 2.98% $135,329 2.99%

 MONTGOMERY COUNTY

* % change for income equivalent to compounded annual change
Source: SRC, LLC (demographicsnow.com) - January 2008  

 
While Montgomery County contains some of the first suburban communities to undergo significant 
development as far back as the 1920's, the construction of the Capital Beltway (Interstate 495) during 
the late 1960s and early 1970s greatly expanded access within the region to a substantially larger 
portion of the county.  Montgomery County is a widely-recognized national leader in “Smart Growth” 
policies and has placed significant constraints on further suburban sprawl trends while refocusing 
business development efforts on older “inner-beltway” areas in need of revitalization.  In fact, 
moratoriums have been placed on further commercial development in several of the more established 
employment centers such as Bethesda and Rockville at various recent points in time.  Transportation 
improvements must be implemented in order for such moratoriums to be lifted, at least by current 
government officials.  With reference to the map below Montgomery County contains a wide variety of 
commercial and residential areas, which can be differentiated as follows: 
 

• The adjoining Bethesda/Chevy Chase and Potomac planning areas, along with some parts of 
Fairfax County, Virginia and northwest Washington, DC, contain the region’s most expensive 
and exclusive residential communities.  While Potomac is almost exclusively comprised of 
single-family housing (with a estimated 2007 median household income of almost $165,000), 
Bethesda and Chevy Chase are situated directly north of Washington, D.C. along the metro 
rail line and contain a “18-hour” districts with mixture of high-end office product, 
retail/entertainment and high-density housing. 

 
• Other “inside-the-beltway” communities in eastern Montgomery County such as Silver Spring, 

which are original suburban communities that have been close to fully built out for the past 
three decades and are presently being targeted by state and county governments for 
revitalization.  A mixed-use revitalization project in downtown Silver Spring’s core with a 
public/private investment of nearly $500 million and total square footage of approximately 1.2 
million is presently in progress with significant public financing.  In early 2003, Discovery 
Communications completed its new 600,000 SF headquarters building in Silver Spring 
adjacent to the metro-rail station.  In addition, Foulger-Pratt Development Group, Inc. and the 
Peterson Development Companies are nearing the completion of the “Downtown Silver 
Spring” project.  The project will consist of over ±410,000 SF of retail, restaurant and 
entertainment space; a hotel with 170 rooms; ±275,000 SF of Class A office space; 
approximately 160 residential units; and a new civic building. 

 
• The county’s most rapidly-developing planning areas extending north from the Capital 

Beltway along both Interstate 270 and Rockville Pike (State Route 355).  As summarized 
previously, four of the five planning areas (North Bethesda, Rockville, Gaithersburg, 
Germantown and Clarksburg) have relatively similar population densities and household 
income levels, with North Bethesda/Rockville containing a higher proportion of office inventory 
due to its closer proximity to the Capital Beltway and Washington, D.C., as well as metro rail 
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service.  Alternatively, Gaithersburg, Germantown and Clarksburg are referred to as “up-
county” and represent the county’s primary growth areas for both residential and commercial 
development due to more land availability.  About half of the county’s new housing is 
occurring in these planning areas over the past several years and it is the center of what has 
become known as Montgomery County’s MD-355/I-270 Technology Corridor.  The growth of 
technology related businesses in Montgomery County is fueled by its proximity to the U.S. 
federal government, the world’s largest technology buyer.  The bio-tech industry, which is a 
critical economic driver for the area’s technology industry, is centered around the 200-acre 
Shady Grove Life Sciences Center in the North Rockville submarket.  The federal 
government’s emphasis on biodefense and nanotechnology will likely continue to positively 
impact the county for years to come.  As illustrated below, most of this future impact is 
expected to be along the MD-355/I-270 Technology Corridor. 

 

 
 

• Eastern Montgomery County planning areas north of the Capital Beltway and east towards 
Interstate 95 are more residential-oriented and older communities in terms of built-out, with no 
significant private-sector employment centers.  The Food and Drug Administration (FDA) is in 
the process of consolidating its headquarters in the former Naval Surface Warfare center in 
White Oak is well underway.   The project is bringing the first significant commercial 
development in this subregion for an extended time period.  The 3 million SF campus, which 
is being developed in phases, is expected to be completed by 2012. 

 
• More than 50% of Montgomery County’s borders remain pastoral land in the northern and 

western parts, with a vast agricultural preserve that the county and state are intent on 
preserving.  This stance of government officials is a major impediment to progress on major 
road projects under constant consideration to alleviate traffic congestion woes and being 
pushed more aggressively by private-sector employers.  The potential for an employment 
boom in the County’s clustered bio-technology industry and proposed highway projects could 
ultimately be threatened and a balancing of these varying interests will continue to be a 
primary government election issue for decades to come. 
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ECONOMY 
 
While containing several of the D.C. region’s most preferred business locales, several years of flat 
overall employment during the 1990’s resulted in Montgomery County losing its status as the 
Washington MSA's largest suburban employment center in 1998.  Fairfax County, Virginia, as one of 
the nation’s most rapidly-growing employment centers in the past decade-plus, increased its 
employment base by one-third in the 1990's while Montgomery County’s employment growth was 
slightly less than 10%.  Nonetheless, Montgomery County’s economy is diverse and multi-faceted and 
its status as one of the nation’s most renowned biotechnology centers offers growing optimism for 
increased employment growth over the next decade and more.  The D.C. region’s top two employers 
(Marriott International and Lockheed Martin), as well as several other renowned corporations and 
federal government agencies, have been long-time corporate citizens of Montgomery County, as 
summarized in the following chart. 
 

Adventist Healthcare 8,109
Lockheed Martin 7,282
Giant Food 3,847
Marriott International 3,487
Holy Cross Hospital 2,830
IBM 2,600
BAE Systems 1,700
Kaiser Foundation Health Plan 1,622
GEICO 1,550
Suburban Hospital 1,550
Westat 1,500
Human Genome Services 1,475
Hughes Network Systems 1,340
NASD 1,330
Montgomery General Hospital 1,285
Shady Grove Adventist Hospital 2,000
Verizon 1,265

National Institute for Health 18,627
Food & Drug Administration (FDA) 7,700
Naval Medical Command 6,200
NOAA 5,333
National Inst. Of Standards & Technology 2,600
Nuclear Regulatory Commission 2,330
Department of Energy 2,200
Naval Surface Warfare Center (Carderock) 1,670
United State Post Office 1,200

Source: Maryland Dept. of Business and Economic Development, 12/06

Montgomery County Employers

Federal Agencies

Private Sector

 
 
With reference to a Year 2007 report titled The MD-355/I270 Technology Corridor, 80 percent of 
Montgomery County’s jobs are in the Corridor.  Between 1998 and 2004 the Corridor garnered three-
fourths of Montgomery County’s total growth in private sector jobs.   Advanced services- including 
information technology, biotechnology, legal, research and scientific services- account for the largest 
core of jobs (56,000) and business establishments (4,060) in the Corridor.  The Corridor also contains 
two world-renowned federal research campuses, the National Institutes of Health (NIH) and the 
National Institute of Standards and Technology (NIST) in addition to major satellite offices for the US 
Department of Health and Human Services and the U.S Department of Energy.   The following is a 
map of the Corridor and a list of its fastest growing technology firms.  
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The map on the following page, along with the chart on the page following next, depict the numerous 
employment center “clusters” that are situated primarily in the county’s southern and central/eastern 
halves.  These include the “Regional Activity Centers” of Bethesda/Friendship Heights extending north 
from the District of Columbia to the Capital Beltway, Rockville/North Bethesda “outside the beltway” 
along the southern portion of Interstate 270 and Gaithersburg and Germantown further north along 
the I-270 Corridor, as well as Silver Spring outside D.C.’s borders further east “inside the beltway”. 
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REGIONAL ACTIVITY CENTERS AND CLUSTERS 
(per Metropolitan Washington Council of Governments) 
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Center Square
Name Miles Metro 2005 2030 2005 2030

Rock Spring Park 0.6 18,036 22,491 355 1,665
Rockville Town Center 1.3 Y 14,936 23,855 2781 4643
Twinbrook 0.4 Y 18,772 21,974 702 3,462
White Flint 0.7 Y 16,866 26,824 1,434 6,773
Centers Total 68,610 95,144 5,272 16,543
Clusters Total 104,360 142,620 19,669 34,981

Bethesda CBD 0.6 Y 34,833 41,567 6,720 12,938
Friendship Heights/Tenleytown (incl. DC) 1.3 Y 28,320 35,021 10,903 13,754
National Institutes of Health (NIH) 0.9 Y 23,801 28,302 0 0
Centers Total 86,954 104,890 17,623 26,692
Clusters Total 93,966 108,982 24,307 35,324

Shady Grove/King Farm/Life Sciences Ctr. 3 Y 38,429 52,748 4992 8,740
North Frederick Avenue 2 16,808 21,011 3,728 6,615
Centers Total 55,237 73,759 8,720 15,355
Clusters Total 109,404 145,046 42,349 61,121

Silver Spring CBD 0.6 Y 29,741 34,626 5,646 14,016
Clusters Total 67,316 75,190 39,213 53,313

Germantown 1.7 7,840 21,537 1,407 2,398
Clusters Total 25,556 61,791 15,482 28,368

MONTGOMERY COUNTY ACTIVITY CENTERS AND CLUSTERS
Jobs Households

Cluster #19 (Germantown/Clarksburg)

Source: Metropolitan Washington Council of Governments 4/07

Cluster #6 (Rockville/North Bethesda)

Cluster #9 (Bethesda/Friendship Heights)

Cluster #5 (Gaithersburg/Life Sciences Center)

Cluster #1 (Sliver Spring/Takoma Park/Wheaton)

 
 
Transportation Network 
 
Montgomery County has traditionally been served by the Capital Beltway/Interstate 495, an 
expressway loop around the nation's capital that remains the county's almost exclusive east-west 
artery for lengthy travel, providing access to the Northern Virginia suburbs to the southwest and 
Interstate 95 to the east.  This major highway distinguishes the county’s “inside-the-beltway” and 
“outside-the-beltway” subregions as previously discussed.  North/south access through Montgomery 
County was greatly enhanced with the major expansion of Interstate 270, to 12 lanes in 1990.   
 
The 33-mile I-270 highway links the Capital Beltway at its southern terminus with Interstate 70, one of 
the nation's major east-west highways to the north beyond Frederick.  Route 355 is the retail heart of 
Montgomery County, changing from Wisconsin Avenue to Rockville Pike to Frederick Road as it 
passes through Bethesda, Rockville, Gaithersburg and Germantown on its way into Frederick County, 
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and roughly parallels Interstate 270.  Rockville Pike contains several million SF of retail space in 
numerous community and neighborhood shopping centers-as well as two major shopping malls 
(White Flint Mall and Lake Forest Mall), being one of the D.C. region’s largest retail hubs. 
 
The metro rail line in Montgomery County is U-shaped, with downtown Washington, DC access to/from 
North Rockville/Shady Grove to the west and Silver Spring to the east.  While the county is becoming 
increasingly “self-contained” in terms of “in-place” employment for county residents, numerous bus lines 
also operate with linkages to the various metro rail stations. 
 
After more than 50 years of planning, the Montgomery County-Prince George’s County highway link, 
known as the Intercounty Connector, received final approval in the summer of 2006.  The six-lane, 18-
mile tolled highway will connect Interstate 270 in Montgomery County and Interstate 95 in Prince 
George’s County.  State officials plan to finish the highway by 2010 at a cost of approximately $2.4 
billion.  The Intercounty Connecter is expected to ease traffic along the northern portion of the Capital 
Beltway (I-495) and is seen as a vital link between the I-270 Corridor and the Baltimore-Washington 
International Airport and the Port of Baltimore, both accessible by I-95. 
 

 
 
On the Montgomery County’s Master Plan since the early 1970s, a transportation system known as the 
Corridor Cities Transitway (CCT) would link the Shady Grove Metro Station with upcounty areas along I-
270 up to Frederick County.  The first phase of the CCT (either a light rail vehicle or an articulated bus) 
would provide a convenient connection between the Metro and the MARC commuter rail system.  The 
CCT would incorporate 9 stations along a 14 mile dedicated transitway from the Shady Grove Metro 
Station northwest to Metropolitan Grove.  Maryland’s Department of Transportation is currently 
reviewing the proposed project and its environmental impact.  Preliminary cost estimates, depending on 
mode and alignment, range from $416 million to $732 million.   
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Conclusion 
 
Montgomery County has transformed itself from what was once a farming community into a major 
business center and one of the most desirable residential communities in the Washington metropolitan 
area.  The county boasts historically low unemployment rates, a highly-educated workforce – boasting 
the most Ph.D.’s in the nation – and one of the most respected and accomplished educational systems 
in the nation.   
 
In addition, its diversified and dynamic business base makes it possible for approximately 60% of its 
residents who work to do so within Montgomery County (versus commuting to job sites outside of 
county).  As well as attracting residents with its desirable quality of life, Montgomery County attracts 
an array of major private-sector employers and entrepreneurial firms due to several factors.  Among 
these are its highly educated and skilled labor force, presence of major federal agencies such as NIH 
and its convenient location to downtown Washington, DC and other major employment centers 
throughout the region. 
 
Now that an overview of the subject’s greater Montgomery County area has been provided, I will now 
more fully address the subject’s more immediate neighborhood characteristics that impact the value and 
marketability of the subject property on a current and future basis. 
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Chevy Chase/Bethesda Neighborhood Analysis 
 

The subject is located in the Chevy Chase/Bethesda submarket, which begins at the 
Maryland/Washington, DC border (1 block south) and extends northward along Wisconsin 
Avenue into the Bethesda CBD.  The submarket is dominated by two “urban cores” that center 
on and around their respective Metro Station (Bethesda and Friendship Heights).  The subject 
is located just west of the intersection of Willard and Wisconsin Avenues, which is where the 
Friendship Heights Metro Station is located.   
 
The Bethesda/Chevy Chase area represents a close-in, urbanized suburb of Washington, D.C., 
with a well-balanced mix of office, retail, entertainment and residential uses. Its proximity to 
downtown Washington D.C., good access via metro, and presence of a variety of hotels, 
restaurants and shops have contributed to the area’s popularity as an office location.   
 
Typically, office users who are attracted to the Bethesda/Chevy Chase area tend to be more 
“boutique” users than those in the more suburban markets of Montgomery County.  Companies 
such as law firms, insurance companies, consultants, associations, real estate, and finance 
related companies represent a significant portion of the area’s office users.  For the most part, the 
majority of recent tenants have been small to mid-sized firms, with an employee workforce in the 
affluent surrounding Montgomery County suburbs, seeking a “prime address” with good access 
to Washington, D.C. (via metro).  
 
Land uses within the Bethesda/Chevy Chase submarket are predominately high-rise office 
buildings, multifamily apartments, hotels and retail/commercial facilities.  In terms of office 
inventory, the Class A office buildings located in the Bethesda/Chevy Chase submarket (26 
buildings) total 5.3 million SF of space.  
 
Retail space in the Chevy Chase area is a mix of strip commercial centers (found in the first floor 
of office buildings), destination retail (Tiffany’s; Lord & Taylor; Brooks Brothers; Elizabeth Arden; 
etc.), and mall (multi-level in the form of Mazza Gallerie; Chevy Chase Pavilion; and the power 
center).  In the aggregate, retail space is heavily concentrated (over ±500,000 SF) within 1-2 
blocks of the Wisconsin/Western Avenue intersection.   
 
The 1998 Friendship Heights Sector Plan projected an employment capacity for the Bethesda 
core of almost 50,000 jobs by the year 2010.  Nearby major employment centers include the 
National Institute for Health (NIH), the Navy Medical campus, and the Silver Spring CBD.  
Three major federal government facilities serve as major employment “anchors” for the 
Bethesda area: the National Institute of Health (NIH) complex, the U.S. Naval Hospital Complex 
and the Defense Mapping Agency are situated in campus settings totaling about 600 acres, 
north of downtown Bethesda and south of the Capital Beltway off Wisconsin Avenue.  
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Transportation 
 
The subject’s immediate neighborhood is served by a wide variety of roadways and public 
transportation facilities.  Wisconsin Avenue, a six-lane divided north-south highway is the primary 
commercial artery, extending south to downtown Washington, D.C. and north to Rockville, 
Maryland.  Western Avenue, located just south of the subject site is the major east-west artery in 
the subject’s neighborhood and is also the dividing line between the District of Columbia and the 
state of Maryland.  Other major roadways in the subject’s area include:  River Road, Bradley 
Boulevard, Wilson Lane, East-West Highway, and Old Georgetown Road.  In terms of Metro 
access, the Friendship Heights Metro Station (Red Line) is located just east of the subject site at 
the intersection of Willard, Wisconsin, and Western Avenues.  The Red Line runs south from 
suburban Maryland through downtown Washington and provides access to the entire DC Metro 
region.   
 
Subject’s Immediate Surroundings 
 
The subject property is located in the “heart” of the Friendship Heights area of the Chevy 
Chase/Bethesda submarket.  Immediately surrounding the subject property are a number of large 
office complexes, hi-rise apartment buildings, retail development, residential condos, and hotels.  
The following is a summary of the major commercial development in the immediate vicinity of the 
subject. 
 
Chevy Chase Metro Building (2 Wisconsin Circle):  This 13-story office building contains 
222,000 SF and is located just east of the subject site on Wisconsin Circle, which is at the 
northeast corner of Wisconsin and Western Avenues.  It was originally constructed in 1985 by the 
Chevy Chase Land Co. and is currently 100% leased.  This building has direct access to the 
Friendship Heights (Red Line) Metro station.   
 
Chevy Chase Pavilion (5335 Wisconsin Ave. NW):  This 9-story mixed use (office, retail, and 
Embassy Suites Hotel) property contains a total of 503,139 SF of space.  A breakdown of the 
space uses are as follows:  197,643 SF office, 140,740 SF retail, and 164,756 SF hotel (198 
rooms).  The property was originally constructed in 1990.  The property was acquired by Lowe 
Enterprises in December of 1998 for a total purchase price of $120 million.  The office/retail 
portion of the acquisition totaled $87.5 million ($259/SF), while the allocation to the Embassy 
Suites Hotel was $32.5 million ($164,000/Room). It was recently sold on August 2005 for a total 
consideration of $212,720,000. Retail tenants include:  The Pottery Barn, Talbot’s, Hold 
Everything, Victoria’s Secret, The Limited, Express, The Cheesecake Factory, California Pizza 
Kitchen, and Country Road Australia.  This property has direct access to the Friendship Heights 
Metro Station. 
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Chevy Chase Plaza (5301 Wisconsin Ave.):  This 8-story office building contains a total of 146,000 SF 
and is located just south of the subject along Wisconsin Avenue within the Washington, DC city limits.  It 
was constructed in 1988.  The property is located directly across the street from the recently renovated 
Mazza Gallerie and one block from the Chevy Chase Pavilion.  It also enjoys direct access to the 
Friendship Heights Metro Station. 
 
One Park West (5550 Friendship Blvd.):  This 5-story office project is located on Friendship Blvd. just 
one block from the subject property.  It was originally constructed in 1981 and contains a total of 
135,294 SF.  The building was purchased by RM Realty Advisors in October of 1997 from Property 
Capital Trust for a price of $20,685,000 ($156/SF).   
 
Barlow Building (5454 Wisconsin Ave.):  This 17-story building contains 248,822 SF and is located 
two blocks east of the subject along Wisconsin Avenue.  It was originally built in 1967.  The building is 
reportedly occupied by 125 medical suites and 55 non-medical tenants, as well as upscale ground floor 
retail. 
 
Chevy Chase Building (5530 Wisconsin Ave.):  This 16-story building is located east of the subject 
along Wisconsin Avenue two blocks from the Friendship Heights Metro Station.  It was built in 1970 and 
contains a total of 250,000 SF.  The building has approximately 75 medical suites and 100 non-medical 
tenants.   
 
GEICO Insurance (5260 Western Ave.):  This 7-story complex is located adjacent to the subject site 
between Western Ave. and Willard Rd. and is the current national headquarters of the Geico Insurance 
Co.  It was originally constructed in 1984 and contains a total of 514,257 SF.   
 
Mazza Gallerie (5310 Wisconsin Ave.):  This 273,000 SF retail complex is located just east of the 
subject at the southwest intersection of Western and Wisconsin Avenues.  It was originally constructed 
in 1977 and underwent an extensive renovation in 1998.  Major tenants include:  Filenes’s Basement, 
and Nieman Marcus.   
 
Friendship Center (5333 Wisconsin Avenue):  This 120,000 SF vertical, power center is located just 
east of the subject and across from Mazza Gallerie.  It was constructed in 1998 and major tenants 
include Borders Books & Music and Linens ‘N Things.   
 
North Park Avenue Apartments (4615 North Park Ave.):  This 16-story, hi-rise apartment building is 
located just east of the subject property with frontage on Willard Avenue.  The complex, which was built 
circa 1970, contains 310 apartment units.  Amenities include a heated rooftop swimming pool, state-of-
the-art fitness center, sauna, and indoor parking garage with direct elevator access, private balconies, 
and amenities such as Chevy Chase Pavilion and the Mazza Gallerie are within 2 blocks.     
 
Highland House West (4450 South Park Ave.):  This 18-story apartment complex is located just north 
of the subject.  It contains 308 apartment units and was originally constructed in 1965.  Amenities 
include a rooftop swimming pool, sauna, remodeled kitchens with microwave and dishwasher, new wall-
to-wall carpeting, garage parking, and convenient access to Metro and shopping (Mazza Gallerie and 
Chevy Chase Pavilion). 
 
Highland House (5480 Wisconsin Ave.):  This 15-story apartment complex was constructed in 1967 
and contains 35,639 SF of office space in addition to approximately 300+- apartment units.  Amenities 
include rooftop swimming pool with sundeck, garage parking, recently renovated interiors, and 
convenient access to Metro and shopping. 



AREA/NEIGHBORHOOD ANALYSIS 
 
 

 58
 

 
 
Demographics 
 
A summary of the demographic information within a 3 mile radius of the subject is shown in the following 
chart, with commentary to follow. 
 

Population Demographics
1990 

Census
2000 

Census
2007 

Estimate
2012 

Projection
1990 to 

2000
2007 to 

2012
Total Population 135,546 140,763 141,728 142,732 3.85% 0.71%
Total Households 61,860 64,548 66,173 67,437 4.35% 1.91%
Average Household Income $86,222 $128,213 $168,264 $189,617 48.70% 12.69%
Median Household Income $58,643 $85,191 $105,597 $121,853 45.27% 15.39%

Source: Demographicsnow.com

Demographic Trend Report - 3 Mile Radius from Subject Site

Percent Change

 
 
Comments: 
 

 The population in the study area in 1990 was 135,546 and in 2000 it was 140,763, roughly a 
3.8% change. The population in 2007 was estimated at 141,728 and the projection for 2012 is 
142,732 representing a change of 0.71%. 

 Meanwhile, household income levels in the subject’s area are well above the average for 
Montgomery County.  Such high household income levels are the result of being within the 
area’s most desirable locations in terms of proximity to employment centers in the entire 
Washington, DC metro area.  The average household income within a 3-mile radius of the 
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subject was estimated at $168,264 in 2007, which represents an increase of around 5.7% 
annually (95% total) over 1990 figures.  The average household income is expected to grow 
an additional 2.5% per year (12.7% total) over the next 5 years to around $189,617 in 2012. 

 
Conclusion 
 
The subject property is located in a well-established and densely developed business center that is one 
of the region’s healthiest office markets at present. The Chevy Chase/Bethesda submarket is also in the 
heart of one of the area’s most affluent, and rapidly growing counties and serves as a popular business 
center as well as a “downtown” residential, shopping, hospitality and entertainment center for affluent 
Montgomery County.  Access to the CBD of Washington is excellent, with metro rail service and an 
extensive roadway network.   
 
The well-balanced, high density, mix of uses in the Chevy Chase/Bethesda submarket has attracted a 
sophisticated tenant base of businesses and professionals who require the surrounding amenities 
including specialty shops, hotels, luxury apartments and condominiums, fine restaurants and public 
transportation.  The subject property maintains an excellent location within the “core” of the Friendship 
Heights portion of the Chevy Chase/Bethesda submarket. 
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Class A Washington DC MSA Apartment Overview 
 
The overall Washington, DC apartment market continues to be good as of the end of the fourth quarter 
of 2007. The Washington metro area continues to perform stronger than any apartment market in the 
nation. There are four principal factors that explain the performance: 
 

1) A booming job market; 
2) A transient work force that has produced a large pool of Class-A renters by choice: 
3) High barriers to entry that have kept the pipeline of on-coming apartment supply in check; 
4) A condo market in flux that has turned would-be condo purchasers into renters. 

 
The overall Washington, DC Metro area apartment market continues to exhibit strong fundamentals, 
with stabilized vacancy levels of just 3.7% as of the 4th Quarter 2007 (Class A & B product).  Vacancy 
levels, however, have been increasing and are up from the 2.9% vacancy level experienced in the same 
quarter of 2006.  The increase in vacancy has been the result of a significant increase in new apartment 
deliveries coupled with numerous condominium projects that have recently “switched” to rental 
operations.  Demand has remained steady, but subdued.  Rental growth has also been tempered by 
persistent new supply, although downtown and well-located Metro-served markets have been able to 
maintain CPI-oriented rental growth.  Rental growth has been most impacted in the peripheral, Class B 
garden-apartment markets, where negative rent declines have been experienced over the past year.   
 
These conditions are expected to persist over the next few years, as supply is projected to outpace 
supply through 2010 (according to research compiled by Delta Associates).  Metro-wide vacancy level 
are expected to “top out” in the 4% to 5% range over this time frame, although such vacancy levels are 
contingent on continued DC MSA employment growth in the 50,000+/- jobs per year range.  Metro-wide 
rental growth is expected to come in well below the 4%+ year-over-year growth rates experienced since 
1996 (Delta Associates), with forecasts calling for growth near CPI.   
 
According to the 4th Quarter 2007 Mid-Atlantic Region Class A Rental Apartment Market report 
published by Transwestern/Carey Winston and Delta Associates, the total “investment grade” apartment 
market (Class A and higher-end Class B space) in the Washington, DC Metro Area contains 
approximately 157,625± units.  Roughly 37% (58,527± units) of these units is located in Suburban 
Maryland.  The overall vacancy level for the entire Washington, DC Metro area apartment market 
(investment grade product) is 3.7% (excluding newly constructed product still undergoing lease-up).  
The subject’s Suburban Maryland marketplace reported a vacancy level of 3.7% as of the 4th Quarter 
2007. 
 

Northern Virginia Suburban Maryland District of Columbia Total Metro Area
Existing Inventory1 89,589 58,527 9,509 157,625

Class A Vacancy Rate2 3.8% 3.4% 3.1% 3.6%
Class A Effective Rent ($/Month) $1,539 $1,416 $2,366 $1,541

Class B Vacancy Rate2 3.9% 4.0% 2.0% 3.8%
Class B Effective Rent ($/Month) $1,297 $1,230 $1,630 $1,294

Total Class A/B Vacancy Rate 3.8% 3.7% 2.6% 3.7%
Total Class A/B Effective Rent ($/Month) $1,438 $1,354 $2,040 $1,437

Source: Year End 2007 Mid-Atlantic Region Class A Apartment Market Report, Transwestern & Delta Associates.

1
Existing inventory is reported to be around 85% of "Class A" product and 35% of the most competitive/higher end "Class B" product.

2
Excludes recently completed projects that have not yet reached stabilization (still undergoing initial absorption)

Summary of Investment Grade Washington, DC Metro Area Apartment Market
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Since the subject property consists of a Class A- high-rise apartment project located in Montgomery 
County, Maryland, I will now concentrate on the characteristics of the various “high-rise” apartment 
markets in the DC region, as well as the subject’s immediate Montgomery County apartment market. 
 
Washington, DC Class A High-Rise Apartment Market  
 
Five primary areas or “submarkets” comprise the Washington, DC Metro Area Class A high-rise 
apartment market.  These submarkets are the City of Alexandria (VA), Rosslyn/Ballston and Crystal 
City/Pentagon City in Arlington County (VA), Bethesda/Chevy Chase/Rockville in Montgomery County 
(MD), the District of Columbia, and Silver Spring.  All of these high-rise submarkets compete at least 
indirectly for prospective “luxury market” residents, as they are all found in “close in” supply-constrained 
areas where high-rise apartment construction is necessary (rather than garden apartment construction).   
 
The following chart contains a summary of several key market indicators of the Washington, DC Class A 
high-rise apartment (as broken down by the various submarkets).   
 
Note:  It is important to note that the statistics in the following chart refer only to Class A space in high-
rise apartment projects, and is not meant to be all-inclusive of every project in each of the various 
submarkets.  In addition, only Class A projects are contained in the survey (Class B/C projects not 
included), which explains the low inventories reported for a few of the submarkets such as the District of 
Columbia.  The data in the following chart has been included primarily to provide an overview of the 
pricing levels, vacancy, and recent rent “spikes” in the various submarkets.     
   

Alexandria
Rosslyn/Ballston 

Corridor Crystal/Pentagon City

District of 
Columbia

Bethesda/
Rockville

Silver 
Spring

Total/Weighted 
Average

Number of Units Surveyed 4,378 8,651 4,180 5,317 2,182 799 25,507

Rent Levels
Face Rents @ December 2007 $1,894 $2,024 $2,128 $2,442 $2,448 $1,635 $2,130

Concessions as a % of Face Rent 10.8% 4.1% 6.1% 3.3% 8.7% 5.8% 5.9%
Effective Rents @ December 2007 $1,689 $1,941 $1,995 $2,366 $2,240 $1,536 $2,008

Effective Rents ($/SF) @ December 2007 $1.83 $2.21 $2.28 $2.77 $2.24 $1.83 $2.26

Annual Rent Increases
- Since 1989 4.1% 4.4% N/A 4.8% 4.5% N/A 4.5%

- Since December 31, 2002 6.5% 5.2% 4.0% 2.4% 6.2% N/A 4.7%
- Since December 31, 2006 0.5% 2.8% 2.9% 4.3% -0.3% 3.1% 2.5%

Vacancy as of End-2007
Overall1 33.3% 5.2% 23.3% 10.0% 25.5% 6.9% 15.8%

Stabilized2 5.0% 2.3% 2.7% 3.1% 6.8% 6.9% 3.5%

Source: Year-End 2007 Mid-Atlantic Region Class A Rental Apartment Market Report, Transwestern & Delta Associates.

1Includes actively marketing (recently completed) and stabilized projects
2Excludes actively marketing projects (recently completed)

Key Market Indicators For Class A High-Rise Apartments In Washington, DC Metro Area (4Q/2007)

 
 
As the previous chart indicates, of the units surveyed, the weighted average face rent level (prior to 
concessions) for the metro Washington, DC high-rise apartment market was estimated to be 
$2,130/month.  After the average concessions of 5.9% were taken into account, the effective rental rate 
for the overall Washington, DC high-rise apartment market was estimated to be $2,008/month or 
$2.26/SF.  The subject’s Bethesda/Chevy Chase/Rockville market exhibited an average face rent level 
(prior to concessions) of $2,448/month as of year-end 2007.  However, after the 8.7% average 
concession was taken into account, the effective rental rate equated to $2,240/month or $2.24/SF. 
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In terms of rental rate increases, the various high-rise submarkets of Washington, DC have exhibited 
average annual rent increases of 4.1% to 4.8% during the past 18± years (since 1989), with a weighted 
average of 4.5% annually.  The subject’s Bethesda/Chevy Chase/Rockville market experienced per 
annum effective rent increases to year-end 2007 of 4.5% since 1989 and 6.2% since December 2002.  
However, during the period from year-end 2006 to year-end 2007, the rental rate actually declined 
slightly (-0.3%).   
 
In terms of vacancy levels, the various high-rise apartment markets in the DC Metro Area exhibited 
vacancy rates ranging from 2.3% to 6.9%, with an average of 3.5% (excluding newly constructed 
product still undergoing lease-up).  The subject’s Bethesda/Chevy Chase/Rockville market exhibited a 
vacancy rate of 6.8%.   
 
Immediately Competitive Bethesda/Rockville Apartment Market 
 
The following charts depict multi-year trends in rental rates and vacancy levels for the Bethesda/Chevy 
Chase high-rise apartment that is directly competitive with the subject, as well as the newly emerging 
Rockville Class A hi-rise apartment market, which is indirectly competitive with the subject.    
 

Sub-Market:Bethesda/Chevy Chase/Rockville High-Rise 4Q 2007 4Q 2006 4Q 2005 4Q 2004 4Q 2003 4Q 2002 4Q 2001 4Q 2000 4Q 1999 4Q 1998

Rent Level
Face Rent $2,448 $2,323 $2,079 $1,828 $1,911 $1,794 $1,844 $1,796 $1,485 $1,445
Concessions as a % of Face rent 8.70% 0.90% 0.00% 4.80% 7.30% 7.30% 6.50% 0.00% 0.00% 0.0%
Effective Rent ( Face Rent less Concessions) $2,240 $2,304 $2,078 $1,740 $1,771 $1,663 $1,724 $1,796 $1,485 $1,445
Effective Rent Per Square Foot $2.24 $2.27 $2.12 $1.83 $1.88 $1.81 $1.86 $1.91 $1.58 $1.54

% Annual Effective Rent Increase -2.8% 10.9% 19.4% -1.8% 6.5% -3.5% -4.0% 20.9% 2.8%

Vacancy
Stabilized (Includes only stabilized projects) 6.8% 1.9% 1.5% 1.8% 8.3% 5.0% 5.2% 0.6% 1.8% 1.7%
Overall (All projects including those in lease up) 25.5% 1.9% 1.7% 12.6% 34.7% 5.0% 5.2% 0.6% 4.6% 10.3%

Effective Rent Adjusted for Vacancy
(Effective Rent Less Stabilized Vacancy) $2,088 $2,260 $2,047 $1,709 $1,624 $1,580 $1,634 $1,785 $1,458 $1,420

Absorption Trends
Monthly Absorption Pace for Most Recently            Delivered 
Market-Rate Projects 10 9 9 11 10 38 38 38 21 44

Supply Projection
# of Market Rate Units Under Construction & Available Plus 
Planned Which are Likely to be Delivered in the next 36 
Months 3,349 2,289 1,041 4,200 3,101 1,768 1,813 1,977 1,023 1,562

Source: Delta Associates 12/07

Delta Associates Class A Apartment Report Summary for the Washington Metro Area 

 

As the prior chart indicates, rent levels increased dramatically during the period from 1998 to 2000 in 
both the Bethesda/Chevy Chase/Rockville high-rise apartment market.  This is a direct result of 
extremely low vacancy levels (less than 2%).  However, during the period from 2001 through 2003, 
asking rent levels basically “flattened” (nominal declines) and vacancy rates increased to more 
“traditional” levels of around 6-7% as new product came on line, thus increasing competition.   
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After a 1 year decline in effective rent from 2003 to 2004, rents rebounded by double digits the following 
2 years (2005 & 2006).  This large increase in rental growth can be attributed to the large decline in 
supply as a result of the condo boom (late 2004 to mid 2006) which effectively siphoned off a large 
percentage of the to be constructed product (rental projects reprogrammed to a condo regime or an 
increase in proposed condo developments with a corresponding drop in proposed rental projects) as 
well as existing product being converted from rental to a condo regime.  However, as the condo market 
has stagnated toward the end of 2006 and especially during 2007 as a result of the capital markets 
meltdown, the “credit crunch”, and the effects of pricing outpacing consumer’s buying power, the 
reverse began to happen as condo projects began to be reprogrammed to rental projects.  This has 
resulted in an increased rental supply (at year end 07 the pipeline stands at 3,349 units) with developers 
essentially avoiding the condo market. 
 
New Rental Apartment Construction 
 
In terms of new construction activity, the following chart contains a summary of all the rental apartments 
that are currently under construction, scheduled to be completed in the next 3 years but are not yet 
under construction, or presently “in the pipeline” with approvals pending in the Washington, DC region.   
 

Location Garden Units * High-Rise Units* Total Units*
Suburban Maryland 6,747 2,897 9,644

Northern Virginia 6,855 5,179 12,034
Washington, DC 514 3,585 4,099

Total Washington, DC Region 14,116 11,661 25,777

Location Garden Units * High-Rise Units* Total Units*
Suburban Maryland 4,668 2,008 6,676

Northern Virginia 7,484 4,391 11,875
Washington, DC 1,465 3,490 4,955

Total Washington, DC Region 13,617 9,889 23,506

Location Garden Units * High-Rise Units* Total Units*
Suburban Maryland 11,550 4,413 15,963

Northern Virginia 4,502 4,076 8,578
Washington, DC 585 4,721 5,306

Total Washington, DC Region 16,637 13,210 29,847

Location Garden Units * High-Rise Units* Total Units*
Suburban Maryland 22,965 9,318 32,283

Northern Virginia 18,841 13,646 32,487
Washington, DC 2,564 11,796 14,360

Total Washington, DC Region 44,370 34,760 79,130

* # of units refers to market rate units only (excludes MPDU's)
Source: Year-End 2007 Mid-Atlantic Region Class A Apartment Market Report, Transwestern & Delta Associates

New Rental Apartment Construction in the Washington, DC Region

Projects Currently Under Construction and/or Marketing - As of Year-End 2007

Projects Likely to be Delivered Within 36 Months - From Year-End 2007

Long Term Planned/Rumored Projects - As of Year-End 2007

Total Potential New Construction, Assuming All Long-Term/Rumored Projects Materialize
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The following “bullet points” summarize the pertinent data presented in the chart: 
 

 Including projects currently under construction and/or marketing and those expected to be 
delivered within the next 3± years, there will be nearly 49,300± new market rate apartment units 
constructed in the Washington, DC region per the year-end 2007 data.  Roughly 56% of these 
units will be located in garden complexes and 44% will be in high-rise projects. 

 Approximately 33% of the region’s new construction over the next 3± years (16,320± units) will 
take place in Suburban Maryland, with 70% of the units being garden style and 30% being high-
rise projects. 

 In addition to the units projected to be completed over the next 3± years, there are an additional 
29,847± longer-term/rumored market rate apartment units “in the pipeline” in the Washington, 
DC region.  Only 44% of these units will be found in high-rise projects, whereas 56% of the units 
will be in garden-style complexes.   

 In Suburban Maryland, there are 15,963± longer-term/rumored market rate apartment units, with 
only 28% of these being high-rise projects and 72% of these being garden-style. 

 In total, 79,130± market rate units are either presently under construction or “in the pipeline” in 
the Washington, DC region.  Assuming all these projects materialize and are delivered in the 
next 5-6 years, this will equate to annual deliveries of 13,200-15,800± units/year.  

 The shift towards high-rise construction in “close-in” areas reflects the current “smart growth” 
initiatives in the Washington, DC region, which is centered much more on infill development and 
“sustainable development” after years of urban/suburban sprawl have taken its toll. 

 However, over the past few years increased land costs as well as increased construction costs 
(especially for high-rise product) have limited the feasibility for many high-rise developments.  
This along with scarcity of development sites within urban areas may be the reasons for the shift 
toward a higher percentage of garden/mid-rise product in the current and future pipeline.  

 
In order to get a better idea of the amount of new construction that will be competitive with the subject, I 
have examined the subject’s immediate area of Suburban Maryland in more detail.  I have limited my 
focus to areas that will be most competitive to the subject site.  These areas are Bethesda, North 
Bethesda, & Silver Spring.  The following charts contain summaries of the new construction that is either 
underway or “in the pipeline” in the aforementioned areas.   
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Project Location Project Type # of Units* Units Available* Initial Occupancy Completion Date
Upstairs @ Bethesda Row Bethesda Mid-rise/Mixed Use 178 168 Apr-08 Apr-08

The Chase @ Bethesda - North Tower Bethesda Hi-rise 122 72 N/A N/A
Jefferson @ Inigo's Crossing N Bethesda Hi-rise 420 374 Oct-07 Dec-07

Wentworth House N Bethesda Hi-rise 312 312 May-08 Aug-08
Silver Spring Gateway Silver Spring Hi-rise 458 458 Jun-08 3Q 08

1200 East-West Silver Spring Hi-rise 216 216 Sep-09 Oct-09
Total 1,706 1,600

Project Location Project Type # of Units* Construction Start Date Site Plan Approved
Westmoreland House N Bethesda Hi-rise 282 Nov-08 No
Grosvenor Village III N Bethesda Hi-rise 278 Apr-08 Yes

Cameron House Silver Spring Hi-rise 299 Jan-08 Yes
The Metropolitan of Silver Spring Silver Spring Hi-rise 288 Jan-09 Yes

1050 Ripley Street Silver Spring Hi-rise 259 4Q 08 No
The Ellsworth Silver Spring Mid-rise 191 Apr-08 Yes

8021 Georgia Avenue Silver Spring Hi-rise 183 May-08 Yes
Silver Spring Transit Center Silver Spring Hi-rise 149 N/A No

Total 1,929

Project Location Project Type # of Units* Construction Start Date Site Plan Approved
Woomont East-Phase II Bethesda Mid-rise/Mixed Use 218 N/A No

Rock Spring Centre - Phase II N Bethesda Hi-rise 352 2008 Yes
North Bethesda Center - Phase III N Bethesda Hi-rise 279 Nov-10 No
North Bethesda Center - Phase IV N Bethesda Hi-rise 279 Nov-12 No

Falkland Chase North Redevelopment Silver Spring Hi-rise 892 2Q 09 No
Silver Place Silver Spring Hi-rise 210 4Q 09 No

Total 2,230

Source: Year-End 2007 Mid-Atlantic Region Class A Apartment Market Report, Transwestern & Delta Associates

Rental Apartment Pipeline of Potential Competitive Projects to Subject

Projects Currently Under Construction and/or Marketing - As of Year-End 2007

Projects Likely to be Delivered Within 36 Months - From Year-End 2007

Long Term Planned/Rumored Projects - As of Year-End 2007

* # of units refers to market rate units only (excludes MPDU's)

 
 
The following “bullet points” summarize the pertinent data presented in the prior charts, as it relates to 
the subject’s overall competitive submarket: 
 

 There are 6 projects containing a total of 1,600 market rate units currently under construction or 
actively marketing (recently completed) in the competitive submarket.  Of these, 6 projects, five 
are high-rise.  The two projects located in Bethesda (Upstairs @ Bethesda Row & The Chase @ 
Bethesda) maintain the most competitive locations to the subject whereas the remaining projects 
are peripherally located and are not anticipated to be very competitive.      

 An additional 8 projects containing 1,929 market rate units are expected to be completed in the 
chosen submarkets in the next 3± years.  Of these, 6 projects containing a total of 1,369 market 
rate units (71%) are located in the Silver Spring while the remaining projects are located in North 
Bethesda.  None of these projects are anticipated to be very competitive with the subject’s close-
in location.   

 There are an additional 6 long-term/rumored projects currently proposed for chosen submarkets 
that will contain 2,230 market rate units.  Of these, 1 project will be located within Bethesda 
(Woodmont East – Phase II) while the remaining projects are located within more distant 
locations in North Bethesda and Silver Spring.  

 In total, 5,865± market rate units are either presently under construction or “in the pipeline” in the 
chosen competitive submarkets.  Assuming all these projects materialize and are delivered in 
the next 5-6 years, this will equate to annual deliveries of 978-1,200-± units/year.   

 Of particular note is the fact that no new rental projects are being delivered or proposed for the 
subject’s close-in suburb of Chevy Chase.  Additionally, only 3 total projects containing a total of 
518 units are being delivered/proposed for the adjacent suburb of Bethesda.  In fact, 2 of the 3 
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Bethesda projects are or will be marketing units during 2008, while the remaining close-in 
Bethesda project will more than likely be delivered sometime beyond 4 years.          

 The degree of pipeline decline is critical to where vacancy rates ultimately settle.  However, this 
appraiser believes the pipeline will be effectively curtailed as financing for such projects 
becomes more difficult, if not impossible, for marginal projects, especially given the availability of 
near real-time information regarding supply and demand metrics.  It is more likely that only the 
best locations with Metro-access, proximity to downtown and inner-ring employment centers, 
and excellent retail/service amenities will be developed over the near- to medium term next few 
years.  The subject property is within a short distance to the Friendship Heights Metro stop and 
will, thus, likely outperform those projects more distant to Metro. 

 
In terms of demand for these new units, it is important to note that as traffic snarls continue to worsen 
geometrically, demographics favor a return to “close-in” living to locations with good access to roadways 
and Metrorail.  In addition, as is evidenced by the extremely low vacancy rates over the past several 
years, there is a significant amount of “pent up” demand in the marketplace for good quality apartment 
product in the DC Metro Area.  Even taking the significant amount of new supply into consideration, the 
report by Delta Associates projects vacancy rates to remain at fairly stabilized levels (5-6%) in the future 
(2010 projections, including newly constructed product still undergoing lease-up).  This combination of 
“pent up” demand, continued job growth, and a weakened “for sale” housing market has helped 
continue the strong apartment market in the greater Washington, DC area.   
 
Absorption Analysis   
 
Since there is a significant amount of new apartment construction underway in the subject’s 
marketplace, it is pertinent to examine the absorption rates or amount of time it takes to reach 
stabilization for newly constructed apartment projects that will compete both directly and indirectly with 
the subject.  The following chart contains a summary of the absorption rates at several recently 
constructed apartment complexes in the subject’s nearby submarkets. 
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Project Location Project Type # of Units*
Date Marketing 

Began Date Stabilized
Avg. Monthly 

Lease-up
Blair Towns Silver Spring Mid-rise 78 Apr-03 Sep-04 5

Whitney @ Bethesda Theater Bethesda Hi-rise 244 Apr-03 Dec-04 12
Palisades of Bethesda Bethesda Hi-rise 269 Jun-03 Sep-05 10

Avalon @ Grosvenor Station N. Bethesda Mid-rise 431 Jun-03 Sep-04 29
Westchester @ Rockville Town Ctr Rockville Garden 187 Jul-03 Mar-05 9

Avalon @ Traville Rockville Garden 455 Jul-03 Sep-05 20
The Residences @ Rosedale Park Bethesda Hi-rise 153 Oct-03 Dec-04 11

Summit Fallsgrove Rockville Garden 233 Dec-03 Jun-05 13
The Bennington Silver Spring Hi-rise 155 Mar-04 Mar-05 13
Gramax Towers Silver Spring Hi-rise 27 May-04 Dec-04 4

Jefferson @ Congressional Village Rockville Garden 349 May-04 May-06 14
The Montgomery @ Wheaton Metro Wheaton Mid-rise 228 Jul-04 Sep-05 16

Elms @ Germantown Germantown Garden 268 May-05 Jul-06 18
Gables Rothbury Gaithersburg Garden 162 Aug-05 Aug-06 14

The Morgan Rockville Garden 127 Sep-06 May-07 14
13
10
15
9
15

Project Location Project Type # of Units*
Date Marketing 

Began Date Stabilized
Avg. Monthly 

Lease-up
Rollins Ridge Rockville Mid-rise 99 Apr-07 N/A 7

The Chase @ Bethesda Metro Bethesda Hi-rise 122 May-07 N/A 7
Fenestra Apartments Rockville Mid-rise 492 Jul-07 N/A 19

Jefferson @ Inigo's Crossing N Bethesda Hi-rise 420 Sep-07 N/A 15
Upstairs @ Bethesda Row Bethesda Mid-rise 178 Nov-07 N/A 10

12
7
15

Average Lease-up Hi-rise units
Average Lease-up Garden/Mid-rise units

Average Lease-up 150 units or less

Absorption Summary For Recently Constructed Apartment Projects in Montgomery County

Recently Stabilized Projects

Average Lease-up All units

Average Lease-up 150 units or more

Projects Still Undergoing Lease-Up

Average Lease-up All units

Source: Year-End 2007 Mid-Atlantic Region Class A Apartment Market Report, Transwestern & Delta Associates

Average Lease-up 150 units or less
Average Lease-up 150 units or more

* # of units refers to market rate units only (excludes MPDU's)

 
 
Comments: 
 

 As the previous chart indicates, the recently constructed apartment communities in Montgomery 
County that have reached a stabilized occupancy level exhibited absorption rates ranging from 4 
to 29 units/month, with an average absorption period of approximately 13 units/month.   

 Larger projects (<150/DU) exhibited an average absorption pace of 15/DU/MO while smaller 
projects (>150/DU) maintained a slower pace at 9/DU/MO.  This may be attributed to the fact 
that smaller complexes generally show slower levels of absorption due to less extensive 
marketing campaigns as well as a less desirable amenity package than is the case at larger 
properties.   

 Of the projects that are still undergoing lease-up (not yet stabilized), the absorption rates ranged 
from 7 to 19 units/month, with an average of 12 units/month.  Of note, this absorption pace is on 
par with the absorption pace of recently stabilized projects.  Only two of these projects are 
located within the nearby submarket of Bethesda while the remaining projects are primarily 
located in more distant submarkets that do not directly compete with the subject. 
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I would make the following comments concerning the historical and current absorption levels indicated 
by the apartment projects in the prior chart: 
 

 Market conditions are now becoming more balanced thus resulting in slower absorption levels.  
This is demonstrated by the fact that Delta Associates reports that many projects during periods 
of low rental unit supply (1998-2002) reported absorption paces in the 20-40/DU/MO range (see 
historical trend chart for the Bethesda/Chevy Chase/Rockville markets on a previous page).  In 
addition, extremely low interest rates in the past 1-2 years have resulted in a number of potential 
renters choosing to buy (rather than rent), which has further slowed absorption.   

 However, interest rates began to increase over a 1 ½ year ago while the “for sale” market was 
red hot which resulted in a number of potential buyers being “priced out”, bringing them back to 
the rental market. 

 Those apartment projects with better access to Metrorail, major roadways, or commercial 
centers (retail/office) typically exhibited higher overall absorption levels than other projects.  I 
would attribute a portion of this higher absorption to a lack of new Class A product in supply-
constrained locations to meet increasing demand of people wanting to move back in to urban 
areas. 

 
Based on the foregoing, it would appear that the average absorption time for a new project at the 
present time would be around 12± units/month.  For a project such as the subject (high-rise with good 
access to Metrorail, Wisconsin Avenue, and nearby retail venues), a higher absorption rate of around 
17± units/month would be likely.  Based on the 511 residential units at the subject, an absorption period 
of around 30± months would be indicated based on an absorption rate of 17± units/month. 
 
In addition to examining historic absorption rates, another means of estimating absorption is to 
analyze the projected population/household growth in a specific area as well as the apartment 
construction activity in that area.  The following chart contains a summary of the historical and current 
population figures, as well as projections through 2009 for the subject’s nearby competitive 
submarkets of Bethesda, Silver Spring, North Bethesda, & Chevy Chase.  By comparing the projected 
renter demand (per population/housing forecasts) with the amount of market rate apartment units “in 
the pipeline” (assumed to deliver in the next 5-6 years), it is possible to determine whether or not 
there will likely be a shortfall in supply or demand.     
 

1990 2000 2007 2012
Total Popultaion 172,381 187,450 199,627 208,005

Total Households 71,569 77,851 83,292 87,040

# of Owner Occupied Housing Units 42,484 45,383 47,966 50,008
# of Renter Occupied Housing Units 29,083 32,468 35,326 37,032

# of Vacant Housing Units 3,944 2,527 3,172 3,661

% Owner Occupied 56.3% 56.5% 55.5% 55.1%
% Renter Occupied 38.5% 40.4% 40.9% 40.8%

% Vacant 5.2% 3.1% 3.7% 4.0%

Source: Demographicsnow.com

Estimates

Includes the areas of Bethesda, N. Bethesda, Chevy Chase, & Silver Spring.

Demographic Data & Renter Demand

Census
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Construction Status # of New Units * Renter Demand ** Excess Supply
Under Construction 1,600
Likely to Deliver within 36 Months (from Y/E 2007) 1,929
Longer Term Projects 2,230
Total (Assuming 100% of Long Term Projects Materialize) 5,759 1,706 4,053
Total (Assuming 50% of Long Term Projects Materialize) 4,644 1,706 2,938

* # of units refers to vacant market rate units only (excludes MPDU's and units already leased in 2007)
** Increased demand for renter housing from 2007 to 2012 is based on estimates by demographicsnow.com
Source:  Year-End 2007 Mid-Atlantic Region Class A Rental Apartment Market Report,  Transwestern & Delta Associates.

Rental Aparment Demand Analysis

Chevy Chase, Bethesda, & N. Bethesda

 
 
As the prior chart indicates, if all (100%) of the projects that are “in the pipeline” in the designated areas 
materialize (assumed to be 5-6 years out), this would equate to delivery of 5,759 units over the next 5-6 
years (960-1,152± units annually).  Under this scenario (100% construction of units “in the pipeline”), 
supply would outpace demand by around 676-811± units annually.  However, it should be noted that 
any substantial increases in interest rates, construction costs, or other factors of production over the 
next several years could cause many of these longer-term projects to be temporarily postponed, or 
possibly cancelled.  If roughly half (50%) of the longer-term projects “in the pipeline” materialize 
(assumed to be 5-6 years out), this would equate to delivery of 4,644 units in the designated areas over 
the next 5-6 years (774-929± units annually).  Under this 5-year scenario (50% construction of units “in 
the pipeline”), supply would outpace demand by 588± units annually. 
 
Based on the foregoing paragraphs, it would appear that simple population/household projections 
indicate that there will not be sufficient demand to justify the amount of rental apartment construction 
planned in the designated areas in the near future.  However, it is important to note that simply 
analyzing population/household projections has its limitations.  It is also important to note the following 
factors that are indicative of the high amount of demand currently in the marketplace (please refer to the 
historical trend chart for the Bethesda/Chevy Chase/Rockville markets on a previous page): 
 

 The Class A apartment inventory in the Bethesda High-Rise and Rockville Garden apartment 
markets (combined) increased from 3,615 units to 6,744 units from year-end 2000 to year-end 
2003.  This 3,129 units of additional inventory represents an increase of 85-90% over a 3-year 
period.  In comparison, the population only increased 5-10% from 2000 to 2004.  In other words, 
the additional inventory substantially exceeded that which would have been indicated via any 
projections based on population.  Note: I have limited this analysis through 2004 because post 
2004 a large percentage of the multifamily supply was siphoned off as a result of mass condo 
conversions and condo switches by would be rental developers.  Thus, this analysis would be 
skewed by the benefit of shrinking supply. 

 Despite the vast increase in inventory (85-90% from 2000-2004), the vacancy rate for Class A 
apartment product in Bethesda and Rockville increased only slightly from 2000, from around 1% 
to 7% (excluding projects still undergoing initial absorption from construction).  

 Rental rates remained fairly consistent over the past few years (2000-2004), despite the massive 
amount of new product that was delivered to the marketplace. 

 Delta Associates reports that the absorption rates for recently stabilized projects located in 
Bethesda and Rockville (2000-2002 construction) ranged from 14 to 38 units/month and for 
projects currently (at year end 2003) undergoing absorption in Bethesda and Rockville, the 
absorption rates have ranged from 6 to 20 units/month, with an average of around 11± 
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units/month.  These levels of absorption are fairly strong, particularly given the amount of new 
product that was being delivered during this time frame.    

 The purpose of the previous “bullet points” is simply to show the reader that simply using 
population/household is not necessarily the best way to predict demand.  No 
population/household prognostications available in 2000 would have predicted that rental rates 
could have remained at consistent levels and that vacancy rates would have remained at 
“stabilized” levels, while at the same time experiencing such a massive increase in apartment 
inventory in just a few years (2000-2004).   

 
As such, although the calculations of supportable demand for rental apartment units (based on 
population/households) indicate that there may be a potential over-supply of units in the near-term, 
given the historical performance of the subject’s overall Montgomery County apartment market and 
more immediate Chevy Chase/Bethesda/Rockville apartment submarket in particular, there is no 
sufficient reason to conclude that there will be a significant “over-supply” problem in the near-term.  As 
further support for this contention, Delta Associates forecast that despite an oversupply in suburban 
Maryland by year 2010 of +9,000 units, the stabilized vacancy in the area will increase from 3.4% (Year-
end 07) to 5.3% (Year-end 10).   
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Specific Competitors 
 
The prior charts contained more “global” pictures of the subject’s overall Washington, DC and 
Bethesda/Chevy Chase and Rockville apartment markets, both in terms of existing inventory, rental 
rates, vacancy rates, and new construction.  As it relates to the subject property, the following table 
summarizes the local, Class A directly competitive vacancy situation.  For analytical purposes, the 
subject’s competitive market set includes only those properties that have the following characteristics: 
 

• Older “Class A-/B+” in terms of appearance or design; 
• Are predominantly high or mid rise in orientation; 
• Are found in close proximity to Metro; and 
• Are found in, effectively, supply-constrained locations in the surrounding area. 

 
Rental Comparables 
 
I have gathered information regarding the current asking rental rates at several Class A/B high-rise 
apartment complexes that have most, if not all of the characteristics discussed previously.  All 
complexes surveyed are located within the Chevy Chase/Bethesda marketplace in relatively close 
proximity to the subject.  It is believed that the comparables selected for this analysis provide the best 
indication of market rents and trends.  A summary of these rental comparables, which are discussed in 
detail in the Income Capitalization Approach are shown in the following charts. 
 
Few concessions are currently being offered at these comparable complexes, so the unadjusted rents 
shown below are essentially effective rental rates.  The asking rents for the Efficiency/Studio, 1 BR, 2 
BR, and 3 BR units at the comparables are presented below. 
 

Complex Size (SF)* Rent/MO* Rent/SF/MO*

Irene (Contract Rent) 819 $1,294 $1.58
Irene (Asking Rent) 819 $1,415 $1.73
Highland House 597 $1,382 $2.32
Highland House West N/A N/A N/A
North Park Avenue N/A N/A N/A
The Grand N/A N/A N/A
Grosvenor Tower N/A N/A N/A
The Metropolitan 514 $1,520 2.96

Average 555 $1,451 $2.64
Range of Rent/SF/MO* $2.32 to $2.96

*Weighted Average

Summary of Efficiency Units

 
 
As indicated by the prior chart, the Efficiency units exhibit average sizes which range from 514 SF to 
597 SF, with rental rates ranging from $2.32/SF/mo to $2.96/SF/mo (and an average of $2.64/SF/mo). 
The subject’s asking rent was $1.73/SF/mo while actual rents were at $1.58/SF/mo. 
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Complex Size (SF)* Rent/MO* Rent/SF/MO*

Irene (Contract Rent) 1,072 $1,713 $1.56
Irene (Asking Rent) 1,072 $1,848 $1.72
Highland House 964 $1,854 $1.92
Highland House West 1,002 $1,720 $1.72
North Park Avenue 1,000 $1,870 $1.87
The Grand 844 $1,909 $2.26
Grosvenor Tower 845 $1,735 $2.05
The Metropolitan 775 $1,928 $2.49

Average 905 $1,836 $2.05
Range of Rent/SF/MO* $1.72 to $2.49

*Weighted Average

Summary of One Bedroom Units

 
 
As indicated by the prior chart, the 1 BR units exhibit average sizes which range from 775 SF to 1,002 
SF, with rental rates ranging from $1.72/SF/mo to $2.49/SF/mo (and an average of $2.05/SF/mo). 
The subject’s asking rent was $1.72/SF/mo while actual rents were at $1.56/SF/mo. 
 

Complex Size (SF)* Rent/MO* Rent/SF/MO*

Irene (Contract Rent) 1,502 $2,450 $1.44
Irene (Asking Rent) 1,502 $2,862 $1.92
Highland House 1,400 $3,065 $2.19
Highland House West 1,320 $2,970 $2.25
North Park Avenue 1,500 $2,800 $1.87
The Grand 1,234 $2,672 $2.17
Grosvenor Tower 1,173 $2,165 $1.85
The Metropolitan 1,150 $2,848 $2.48

Average 1,296 $2,753 $2.13
Range of Rent/SF/MO* $1.85 to $2.48

*Weighted Average

Summary of Two Bedroom Units

 
 
As indicated by the prior chart, the 2 BR units exhibit average sizes which range from 1,150 SF to 
1,500 SF, with rental rates ranging from $1.85/SF/mo to $2.48/SF/mo (and an average of 
$2.13/SF/mo). The subject’s asking rent was $1.92/SF/mo while actual rents were at $1.44/SF/mo. 
 

Complex Size (SF)* Rent/MO* Rent/SF/MO*

Irene (Contract Rent) 2,059 $3,435 $1.67
Irene (Asking Rent) 2,059 $3,958 $1.92
Highland House N/A N/A N/A
Highland House West 1,615 $3,370 $2.09
North Park Avenue N/A N/A N/A
The Grand 2,105 $4,871 $2.31
Grosvenor Tower N/A N/A N/A
The Metropolitan 1,340 $3,880 $2.90

Average 1,687 $4,040 $2.43
Range of Rent/SF/MO* $2.09 to $2.90

*Weighted Average

Summary of Three Bedroom Units
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As indicated by the prior chart, the 3 BR units exhibit average sizes which range from 1,340 SF to 
1,615 SF, with rental rates ranging from $2.09/SF/mo to $2.90/SF/mo (and an average of 
$2.43/SF/mo). The subject’s asking rent was $1.92/SF/mo while actual rents were at $1.67/SF/mo. 
 
Note:  It is important to note that the apartment complexes chosen for the analysis exhibited a wide 
range of floorplans, sizes, and unit types.  For purposes of this analysis, the appraiser has taken the 
weighted average floor size and weighted average rental rate across all units of the various unit types 
(Studio, 1BR, 2BR, etc.) for purposes of comparison to the subject.  It is also important to note that 
some units achieve higher rental rates than others for desirable amenities such as views on upper 
floors, desirable floorplans, balconies, fireplaces, sunrooms, etc.  These premiums are already 
accounted for in the weighted average rental rates and sizes shown.   
 
Secondly, the rental comparables on the prior pages and in the summary charts are indicative of 
current market rents (as of December 2007).    
 
Vacancy Rates 
 
The occupancy rates at each of these apartment complexes, which are discussed in greater detail in the 
Income Capitalization Approach, are shown in the following chart: 
 

Property Units Occupancy

Highland House 391 98.0%
Highland House West 308 94.5%
North Park 310 94.0%
The Grand 546 89.6%
Grosvenor Tower 237 96.0%
The Metropolitan 308 88.0%

Total/Average 2,100 93.4%

Current Occupancy Rates

 
 
The rental comparables (stabilized) that were utilized in my analysis exhibited vacancy rates ranging 
from 2.0% to 12.0%, with a weighted average of 6.6%.   
 
Management reports that the subject’s occupancy typically remains between 95-99% on a historic basis. 
 
Rental Concessions (please refer to the historical trend chart for the Bethesda/Chevy Chase/Rockville 
markets on a previous page) 
 
In the late 1990’s and into 2000, rental concessions were virtually non-existent due to the fact that 
vacancy rates were at extremely low levels.  However, over the next 3 years (since roughly mid-
2001), as new product was brought on line rental rates began to flatten and vacancy rates increased 
to more “traditional” levels.  As a result, rental concessions once again made their way into the 
suburban Washington, DC apartment market.   
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However, as a result of the condo boom starting in 2004, concessions began to fall and virtually 
disappeared from the market in 2005 and 2006 as the rental supply market was substantially lowered 
due to condo conversions.   Currently, concessions have once again entered the marketplace as the 
end of the condo boom (mid to late 2006) once again swung the pipeline pendulum in the direction of 
rental units.  The following chart contains a summary of the current rental concessions being offered 
in the various Class A high-rise apartment submarkets of Washington, DC, as well as the Class A 
garden apartment submarkets in the subject’s immediate Montgomery County locale (per 
Transwestern/Delta Associates’ Year-End 2007 Class A Apartment market report). 
 

Submarket Concessions (% of Asking Rent)
   Gaithersburg, MD 2.4%
   Germantown, MD 2.6%
   Rockville, MD 3.4%

Submarket Concessions (% of Asking Rent)
   Alexandria, VA 10.8%
   Rosslyn/Ballston, VA 4.1%
   Crystal City/Pentagon City, VA 6.1%
   Bethesda, MD 8.7%
   Silver Spring 5.8%
   Washington, DC 3.3%

Source:  4Q/2007 Mid-Atlantic Region Class A Rental Apartment Market Report, Transwestern & Delta Associates. 

RENTAL CONCESSIONS IN
APARTMENT SUBMARKETS

Class A Garden Apartments

Class A High-Rise Apartments

 
 
As the chart indicates, rental concessions in the various Class A garden apartment submarkets in 
Montgomery County ranged from 2.4% to 3.4% as of year-end 2007, with the Rockville submarket 
having concessions equating to 3.4% of “face” or “asking” rental rates.  The various Class A high-rise 
apartment submarkets exhibited rental concessions ranging from 3.3% to 10.8%, with the nearby 
Bethesda submarket having concessions of 8.7%.     
 
In addition to the information gleaned from the Transwestern/Delta Associates report, I have also 
gathered detailed information concerning the rental concessions currently being offered at the rental 
comparables utilized in the analysis.  As the chart on the following page indicates, none of the 
comparables are offering concessions.  The subject is not currently offering any concessions as well.  
This appraiser would comment that given The Grand’s and The Metropolitan’s 88-89% occupancy, it 
would appear that concessions would be in order; however, historically these properties have operated 
at occupancy rates around 88-92%, thus, management appears to be more concerned with pushing 
rents than keeping occupancy higher. 
 

Property
Highland House

Highland House West
North Park
The Grand

Grosvenor Tower
The Metropolitan

RENTAL CONCESSIONS

Concessions as of 12/07
None
None
None
None
None
None

Source:  Market Survey., 12/07.  
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Sales Comparables 
 
I have conducted an extensive search for comparable high-rise apartment complexes that have recently 
sold in the subject's marketplace.  Due to the limited number of sales in the subject’s immediate 
Suburban Maryland marketplace, I have extended my search into comparable areas of Northern 
Virginia where a number of recent sale transactions involving high-rise and mid-rise Class A/B+ 
apartment complexes that would be deemed somewhat similar to the subject have taken place.  
Although some of these properties are newer than the subject (20-35 years old vs. 42± years old), these 
sales are considered the best available information concerning properties of the same type and class as 
the subject property.  These sales are summarized in the following chart. 
 
In addition to the “primary” sales in the following chart, which are more fully detailed in the Sales 
Comparison Approach, I have also included numerous “supplemental” sales in summary (chart) form.  
These sales were excluded from the adjustment analysis due primarily to the lack of direct comparability 
to the subject.  Nevertheless, these sales are still good indications of value for the subject (as adjusted).  
In addition, these additional sales contain valuable capitalization and yield rate data that can be utilized 
in the Income Capitalization Approach, thus tying the approaches together.   
 

Sale # Project Location Age Style Date Sale Price # Units $/Unit $/SF
Cap Rate 

(Ro) *
Terminal 
Cap (Rt)

Yield 
Rate 
(Yo) 10-Yr T'Bills Ro Spread Yo Spread

Contract #1 The Monterey N Bethesda, MD 1967 Hi-Rise Mar-08 $97,000,000 432 $224,537 $224 N/A N/A N/A 3.74% N/A N/A
Contract #2 Circle Towers Fairfax, VA 1973 Hi-Rise Mar-08 $137,630,000 606 $227,112 $227 5.15% N/A N/A 3.74% -1.41% N/A
Contract #3 Grosvenor Tower N Bethesda, MD 1988 Hi-Rise Jan-08 $86,500,000 237 $364,979 $344 4.80% N/A N/A 3.74% -1.06% N/A

Sale #1 The Bennington Arlington, VA 1980 Hi-Rise Dec-07 $93,619,905 348 $269,023 $337 4.95% N/A N/A 4.10% -0.85% N/A
Sale #2 Crystal Square Arlington, VA 1974/75 Hi-Rise Dec-07 $122,657,095 378 $324,490 $301 5.00% N/A N/A 4.10% -0.90% N/A
Sale #3 The Wellington Arlington, VA 1960/61 Mid-rise Aug-07 $125,000,000 711 $175,809 $208 5.73% N/A N/A 4.67% -1.06% N/A
Sale #4 The Chase @ Bethesda Bethesda, MD 1989 Mid-rise Mar-07 $50,020,000 122 $410,000 $488 5.14% N/A N/A 4.56% -0.58% N/A

$285,136 $304 5.13% 4.09% -0.98%

Sale # Project Location Date Sale Price # Units $/Unit $/SF
Cap Rate 

(Ro) *
Terminal 
Cap (Rt)

Yield 
Rate 
(Yo) 10-Yr T'Bills Ro Spread Yo Spread

Sale #1 Pearson Square Falls Church, VA 2007 Mid-rise Jan-08 $100,830,000 215 $468,977 $399 5.80% N/A N/A 3.74% -2.06% N/A
Sale #2 Pentagon City Apartment Arlington, VA 2008 Hi-Rise Sep-07 $198,250,000 399 $496,867 $487 N/A N/A N/A 4.52% N/A N/A
Sale #3 lO Piaza Arlington, VA 2006 Hi-Rise Sep-07 $99,500,000 244 $407,787 $412 5.20% N/A N/A 4.52% -0.68% N/A
Sale #4 Andover House (Under groundlease) Washington, DC 2005/06 Hi-Rise Apr-07 $65,580,000 171 $383,509 $448 4.40% N/A N/A 4.69% 0.29% N/A
Sale #5 Joule Arlington, VA 2006 Mid-Rise Feb-07 $43,000,000 87 $494,253 N/A N/A N/A N/A 4.72% N/A N/A
Sale #6 The Crescent @ Fells Point Baltimore, MD 2006 Hi-Rise Feb-07 $108,000,000 252 $428,571 $341 N/A N/A 7.30% 4.72% N/A -2.58%
Sale #7 Halstead Tower Alexandria, VA 2006 Hi-Rise Jan-07 $76,000,000 173 $439,306 N/A N/A N/A 7.20% 4.76% N/A -2.44%
Sale #8 Metropolitan @ Reston Town Center (95% int.) Reston, VA 2006 Hi-Rise Nov-06 $119,500,000 288 $414,931 N/A N/A N/A N/A 4.60% N/A N/A
Sale #9 Jefferson at Logan Circle (Partnership transfer - adjusted to 100%) Washington, DC 2006 Hi-Rise Sep-06 $113,500,000 292 $388,699 $456 5.40% N/A N/A 4.72% -0.68% N/A

Sale #10 The Prime (Meridian III @ Courthouse Commons) Arlington, VA 2002 Hi-Rise Sep-06 $96,000,000 256 $375,000 $411 5.00% N/A N/A 4.72% -0.28% N/A
Sale #11 2400 M Street Washington, DC 2005/06 Hi-Rise Apr-06 $172,320,000 359 $480,000 N/A N/A N/A N/A 4.99% N/A N/A

$434,354 $422 5.16% 7.25% 4.61% -0.68% -2.51%

SUMMARY OF APARTMENT SALES

Primary Sales 

Average

Average

Supplemental Sales

* Reported "going-in" cap rates are on a stabilized basis, after reserves.

 
 
As the previous chart indicates, the primary sales/contracts detailed on the previous pages exhibited 
sale prices ranging from $175,809/unit to $410,000/unit, with an average of $285,136/unit.  The majority 
of the sales have excellent accessibility to Metrorail transportation (similar to the subject – all except 
sale #3); however, the sales with superior access (i.e., less than 1 mile distance) exhibit a range from 
$224,537/DU to $410,000/DU, with an average of $303,357/DU.   
 
The “going-in” capitalization rates on the primary sales ranged from 4.8% to 5.73%, with an average of 
around 5.13%.  This represents a relatively narrow range especially if the outlier (sale #3) is excluded.   
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Conclusion 
 
Given the overall strength of the local economy, job growth, and population forecast, I am of the opinion 
that the Washington, DC Class A apartment market is well positioned for continued growth.  Recent 
disciplined development activity together with numerous condo conversions and switches in prior years 
have provided favorable conditions in the Chevy Chase/Bethesda MD apartment market.  In response 
to this lack of supply, there has been (and continues to be) healthy increases in rental rates while 
vacancy rates for stabilized Class A properties in the subject’s submarket remain low.  In addition, 
higher interest rates, coupled with buyer uncertainty, have turned people who would have purchased a 
year ago, into renters today.  Overall, the outlook for the future remains strong, particularly for “close in” 
locations such as the subject’s, which has good access to transportation (Metrorail and major roadways) 
and commercial centers (office/retail). 
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The subject site is located on Willard Avenue at the northwest quadrant of the N Park Avenue and 
Willard Avenue intersection, approximately 0.4 miles west of Wisconsin Avenue (Route 355).  I will 
now discuss the pertinent attributes of the subject site.    
 
Street Address: The Irene Apartments 
 4701 Willard Place 
 Chevy Chase, Montgomery County, Maryland 20815 
 
Land Area: 2.319-acres (101,059 SF of land) 
 
Shape: Irregular, but basically trapezoidal (see illustration below). 
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Topography: The property occupies a level site that is irregular, but basically 
trapezoidal in shape.  The lot is at street grade with its frontage 
roads.   

 
Soils: The existence of the current site improvements and 

surrounding developed uses, as shown on the aerial photo 
displayed in the Maps & Photos Section of the report is an 
indication that the soil beneath the subject is of sufficient load-
bearing capacity to support the existing improvements.  Storm 
water drainage also appeared to be adequate at the time of 
inspection.  

 
Frontage: The site is afforded frontage on the north side of Willard 

Avenue and on the east side of Park Avenue North.  (Exact 
linear feet of frontage not available).    

 
Access: The site has direct access from Willard Avenue which runs 

from east to west along the south side of the subject.  Access 
to I-270 & I-495 is provided just 4.8 miles to the north of the 
subject site via Wisconsin Avenue (Route 355).  The 
Friendship Heights Metro Station is located just ½ mile 
southeast of the subject site. Downtown Washington, DC is 
located roughly 6.6 miles south/southeast of the subject site, 
while downtown Bethesda is located 2-3 miles north of the 
subject along Wisconsin Avenue (turns into Rockville Pike).   

  
Utilities: Public utilities including water, sewer, electric, gas, and 

telephone are available to the site.  Capacities are reported to 
be adequate.  Costs are comparable to similar properties.   

 
Site Improvements: Site improvements consist of paved parking areas, concrete 

pedestrian walkways, landscaping, and curbing.  The principal 
entrance is located on the side facing Willard Avenue.  There 
is also a secondary entrance off of Park Avenue North through 
the garage area of the subject, but is primarily utilized by those 
who rent spaces in this garage. 

  
Flood Plain: Based on Community Panel Number 24031 C0455D (effective 

date September 29, 2006) of the Federal Emergency 
Management Agency’s National Flood Insurance Program, the 
subject property lies in Zone X, an area outside the 100 and 
500-year flood plains.  A map of the subject property showing 
its orientation in reference to the flood zone has been placed in 
the Maps and Photos of the report.   

  
Detrimental Influences: There were no nuisances, detrimental influences, or 

environmental hazards noted at the subject site at the time of 
inspection.  The site is in a relatively built-up suburban area 
with no agricultural or other environmental issues.  There are 
no known seismic hazards at this location.   
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 This being said, the appraiser is not qualified to detect 
environmental hazards and no environmental report has been 
provided to the appraiser during the preparation of this report.  
This appraisal has been prepared under the assumption that 
the subject site is “environmentally clean” (no environmental 
issues in need of remediation).  The appraiser reserves the 
right to modify the value conclusion should any information be 
found to the contrary. 

 
Easements: The subject site is impacted by normal utility and public street 

and right-of-way easements.        
 
Conclusion: Considering the size, shape, topography and location of the site, 

in conjunction with the design and construction of the 
improvements, the site is considered adequate to support its 
current improvements, as well as other legally permissible uses.  
The subject is located within a residential area where the 
majority of the surrounding development consists of high-rise 
apartments similar to the subject, and various retail uses along 
major avenues.  The format is either rental apartment or 
condominium ownership.  Side streets are densely developed 
with high-end, single family homes.   
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General Description: The subject property consists of a 16-story Class A high-rise 
apartment building known as known as The Irene Apartments.  
The improvements were originally constructed in 1966 and 
have been well maintained.  The property contains 530 rental 
units (currently, 511 residential and 19 commercial units) and a 
total net rentable area of 745,351 SF-NRA (currently, 723,837 
SF residential and 21,514 SF commercial).  A detailed 
breakdown of the various unit types and sizes at the subject is 
shown in the chart below: 

 

Unit Type # of DU Avg SF* Total SF (NRA)
Studio 44 819 36,038
1 BR 129 1,072 138,245
2 BR 263 1,502 395,100
3 BR 75 2,059 154,454

Total/Weighted Avg. 511 1,417 723,837

Source: Pollin Properties

* Weighted Average

The Irene Apartments - Residential Unit Mix

 
 
Gross Building Area: No building plans or a BOMA chart was provided for purposes 

of determining the gross building area (GBA) of the subject 
improvements. The Maryland tax records do not indicate a 
total “enclosed area” for the subject.  Ownership reports the 
GBA is 870,000 SF-FAR (floor area ratio) while the garage 
area is reported to be 216,600 SF.  As such, the appraiser has 
utilized this figure for the gross building area (GBA) and floor 
area ratio (FAR) for the subject (870,000 SF-FAR only includes 
above-grade square footage; thus, the below-grade garage SF 
is excluded.   

 
 Based on the 745,351 SF of net rentable area (NRA) this 

would imply a building efficiency ratio (NRA/GBA) of 
approximately 86%, which is fairly typically for high-rise 
multifamily projects.  The size of the floorplate is approximately 
58,000± SF and there are 35 units on “typical” floors (2-17).  
Please note that there is no 13th floor. 

 
Occupancy: Reported to be 99% in late December 2007 
   
Exterior Walls/Framing: The subject is constructed with a steel and concrete skeleton 

with brick siding, over a concrete foundation.  Windows consist 
of plate glass with aluminum frames. 

 
Floor Slabs: Concrete deck with steel joist system support.   
 
Roof: Steel joist and concrete deck with rubber membrane cover and 

stone slag.  Roofing has recently (2007) been completely 
replaced and no leaks or other problems were reported at the 
time of inspection.   
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Electrical: The apartment units are equipped with 125-250 volt, three-
phase service and 150-amp electric panels.   

 
Fire System: Wet & Dry-pipe sprinkler systems are found in public areas but 

not individual apartments.  There is also a full fire-alarm 
system with local smoke detectors in apartments.  The 
sprinkler system was reportedly added in 2003+. 

 
Stairs: There are 5 stairwells steel framed with concrete risers and 

metal railings.   
 
Elevators: Six passenger elevators (one serves as freight/passenger) 

service the building.  Speeds are estimated at 300 feet per 
minute and capacity is 2,500 lbs. for the passenger elevators 
and 3,500 lbs. for the freight/passenger elevator.  The 
elevators were remodeled and modernized in 2002-07. 

 
Utilities: All public utilities, including gas, are available to the site.  All 

utilities are reportedly provided in adequate capacity for the 
subject improvements.  Property owner pays all utilities.  This 
utility payment structure is typical in the subject’s submarket 
for older properties, however, newer properties typically 
require tenant to pay all utilities (i.e. water, sewer, trash, 
electric, etc.). 

 
HVAC/Mechanical:  The subject’s apartment units are heated (gas) and cooled by 

gas-fired hot water system with several converters in each 
apartment.  Two Trane Chillers, 600-ton each, are used for 
cooling and two boilers are used for heating.  Hot water is 
available with heat converters. The common areas (hallways, 
lobby, etc.) are heated and cooled by individual HVAC units.   

 
Lobby:  The main lobby has a carpeted floor with a trey ceiling and 

recessed lighting.  There is also a hanging chandelier.  The 
lobby areas have been renovated (new carpet, painted, new 
light fixtures, decorative wood wall paneling and molding) in 
2001-2004. 

 
Common Area Corridors: Floors are commercial grade carpets over poured concrete 

structure.  Walls are either painted or wallpapered gypsum 
board.  Lighting is provided by decorative wall scones and 
decorative brass ceiling fixtures.   

 
Kitchen/Appliances: Kitchens are quipped with a gas range, microwave, 

dishwasher, refrigerator (all appliances are GE), Formica 
counter tops, wood cabinets, and single and or double 
stainless steel sinks.  Kitchen renovations, which include new 
standard GE appliances, Formica countertops, stainless steel 
sinks, standard wood cabinets, and square vinyl flooring, 
began in 2000 are an ongoing process upon unit turnover.  
Reportedly, +500 units have been completed thus far. 
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Bathrooms: Typical bathrooms have: ceramic tile floor covering, built-in 
tub/shower, basin and toilet, and ceramic tile wainscot on all 
walls.   

 
Floor Coverings: There is wood parquet in the living areas and bedrooms, 

square vinyl flooring in kitchens, and ceramic tile flooring in 
bathrooms. 

 
Interior Walls and Ceilings: Wood stud framing covered with plaster.  Plaster walls are 

extremely unusual in the area and provide additional unit 
“sound” and “fire” proofing. 

 
Interior Doors: Entry doors for individual units are flat panel solid metal doors.  

Interior doors are flat panel wood doors for the bedrooms, 
baths, and walk-in closets.   

 
Handicapped Accessible Units: Given the subject’s age (42 years), management reports that 

the residential units are exempt from ADA regulations.  
However, if residents chose to renovate a few items in their 
unit (widen a doorway or add a handrail) they may do so at 
their own cost and must return the unit to it’s original state 
upon move-out.   

 
Parking: There are two below-grade parking levels with a reported 652 

parking spaces.  This equates to 1.28/spaces/DU.  The garage 
parking surfaces were refinished and repaired in 2007. 

 
Community Amenities: Project amenities include two swimming pools, a tennis court, 

fitness center, laundry facilities on each residential floor, 
community room, shuttle bus to Metro Station, garage parking, 
and 24-hour emergency maintenance.    

 
Building and Floor Layouts: The subject has an “E” shape, with the primary entrance lobby 

located on the north side of Willard Avenue.  In addition to a 
lobby area, the first floor consists of a front desk, administrative 
offices, a sitting room available for function rentals, an exercise 
room, a beauty salon, and a dentist office.  The complex 
consists of 15 floors of apartment space, with 35 units per floor 
(7 units on the 1st floor), and two below grade parking levels.  A 
wading or shallow pool, a diving pool, and tennis courts are 
located on the roof. 

 
Age/Condition/Utility: The subject property was originally built in 1966.  The property 

appears to suffer from little deferred maintenance and is in very 
good conditions relative to its age.  As outlined in the following 
chart, several renovation projects have occurred at the subject 
between 2000-2007. 
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Year Amount $/DU (530) Desc of Programs
2000 $1,836,351 $3,465 Begin kitchen renovation program upon unit turnover, begin water saving toilet replacement 

program, begin exterior renovation, begin replacing fire alarm system

2001 $677,296 $1,278 Continue kitchens, continue exterior renovations, replace incandescent light fixtures with 
flourescent, complete toilet replacement, begin lobby ADA renovations

2002 $1,593,309 $3,006
Continue kitchens, begin exterior coatings, waterproof and replace 2nd floor terraces, begin elevator 
modernization, replace stairwell treads, re-pave front entrance drive, refit all stairwell doors, repair 

garage ramps, construct new stairwell exit.

2003 $2,192,653 $4,137
Continue kitchens, complete exterior coatings, install common area sprinklers, replace roof and 2nd 

floor terrace railings, install new fire pump, install A/C for new fire pump room, sprinkle lobby and 
retail areas, begin building finish renovations, complete elevator modernization.

2004 $501,158 $946
Continue kitchens, install GFI receptacles in all kitchens, repair garage columns, continue building 
finish renovations (replace carpet, renovate and paint all hallways, replace lighting fixtures, box-in 

new sprinkler system, renovate lobby and common areas).
2005 $376,950 $711 Continue kitchens and building renovations

2006 $1,519,335 $2,867 Continue kitchens, complete building renovations, begin phase 1 of roof replacement.

2007 $1,932,000 $3,645
Complete roof replacement, replace tennis court, repaired swimming pool main water supply, add 
master antenna (FIOS, Dish, etc.), repair all drive surfaces in garage, continue kitchens, replaced 
HVAC riser valves throughout, install new finishes for elevator cabs, added new lobby HVAC, new 

fitness center HVAC, new elevator HVAC, complete mail box area remodel,.

Source: Pollin Properties

Historical Property Improvement Expense

 
 
 In terms of functional utility, the absence of sprinklers in all units 

is noted.  Sprinkler systems have been added to the hallways.  
Hard-wired smoke detectors are available.  It is possible that a 
buyer would make an allowance for such a deficiency 
(+$4,000/DU).  In addition, the above standard plaster walls are 
also deemed a fire retardant (to some degree).  

 
Actual Age: 42 years (actual age per 1966 construction) 
Effective Age: 30 years (appraiser’s estimate) 
 
Total Economic Life: 60± years  
Remaining Economic Life: 30± years 
 
Conclusion: The subject’s 16-story apartment building is in very good 

condition, as improvements have been recently rehabbed 
(2000-2007) and are of high quality.  The units are functionally 
adequate for the local marketplace in terms of size, layout, 
design, and overall appeal.  From a market perspective, the 
subject property competes at the lower/middle end of the 
range in comparison to other Class A comparable apartment 
complexes in the Chevy Chase/Bethesda/Rockville 
marketplace.   
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ANALYSIS OF IMPROVEMENTS 
 
Age & Condition 
 
The improvements were originally constructed in 1966 and are in very good condition given their actual 
age (42 years).  However, when estimating the effective age of a property, it is important to realize that 
a property’s actual age is not necessarily an indication of its effective age, which is how the market 
perceives or “ranks” a property in terms of its overall condition and utility.  A property’s effective age is a 
function of the overall quality of building construction, materials, and functional utility, as well as of the 
maintenance standards of ownership.  The age-life concepts that are the most important when 
estimating the overall age/condition and depreciation are as follows: 
 

• Effective Age – “The age indicated by the condition and utility of a structure.”10 
• Economic Life – “The period over which improvements to real property contribute to value”.11 
• Remaining Economic Life – “The estimated period during which improvements will continue to 

contribute to property value; an estimate of the number of years remaining in the economic life of 
the structure or structural components as of the date of the appraisal”12 

 
As will be discussed in detail in the Cost Approach Section of the report, when estimating the 
age/condition of a property, the various elements of depreciation are:  1) physical deterioration (curable 
and incurable); 2) functional obsolescence; and 3) external obsolescence.  I will now briefly discuss 
physical deterioration and functional obsolescence as it relates to the subject.  External obsolescence is 
not discussed in this section as it does not deal with the improvements to the property but rather to 
factors external to the property. 
 
Curable Physical Deterioration 
 
Curable deterioration refers to items that are in need of immediate repair or replacement in order for the 
property to continue to operate in its current capacity.  For an item to be considered “curable” the value 
of remedying the problem will typically be equal to or greater than the cost to cure, or else the 
expenditure is deemed necessary to allow the other components of the property to maintain their value.  
The subject property has been well maintained by ownership through periodic capital expenditures over 
the years, so there are no items of deferred maintenance requiring immediate attention at the present 
time.  As such, there are no items that fall into the category of curable deterioration. 
 
Incurable Physical Deterioration 
 
Incurable deterioration exists when the cost to repair a particular item exceeds the value added to the 
property.  Elements of incurable deterioration can either be classified as short-lived or long-lived.   
 
Short-Lived Items 
 
A short-lived item is a component that is expected to have a remaining economic life that is shorter than 
for the overall remaining economic life of the improvements.  Such items include site improvements, 
floor coverings, the roof cover, lighting systems, appliances, and certain components of the HVAC, 
electrical, and plumbing systems.  The following chart contains my estimates of the total economic life of 
the “major” short-lived components at the subject property.  The estimated economic life of these 

                                                      
10 Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th edition (Chicago, 2002), p. 93. 
11 Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th edition (Chicago, 2002), p. 93. 
12 Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th edition (Chicago, 2002), p. 93. 
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components is based on Section 97 of the Marshall & Swift Cost Manual (replaceable components), as 
well as on my own estimates. 
 

Component Effective Age 
(yrs.)

Total Economic 
Life (yrs.)

Roof (Membrane, Flashing, Sealing) 1 20
HVAC - Units & Common Areas (75% short-lived) 18 24
Electric/Lighting (19% short-lived) 5 26
Plumbing (80% short-lived) 20 25
Elevators (17% short-lived) 4 23
Sprinkler System (19% short-lived) 5 26
Appliances 4 15
Carpeting 3 7
Cabinets/Counters 4 20
Surface Parking Paving 1 11
Swimming Pool 15 25

INCURABLE DEPRECIATION
Short-Lived Components

 
 
Long-Lived Items 
 
Long-lived items are all components that were not treated as deferred maintenance or short-lived items.  
Such items include the building foundation, walls, floor and roof systems, structural steel frame, and 
some components of the HVAC, electrical, and plumbing systems.  The key to determining the 
depreciation for long-lived items lies in estimating the economic life of the property.  As is discussed in 
greater detail in the Cost Approach, I have examined a number of sales involving both old and new 
apartment projects in the suburban Washington, DC area for purposes of extracting depreciation and 
estimating effective age and life expectancy.  The older sales are particularly useful in estimating the 
economic life for a property such as the subject, because they have experienced a significant amount of 
depreciation.  In contrast, the newer sales are more useful in determining an actual effective age for the 
subject since depreciation tends to escalate over the life of a property (newer properties typically only 
have a limited amount of depreciation).   
 
As the analysis in the Cost Approach shows, the older properties (1960’s and 1970’s construction) 
typically had annual depreciation rates in the general range from 0.75-1.10% per year, which equates to 
an economic life of 55 to 69 years.  The newer properties (1989-1990 construction) had lower 
depreciation levels generally in the 0.27-0.39% range, thus indicating economic lives of 253 to 273 
years.  However, as noted previously, this estimate is somewhat “skewed” by the fact that these 
calculations do not take into account the fact that properties do not depreciate in a “straight line” 
manner, but that depreciation tends to escalate over the life of a property.   
 
Based primarily on the older sales that have experienced enough depreciation to accurately be 
measured, I have estimated the total economic life of the subject to be 60± years.  (This is also 
supported by the Marshall & Swift Cost Manual, which indicates that the typical economic life for Class 
A high-rise apartments should be around 60± years).  I have estimated the effective age of the subject 
property at 30± years, which is less than its actual age of 42± years due to the high maintenance 
standards of ownership as well as the recent (2000-2007) aggressive renovation program.  As such, the 
remaining economic life of the property is estimated at 30± years.  Once again, I would refer the reader 
to the Cost Approach for a detailed discussion of the depreciation applicable to the subject.    
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Functional Obsolescence 
 
Functional obsolescence is an element of depreciation caused by a flaw in the structure, materials, or 
design that impairs its utility when compared to its highest and best use and most cost-effective and 
functional design.  Similar to physical deterioration, functional obsolescence can involve curable or 
incurable items, with the distinction again being the financial feasibility of correcting the problem.   
 
The subject improvements are in very good condition and the unit sizes are in accordance with the 
current market standards (actually larger).  The subject property is directly competitive with the Class A-
/B+ apartment market in nearly every respect and has no items of functional obsolescence that impair 
the property except for the following.   
 

 This appraiser would comment that the building operates using a two-pipe HVAC system for the 
residential unit areas; thus, only heat or air will be generated in every unit based upon 
management’s scheduled seasonal switch.  At first, this system appears to be antiquated as it 
limits residents heating and cooling options.  However, discussions with several developers and 
management companies indicate that a) most of the older high-rise buildings (1980’s or older) 
utilize a similar system and b) many of the new construction high-rises in the market are being 
constructed with the same system due to its efficiency (i.e. adds to LEAD points), costs savings 
compared to a four pipe system, and the fact that many jurisdiction do not like the outside vents 
that must become a part of the exterior façade as a result of individual packaged units.  As such, 
I have not deemed the subject’s HVAC system as a functional obsolescence item. 

 Currently, the subject’s management pays all utility costs (i.e. water, sewer, trash, electric, and 
gas), which is typical for residential buildings of similar age.  However, the market trend, 
especially for newer (1980’s+) residential buildings is for the tenants to pay all utilities.  The 
benefit of shifting these utility expenses to the tenants include lower operating expense costs for 
the landlord, less risk of utility abuse by tenants, and the ability to (theoretically) get a rental 
income boost as a result of lowered expenses without the same drop in average rents.   

 In order to take advantage of this market shift, the subject would need to sub-meter the water, 
gas, and electric.  A separate trash bill could be sent to tenants; thus, no additional costs to 
landlord to implement this.  Based upon discussions with construction cost estimators as well as 
active high-rise developers in the area the cost to cure this obsolescence would be: 

o To sub-meter the water and the gas - $500/unit or $265,000 
o To sub-meter the electric - $1,000/unit or $530,000 (please note that this estimate could 

be vastly underestimated as the entire wiring system at the property may need to be 
replaced in order to effectively sub-meter.  In this case the figure could balloon to 
$13,000,000 ($24,528/DU). 

 Given the fact that the subject property has recently undergone $10,629,052 ($20,055/DU) 
worth of capital improvements from 2000-2007, it is this appraiser’s assumption that other 
unknown factors may prevent the subject from instituting the aforementioned sub-metering.  As 
such, I have not “cured” this item during this appraisal.  Instead I have viewed this factor as 
nominal (i.e. not a functional obsolescence) given the fact that a large majority of similar aged 
(vintage) buildings within NW DC and close-in suburbs do not specifically sub-meter.    

 
Conclusion  
 
The subject’s 16-story apartment building was constructed in 1966 and is in very good condition, as 
improvements are of high quality and have been well-maintained.  As such, its effective age of 30± 
years is lower than its actual age of 42± years.  The estimated total economic life for the property is 60± 
years, which results in a remaining economic life of 30± years.     
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The subject property is zoned CBD-1, Central Business District, by Montgomery County, Maryland.  
The CBD-1 zone was established to promote the orderly development of the fringes of the Central 
Business Districts of the county and to provide a density and intensity of development that are 
compatible with adjacent land uses outside the Central Business Districts.  Uses permitted under the 
CBD-1 zoning include: offices, single-family residential, multi-family residential, retail establishments, 
service-related establishments, and entertainment/recreational facilities. 
 
There are two methods of development and approval procedures in the CBD-1 zone.  The optional 
method allows for greater densities, in return for more off-site improvements/public amenities being 
completed.  Yard and bulk requirements are as follows for each method: 

     
Maximum Height: Standard – 60 feet; Optional – 90 feet 
 
Lot Coverage: Standard – 75%; Optional – 75% 
 
Minimum Green Area: Standard – 10%; Optional – 20% 
 
Floor Area Ratio: Standard – 1.0; Optional – 2.0; (3.0 if 80% or more of the gross FAR is 

devoted to residential use) 
 
Parking Requirement: For multifamily use parking requirements are determined by which of four 

county sub regions the subject property is located (southern for subject) 
and proximity to metro station (more than 1,600’ for subject).  Similar 
specifications are required for office space.  Both are outlined in the 
following chart: 

 

    

Required 
Spaces DU Required

Studio 1 44 44
1 BR 1.25 129 161
2 BR 1.5 263 395
3 BR 2 75 150

Office Space 2.4/1,000 SF 25,798 SF 62
812
652

Required Spaces
Space provided

The Irene Parking Analysis

 
 
    Based upon the above analysis, the subject offers 1.28/spaces/unit which 

is less than the required 1.59/spaces per unit. 
 
Legal Requirements:  Normal utility and ingress/egress easements exist at the subject property.  

The appraiser reiterates that we were not provided a land survey, site 
plan or legal description.  For valuation purposes, we have assumed that 
no deed restrictions or adverse easements encumber the subject 
property. 

 
Appraiser Note: As already discussed, the subject improvements were built in 1966 and 

are presumably “grand fathered” by zoning regulations in effect at that 
time.  Based upon present zoning regulations, substantially lower 
building improvements, a smaller density (3.0 versus the subject’s 8.61 
density), and larger parking accommodations would be necessary. At 
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the subject’s current built-out density, the Optional zoning classification 
would also be applicable. 

 
Legal Requirements and Restrictions 
 
Deed Restrictions: None are known or reported to exist. 
 
Easements: Utility and drainage easements are typical for apartment development. 
 
Historic Districts: None reported. 
 
Conclusion of Conformity or Non-Conformity 
 
After examination of the Montgomery County Zoning Ordinance, the appraiser has concluded that the 
existing improvements represent a pre-existing, legal, non-conforming use with respect to the CBD-1 
zoning regulations.  The non-conformance is found on three levels.  First, the subject property is built 
out to a total FAR of 8.61x, which exceeds the maximum allowable FAR of 1.0x under the standard 
method of development and 2.0x (3.0 if 80% or more of the gross FAR is devoted to residential use) 
under the optional method of development.  Secondly, the maximum allowable height in the CBD-1 
district is 90 feet (optional method), while the appraiser estimates the subject’s height to be 
approximately 160 feet (16 stories @ 10 feet per story).  Lastly, the subject’s parking ratio 
(1.28/space/DU) is below code.   
 
The appraiser would comment that the construction of the subject’s apartment complex preceded these 
applicable zoning regulations and is thus “grandfathered” in respect to it’s present density, height, and 
parking provided.  As such, for purposes of this report, the appraiser considers the subject property to 
be a permitted, pre-existing, legal, non-conforming use due to the fact that its density (FAR), height, and 
parking are outside or below current code requirements.               
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The subject property is located within the taxable jurisdiction of Montgomery County, Maryland.  The 
subject is further identified as follows: 
 
 Street Address: The Irene Apartments 
  4701 Willard Avenue 
  Chevy Chase, Montgomery County, Maryland 20815 
 
 Legal Description: Friendship Heights 
 
  Map:   HM33 
  Subdivision: 25 
  Block: B 
  Lot:  12 
 
 Tax Account Information: District:   07 

  Account #: 00494362 
 
Maryland's assessment system is based on a three year cycle in which one-third of all taxable real 
property is reviewed every year.  As illustrated herein, assessed values are calculated at 100% of the 
tax assessment division's estimate of “full cash value” (FCV).  (Prior to 2001, assessed values were 
calculated based on 40% of “full cash value”).  To lessen the impact of any increases in the full cash 
value, a three-year phase-in provision has been established.  Therefore, the phase-in value for the first 
year equals the current full cash value plus one-third the difference between the proposed full cash 
value.  For the third and final year of the assessment cycle, the property is fully assessed at full cash 
value. 
 
As an example, a property with a base value of $100,000 and a current value of $130,000, would 
have the $30,000 increase phased-in over the next three years: Year 1: $110,000; Year 2: $120,000; 
Year 3: 130,000. If a property's value decreases, the phase-in value is the same as the current value.  
The phase-in assessment is the amount to which the tax rate is multiplied to determine tax liability. Note: 
Tax rates are expressed as dollars per $100 of assessment. (Phase-in Assessment / 100 x Tax Rate = 
Tax Bill). 
 
The subject property was reassessed on January 1, 2008 for the tax year beginning July 1, 2008.  
Since this assessment represents an increase over the prior assessment, the increase will be “phased 
in” over the next 3 years (per Maryland State law).  (The first semi-annual installment of annual tax 
payments is due on September 30th of each year and the second and final semi-annual installment is 
due on December 31st of each year, so the upcoming tax payment for the 2008 tax year will be due on 
September 30, 2008 and December 31, 2008).  A summary of the subject’s most recent (2008) tax 
assessment, as well as the prior (2005) assessment is shown on the following chart: 
 

Jan 1, 2008 - Full 
Cash Value (FCV)

Previous (Jan 2005) 
FCV

Amount to be 
Phased in

Land $27,791,200 $15,158,800 $12,632,400
Improvements $99,805,200 $91,602,600 $8,202,600

Total $127,596,400 $106,761,400 $20,835,000

Irene Apartments - 2008 Tax Assessment

Source: Maryland Dept. of Taxation.  
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The total tax rate applicable to the subject property for the most recent FY 2007 tax year is shown in the 
following chart. 
 

Item Tax Rate **
Montgomery County $0.9130
State Property Tax $0.1120
Water Quality Protection Charge $0.0007
Friendship Heights Property Tax $0.0400
Solid Waste Charge *** $0.0081
Total Tax Rate $1.0738

* per $100 of assessed value

Tax Rate Components *

** fiscal year period starting 7/1/07
*** Rates based on total charges as a % of Assessed Value.  

 
Since the tax bill for the FY 2008 tax bill was not yet available as of the date of valuation, the appraiser 
has utilized the 2007 tax bill and applicable tax rates for purposes of calculating the FY 2008 tax liability 
(as well as subsequent years).  The following chart contains a summary of the historical tax rates 
applicable to the subject site.  As the chart indicates, with the exception of the “decline” in the tax rate 
for the State of Maryland and County from 2005 to 2006, the tax rates have remained fairly constant 
over the past 4± years.   
 

2004 2005 2006 2007

Levy Year Assessment $60,713,400 $76,062,733 $91,415,066 $106,761,400
Per annum change - 25% 20% 17%

2004 2005 2006 2007
Components
Variable (rate based)*
State tax $0.132 $0.132 $0.112 $0.112
Montgomery County tax $1.006 $0.964 $0.913 $0.913
Friendship Heights tax $0.060 $0.050 $0.040 $0.040

Sub Total $1.198 $1.146 $1.065 $1.065

Fixed
Solid Waste Charge $10,794.00 $11,177.25 $9,528.75 $8,615.25
Water Quality Protection Charge $371.39 $563.95 $735.32 $735.32

Sub Total $11,165.39 $11,741.20 $10,264.07 $9,350.57

Levy Year Bill $738,512 $883,420 $983,803 $1,146,359

Effective Tax Rate* $1.216 $1.161 $1.076 $1.074
Per annum change - -4.52% -7.34% -0.23%

* per $100 of assessed value
Source: Montgomery County Tax Records

Historical Real Estate Tax Rate
The Irene Apartments

Assessment

Tax Bill

 
 
Moving forward, no tax rate increases of significance are anticipated for the foreseeable future.  
Increases in assessed values are both more logical and politically popular methods of increasing tax 
revenue income to jurisdictions (rather than increasing the tax rate) and therefore do not anticipate any 
tax rate increases of note applicable to the subject for the foreseeable future.   
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Tax Comparables 
 
In order to test that the subject's assessed value and coinciding tax liability is reasonable, I typically 
research tax levels of other comparable properties within the subject’s competitive submarket.  The 
following chart summarizes the tax assessments & liabilities for the subject property as well as several 
other nearby high-rise multifamily projects. 
   

Property # Units Total Assessment 
(FCV)

Assessment/Unit
Tax Rate* Liability Liability ($/DU)

Irene - Subject 530 $127,596,400 $240,748 $1.0738 $1,370,077 $2,585
Highland House 391 $74,692,400 $191,029 $1.0761 $803,796 $2,056

Highland House West 308 $58,264,600 $189,171 $1.0755 $626,626 $2,035
North Park 310 $70,741,600 $228,199 $1.0741 $759,825 $2,451
The Grand 546 $109,000,000 $199,634 $1.0431 $1,137,018 $2,082

Grosvenor Tower 237 $42,262,100 $178,321 $1.1264 $476,026 $2,009
Average/Total (Excluding Subject) 1,792 $70,992,140 $197,271 $1.0790 $760,658 $2,126

*Effective tax rate per $100 value

TAX COMPARABLES
2007 Assessment

Source: Maryland Tax Records 1/08  
 
Comments: 
 

 As shown in the previous chart, the subject’s full cash value assessment of $240,748/unit falls 
outside the top of the range indicated by the “tax comps”.  The same is true in terms of the 
liability $/DU. 

 This higher assessment may be justified if one considers that the subject site contains 21,514 
SF of commercial/office space whereas the other comparables do not offer this amount of 
office space (most offer none). 

 Direct comparisons for taxes are difficult to make due to different tax rates that apply for each 
property (i.e., services; water quality; etc.). 

 Based upon the aforementioned, the subject’s current FCV assessment appears to be market 
based and as such, will be utilized in our DCF analysis during the first 3 years. 

 

Jan 1, 2008 - Full Cash 
Value (FCV)

Previous (Jan 
2005) FCV

Amount to be 
Phased in

$127,596,400 $106,761,400 $20,835,000

Yr 1 Yr 2 Yr 3
$6,945,000 $6,945,000 $6,945,000

Yr 1 Yr 2 Yr 3
$113,706,400 $120,651,400 $127,596,400

Yr 1 Yr 2 Yr 3
$1,220,932 $1,295,505 $1,370,077

$2,304 $2,444 $2,585
* Tax rate utilized - $1.073758

$/DU

The Irene - Tax Liability - Over Next 3 Years

Yearly Phase-in Amount

Yearly Tax Assessment

Yearly Tax Assessment
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As shown by the previous chart, this appraiser is using the most recent tax assessment to determine 
the tax liability for the first 3 years in the DCF analysis.  According to the Montgomery County Tax 
Assessors office, properties are assessed every three years via the income approach.  If during that 
time period a property is sold, the sales price is considered when the new assessment is set.  If a 
property is not leasing apartments at prevalent market rents, the Assessor’s office will appraise the 
property based on market rents that should be received at the property.  In the following chart, I have 
compiled a list of sales in the Montgomery County area that have been reassessed based on the most 
recent sales price.  Please note the relationship to sales price and the actual assessment.   
 

Property Location Sale 
Date Sale Price

Pre Sale 
Assessment 

Date

Assessment 
Prior to Sale

Post Sale 
Assessment 

Date

Assessment 
After Sale

Assessment to 
Sale Price Ratio Comments

Avery Park Silver Spring, MD Sep-00 $18,193,063 Jul-00 $5,009,580 Jul-01 $17,408,500 95.69% 1 year after sale
Westchester West Silver Spring, MD Jul-01 $5,650,000 Jul-00 $1,765,720 Jul-04 $5,096,200 90.20% 4 years after sale

Charter House Silver Spring, MD Mar-04 $15,010,000 Jul-04 $13,689,000 Jul-04 $14,995,366 99.90% -
Woods Edge Rockville, MD Jan-05 $17,805,000 Jul-04 $10,579,000 Jan-06 $17,751,400 99.70% 2 year after sale

Ashton Woods Silver Spring, MD Aug-05 $28,500,000 Jul-04 20,746,866 Jan-07 $28,500,000 100.00% 3 years after sale
Fairfield Georgia Woods Silver Spring, MD Oct-05 $12,016,316 Jul-04 $5,409,200 Jan-07 $12,038,500 100.18% 2 years after sale

Average = 97.61%

Tax Comparables for After Sale Tax Adjustment

Source: Montgomery County Tax Records 8/07  
 
Based on the above chart, property assessment values closely resemble the actual property sales 
price.  Adjustments are made after the third year of the tri-annual assessment period which could 
mean that a recently sold property in the 1st year of it’s tri-annual assessment period will not be 
adjusted until the current phase-in is complete.  Never has the new assessment value been less than 
90% of the reported sale price.  Thus, this appraiser deems it necessary to adjust the subject’s taxes 
accordingly.  As illustrated in the Income Approach, I have estimated the assessment at +95% of 
market value (as of January 1, 2008) when the current tax cycle ends.  This tax spike will be phased-
in over the next 3 year period.  Following this phased-in tax spike, in year 7 all subsequent years are 
adjusted by a 3% CPI annually. 
 
Conclusion 
 
The property tax assessment and associated tax liability for the subject are presently below market 
(despite the recent reassessment).  As such, the appraiser has “re-adjusted” them to reflect actual 
market conditions on the premise that the assessor will re-assess the property at a value more in-line 
with its current market value at the next assessment (as this appraisal assumes a sale has taken 
place).  As such these higher taxes have been modeled into the value conclusion derived via the 
discounted cash flow. 
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The most widely recognized definition of Highest and Best Use is as follows: 
 

"the reasonably probable and legal use of vacant land or an improved property, which is 
physically possible, appropriately supported, financially feasible, and that results in the highest 
value."13 

 
In all valuation assignments, value estimates are based on use; therefore, an analysis of Highest and 
Best Use is the basis for all valuation assignments.  Like value, highest and best use is a market-
driven concept.  In highest and best use analysis, the most profitable, competitive use to which a 
property can be put is identified.  The collection and analysis of the general data used to estimate 
property value provide the evidence on which a highest and best use conclusion is based. 
 
A property's highest and best use must be legally permissible, physically possible, financially feasible, 
and maximally productive.  These four criteria are considered sequentially and conditionally.  Although 
a use may be financially feasible, it would be irrelevant if the use were legally prohibited or physically 
impossible.  Therefore, tests of legal permissibility and physical possibility must be applied before the 
remaining tests of financial feasibility and maximal productivity. 
 
The highest and best use analysis generally involves consideration of the subject property under two 
scenarios: as vacant land and as presently improved.  The highest and best use of land “as vacant” 
assumes that the subject site is vacant or can be made vacant and available for development.  The 
purpose of determining the highest and best of use of land as though vacant is to identify the site's 
potential use, which governs its value.  The highest and best use “as improved” addresses whether 
the existing improvements should be maintained, adapted, or demolished so that the site can be 
developed with a different use.  The highest and best use of the underlying land may differ from that 
of the property as improved if the improvements do not constitute an appropriate use.  The purpose of 
determining the highest and best use of the property as improved is to identify the use that would be 
expected to produce the greatest value and to assist in the selection of comparable properties. 
 
In order to analyze the highest and best use of a property on either an “as vacant” or “as improved” 
basis, the land must be analyzed with respect to the following four criteria, which are considered 
sequentially and conditionally:  legal permissibility, physical possibility, financial feasibility and 
maximum productivity. 
 
Highest and Best Use As Vacant 
 
1. Legal Permissibility 
 
The legal permissibility of a use is governed primarily by the zoning in effect at the time of the appraisal.  
Legal permissibility also depends on other public restrictions such as building codes, historic 
preservation regulations and environmental controls, as well as private or contractual restrictions found 
in deeds and long-term leases.  These public and private restrictions must be investigated because they 
typically preclude a number of potential uses. 
 
As described in the Zoning and Land Use Plans section of this report, the subject property is zoned 
CBD-1 (Central Business District), a classification of Montgomery County established for multi-use 
development that is similar to the surrounding area and adjacent CBD.   

                                                      
13Appraisal Institute, The Appraisal of Real Estate, 12th edition (Chicago, 2001), p. 305. 
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As discussed in the Zoning and Land Use Plans Section of the report, the subject property (as currently 
built) does not comply with current zoning code in terms of exceeding current density guidelines (3.0x 
FAR allowed but +8.6x FAR is current buildout), exceeding height limitations (90’ under optional method 
but the appraiser estimates the subject’s height is 160’), and in terms of not providing enough parking 
spaces (1.59/spaces/DU required but only 1.28/spaces/DU provided).  The subject improvements were 
built in 1966 and are presumably “grand fathered” by zoning regulations in effect at that time.  (Please 
refer to the Zoning and Land Use Plans Section of the report for a more detailed discussion).     
 
The property is also subject to typical utility easements, including water, electricity, gas, and sewer.  
These easements are fairly common to all properties located in the subject’s immediate area and are 
not deemed to impact value negatively.   
 
There are no other known or reported legal restrictions (deed restrictions, easements, etc.) that would 
adversely impact the site or prohibit any of the above uses.  As noted, the subject property is deemed a 
pre-existing, non-conforming legal use (density; height; parking).  As such, it is deemed to be 
“grandfathered” under a prior zoning ordinance.   
 
Given the overall development pattern within the subject’s area, which can be described as mostly hi-
rise buildings located toward the east of the subject along N Park and Willard Avenue and along the 
major thoroughfare of Wisconsin Avenue; it is realistic to assume that a similarly high density multifamily 
development would gain approval on the subject’s site.   
 
This assumption is further supported by the Friendship Heights Sector Plan that was approved and 
adopted in March 1998.  As depicted in the following land use plan map, the subject site is designated 
as high-rise residential.   
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2. Physical Possibility 
 
The physical possibility of a use is determined by characteristics such as size, shape, location, utility, 
topography, availability of utilities, and any other physical aspects of the site that would restrict or 
prevent any of the legal uses of the subject site.   
 
As noted in the Description of the Site section of this report, the subject site contains 2.32 acres, and 
is predominantly trapezoidal, though irregular in shape.  The site’s topography is generally level, and 
at grade with surrounding streets.  Access to/from the site is considered good.  As such, the subject 
site is deemed capable of supporting any type of legally permissible improvements, after considering 
the size, shape, and topography of the site, as well as the design and construction features of nearby 
properties.    
 
3. Financial Feasibility 
 
The uses that meet the first two criteria are analyzed further to determine which are likely to produce 
an income, or return, equal to or greater than the amount needed to satisfy operating expenses, 
financial obligations, and capital amortization.  All uses that are expected to produce a positive return 
are regarded as financially feasible.   
 
As discussed in the prior Submarket Analysis Section of the report, there has been a significant amount 
of multifamily rental apartment development in the subject’s overall Montgomery County marketplace, 
as well as in the areas immediately surrounding the subject (North Bethesda, Rockville, and 
Bethesda) in recent years.  There are also a number of multifamily developments currently under 
construction, or slated to begin construction in the near-term, indicating that such projects are 
financially feasible at the present time.  This new development has been fueled by a significant amount 
of “pent up” demand in the marketplace for good quality apartment product, as evidenced by the 
extremely low vacancy rates and strong growth in rental rates over the past several years.  Historically 
low interest rates have also enhanced the financial feasibility of multifamily development in recent years, 
as the low cost of capital is extremely attractive to developers of multifamily projects.  The low interest 
rate environment over the past several years has resulted in declines in capitalization rates for rental 
apartment projects, which has resulted in substantial value increases and has also fueled the “for sale” 
condominium market as well.  However, condo sales started to flatten and decline during mid 2006 in 
the DC Metro area and especially in the subject’s suburban Maryland market, which forced many pre-
development projects to switch from a condominium program to a rental program (i.e. Fenestra, 
Upstairs at Bethesda Row, etc.) and even forced projects that initially started selling condo units to 
cancel those contracts and switch to rental units (i.e. The Chase @ Bethesda, The Monterey, etc.).   
 
The well publicized recent “credit” crunch which was brought on by the sub-prime loan crisis as well 
as weak lending fundamentals (i.e. exotic loan structures, improper underwriting, and high LTVs) by 
lending institutions has effectively slowed down the for sale home market and resulted in numerous 
home foreclosures across the country as well as many lending institutions going bankrupt.  As a result 
of the aforementioned, the condo market, which reached it’s peak in late 2005, has virtually stalled 
and no longer represents a feasible option within the subject’s local area.  In turn, the rental market 
represents a more feasible option when compared to the condo or for-sale market as interest rates 
have increased over the past year, obtaining credit is now more difficult for potential home-buyers, 
and an overall weakened economy has forced consumers to “wait and see what happens” attitude.  
However, job growth within DC, MD, and VA continues at a robust pace (42,000/yr), which is a slight 
decline from the 45-47K/yr that the area has experienced over the past few years.  This continued 
white-collar job growth in the area bodes well for the rental market within the subject’s close-in suburb 
of DC.  



HIGHEST AND BEST USE 
 

 96
 

Taking the foregoing factors into consideration, multifamily residential development (rental apartment 
only) is deemed financially feasible at the present time.     
 
4. Maximum Productivity 
 
Once the financially feasible uses for a site are determined, the maximally productive use must be 
determined, which will be the ultimate highest and best use for a site.  The maximally productive use 
is that which produces the highest residual land value, and is consistent with the market’s acceptance 
of risk, and rates of return for a particular use.  Taking all the foregoing factors into consideration 
(legal permissibility, physical possibility, and financial feasibility), it is my opinion that the maximally 
productive use of the site is for multifamily rental development.  As previously discussed the condo 
market is no longer a viable option, especially given the risk involved in attempting to absorb over 500 
units within a down market.  In addition, lenders have soured on condominium developments as many 
of the “bad loans” on their books are failed condo projects and conversions.  As an example of the 
weakening condo market within Montgomery County, the Year-End 2007 Mid-Atlantic Condominium 
Report published by Delta Associates indicates that new condo sales in Montgomery County in 2007 
declined by over 51% from 2006 levels and over 75% from 2005 levels.     
 
Highest and Best Use Conclusion As Vacant 
 
Considering the four criteria of highest and best use -- legal permissibility, physical possibility, financial 
feasibility, and maximum productivity, it is my conclusion that the highest and best use of the subject site 
“as vacant” is for multifamily rental development to the maximum allowable density.  Given the subject’s 
current height (160’) and density (+8.6x FAR) which blends in with respect to the adjacent and 
surrounding buildings located directly north and east of the site, the appraiser believes that a rental 
building containing 869,107 SF-FAR (8.6x FAR) would be approved.  This assumption is further 
supported by the current Friendship Heights Sector Plan.    
 
The Ideal Improvement 
 
Since the ultimate highest and best use of the site “as vacant” is for a multifamily rental development, 
the next step is to determine the ideal building improvements for the site.  Since the current applicable 
zoning regulations for the CBD-1 zone will not allow the current development or a proposed 
development with similar density, the appraiser estimates that the Friendship Heights Sector Plan will 
be the overriding guide for a proposed development on the subject site.   
 
As previously mentioned, the subject site is designated as a high-rise residential area per the sector 
plan map.  The plan also indicates the goal of uniformity within the neighborhood which allows for 
higher density near the Wisconsin Avenue and Willard Avenue intersection extending north and west 
along Wisconsin Avenue.  As such, I have estimated that approval can be obtained to develop a 
residential building that maintains similar density to the currently built site.  Assuming an 8.6x FAR 
density results in a Gross Building Area (above ground only) of 869,107 SF-FAR.  Applying a typical 
85% efficiency ratio to account for corridors, common areas, etc., then this would equate to roughly 
+738,741 SF-NRA for the residential units.   
 
Based upon the aforementioned, it is the appraiser’s opinion that the ideal building improvements on 
an “as vacant” basis would utilize the maximum allowable density which is deemed to be a similar 
density to the current improvements as well as the surrounding structures.   
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Highest and Best Use As Improved 
 
The highest and best use of a property, as improved, is further defined as follows: “The use that 
should be made of a property as it exists. An existing property should be renovated or retained as is 
so long as it continues to contribute to the total market value of the property, or until the return from a 
new improvement would more than offset the cost of demolishing the existing building and 
constructing a new one.”14  
 
The highest and best use as improved addresses whether the existing improvements should be 
maintained, adapted, or demolished so that the site can be developed with a different use.  The highest 
and best use of the underlying land may differ from that of the property as improved if the improvements 
do not constitute an appropriate use.  The purpose of determining the highest and best use of the 
property as improved is to identify the use that would be expected to produce the greatest value and to 
assist in the selection of comparable properties.  The highest and best use of a property, as improved, 
may be continued maintenance of the present use, renovation, expansion, partial or total demolition, or 
some combination of these uses.   
 
Since the current improvements represent the highest and best use as though vacant (i.e. multi-family), 
two scenarios under this option are possible:  (1) the Highest and Best Use "as improved" is to leave the 
property in its "as is" condition; and (2) the Highest and Best Use is to cure any differences between the 
"as though vacant" Highest and Best Use and the existing use through a) renovation; b) 
addition/expansion; and/or c) demolition or redevelopment. 
 
In analyzing the highest and best use of a property as improved, it is recognized that existing 
improvements should continue to be used until it is financially advantageous to alter physical elements 
of the structure or demolish it to allow an alternate use.   
 
As noted in the Description of the Improvements section of this appraisal, the subject site is improved 
with a high-rise apartment complex, which contain a total of 530 rentable units (both residential and 
commercial units) in one 16-story building. The current occupancy is 99% (current residential units). 
The subject’s stable occupancy levels are being experienced at other complexes in its competitive 
marketplace and this appraiser considers the overall suburban Washington, D.C. apartment market to 
be strong, as the subject property is capable of generating a significant positive cash flow and a 
reasonable return to the land. Upon inspection, the property was noted to be in good condition. As 
such, I would note that: the property is functioning well, generating rents comparable to other nearby 
luxury-oriented apartments; and, therefore, demolition is not indicated.  No change in use is 
considered to be more profitable. Consequently, we conclude that the highest and best use of the 
subject property, as improved, is the continued utilization as a high-rise apartment complex. 
 
 

                                                      
14 Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th Edition (Chicago, 2002) page 135. 
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The purpose of this appraisal is to estimate the market value of the subject property in accordance 
with accepted value estimating procedure.  Also known as the "valuation process", the appraisal 
process is defined by The Dictionary of Real Estate Appraisal as "a systematic procedure employed to 
provide the answer to a client's question about the value of real property."  This process entails an 
orderly program by which the problem is defined, the work necessary to solve the problem is planned, 
and the data involved is acquired, classified, analyzed, and interpreted into a value estimate. 
 
There are three traditional approaches involved in the valuation of real property:  the Income 
Capitalization Approach, the Sales Comparison Approach, and the Cost Approach.  All three 
approaches to value have been considered in this appraisal. 
 
The Income Capitalization Approach is defined as "a set of procedures through which an appraiser 
derives a value indication for an income-producing property by converting its anticipated benefits 
(cash flow and reversion) into property value.  This conversion can be accomplished in two ways.  
One year's income expectancy can be capitalized at a market-derived capitalization rate or at a 
capitalization rate that reflects a specified income pattern, return on investment, and change in the 
value of the investment.  Alternatively, the annual cash flows for the holding period and the reversion 
can be discounted at a specified yield rate."  
 
The Sales Comparison Approach is defined as "a set of appraisal procedures in which a value 
indication is derived by comparing the property being appraised to similar properties that have sold 
recently, applying appropriate units of comparison, and making adjustments to the sale prices of the 
comparables based on the elements of comparison."  In this approach, the market value estimate is 
predicated upon prices paid in actual market transactions and current listings, with the former fixing 
the lower limit of value in a static or advancing market and the higher limit of value in a declining 
market, and the latter fixing the higher limit in the market (in most cases).  The reliability of this 
technique is dependent upon a number of factors, including the availability of comparable sales data, 
the verification of the sales data, the degree of comparability and extent of adjustment necessary for 
differences, and the absence of non-typical conditions affecting the sale price.   
 
The Cost Approach is defined as "a set of procedures through which a value indication is derived for 
the fee simple interest in a property by estimating the current cost to construct a reproduction of, or a 
replacement for, the existing structure; deducting accrued depreciation from the reproduction or 
replacement cost; and adding the estimated land value plus an entrepreneurial profit.  Adjustments 
may then be made to the indicated fee simple value of the subject property to reflect the value of the 
property interest being appraised." 
 
The Cost Approach is particularly applicable when the property being appraised involves relatively new 
improvements or when relatively unique or specialized improvements are located on the site and for 
which there exist no comparable properties on the market.  While the Cost Approach became 
increasingly irrelevant as a supportable value indicator during the prolonged early- to mid-1990’s market 
slump when new development was scarce, the Cost Approach has become increasingly important as 
transaction price levels in the current “hyper” real estate investment market approach, and in many 
cases exceed, replacement costs for the underlying real estate.  Nonetheless, buyers continue to rely 
primarily on income-derived and price/SF valuation methods as opposed to cost-derived methodologies 
and the reliability of the Cost Approach is hindered by its inflexibility with incorporating rapid changes in 
market conditions.   
 
Note: All definitions taken from the Appraisal Institute's The Dictionary of Real Estate Appraisal, 4th edition, (Chicago, 2002).
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After arriving at an indication of value by the applicable approaches, the results are reconciled into a 
single conclusion of value based on the approach or approaches which have the highest quality and 
quantity of data and which the appraiser considers most reliable.  
 
For reasons discussed in the Final Reconciliation Section of this report, I consider the Income 
Capitalization Approach to be the most relevant valuation technique due to the income-producing nature 
of the subject, as well as the buyer profile of the most likely purchaser (large-scale institutional investors 
such as pension funds, REIT’s, large insurance companies, etc.).  These types of buyers focus primarily 
on investment yields and rely heavily on the Income Capitalization Approach, with strong secondary 
reliance on the Sales Comparison Approach.  Although they do consider the Cost Approach as well, it is 
typically not given as much weight in the analysis, especially given the fact the subject property is 42 
years old.  The reason being, these types of investors (particularly pension funds and insurance 
companies) are generally not in the development business.  As such, they tend to utilize the Cost 
Approach primarily for determining the price vs. replacement cost new of the improvements.  It is also 
not uncommon for institutional buyers to purchase excellent quality (relatively new) assets at prices 
slightly higher than replacement cost, particularly in supply-constrained locations where there are high 
barriers to entry.   
 
The various approaches to value will now be presented in the order in which I deem most relevant and 
reliable for purposes of valuing a property such as the subject.    For the reasons discussed in the prior 
paragraph, I will present the Income Capitalization Approach first, with the Sales Comparison Approach 
second, and the Cost Approach third.  Although “typical” appraisal methodology would present the 
approaches to value in the exact opposite order (Cost, Sales, Income), I have reversed the order to be 
consistent with how the most likely end user of the report (institutional buyer or lender) would analyze 
the property.   
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Overview 
 
The subject property is representative of income-producing real estate purchased for the purpose of 
generating net annual income or cash flow to ownership.  Net income or cash flow, the primary benefit 
of ownership, is the basis for determining value.  The Income Capitalization Approach is a technique 
or method wherein the future benefits of ownership are transformed through capitalization into a 
present worth or value estimate via the following process: 
 

1) For leased fee valuations, Potential Gross Income is first estimated, usually based upon a 
mixture of contract rents on leased space and market rents on vacant space, as well as other 
sources of income, including expense reimbursements; 

2) Appropriate allowances for vacancy and credit loss are estimated, based upon prevailing and 
forecasted market conditions, resulting in an Effective Gross Income estimate after being 
deducted from Potential Gross Income; 

3) Fixed and operating expense estimates are determined and deducted from Effective Gross 
Income, resulting in a stabilized Net Operating Income estimate which is based upon the 
annualized period following the valuation date; 

4) An appropriate capitalization process is performed via the Direct Capitalization and/or 
Discounted Cash Flow techniques, as presented in the following subheading.  The resulting 
capitalized Net Operating Income is equivalent to “as stabilized” market value, with 
capitalization rates being determined based upon current investment parameters in the 
marketplace;  

5) “Below-the-line” deductions are made for leasing costs on vacant or soon-to-be vacated 
space, including tenant fitout allowances and leasing commissions, as well as replacement 
reserves on short-lived items and necessary capital expenditures not “captured” by the 
replacement reserve.  Lost income from downtime on unstabilized properties is also 
determined based upon an appropriate absorption forecast on currently vacant space.  These 
non-operating costs are deducted on an annual basis to project annual net cash flows in 
discounted cash flow analysis; in direct capitalization, these non-operating costs are 
sometimes converted into an annualized average figure for deduction from Net Operating 
Income, depending upon the overall capitalization rate that is ultimately utilized.  Deducting 
these “below-the-line” costs from the “as stabilized” market value results in the estimated “as 
is” market value which is the purpose of this appraisal. 

 
Capitalization Process 
 
In developing the Income Capitalization Approach, two capitalization techniques are typically 
considered.  The first technique is direct capitalization, in which a stabilized income and expense 
statement for the subject property is estimated and the resulting net operating income is capitalized at 
an appropriate overall rate.  The second technique is a discounted cash flow analysis.  This is 
completed by analyzing income and expense trends over a projected investment holding period.  The 
anticipated cash flows and hypothecated sale at reversion (end of holding period) are discounted to a 
net present value using a yield rate/internal rate of return considered appropriate for the subject 
property. 
 
For valuation purposes, I have utilized both direct capitalization and discounted cash flow models for 
purposes of valuation, as the most likely buyers for properties such as the subject (institutional investors 
such as pension funds, REIT’s, large insurance companies, etc.) tend to look at both methodologies 
when pricing properties in this asset class.  Nevertheless, it is important to note that when valuing rental 
apartment properties, direct capitalization is generally the preferred methodology due to the short-term 
nature of the leases, which are reset to market levels every year.  Discounted cash flow analysis is 
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usually the most appropriate valuation technique when analyzing unstabilized properties or properties 
where contract rental rates are substantially different from market rental rates, as this process takes into 
consideration the full range of lease data, which are specific to tenant space(s) during an assumed 
holding period.   
 
Subject Property Income/Expense History & Trends 
 
The first step in the Income Capitalization Approach is to examine the subject’s historical operating 
statements (income and expenses) in order to get a “snapshot” of not only the operating history of the 
property, but also of the trends as it relates to income and expenses.  The following chart summarizes 
the subject’s historical operating statements for 2003-2007 (5-year history), as well as the budgeted 
figures for 2008.   
 

Budget YTD thru Aug +Projected Actual Actual Actual Actual
2008 2007 2006 2005 2004 2003

INCOME $/DU %EGI $/DU %EGI $/DU %EGI $/DU %EGI $/DU %EGI $/DU %EGI $/DU %EGI

Potential Gross Rent $16,810,000 $15,907,500 $14,952,958 $14,334,671 $13,920,206 $13,596,053 $32,896 102% $31,130 103% $27,791 104% $29,262 102% $28,052 104% $27,241 103% $26,607 105%

Vacancies & Allowances ($650,000) ($647,000) ($497,914) ($783,674) ($633,996) ($916,095) ($1,272) -4% ($1,266) -4% ($1,385) -5% ($974) -3% ($1,534) -6% ($1,241) -5% ($1,793) -7%

Reimbursements - - - - - - - - - - - - - - - - - -

Other Income $250,000 $216,500 $223,855 $229,874 $195,854 $210,434 $489 2% $424 1% $421 2% $438 2% $450 2% $383 1% $412 2%

Effective Gross Income $16,410,000 $15,477,000 $14,678,899 $13,780,871 $13,482,064 $12,890,392 $32,114 100% $30,288 100% $26,826 100% $28,726 100% $26,968 100% $26,384 100% $25,226 100%

EXPENSES

Real Estate/Other Taxes $1,230,000 $1,171,850 $1,004,092 $907,881 $755,731 $732,748 $2,407 7% $2,293 8% $1,664 6% $1,965 7% $1,777 7% $1,479 6% $1,434 6%

Insurance $500,000 $465,000 $445,009 $410,515 $350,765 $266,892 $978 3% $910 3% $721 3% $871 3% $803 3% $686 3% $522 2%

Management Fee - - - - - - - - - - - - - - - - - - - -

Payroll / Contract Svcs. $2,060,000 $1,988,000 $2,040,911 $2,136,110 $1,973,897 $1,487,306 $4,031 $3,890 13% $3,737 14% $3,994 14% $4,180 16% $3,863 15% $2,911 12%

Maintenance & Repairs $1,650,000 $1,675,000 $1,594,654 $1,609,143 $1,977,137 $1,651,411 $3,229 10% $3,278 11% $3,343 13% $3,121 11% $3,149 12% $3,869 15% $3,232 13%

Utilities $1,550,000 $1,455,000 $1,254,035 $1,215,466 $936,857 $719,250 $3,033 9% $2,847 9% $2,018 7% $2,454 9% $2,379 9% $1,833 7% $1,408 6%

Admin/Legal/Advertising/Other $350,000 $375,000 $386,703 $387,459 $433,717 $402,689 $685 2% $734 2% $788 3% $757 3% $758 3% $849 3% $788 3%

Total Expenses $7,340,000 $7,129,850 $6,725,404 $6,666,574 $6,428,104 $5,260,296 $14,364 45% $13,953 46% $12,270 46% $13,161 46% $13,046 48% $12,579 48% $10,294 41%

NET OPERATING INCOME $9,070,000 $8,347,150 $7,953,495 $7,114,297 $7,053,960 $7,630,096 $17,750 55% $16,335 54% $14,556 54% $15,565 54% $13,922 52% $13,804 52% $14,932 59%

Notes:

1) Subject Property's 2003 to 2006 Income and Expense History did not exhibit Management Fee Expenses & Reimbursement Incomes.

2) $/DU based on 511 residential dwelling units

Source: Operating Statements provided by Pollin Properties

Actual Actual Actual
2008 2007 2003-2006 2006 2005 2004 2003

Projected Projected Average Actual

Irene Apartments
Chevy Chase, MD

Income/Expense History Summary
Unit Rates

 
 
As the chart indicates, the total rental income has remained fairly consistent over the past few years 
(2-3% yearly increases), which is also the case with the net operating income except during the slight 
decline from 2003-2004.       
 
 
Market Rent Survey 
 
Now that the operating history of the subject has been examined on a preliminary basis, the next step 
in the Income Capitalization Approach is to determine appropriate market rental rates for the subject’s 
apartment units and compare these estimates to historical figures.  For purposes of this analysis, I 
have surveyed several comparable Class A/B+ apartment complexes that are located in the subject’s 
immediate Chevy Chase/Bethesda marketplace and are deemed direct competitors of the subject.  
The write-ups on the following pages contain summaries of the rental comparables gathered for the 
analysis.  The monthly lease rates shown are for standard one-year terms.  I will now present the 
current asking rents and other pertinent details on the various rental comparable properties. 
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Subject 
 
Location:   The Irene 
    4701 Willard Avenue 
    Chevy Chase, MD 20815 
 

 
 
Description:   The Irene, which was built in 1966 and is owned by Irene Limited 

Partnership, contains 530 units (currently, 511 residential and 19 
commercial units).  It is located approximately one mile west of Chevy 
Chase Circle, in proximity to the Maryland-Washington D.C. border.  
The subject site, which is comprised of 2.32 acres, is at the northwest 
corner of Willard Avenue and Park Avenue North.   

 
Year Built:   1966 
 
Project Amenities:  Project amenities include a swimming pool with sundeck, a diving pool, 

tennis court, fitness center, laundry facilities, community room, 
transportation to metro and shopping, and 24-hour emergency 
maintenance.  

 
Unit Amenities:  Unit amenities include oven and gas range, frost-free refrigerator, 

dishwasher, garbage disposal, (renovated kitchens include a 
microwave/new cabinetry/new Formica countertops), security alarm, and 
walk-in closets.    

 
The unit type, unit sizes, and actual average rents at the subject are 
summarized in the following tables: 
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Unit Type # of DU Avg SF* Avg 
Rent/MO*

Avg 
Rent/MO/SF*

Studio 44 819 $1,294 $1.58
1 BR 127 1,072 $1,713 $1.56
2 BR 263 1,502 $2,450 $1.44
3 BR 74 2,059 $3,435 $1.67

Total/Weighted Avg. 508 1,417 $2,309 $1.52

Note: Does Not Include Units 417, 1603, & 1623

Source: Pollin Properties

* Weighted Average

The Irene Apartments - Residential Unit Mix & Contract Rents

 
 

Table two shows a summary of unit mix, unit sizes, and current asking 
rents. 
 

Unit Type # of DU Avg SF* Avg 
Rent/MO*

Avg 
Rent/MO/SF*

Studio 44 819 $1,415 $1.73
1 BR 127 1,072 $1,848 $1.72
2 BR 263 1,502 $2,862 $1.92
3 BR 74 2,059 $3,958 $1.92

Total/Weighted Avg. 508 1,417 $2,643 $1.86

Note: Does Not Include Units 417, 1603, & 1623

Source: Pollin Properties

* Weighted Average

The Irene Apartments - Residential Unit Mix & Asking Rents

 
 

Table three shows a summary of the units occupied by commercial 
tenants.
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Unit# Size (SF) Current Rent/DU/Mo Current/SF/Yr Lease Expiration

101 1,700 $2,855 $20.15 MTM
106 1,300 $2,713 $25.04 MTM
107 700 $1,205 $20.66 MTM
108 650 $1,046 $19.31 0430/08
109 350 $950 $32.57 05/31/11
204 1,700 $3,854 $27.20 05/31/11
210 1,300 $2,958 $27.30 MTM
212 1,300 $2,803 $25.87 MTM
215 772 $2,123 $33.00 MTM
217 1,057 $2,570 $29.18 05/31/12
219 1,057 $2,202 $25.00 08/31/07
221 1,057 $2,202 $25.00 MTM
222 1,300 $3,278 $30.26 MTM
223 1,057 $2,202 $25.00 MTM
224 1,300 $3,537 $32.65 MTM
225 1,057 $2,202 $25.00 MTM
227 1,057 $1,731 $19.65 MTM
230 1,100 $2,093 $22.84 04/30/10
233 1,700 $2,954 $20.85 MTM

Total 19 21,514 $45,478
Average $2,394 $25.37

Commercial Income ($/yr) $545,737
Commercial NRA (SF) 21,514
Commercial Income ($/SF-NRA) $25.37

Note: Excludes Units 103 and 105 (Property Management / Leasing offices) which do not earn rental income.

Commercial Leases

 
 

Unit# Size (SF) Current Rent/DU/Mo Current/SF/Yr Lease Expiration
417 1,057 $2,091 $23.74 MTM

1603 2,170 $3,500 $19.35 MTM
1623 1,057 $2,202 $25.00 04/30/08

Note: I have assumed these units will revert to residential units upon turnover

Residential Units Being Utilized as Commercial Space

 
 

Utilities:   Landlord pays all utilities. 
 
Other Fees/Costs:  Application Fee:  $25 
    Pet Deposit (refundable): No pet community 

Parking:   $95 per space,  
Security Deposit:                     N/A  

     
Occupancy:   99% (current residential units only) 
 
Verification:   Phone call and visit with on site staff, 12/07 
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Rental # 1 
 
Location:   Highland House 
    5480 Wisconsin Avenue 
    Chevy Chase, MD 20815 
 

 
 
Description:   The comparable is a 16-story, 391-unit luxury high rise located 

approximately ½ mile east of the subject.       
 
Year Built:   1965 
 
Project Amenities:  Project amenities include a fitness center, swimming pool, public 

transportation, laundry facility, garage parking, high-speed internet 
access, and 24-hour emergency maintenance.   

 
Unit Amenities:  Unit amenities include a dishwasher, microwave, oven, range, 

refrigerator, a/c, and patio/balcony.   
 
Table one below shows a summary of unit mix, unit sizes and current 
asking rents. 
 

Unit Type # of Units Size (SF)* Current 
Rent/Unit/MO*

Current 
Rent/SF/MO*

Studio 13 550 $1,265 $2.30
Efficiency 182 600 $1,390 $2.32
1 BR/1 BA 157 950 $1,840 $1.94
Lg 1 BR/1 BA 26 1,050 $1,940 $1.85
2 BR/2 BA 13 1,400 $3,065 $2.19
Total/Average 391 795 $1,659 $2.13
*Weighted Average         

Highland House 
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Utilities:   Landlord pays all utilities. 
 
Other Fees/Costs:  Application Fee:  $30 
    Pet Deposit (refundable): $250  
    Parking:   $100 

Security Deposit:                    $250 
    Move In non-refundable Fee: N/A 
 
Concessions:  None. 
 
Occupancy:   98.0%  
 
Verification: Market survey and conversation with onsite staff, 12/07. 
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Rental #2 
 
Location:   Highland House West 

     4450 South Park Avenue  
     Chevy Chase, MD 20815 

 

 
 

Description:   The property consists of an 18-story building that contains 308 rental 
units.  The property, constructed in 1972, is approximately ¼ of a mile 
east of the subject, near the intersection of Friendship Blvd. and South 
Park Avenue. 

 
Year Built:   1972 
 
Project Amenities:  Project amenities include a resident clubroom (fitness center) with 

sauna, swimming pool with sundeck, public transportation, laundry 
facility, extra storage, garage parking, and 24-hour emergency 
maintenance.   

 
Unit Amenities:  Unit amenities include a dishwasher, microwave, A/C, walk-in closets, 

range/oven, and refrigerator.  
 

    Table one below shows a summary of unit mix, number of units, unit 
sizes and current asking rents.  

 

Unit Type # of Units Size (SF)* Current 
Rent/Unit/MO*

Current 
Rent/SF/MO*

1 BR/1 BA 196 1,002 $1,720 $1.72
2 BR/2 BA 97 1,320 $2,970 $2.25
3 BR/2 BA 15 1,615 $3,370 $2.09
Total/Average 308 1,132 $2,194 $1.90
*Weighted Average         

Highland House West
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Utilities:   Landlord pays all utilities. 
 
Other Fees/Costs:  Application Fee:  $30 
    Pet Deposit (refundable): No pets allowed  

Parking:   $100 /space/mo 
Security Deposit:                    $250  
Move In non-refundable Fee:  N/A 

 
Concessions:  None 
 
Occupancy:   94.5%  
 
Verification:                           Discussion with On-site mgt. and market survey, 12/07. 
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Rental # 3 
 
Location:                                North Park Avenue 
    4615 North Park Avenue  
    Chevy Chase, MD 20815 
 

 
 
Description:   This luxury high-rise apartment community consists of 310 units.  The 

property was built in 1973 and is less than 1 mile northeast of The Irene. 
 
Year Built:   1973 
 
Project Amenities:  Project amenities include a fitness center, swimming pool with sundeck, 

sauna, garage parking, public transportation, and patio balcony. 
 
Unit Amenities:  Unit amenities include oven/range, refrigerator, dishwasher, garbage 

disposal, a/c, and patio/balcony.  
 

    The table below shows a summary of unit mix, unit sizes and asking 
rents for the subject complex. 

  

Unit Type # of Units Size (SF)* Current 
Rent/Unit/MO*

Current 
Rent/SF/MO*

1 BR/1 BA 90 1000 $1,870 $1.87
2 BR/2 BA 220 1,500 $2,800 $1.87
Total/Average 310 1,355 $2,530 $1.87
*Weighted Average         

North Park Avenue
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Utilities:   Landlord pays all utilities.   
 
Other Fees/Costs:  Application Fee:   $25 
    Pet Deposit (refundable):  N/A  

            Pet Fee (non-refundable):  $200 
                                               Monthly Pet rent:                       N/A   

Security Deposit:                      $300 
Move In non-refundable Fee:   N/A 
Parking:    $95 underground 

 
Concessions:  None 
 
Occupancy:   94%  
 
Verification: Phone call and market survey, 12/07. 
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Rental # 4 
 
Location:   The Grand 
    5801 Nicholson Lane 
    North Bethesda, MD 20852 
 

 
 
Description:   The Grand apartment complex consists of 546 apartment homes in one 

18-story building.  This building was constructed in 1999.  The 
community offers a wide variety of services and is marketing itself as 
luxury and sophisticated place to live.  Tenants would benefit from dry-
cleaning service, indoor/outdoor pools, high-speed internet access, 
Direct TV, valet parking, controlled access, decorator interiors, and 
sauna/tanning salon.  In addition, hospitality suites are available for 
tenant’s guest and visitors.   

 
Year Built:   1999 
 
Project Amenities:  Project amenities include indoor/outdoor swimming pools, hot tub, 

sauna, tanning bed, tennis courts, fitness center, controlled access, 
valet parking, children’s playroom, business center, library, public 
transportation, and 24-hour emergency maintenance.  

 
Unit Amenities:  Unit amenities include oven/range, refrigerator, dishwasher, garbage 

disposal, microwave, washer/dryer in unit, wall-to-wall carpet, walk-in 
closets, gas fireplaces, a/c, and patio/balconies. 

 
The following table shows a summary of unit mix, unit sizes and asking 
rents for the comparable complex. 
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Unit Type # of Units Size (SF)* Current 
Rent/Unit/MO*

Current 
Rent/SF/MO*

1 BR/1 or 1.5 BA 197 844 $1,909 $2.26
2 BR/1, 2, & 2.5 BA 186 1,234 $2,672 $2.17
3 BR/2.5 BA 51 2,105 $4,871 $2.31
1 BR/1 BA MPDU** 56 700 $851 $1.22
2 BR/2 BA MPDU** 56 930 $1,018 $1.09
Total/Average 546 1,089 $2,246 $2.01
Total/Average MPDU Units 112 815 $935 $1.16
Total/Average Market Rate Units 434 1,159 $2,584 $2.23
*Weighted Average         
**MPDU units

The Grand

 
 
Utilities:   Residents pay all utilities. 
 
Other Fees/Costs:  Application Fee:   $35 
    Pet Deposit (refundable):  $400 

Pet Fee (non-refundable):  $150 
Monthly Pet rent:   $20   
Security Deposit:   $500 - $1000  

    Move In non-refundable Fee:  $500  
Parking:    $110single,$175 

tandem/pair, $200 
valet 

     
Concessions:  None 
 
Occupancy:   89.6%  
 
Note:    MPDU (Moderately Priced Development Unit) apartments 

impact the comparable.  Rental apartments are offered 
through the MPDU program at below market rental rates; 
however, they are not subsidized rental units.  The rental 
rates vary depending on the size and type of unit.  The 
units in the MPDU program are rent controlled.  The yearly 
increases are based on the rise in the median income for 
the Washington metropolitan area or the rise in the 
Consumer Price Index (CPI-U) for the Washington 
metropolitan area.  Currently, the property has 112 units 
dedicated to the MPDU program.  The rental rates are as 
follows: 1 BR = $851, 2 BR = $1018. 

 
Verification: Phone call and market survey, 12/07. 

 



INCOME CAPITALIZATION APPROACH 
 

 113

Rental # 5 
 
Location:   Grosvenor Tower 
    10301 Grosvenor Place 
    North Bethesda, MD 20852 
 

 
 
Description:   The comparable complex consists of 237 units in a 20-

story building built in 1987.  This apartment building is 
located on the west side of Rockville Pike, approximately 5 
miles north of The Irene.   

 
Year Built:   1987 
 
Project Amenities:  Project amenities include a clubhouse, fitness center, 

sauna, swimming pool, business center, public 
transportation, maid service, garage parking, and 24-hour 
emergency maintenance.  

 
Unit Amenities:  Unit amenities include central a/c, oven/range, refrigerator, 

dishwasher, garbage disposal, washer/dryer in unit, walk-in 
closets, and patio/balconies.    

 
The table below shows a summary of unit mix, unit sizes 
and asking rents for the comparable complex. 
 

Unit Type # of Units Size (SF)* Current 
Rent/Unit/MO*

Current 
Rent/SF/MO*

1 BR 80 845 $1,735 $2.05
2 BR 157 1,173 $2,165 $1.85
Total/Average 237 1,063 $2,020 $1.92
*Weighted Average         

Grosvenor Tower
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Utilities:   Resident pays all utilities.  
 
Other Fees/Costs:  Application Fee:    $25 
    Pet Deposit (refundable):   $500  

Pet Fee (non-refundable):   N/A 
Monthly Pet rent:    $35    
Security Deposit:    $500  
Parking:     $75 parking 

lot, $85 deck, 
$130 garage 

Concessions:  None  
 
Occupancy:   96%  
 
Verification: Phone call and market survey, 12/07. 
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Rental # 6 
 
Location:   The Metropolitan 
    7620 Old Georgetown Road 
    Bethesda, MD 20812 
 

 
 
Description:   This 12-story luxury high-rise community was constructed 

in 1997.  The property, which contains 308 units, is located 
approximately 2 miles north of The Irene.       

 
Year Built:   1997 
 
Project Amenities:  Project amenities include a clubhouse, garage parking, 

fitness center with sauna and aerobic area, swimming pool 
with sundeck, business center with computer/fax, 
playground, County Government Center with childcare, 
computer controlled and TV monitored access, extra 
storage rooms, public transportation, and 24-hour 
emergency maintenance/concierge.  

 
Unit Amenities:  Unit amenities include oven/range, refrigerator, 

dishwasher, microwave, garbage disposal, a/c, cable TV 
with master antenna in each unit, walk-in closets, 
washer/dryer in unit, and patio/balcony.    

 
    The table below shows a summary of unit mix, unit sizes 

and asking rents for the comparable complex. 
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Unit Type # of Units Size (SF)* Current 
Rent/Unit/MO*

Current 
Rent/SF/MO*

Efficiency 39 514 $1,520 $2.96
1 BR 153 775 $1,928 $2.49
2 BR 102 1,150 $2,848 $2.48
3 BR 14 1,340 $3,880 $2.90
Total/Average 308 892 $2,269 $2.56
*Weighted Average         

The Metropolitan

 
 

Utilities:   Resident pays utilities. 
 

Other Fees/Costs:   
Application Fee:   $25 
Security Deposit:   $250  
Move In non-refundable Fee:  N/A 
Parking:    $150 per space 

 
Concessions:  None 

 
Occupancy:   88% 

 
 Verification:   Phone call and market survey, 12/07. 

 



INCOME CAPITALIZATION APPROACH 
 

 117
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Rental Summary 
 
Previous pages illustrate current asking rents within projects considered to be most comparable to the 
subject property.  All complexes surveyed are located within the Bethesda/Chevy Chase marketplace 
in relatively close proximity to the subject.  Information concerning these comparables was gathered 
from a market survey completed via interviews with individual rental agents and managers, as well as 
information obtained from the subject’s property manager.  It is believed that the comparables 
selected for this analysis provide the best indication of market rents and trends.   
 
Note:  It is important to note that the apartment complexes chosen for the analysis exhibited a wide 
range of floorplans, sizes, and unit types.  For purposes of this analysis, the appraiser has taken the 
weighted average floor size and weighted average rental rate across all units of the various unit types 
(Studio, 1BR, 2BR, etc.) for purposes of comparison to the subject.  It is also important to note that 
some units achieve higher rental rates than others for desirable amenities such as views on upper 
floors, desirable floorplans, balconies, fireplaces, sunrooms, etc.  These premiums are already 
accounted for in the weighted average rental rates and sizes shown.    
  
Few concessions are currently being offered at these comparable complexes, so the unadjusted rents 
shown below are essentially effective rental rates.  The asking rents for the Efficiency/Studio, 1 BR, 2 
BR, and 3 BR units at the comparables are presented below. 
 

Complex Size (SF)* Rent/MO* Rent/SF/MO*

Irene (Contract Rent) 819 $1,294 $1.58
Irene (Asking Rent) 819 $1,415 $1.73
Highland House 597 $1,382 $2.32
Highland House West N/A N/A N/A
North Park Avenue N/A N/A N/A
The Grand N/A N/A N/A
Grosvenor Tower N/A N/A N/A
The Metropolitan 514 $1,520 2.96

Average 555 $1,451 $2.64
Range of Rent/SF/MO* $2.32 to $2.96

*Weighted Average

Summary of Efficiency Units

 
 
As indicated by the prior chart, the Efficiency units exhibit average sizes which range from 514 SF to 
597 SF, with rental rates ranging from $2.32/SF/mo to $2.96/SF/mo (and an average of $2.64/SF/mo). 
The subject’s asking rent was $1.73/SF/mo while actual rents were at $1.58/SF/mo. 
 

Complex Size (SF)* Rent/MO* Rent/SF/MO*

Irene (Contract Rent) 1,072 $1,713 $1.56
Irene (Asking Rent) 1,072 $1,848 $1.72
Highland House 964 $1,854 $1.92
Highland House West 1,002 $1,720 $1.72
North Park Avenue 1,000 $1,870 $1.87
The Grand 844 $1,909 $2.26
Grosvenor Tower 845 $1,735 $2.05
The Metropolitan 775 $1,928 $2.49

Average 905 $1,836 $2.05
Range of Rent/SF/MO* $1.72 to $2.49

*Weighted Average

Summary of One Bedroom Units
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As indicated by the prior chart, the 1 BR units exhibit average sizes which range from 775 SF to 1,002 
SF, with rental rates ranging from $1.72/SF/mo to $2.49/SF/mo (and an average of $2.05/SF/mo). 
The subject’s asking rent was $1.72/SF/mo while actual rents were at $1.56/SF/mo. 
 

Complex Size (SF)* Rent/MO* Rent/SF/MO*

Irene (Contract Rent) 1,502 $2,450 $1.44
Irene (Asking Rent) 1,502 $2,862 $1.92
Highland House 1,400 $3,065 $2.19
Highland House West 1,320 $2,970 $2.25
North Park Avenue 1,500 $2,800 $1.87
The Grand 1,234 $2,672 $2.17
Grosvenor Tower 1,173 $2,165 $1.85
The Metropolitan 1,150 $2,848 $2.48

Average 1,296 $2,753 $2.13
Range of Rent/SF/MO* $1.85 to $2.48

*Weighted Average

Summary of Two Bedroom Units

 
 
As indicated by the prior chart, the 2 BR units exhibit average sizes which range from 1,150 SF to 
1,500 SF, with rental rates ranging from $1.85/SF/mo to $2.48/SF/mo (and an average of 
$2.13/SF/mo). The subject’s asking rent was $1.92/SF/mo while actual rents were at $1.44/SF/mo. 
 

Complex Size (SF)* Rent/MO* Rent/SF/MO*

Irene (Contract Rent) 2,059 $3,435 $1.67
Irene (Asking Rent) 2,059 $3,958 $1.92
Highland House N/A N/A N/A
Highland House West 1,615 $3,370 $2.09
North Park Avenue N/A N/A N/A
The Grand 2,105 $4,871 $2.31
Grosvenor Tower N/A N/A N/A
The Metropolitan 1,340 $3,880 $2.90

Average 1,687 $4,040 $2.43
Range of Rent/SF/MO* $2.09 to $2.90

*Weighted Average

Summary of Three Bedroom Units

 
 
As indicated by the prior chart, the 3 BR units exhibit average sizes which range from 1,340 SF to 
1,615 SF, with rental rates ranging from $2.09/SF/mo to $2.90/SF/mo (and an average of 
$2.43/SF/mo). The subject’s asking rent was $1.92/SF/mo while actual rents were at $1.67/SF/mo 
 
Note:  I would note that the rental comparables on the prior pages and in the summary charts are 
indicative of current market rents (as of December 2007). 
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Rental Adjustment Analysis 
 
Now that the rental comparables have been presented, it is now necessary to briefly discuss the how 
they compare to the subject property.  The adjustments made to each rental comparables pertain to 
considerations given for the positioning of the subject's rent schedule relative to the market 
comparables by compensating for differences in location, property age/condition/quality, unit size, 
amenities, etc.  After making adjustments for various factors, I will conclude to appropriate rental rates 
for the various unit types at the subject.  Due to the fact that all the rental comparables chosen for the 
analysis are all representative of Class A/B+ apartments located in the subject’s immediate 
Bethesda/Chevy Chase submarket, relatively few adjustments are needed to equate the comparables 
to the subject.  
 
Note:  It is important to note that the rental rates quoted in the write-ups (and examined in the 
adjustment grids) as “market rental rates” for the various apartment complexes are prior to any rental 
concessions (i.e., discounts or free rent).  As such, the “effective rent” (net of concessions) is often 
very different from the quoted “market rent”.  However, in order to remain consistent with current 
market practices, I will make adjustments to the comparables and conclude to an appropriate “market” 
(asking) rental rate.  After concluding to appropriate market rental rates for the various units at the 
subject, rental concessions will be taken into account. 
 
Before outlining the adjustments that I consider necessary to the individual rental comparables, I will 
first discuss the derivation of adjustments for the various categories.  Since a discussion of each 
individual adjustment category has been provided, the adjustments to the comparables are presented 
in a summary-type of format unless further detailed discussion is deemed necessary.   
 
Location 
 
As already discussed, the subject property is located in the Chevy Chase/Bethesda area of 
Montgomery County.  Rent comparable’s #1-#3 are located within less than ¼ mile of the subject 
property while the remaining comparables are located less than 6 miles north of the subject.  While 
some of the comparables may have better visibility from major roadways, others may have a quieter 
setting, which could be deemed an offset (depending on individual renter preferences).  Given the 
extremely close proximity of rentals #1-#3 and their relatively similar access to nearby amenities and 
transportation networks (roadways and Metrorail), the appraiser is of the opinion that most 
prospective renters would view each of the properties as having essentially interchangeable locations, 
so no adjustment has been made for location.   
 
Alternatively, rentals #4-#6 maintain locations that are more distant from DC and core employment 
areas.  Although interstate access is more easily accessed by these comparables, rent levels are 
generally lower for properties located outside the I-495 beltway versus close-in locations like the 
subject site.  As such, a small 5% upward adjustment is made for comparables #4 - #6.  This 
adjustment is further supported by pairing Highland House 1 BR units, which maintains essentially the 
same location as the subject against rentals #4-#6.  Please note that adjustments have been made in 
the remaining categories in order to adjust the comparables to Highland House; however, we have yet 
to discuss these adjustments but they will be explained after this section.  Of particular note is the fact 
that a 5% upward adjustment for location equates the rentals to Highland House in the example. 
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Property Highland The Grosvenor The 

House Grand Tower Metropolitan

Location Chevy Chase, MD North Bethesda, MD North Bethesda, MD Bethesda, MD

Year Built 1965 1999 1987 1997

Avg. Unit Size/S.F. * 964 844 845 775

Avg. Asking Rent ($/Month) $1,854 $1,909 $1,735 $1,928

Avg. Asking Rent ($/SF/Month) $1.92 $2.26 $2.05 $2.49

ADJUSTMENTS

Location 0.0% 5.0% 5.0% 5.0%

Age/Condition/Quality 0.0% -10.0% -5.0% -10.0%

Project/Unit Amenities 0.0% -5.0% 0.0% -5.0%

Unit Size/Mix 0.0% -7.5% -7.5% -15.0%

Property Size 0.0% 0.0% 0.0% 0.0%

Other 0.0% 2.5% 2.5% 2.5%

TOTAL ADJUSTMENTS 0.0% -15.0% -5.0% -22.5%

ADJUSTED RENT/SF $1.92 $1.92 $1.95 $1.93

ADJUSTED RENT/UNIT $1,854 $1,623 $1,648 $1,494

Paired Sets - Location Adjustment

One Bedroom Units

 
 
Property Age/Condition/Quality 
 
The rental comparables are all representative of Class A/B+ apartment product and are fairly similar 
to the subject in terms of market perception, tenant profile, etc.  However, some of the buildings are 
newer than the subject’s 1966 construction and must be adjusted accordingly for differences in 
age/condition and quality of materials.  It is important to note, however, that a property’s actual age is 
not necessarily an indication of its effective age, which is how the market perceives or “ranks” a 
property in terms of its overall condition and utility.  A property’s effective age is a function of the 
overall quality of building construction and materials, as well as of the maintenance standards of 
ownership.  As a result, even in the same market, buildings do not necessarily depreciate at the same 
rate.  An owner who maintains his/her properties well can significantly slow down the rate of 
depreciation, resulting in a property having an effective age that is lower than its actual age.  Likewise, 
a poorly maintained property could have an effective age greater than that indicated by its actual age.  
 
Adjustments for property age/condition/quality are based primarily on the appraiser’s inspection of 
each of the property.  Adjustments for age/condition are also based on the market extraction method 
for determining depreciation (analyzed in detail in the Cost Approach), which indicate that the subject 
would have experienced depreciation of around 1.5-1.80% annually (roughly 49.5% based on the 30± 
year effective age of the improvements) while newer properties (1987-1999) would experience annual 
depreciation at a slower rate (0.5%-1.5%). Secondary support was provided by depreciation 
schedules found in the Marshall & Swift Cost Manual.  However, reliance on depreciation schedules in 
cost manuals is somewhat limited, particularly due to the relatively new age/condition of the properties 
(limited physical depreciation), as well as the fact that cost manuals are not property specific, but are 
representative of national averages, which may or may not apply in a specific market area. 
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Based upon the aforementioned as well as a superficial site inspection of the comparables, this 
appraiser considers rentals #1-#3 to be of similar age, quality, and condition to the subject; thus, no 
adjustment is needed.  A 10% downward adjustment is made to rentals #4 & #6 to account for the 
superior condition of these newer (and less depreciated improvements), while a smaller (5%) 
downward adjustment is made for rental #5.  
 
Project/Unit Amenities 
 
Given the competitive nature of the local luxury apartment submarket, amenities must be at a high 
level to even be considered as part of the “luxury” market.  Virtually all of the comparables have 
similar community amenities to that of the subject property (i.e. swimming pool, community room, 
fitness center, etc.).  Rentals #1 - #3 also have virtually an identical unit amenity package to the 
subject property as well; however, rentals #4 - #6 offer a slightly more complete unit amenity package 
that includes patio balconies, washer/dryer in unit, & more modern color schemes in the bathrooms.  
Please note that the subject’s bathrooms are original 1966 design with the master baths containing 
blue ceramic tile throughout which clearly dates the property from a prospective tenant’s perspective.   
 
Based upon the aforementioned, no adjustment is made to rentals #1-#3 but a small 5% upward 
adjustment is applied to rentals #4-#6 to account for the superior unit amenity package offered.  
Based upon costs schedules, typically, extra amenities add 5%-10% to overall construction costs.  I 
have reconciled to the low end of the range for adjustment purposes due to the nominal differences 
from a market rent standpoint.     
 
Unit Size/Mix 
 
Since each of the rental comparables is being analyzed on a $/SF basis, it is not uncommon for no 
adjustments to be made for unit sizes, as the adjustment has already been accounted for (for the most 
part).    Nevertheless, it should be noted that in cases where individual units of a particular type are 
either extremely large or small in comparison to the “norm”, rental rates can be lower or higher (on a 
$/SF basis) depending on the size of the unit.  For example, an extremely small 1BR/1BA unit will 
generally have a higher rent level on a $/SF basis than an extremely large 1BR/1BA unit, all else being 
equal.  As such, upward adjustments are made to units with a larger average size than the subject while 
a downward adjustment is made for smaller average units than the subject.  I would reiterate that 
adjustment are still necessary despite the fact that rents are being analyzed on a $/SF basis.   
 
Property Size 
 
The comparable properties exhibit property sizes ranging from 237 units to 546 units, with most being in 
the 300-390 unit range.  A preference for either a small or large apartment complex, as it relates to 
matters of privacy and a quieter living environment, is not conclusive or quantifiable.  In addition, due to 
the fact that the property sizes at the various comparables are fairly uniform, no adjustment has been 
made to any of the comparables for overall property/project size. 
 
Other (Utilities) 
 
This category is being used to address utilities.  Currently the subject’s landlord pays all utilities (i.e. 
water, sewer, electric, gas, and trash removal), which results in a slight rent premium in order to cover 
these costs.  Rentals #1-#3 operate under the same utility program that the subject does; thus, no 
adjustment is needed.  However, the remaining rentals require tenants to pay their own utilities directly.   
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Discussions with several managers and management companies (i.e. Equity Residential, Fairfield 
Residential, Gables, Bozzuto, & KSI) indicate that generally a 2-7% rent premium is garnered when the 
landlord is responsible for paying utilities, with the percentage varying as a result of the type or number 
of utilities paid for as well as prevailing local market conditions.  Based upon the aforementioned, I have 
reconciled to an upward adjustment of 2.5% for rentals #4-#6 to account for the subject including utilities 
in it’s rental rate. 
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Adjustment Grid

Efficiency/Studio Units
Property Irene Highland Highland North Park The Grosvenor The 

House House West Avenue Grand Tower Metropolitan
Location Chevy Chase, MD Chevy Chase, MD Chevy Chase, MD Chevy Chase, MD North Bethesda, MD North Bethesda, MD Bethesda, MD
Year Built 1966 1965 1972 1973 1999 1987 1997
Avg. Unit Size/S.F. * 819 597 N/A N/A N/A N/A 514
Avg. Asking Rent ($/Month) $1,415 $1,382 N/A N/A N/A N/A $1,520
Avg. Asking Rent ($/SF/Month) $1.73 $2.32 N/A N/A N/A N/A $2.96 

ADJUSTMENTS

Location 0.0% 0.0% 0.0% 5.0% 5.0% 5.0%
Age/Condition/Quality 0.0% 0.0% 0.0% -10.0% -5.0% -10.0%
Project/Unit Amenities 0.0% 0.0% 0.0% -5.0% 0.0% -5.0%
Unit Size/Mix -22.5% 0.0% 0.0% 0.0% 0.0% -30.0%
Property Size 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Other 0.0% 0.0% 0.0% 0.0% 0.0% 2.5%

TOTAL ADJUSTMENTS -22.5% 0.0% 0.0% -10.0% 0.0% -37.5%

ADJUSTED RENT/SF $1.79 N/A N/A N/A N/A $1.85
ADJUSTED RENT/UNIT $1,071 N/A N/A N/A N/A $950

Range of Unadjusted Rent/SF $2.32 to $2.96
Range of Adjusted Rent/SF $1.79 to $1.85
Average Adjusted Rent/SF $1.82

Average of Most Comparable/SF $1.79

Rent Conclusion Rd (SF/month) $1.79 /SF
Rent Conclusion Rd (unit/month) $1,470 /unit  
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Adjustment Grid

One Bedroom Units

Property Irene Highland Highland North Park The Grosvenor The 

House House West Avenue Grand Tower Metropolitan

Location Chevy Chase, MD Chevy Chase, MD Chevy Chase, MD Chevy Chase, MD North Bethesda, MD North Bethesda, MD Bethesda, MD

Year Built 1966 1965 1972 1973 1999 1987 1997

Avg. Unit Size/S.F. * 1,072 964 1,002 1,000 844 845 775

Avg. Asking Rent ($/Month) $1,848 $1,854 $1,720 $1,870 $1,909 $1,735 $1,928

Avg. Asking Rent ($/SF/Month) $1.72 $1.92 $1.72 $1.87 $2.26 $2.05 $2.49

ADJUSTMENTS

Location 0.0% 0.0% 0.0% 5.0% 5.0% 5.0%

Age/Condition/Quality 0.0% 0.0% 0.0% -10.0% -5.0% -10.0%

Project/Unit Amenities 0.0% 0.0% 0.0% -5.0% 0.0% -5.0%

Unit Size/Mix -7.5% -5.0% -5.0% -17.5% -17.5% -22.5%

Property Size 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Other 0.0% 0.0% 0.0% 2.5% 2.5% 2.5%

TOTAL ADJUSTMENTS -7.5% -5.0% -5.0% -25.0% -15.0% -30.0%

ADJUSTED RENT/SF $1.78 $1.63 $1.78 $1.70 $1.75 $1.74

ADJUSTED RENT/UNIT $1,715 $1,634 $1,777 $1,432 $1,475 $1,349

Range of Unadjusted Rent/SF $1.72 to $2.49

Range of Adjusted Rent/SF $1.63 to $1.78

Average Adjusted Rent/SF $1.73

Average of Most Comparable/SF $1.73

Rent Conclusion  (SF/month) $1.73 /SF
Rent Conclusion Rd. (unit/month) $1,850 /unit

*  Weighted average across all 1 BR units (including units with dens, lofts, etc.)  
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Adjustment Grid

Two Bedroom Units

Property Irene Highland Highland North Park The Grosvenor The 

House House West Avenue Grand Tower Metropolitan

Location Chevy Chase, MD Chevy Chase, MD Chevy Chase, MD Chevy Chase, MD North Bethesda, MD North Bethesda, MD Bethesda, MD

Year Built 1966 1965 1972 1973 1999 1987 1997

Avg. Unit Size/S.F. * 1,502 1,400 1,320 1,500 1,234 1,173 1,150

Avg. Asking Rent ($/Month) $2,862 $3,065 $2,970 $2,800 $2,672 $2,165 $2,848

Avg. Asking Rent ($/SF/Month) $1.92 $2.19 $2.25 $1.87 $2.17 $1.85 $2.48 

ADJUSTMENTS

Location 0.0% 0.0% 0.0% 5.0% 5.0% 5.0%

Age/Condition/Quality 0.0% 0.0% 0.0% -10.0% -5.0% -10.0%

Project/Unit Amenities 0.0% 0.0% 0.0% -5.0% 0.0% -5.0%

Unit Size/Mix -7.5% -12.5% 0.0% -17.5% -20.0% -20.0%

Property Size 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Other 0.0% 0.0% 0.0% 2.5% 2.5% 2.5%

TOTAL ADJUSTMENTS -7.5% -12.5% 0.0% -25.0% -17.5% -27.5%

ADJUSTED RENT/SF $2.03 $1.97 $1.87 $1.62 $1.52 $1.80

ADJUSTED RENT/UNIT $2,835 $2,599 $2,800 $2,004 $1,786 $2,064

Range of Unadjusted Rent/SF $1.85 to $2.48

Range of Adjusted Rent/SF $1.52 to $2.03

Average Adjusted Rent/SF $1.80

Average of Most Comparable/SF $1.95

Rent Conclusion Rd (SF/month) $1.95 /SF
Rent Conclusion Rd (unit/month) $2,930 /unit

*  Weighted average across all 2 BR units (including units with dens, lofts, etc.)  
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Adjustment Grid
Three Bedroom Units
Property Irene Highland Highland North Park The Grosvenor The 

House House West Avenue Grand Tower Metropolitan
Location Chevy Chase, MD Chevy Chase, MD Chevy Chase, MD Chevy Chase, MD North Bethesda, MD North Bethesda, MD Bethesda, MD
Year Built 1966 1965 1972 1973 1999 1987 1997
Avg. Unit Size/S.F. * 2,059 N/A 1,615 N/A 2,105 N/A 1,340
Avg. Asking Rent ($/Month) $3,958 N/A $3,370 N/A $4,871 N/A $3,880
Avg. Asking Rent ($/SF/Month) $1.92 N/A $2.09 N/A $2.31 N/A $2.90 

ADJUSTMENTS

Location 0.0% 0.0% 0.0% 5.0% 5.0% 5.0%
Age/Condition/Quality 0.0% 0.0% 0.0% -10.0% -5.0% -10.0%
Project/Unit Amenities 0.0% 0.0% 0.0% -5.0% 0.0% -5.0%
Unit Size/Mix 0.0% -7.5% 0.0% 0.0% 0.0% -25.0%
Property Size 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Other 0.0% 0.0% 0.0% -7.5% 0.0% 2.5%

TOTAL ADJUSTMENTS 0.0% -7.5% 0.0% -17.5% 0.0% -32.5%

ADJUSTED RENT/SF N/A $1.93 N/A $1.91 N/A $1.95
ADJUSTED RENT/UNIT N/A $3,117 N/A $4,019 N/A $2,619

Range of Unadjusted Rent/SF $2.09 to $2.90
Range of Adjusted Rent/SF $1.91 to $1.95
Average Adjusted Rent/SF $1.93

Average of Most Comparable/SF $1.92

Rent Conclusion Rd (SF/month) $1.93 /SF
Rent Conclusion Rd (unit/month) $3,970 /unit

*  Weighted average across all 3 BR units (including units with dens, lofts, etc.)  
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Subject Rental (Irene Apartments) 
Location: No adjustment needed. 
Age/Condition/Quality: No adjustment needed. 
Project/Unit Amenities: No adjustment needed. 
Unit Size/Mix: No adjustment needed.   
Property Size: No adjustment needed. 
Other: No adjustment needed. 
Total Adjustment: No adjustment needed. 
 
Rental #1 (Highland House) 
Location: No adjustment needed. 
Age/Condition/Quality: No adjustment needed. 
Project/Unit Amenities: No adjustment needed. 
Unit Size/Mix: Downward adjustments are made (see previous comments).   
Property Size: No adjustment needed. 
Other: No adjustment needed. 
Total Adjustment: Overall, a downward adjustment is applied for unit size. 
 
Rental #2 (Highland House West) 
Location: No adjustment needed. 
Age/Condition/Quality: No adjustment needed.   
Project/Unit Amenities: No adjustment needed. 
Unit Size/Mix: Downward adjustments are made (see previous comments).   
Property Size: No adjustment needed. 
Other: No adjustment needed. 
Total Adjustment: Overall, a downward adjustment is applied for unit size. 
 
Rental #3 (North Park Avenue) 
Location: No adjustment needed. 
Age/Condition/Quality: No adjustment needed.   
Project/Unit Amenities: No adjustment needed. 
Unit Size/Mix: A downward adjustment is made (see previous comments).   
Property Size: No adjustment needed. 
Other: No adjustment needed.   
Total Adjustment: Overall, a downward adjustment is applied for unit size. 
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Rental #4 (The Grand) 
Location: A small upward adjustment is made for to account for the comparable’s 

slightly inferior location outside the Beltway relative to the subject’s more 
close-in neighborhood. 

Age/Condition/Quality: A downward adjustment is needed, as the comparable’s 1999 
construction is in superior condition (lower effective age) in comparison 
to the subject improvements, which were constructed in 1966.   

Project/Unit Amenities: A small downward adjustment is applied to account for the more 
complete (unit) amenity package at this comparable (see prior 
comments). Typically, extra amenities add 5%-10% to overall 
construction costs. 

Unit Size/Mix: Downward adjustments are made (see previous comments).   
Property Size: No adjustment needed.  
Other: A slight upward adjustment is needed, as most utilities are paid by the 

tenant at the comparable, whereas all utilities are included in the rent at 
the subject property.  The amount of the adjustment is based on 
manager interviews.   

Total Adjustment: Overall, adjustments (up & down) are made in all categories except 
property size. 

 
Rental #5 (Grosvenor Tower) 
Location: A small upward adjustment is made for to account for the comparable’s 

slightly inferior location outside the Beltway relative to the subject’s more 
close-in neighborhood. 

Age/Condition/Quality: A downward adjustment is needed, as the comparable’s 1987 
construction is in superior condition (lower effective age) in comparison 
to the subject improvements, which were constructed in 1966.   

Project/Unit Amenities: No adjustment needed. 
Unit Size/Mix: Downward adjustments are made (see previous comments).   
Property Size: No adjustment needed. 
Other: A slight upward adjustment is needed, as most utilities are paid by the 

tenant at the comparable, whereas all utilities are included in the rent at 
the subject property.  The amount of the adjustment is based on 
manager interviews.   

Total Adjustment: Overall, adjustments (up & down) are made in all categories except 
property size and project/unit amenities. 

 
Rental #6 (The Metropolitan) 
Location: A small upward adjustment is made for to account for the comparable’s 

slightly inferior location relative to the subject’s more close-in 
neighborhood. 

Age/Condition/Quality: A downward adjustment is needed, as the comparable’s 1997 
construction is in superior condition (lower effective age) in comparison 
to the subject improvements, which were constructed in 1966.   

Project/Unit Amenities: A small downward adjustment is applied to account for the more 
complete (unit) amenity package at this comparable (see prior 
comments). Typically, extra amenities add 5%-10% to overall 
construction costs. 

Unit Size/Mix: Downward adjustments are made (see previous comments).   
Property Size: No adjustment needed.  
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Other: A slight upward adjustment is needed, as most utilities are paid by the 
tenant at the comparable, whereas all utilities are included in the rent at 
the subject property.  The amount of the adjustment is based on 
manager interviews.   

Total Adjustment: Overall, adjustments (up & down) are made in all categories except 
property size. 

 
Rent Conclusion 
 
The chart below details the adjusted range and average adjusted rents for the comparables: 
 

Unit Type Average
Efficiency/Studio $1.79 to $1.85 $1.82

1 BR $1.63 to $1.78 $1.73
2 BR $1.52 to $2.03 $1.80
3 BR $1.91 to $1.95 $1.93

The Irene Apartments
Comparable 's Adjusted Rental Range

Range

 
 
Based on the foregoing, the appraiser has concluded to “face” rental rates of $1.79/SF/MO for 
efficiency units, $1.73/SF/MO for 1BR units, $1.95/SF/MO for 2 BR units, and $1.93/SF/MO for 3 BR 
units.  Again, for simplicity, the appraiser has “lumped” all of the various floor plans at the subject into 
four categories.  Based on our analysis of the rental comparables (both adjusted and unadjusted), I 
have concluded to the following market rent estimates for the various units (current residential units 
only) that make up the subject: 
 

Unit Type # of DU Avg SF* Avg Rent/MO* Avg Rent/MO/SF*

Studio / Eff 44 819 $1,470 $1.79
1BR 129 1,072 $1,850 $1.73
2BR 263 1,502 $2,930 $1.95
3BR 75 2,059 $3,970 $1.93

Average/Total 511 1,417 $2,684 $1.88
Total SF 723,837

* Weighted Average

The Irene Apartments
Appraiser Projected Market Rent

 
 
Note:  The appraiser would note that the rental conclusions shown in the prior chart are “base rents” 
only (net of any premiums that may be charged for views, fireplaces, parking, etc.).  They also do not 
take into account any rental concessions, which will be discussed shortly. 
 
I would comment that rentals #1-#3 are generally the most comparable given their similar vintage and 
location to the subject property.  Also, the subject property is typically the “best comp” as rental rates 
are basically “reset” monthly and dictated by the market rather efficiently due to the short-term (1 
year) nature of apartment leases.  To test the reasonableness of this assumption as well as my 
estimated market rental rates I have compared the subject’s current contract rents and the current 
asking rents with my estimated market rents.  



INCOME CAPITALIZATION APPROACH 
 

 131

The Irene Apartments -Rental Rate Comparison Chart

Unit Type # of DU SF Rent / MO* Rent/MO/SF*
Total/Weighted Avg. - Appraiser Projected 511 1,417 $2,684 $1.88

Total/Weighted Avg. - Actual Rents 508 1,417 $2,309 $1.52
Total/Weighted Avg. - Asking Rents 508 1,417 $2,643 $1.86

 
 
Comments: 
 

 The subject’s current asking rents are roughly 98.5% of the appraisers estimated market rents. 
 This speaks to the reasonableness of the appraiser’s estimated market rents relative to a 
professional management company’s opinion of market rent. 

 The subject’s current actual contract rents are roughly 86% of the appraiser’s estimated 
market rents.  Said differently, contract rents will need to increase by approximately 16-17%+ 
in order to reach market levels. 

 Based upon discussions with several management companies (i.e. Equity Residential, KSI, 
Bozzuto, Fairfield Residential, etc.), it is typical for there to be a spread of 5-10% between 
contract rents and market rents.  This spread enables the marketing team to consistently push 
rents for new move ins and upon renewals as the property consistently seeks to improve 
income on a yearly basis. 

 This being said, the subject property appears to be outside of the “normal” spread.   
 Discussions with on-site management reveal that this is due to the fact that a large number of 

the units in the subject property are being rented out to the owner’s personal 
friends/acquaintances at “family-rate” prices.   

 This appraiser considers this fact to be a form of economic obsolescence. Thus, in my 
analysis I have assumed that this type of economic obsolescence encumbers the subject 
property in the initial years of the DCF (i.e. current contract rents utilized in DCF). However, I 
would want to note that this obsolescence is easily curable by the property management by 
increasing the current rents to market level rents, which I have modeled in the cash flow 
analysis during subsequent renewals and unit turnovers (i.e. appraiser’s estimated market 
rents prevail upon current lease turnover and renewals). 

 
Potential Gross Apartment Rental Income 
 
The subject will lease units primarily on one-year terms in accordance with the practice in the 
competitive market. This appraiser has estimated Potential Gross Rental Income based on the 
concluded rents, as annualized.  Please refer to the ARGUS-run for Total Tenant Rental Income for 
the subject. 
 
Rental Concessions 
 
In the late 1990’s and into 2000, rental concessions were virtually non-existent due to the fact that 
vacancy rates were at extremely low levels.  However, over the next 3 years (since roughly mid-
2001), as new product was brought on line rental rates began to flatten and vacancy rates increased 
to more “traditional” levels.  As a result, rental concessions once again made their way into the 
suburban Washington, DC apartment market.   
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However, as a result of the condo boom starting in 2004, concessions began to fall and virtually 
disappeared from the market in 2005 and 2006 as the rental supply market was substantially lowered 
due to condo conversions.   Currently, concessions have once again entered the marketplace as the 
end of the condo boom (mid to late 2006) once again swung the pipeline pendulum in the direction of 
rental units.  The following chart contains a summary of the current rental concessions being offered 
in the various Class A high-rise apartment submarkets of Washington, DC, as well as the Class A 
garden apartment submarkets in the subject’s immediate Montgomery County locale (per 
Transwestern/Delta Associates’ Year-End 2007 Class A Apartment market report). 
 

Submarket Concessions (% of Asking Rent)
   Gaithersburg, MD 2.4%
   Germantown, MD 2.6%
   Rockville, MD 3.4%

Submarket Concessions (% of Asking Rent)
   Alexandria, VA 10.8%
   Rosslyn/Ballston, VA 4.1%
   Crystal City/Pentagon City, VA 6.1%
   Bethesda, MD 8.7%
   Silver Spring 5.8%
   Washington, DC 3.3%

Source:  4Q/2007 Mid-Atlantic Region Class A Rental Apartment Market Report, Transwestern & Delta Associates. 

RENTAL CONCESSIONS IN
APARTMENT SUBMARKETS

Class A Garden Apartments

Class A High-Rise Apartments

 
 
As the chart indicates, rental concessions in the various Class A garden apartment submarkets in 
Montgomery County ranged from 2.4% to 3.4% as of year-end 2007, with the Rockville submarket 
having concessions equating to 3.4% of “face” or “asking” rental rates.  The various Class A high-rise 
apartment submarkets exhibited rental concessions ranging from 3.3% to 10.8%, with the nearby 
Bethesda submarket having concessions of 8.7%.     
 
In addition to the information gleaned from the Transwestern/Delta Associates report, I have also 
gathered detailed information concerning the rental concessions currently being offered at the rental 
comparables utilized in the analysis.  As the chart on the following page indicates, none of the 
comparables are offering concessions.  The subject is not currently offering any concessions as well.  
This appraiser would comment that given The Grand’s and The Metropolitan’s 88-89% occupancy, it 
would appear that concessions would be in order; however, historically these properties have operated 
at occupancy rates around 88-92%, thus, management appears to be more concerned with pushing 
rents than keeping occupancy higher. 
 

Property
Highland House

Highland House West
North Park
The Grand

Grosvenor Tower
The Metropolitan

RENTAL CONCESSIONS

Concessions as of 12/07
None
None
None
None
None
None

Source:  Market Survey., 12/07.  
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Based upon the previous charts, it appears that the subject’s competitive comparables are not 
currently offering any concessions (similar to the subject) while the broader Bethesda high-rise market 
is averaging concessions of roughly 8.7% of “face” rents.   
 
In this appraiser’s opinion, even after an economic downturn, the local occupancy rate remains fairly 
strong.  Therefore, occupancy rates should increase as economic conditions gradually improve, which 
will result in a reduction in the amount of concessions being offered.  The lack of overall product in the 
Chevy Chase market bodes well for increased occupancy and reduced concessions in the near 
future.  However, to assume that no concession will be needed in perpetuity would be unreasonable 
and too overly optimistic.  Even in extremely tight markets, it is not unusual for projects to offer small 
rental concessions to lure new tenants (e.g. $200 off for the first 3 months).  As such, for purposes of 
the DCF analysis, I have applied a rental concession of 0.25 months free rent (2-3%) in all years of 
the “As Is” scenario for new move in residents.  As is market practice, renewal tenants will not receive 
any concessions. 
 
Note:  It is important to note that in the Argus discounted cash flow model, the actual current contract 
rental rates for the various units have been input into the model, with an assumed remaining weighted 
average lease term of 8 months.  This 8-month lease term is designed to simulate an equal lease 
expiration schedule over the upcoming year for the currently occupied units (1 year lease terms).  
Upon rollover of existing leases, the appraiser’s market rent conclusions have been utilized, along 
with the appropriate rental concessions.   
 
Absorption of Vacant Units 
 
The subject property presently has roughly 5 vacant apartment units, which corresponds to an 
occupancy rate of 99%.  For purposes of the cash flow model, I have utilized an absorption period of 1 
month, which should be attainable based on the fairly low vacancy rates in the subject’s submarket 
and historically high occupancy rates for the subject (typically around 95-99%).  This figure is well 
below the figure quoted in the absorption analysis of the Submarket Section of this report (17± 
units/month indicated in the prior Multifamily Submarket Analysis).  (In any case, the 
vacancy/collection loss discussed in a forthcoming paragraph will offset any assumptions as it relates 
to a slightly quicker absorption period).  
 
Rental Growth Rate 
 
As reported in the prior Multifamily Submarket Analysis, in terms of rental rate increases, the various 
high-rise submarkets of Washington, DC have exhibited average annual rent increases of 4.1% to 
4.8% during the past 18± years (since 1989), with a weighted average of 4.5% annually.  The 
subject’s Bethesda/Chevy Chase/Rockville market experienced per annum effective rent increases to 
year-end 2007 of 4.5% since 1989 and 6.2% since December 2002.  However, during the period from 
year-end 2006 to year-end 2007, the rental rate actually declined slightly (-0.3%).  Since 1998 the 
subject’s Bethesda/Chevy Chase/Rockville high-rise market has experienced average annual 
effective rent increases of 5.4%.  The subject property has historically experienced increases in 
“asking” rents of around 2-3% per year over the past several years (2001-2007).   
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In terms of future rental rate increases, I would expect more “normal” increases of around 2.5-3.0% 
annually, which is fairly consistent with historical CPI figures.  As such, for purposes of the cash flow 
model, I have assumed that rental rates (other income, commercial income, & garage income) will 
increase at 3.0% annually for the subject property.  This estimate is fairly consistent with historical 
levels (prior to the “hyper” market conditions of the late 1990’s to 2000 & 2005 - 2006) and the rent 
declines experienced in 2001-2003.  This 3.0% increase assumed for rents is also consistent with 
projections by buyers and sellers in the marketplace.     
 
Vacancy/Collection Loss 
 
Vacancy and collection loss reflects the fact that most income-producing properties experience a 
certain amount of vacancy and rental loss from operations. The vacancy factor is determined primarily 
by current market conditions; however, other determinants such as management, location, and 
property age and condition (maintenance) can have pronounced effects. Collection loss is derived 
from unemployment rates, inadequate tenant screening, and absence of good property management. 
 
In terms of vacancy levels, the various high-rise apartment markets in the DC Metro Area exhibited 
vacancy rates ranging from 2.3% to 6.9%, with an average of 3.5% (excluding newly constructed 
product still undergoing lease-up).  The subject’s Bethesda/Chevy Chase/Rockville market exhibited a 
vacancy rate of 6.8%.  Please refer to the Apartment Market Analysis Section of the report for 
additional discussion.    
 
In addition to the more “global” survey by Transwestern/Delta Associates, I have also examined the 
occupancy rates for the rent comparables utilized in the analysis of the subject.  The occupancy rates 
reported for each of these projects is shown in the following chart: 
 

Property Units Occupancy

Highland House 391 98.0%
Highland House West 308 94.5%
North Park 310 94.0%
The Grand 546 89.6%
Grosvenor Tower 237 96.0%
The Metropolitan 308 88.0%

Total/Average 2,100 93.4%

Current Occupancy Rates

 
 
The rental comparables (stabilized) that were utilized in my analysis exhibited vacancy rates ranging 
from 2.0% to 12.0%, with a weighted average of 6.6%.  Management reports that the subject’s 
occupancy typically remains between 95-99% on a historic basis.  It is also worthy to note that the 
subject’s historical operating statements indicate vacancy/collection losses ranging from 3.3% to 6.7% 
during the period from 2003 to 2007. 
 
Based upon the evidence provided by the comparables, as well as historic trends and market and 
investor practices, I have estimated a total vacancy/credit loss allowance of 5.0% (4.0% for vacancy 
and 1.0% for credit/collection loss) for the subject property in all years of the cash flow model.  The 
vacancy/collection loss factor is applied against total income (rental income, plus other/misc. income). 
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Renewal Probability and Downtime  
 
For purposes of the cash flow model, I have assumed a renewal probability of approximately 65%, 
which is fairly consistent with the historic turnover ratio at the subject property (as reported by the 
property manager).  In addition, the 2007 rental apartment survey prepared by the Montgomery 
County Department of Housing and Community Affairs (please refer to the Addendum) indicated a 
renewal probability of approximately 69.9% for the Bethesda/Chevy Chase submarket; 67% for the 
Rockville submarket; and 71.6% for all high-rise apartments in the County.  In addition, the 4Q/2004 
RERC survey reports a renewal probability of 57.2% for apartment projects nationwide, but I consider 
the RERC survey to be somewhat “out of touch” with the Metropolitan Washington, DC marketplace, 
so I have placed more reliance on the figures provided by the subject’s property manager and the 
report prepared by the Montgomery County Department of Housing and Community Affairs.  I have 
also assumed a “downtime” of 0.25-months after a tenant vacates to account for time to “turn” the 
unit, which would involve painting, cleaning, etc.  This figure is consistent with the 5-7 days reported 
by the property manager.   
 
Other Income 
 
In addition to the income derived from apartment rentals, the subject property is expected to garner 
additional income from miscellaneous items such as short-term lease premiums, amenity fees, late 
rent fees, pet fees, lease termination fees, party room rentals, vending machines, furnishings in units, 
etc.  The following chart contains a summary of the income derived from miscellaneous sources at the 
subject property from 2003 to 2008 (budgeted).   
 

Actual Actual Actual Actual Projected Projected
2003 2004 2005 2006 2007 2008

Value $210,434 $195,854 $229,874 $223,855 $216,500 $250,000
$/DU $412 $383 $450 $438 $424 $489

% Change - -7% 17% -3% -3% 15%

Actual
2003 to 2006 Average $215,004

Average  ($/DU) $421
% Growth per year 2.61%

Actual + Projected
2003 to 2008 Average $221,086

Average  ($/DU) $433
% Growth per year 4.00%

Appraiser year 1 estimate $221,000
$432 $/DU

* Based on 511 residential dwelling units
** per Irene 2003-2006 financial statements,2007 & 2008 Budget

Miscellaneous / Other  Income
The Irene Apartments

 
 
As the chart indicates, the subject’s “other” income (excluding parking revenues) ranged from 
$383/unit to $489/unit during the period from 2003 to 2008 (budgeted).  Based on both the subject’s 
historical and budgeted figures, I have estimated “other” income to be $432/unit.   
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Garage Parking Income 
 
In addition to the “other” income discussed previously, the majority of the miscellaneous income at the 
subject comes from leasing parking spaces.    There are 652 parking spaces at the subject property 
(1.28 per unit).  Below is a summary of the garage parking rents being levied at the surveyed rent 
comparables. 
 

Property
Highland House
Highland House West
North Park
The Grand
Grosvenor Tower
The Metropolitan

Source: Market Survey, 12/07.

Comparable Garage Parking Pricing
$ / Month

$100

$150

$100
$95

$110 single / $175 tandem
$130 garage

 
 
As could be seen in the above chart, parking rent ranges from $95 to $150 per parking space. It must 
be noted that the comparables located in Bethesda charge higher parking rents ($110-$150/space) 
than those located in Chevy Chase ($95-$100).  The subject reportedly charges $95/space/month.  
The monthly parking rates quoted for the subject property are in line with the asking rents for parking 
spaces at the comparable rentals, as was shown in the previous write-ups. 
 
The chart below details the historical and projected parking rent income for the subject property. 
 

Actual Actual Actual Actual Projected Projected
2003 2004 2005 2006 2007 2008

Value $630,036 $639,451 $602,398 $496,449 $600,000 $650,000
$/DU $1,233 $1,251 $1,179 $972 $1,174 $1,272

% Change - 1.49% -5.79% -17.59% 20.86% 8.33%

Actual
2003 to 2006 Average $592,084

Average  ($/DU) $1,159
% Growth per year -7.30%

Actual + Projected
2003 to 2008 Average $603,056

Average  ($/DU) $1,180
% Growth per year 1.46%

Appraiser year 1 estimate $610,000
$1,194 $/DU

* Based on 511 residential dwelling units
** per Irene 2003-2006 financial statements,2007 & 2008 Budget

Garage Parking Income
The Irene Apartments

 
 
As the prior chart showed, parking income at the subject has ranged from $972/unit to $1,272/unit 
during the period from 2003 to 2008 (budgeted).  This roughly equates to $63/space/month to 
$83/space/month.  This range is slightly below the current $/space/MO rate of $95.  Two factors play 
into this variance a) the subject recently increased parking rents from $80-$85/space/month to the 
current level and b) the historical figures may include some minor concessions (i.e. free parking or 
reduced parking rates) and some vacancy.   



INCOME CAPITALIZATION APPROACH 
 

 137

Based primarily on the historical and budgeted parking revenues for the subject property as well as 
market level rental rates, the appraiser has estimated parking revenues at $1,194/unit for the subject 
property. 
 
Commercial Rent Income 
 
Below is a survey of commercial/office space rentals in the subject property’s vicinity.  
 

CloseDate Address City State Floor Level Building 
Class NetSQFT Close Price $/SF-NRA/Mo $/SF-NRA/Yr

Aug-07 5273 River Rd Bethesda MD 5 B 2,095 $4,539 $2.17 $26.00
Aug-07 5272 River Rd Bethesda MD 7 B 1,125 $2,438 $2.17 $26.00
Apr-07 5480 Wisconsin Ave - Highland House Chevy Chase MD 2 B 425 $1,045 $2.46 $29.50
Apr-07 5101 Wisconsin Ave Washington DC 3 B 3,328 $9,984 $3.00 $36.00
Feb-07 5550 Friendship Blvd Chevy Chase MD Terr A 26,575 $67,545 $2.54 $30.50
Feb-07 5454 Wisconsin Ave Chevy Chase MD 6 B 3,419 $10,399 $3.04 $36.50
Jan-07 5480 Wisconsin Ave - Highland House Chevy Chase MD 2 B 882 $2,168 $2.46 $29.50
Jan-07 5454 Wisconsin Ave Chevy Chase MD 17 B 2,341 $7,121 $3.04 $36.50
Dec-06 5110 Ridgefield Rd Bethesda MD 4 B 2,984 $5,968 $2.00 $24.00
Nov-06 5530 Wisconsin Ave Chevy Chase MD 8 B 1,588 $4,499 $2.83 $34.00
Aug-06 5550 Friendship Blvd Chevy Chase MD 2 A 3,218 $8,984 $2.79 $33.50
Jun-06 5480 Wisconsin Ave - Highland House Chevy Chase MD 2 B 664 $1,577 $2.38 $28.50

MIN $2.00 $24.00
MAX $3.04 $36.50
AVE $2.57 $30.88

$29.17

Source: MRIS & CoStar 12/07

Office Lease Comparables

Average of Most Comparable

 
 
Per the previous chart, rental rates for commercial space ranges from $24.00/SF to $36.50/SF with an 
average of $30.88/SF. It must be noted however, that most of these comparable spaces are located in 
office buildings. As such, these rents would be higher than what would be attained in the subject’s 
apartment complex. However, there are three leases in the chart which were contracted in Highland 
House, a comparable apartment rental complex. For the latest lease in the Highland House, rents for 
commercial space averaged $29.17/SF. 
 
I also surveyed the year-end 2007 CoStar office rent report for the subject’s submarket. As could be 
seen in the chart below, Bethesda/Chevy Chase office rents average $30.96 for the said time period. 
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Below is a chart detailing the historical and projected commercial rent income for the subject property. 
 

Actual Actual Actual Actual Projected Projected
2003 2004 2005 2006 2007 2008

$ Value $435,736 $397,569 $367,180 $604,011 $535,000 $560,000
$/DU $853 $778 $719 $1,182 $1,047 $1,096

% Change - -8.76% -7.64% 64.50% -11.43% 4.67%

Actual
2003 to 2006 Average $451,124

Average  ($/DU) $883
% Growth per year 16.03%

Actual + Projected
2003 to 2008 Average $483,249

Average  ($/DU) $946
% Growth per year 8.27%

Appraiser year 1 estimate $559,364
$1,095 $/DU*

* Based on 511 residential dwelling units
** per Irene 2003-2006 financial statements,2007 & 2008 Budget

Commercial / Office Income
The Irene Apartments

 
 
Per the prior chart, the subject’s historical commercial/office revenues ranged from $719 – $1,182/unit 
in the years 2003-2006.  For 2007, ownership projected approximately $1,047/unit or $535,000.  
Based upon the historical commercial/office income data and projected office income from the subject 
property along with the market survey from rental comparables and CoStar, this appraiser forecasted 
$559,364 or $1,095/DU in year one of the DCF for Commercial Rent Income. 
 
Explanation of Expenses 
 
Typical deductions from the calculated Effective Gross Income (EGI) fall into three categories:  1) 
fixed expenses; 2) variable expenses; and 3) replacement allowance.  Fixed operating expenses are 
those that generally do not vary with occupancy and have to be paid whether the property is occupied 
or vacant.  Typical fixed expenses include items such as real estate taxes and insurance premiums.  
Variable expenses are those that generally vary with the level of occupancy or extent of services 
provided.  Typical variable (operational) expenses included items such as management fees, leasing 
fees, utilities, payroll, cleaning/janitorial, repairs & maintenance, decorating, grounds & security, etc.  
Of course, some level of expenditures for many of these variable expense items will typically be 
needed regardless of occupancy (e.g., sufficient repairs & maintenance expenses to maintain the 
property to a minimal level and prevent deferred maintenance).  The replacement allowance for each 
component of a property is usually estimated as the anticipated cost of its replacement, prorated over 
its total useful life.  Items typically covered under replacement reserves are HVAC, roofs, parking lot 
repairs, etc. 
 
The operating history of a particular property is usually the most reliable means of estimating 
operating expenses in the future.  However, it is also useful to examine the operating histories of 
comparable properties as a test for “reasonableness”.  In estimating the operating expenses for the 
subject property I have relied on both the historical operating statements for the subject, as well as on 
the operating statements of several high-rise apartment projects deemed fairly similar to the subject.  
The following pages contain both the historical operating history for the subject as well as the 
“expense comps”.    
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Note:  Prior to the expense analysis, it is important to note that due to unique methods of accounting at 
individual apartment complexes, it is often not possible to compare operating expenses at similar 
properties on a “category by category” basis, but is often more useful to examine operating expense on 
a “global” basis.  As an example, one apartment complex may account for all salaries in the “payroll” 
expense category, while another complex may place the various salary expenses in the category in 
which the salary expense is incurred (e.g., administrative, maintenance, etc.).  As such, the appraiser 
would advise the reader that, while it is important that the operating expenses for each of the individual 
expense categories be reasonable, it is more important that the total operating expense levels (as a 
whole) be reasonable. 
 
It is also important to note that the operating expense comparables have been adjusted (CPI increases 
of 3% annually) in order to equate the operating statements at all the comparables to 2008 dollars.   
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Name
Location
Total # of Units
Year Built

$/Unit % EGI $/Unit % EGI $/Unit % EGI $/Unit % EGI $/Unit % EGI $/Unit % EGI $/Unit % EGI $/Unit % EGI
2008$s 2008$s 2008$s 2008$s 2008$s 2008$s 2008$s 2008$s

CPI Adjustment (2008$s) 103% 109% 112% 109% 106% 112% 112% 112%

Total Income $31,197 $20,767 $15,523 $16,173 $14,965 $16,908 $16,162 $13,271

Expenses:
Real Estate/Other Taxes $2,362 7.6% $849 4.1% $1,124 7.2% $897 5.5% $945 6.3% $1,076 6.4% $1,076 6.7% $525 4.0%
Insurance $937 3.0% $681 3.3% $678 4.4% $341 2.1% $221 1.5% $530 3.1% $552 3.4% $412 3.1%
Management Fee - - $827 4.0% $647 4.2% $480 3.0% $600 4.0% $507 3.0% $485 3.0% $466 3.5%
Payroll/Contract Svcs. $4,007 12.8% $2,800 13.5% $2,769 17.8% $1,758 10.9% $2,072 13.8% $3,101 18.3% $3,251 20.1% $2,017 15.2%
Maintenance & Repairs $3,376 10.8% $2,865 13.8% $943 6.1% $510 3.2% $480 3.2% $1,116 6.6% $1,058 6.5% $1,795 13.5%
Utilities $2,932 9.4% $2,274 11.0% $1,113 7.2% $1,245 7.7% $983 6.6% $1,484 8.8% $1,314 8.1% $1,342 10.1%
Admin/Legal/Advertising/Other $756 2.4% $1,022 4.9% $1,000 6.4% $420 2.6% $552 3.7% $454 2.7% $507 3.1% $371 2.8%
  Total Expenses $14,371 46.1% $11,318 54.5% $8,274 53.3% $5,649 34.9% $5,852 39.1% $8,268 48.9% $8,244 51.0% $6,928 52.2%

  Net Operating Income $16,826 53.9% $9,449 45.5% $7,249 46.7% $10,523 65.1% $9,114 60.9% $8,640 51.1% $7,917 49.0% $6,343 47.8%

Total Income $13,271 $20,767 $15,500

Expenses:
Real Estate/Other Taxes $525 4.0% $1,124 7.2% $928 5.7%
Insurance $221 1.5% $681 4.4% $488 3.0%
Management Fee $466 3.0% $827 4.2% $573 3.5%
Payroll/Contract Svcs. $1,758 10.9% $3,251 20.1% $2,538 15.7%
Maintenance & Repairs $480 3.2% $2,865 13.8% $1,252 7.6%
Utilities $983 6.6% $2,274 11.0% $1,394 8.5%
Admin/Legal/Adv./Other $371 2.6% $1,022 6.4% $618 3.8%
Total Expenses $5,649 34.9% $11,318 54.5% $7,790 47.7%

Net Operating Income $6,343 45.5% $10,523 65.1% $8,462 52.3%

Note: Subject Property's 2003 to 2006 Income and Expense History did not exhibit Management Fee Expenses.
Source: RCDH & Co Database, 12/07.

Range (Exclud. SUBJECT)
Minimum Maximum Average

2006 Budget 2004 Budget 2004 Budget 2004 Actual2007 Actual + Projected 2005 Actual 2004 Actual 2005 Actual
1920's 1962 1957 19371966 1930 1920's 1960's

221 571 452 164511 317 300 304
Dupont Circle Arlington, VA Arlington, VA Dupont CircleChevy Chase, MD Woodley Park Dupont Circle Dupont Circle

Windermere/Harrowgate The Ashley The James 2000 ConnecticutThe Irene Kennedy-Warren-HISTORIC Chastleton Hamilton House

Summary of High-Rise Expense Comparables in Washington, DC Metro Area 

Subject Comparable #1 Comparable #2 Comparable #3 Comparable #4 Comparable #5 Comparable #6 Comparable #7

 
 
 



INCOME CAPITALIZATION APPROACH 
 

 141

Budget YTD thru Aug +Projected Actual Actual Actual Actual
2008 2007 2006 2005 2004 2003

INCOME $/DU %EGI $/DU %EGI $/DU %EGI $/DU %EGI $/DU %EGI $/DU %EGI $/DU %EGI

Potential Gross Rent $16,810,000 $15,907,500 $14,952,958 $14,334,671 $13,920,206 $13,596,053 $32,896 102% $31,130 103% $27,791 104% $29,262 102% $28,052 104% $27,241 103% $26,607 105%

Vacancies & Allowances ($650,000) ($647,000) ($497,914) ($783,674) ($633,996) ($916,095) ($1,272) -4% ($1,266) -4% ($1,385) -5% ($974) -3% ($1,534) -6% ($1,241) -5% ($1,793) -7%

Reimbursements - - - - - - - - - - - - - - - - - -

Other Income $250,000 $216,500 $223,855 $229,874 $195,854 $210,434 $489 2% $424 1% $421 2% $438 2% $450 2% $383 1% $412 2%

Effective Gross Income $16,410,000 $15,477,000 $14,678,899 $13,780,871 $13,482,064 $12,890,392 $32,114 100% $30,288 100% $26,826 100% $28,726 100% $26,968 100% $26,384 100% $25,226 100%

EXPENSES

Real Estate/Other Taxes $1,230,000 $1,171,850 $1,004,092 $907,881 $755,731 $732,748 $2,407 7% $2,293 8% $1,664 6% $1,965 7% $1,777 7% $1,479 6% $1,434 6%

Insurance $500,000 $465,000 $445,009 $410,515 $350,765 $266,892 $978 3% $910 3% $721 3% $871 3% $803 3% $686 3% $522 2%

Management Fee - - - - - - - - - - - - - - - - - - - -

Payroll / Contract Svcs. $2,060,000 $1,988,000 $2,040,911 $2,136,110 $1,973,897 $1,487,306 $4,031 $3,890 13% $3,737 14% $3,994 14% $4,180 16% $3,863 15% $2,911 12%

Maintenance & Repairs $1,650,000 $1,675,000 $1,594,654 $1,609,143 $1,977,137 $1,651,411 $3,229 10% $3,278 11% $3,343 13% $3,121 11% $3,149 12% $3,869 15% $3,232 13%

Utilities $1,550,000 $1,455,000 $1,254,035 $1,215,466 $936,857 $719,250 $3,033 9% $2,847 9% $2,018 7% $2,454 9% $2,379 9% $1,833 7% $1,408 6%

Admin/Legal/Advertising/Other $350,000 $375,000 $386,703 $387,459 $433,717 $402,689 $685 2% $734 2% $788 3% $757 3% $758 3% $849 3% $788 3%

Total Expenses $7,340,000 $7,129,850 $6,725,404 $6,666,574 $6,428,104 $5,260,296 $14,364 45% $13,953 46% $12,270 46% $13,161 46% $13,046 48% $12,579 48% $10,294 41%

NET OPERATING INCOME $9,070,000 $8,347,150 $7,953,495 $7,114,297 $7,053,960 $7,630,096 $17,750 55% $16,335 54% $14,556 54% $15,565 54% $13,922 52% $13,804 52% $14,932 59%

Notes:

1) Subject Property's 2003 to 2006 Income and Expense History did not exhibit Management Fee Expenses & Reimbursement Incomes.

2) $/DU based on 511 residential dwelling units

Source: Operating Statements provided by Pollin Properties

Irene Apartments
Chevy Chase, MD

Income/Expense History Summary
Unit Rates

Projected Projected Average Actual Actual Actual Actual
2008 2007 2003-2006 2006 2005 2004 2003
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Expense Analysis 
 
FIXED EXPENSES 
 
Real Estate Taxes  
 
This category relates primarily to the subject annual real estate taxes payable to Montgomery County 
and discussed at length in the Real Estate Assessment and Taxes section of this report.   
 

Actual Actual Actual Actual Projected Projected
2003 2004 2005 2006 2007 2008

$ Value $732,748 $755,731 $907,881 $1,004,092 $1,171,850 $1,230,000
$/DU $1,434 $1,479 $1,777 $1,965 $2,293 $2,407

% Change - 3.14% 20.13% 10.60% 16.71% 4.96%

Actual
2003 to 2006 Average $850,113

Average  ($/DU) $1,664
% Growth per year 11.29%

Actual + Projected
2003 to 2008 Average $967,050

Average  ($/DU) $1,892
% Growth per year 11.11%

Appraiser year 1 conclusion $1,220,932
$2,389 $/DU

* Based on 511 residential dwelling units
** per Irene 2003-2006 financial statements,2007 & 2008 Budget

Real Estate Taxes
The Irene Apartments

 
 

Jan 1, 2008 - Full Cash 
Value (FCV)

Previous (Jan 
2005) FCV

Amount to be 
Phased in

$127,596,400 $106,761,400 $20,835,000

Yr 1 Yr 2 Yr 3
$6,945,000 $6,945,000 $6,945,000

Yr 1 Yr 2 Yr 3
$113,706,400 $120,651,400 $127,596,400

Yr 1 Yr 2 Yr 3
$1,220,932 $1,295,505 $1,370,077

$2,389 $2,535 $2,681
* Tax rate utilized - $1.073758 Based upon 511 residential Units

$/DU

The Irene - Tax Liability - Over Next 3 Years

Yearly Phase-in Amount

Yearly Tax Assessment

Yearly Tax Assessment

 
 

 Please refer to the prior Real Estate Assessment and Taxes section of this report for a detailed 
discussion of this expense item. 

 The current (2007) phase-in tax assessment of the subject is $127,596,400, or $249,699/unit, 
with a corresponding liability (based on the assessment) of $2,389/unit in year one of the 
phase-in.   

 The expense comparables exhibited liabilities ranging from $525/unit to $1,124/unit, with an 
average of $928/unit.   

 From 2003-2006, the subject has had a RE tax liability ranging from $1,434/unit to $1,965/unit. 
The 2007 actual/projected estimates the liability at $2,293/unit and the 2008 budget projects 
$2,407/unit. 
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For purposes of the cash flow model, this appraiser has assumed a tax liability of $2,389/unit for the 
property in year one of the cash flow model (the previous chart identifies the concluded amount in 
years 2-3).  As discussed in the Real Estate Assessment & Tax Section, I have estimated the year 4 
assessment at +95% of market value (as of January 1, 2008) when the current tax cycle ends.  This 
tax spike will be phased-in over the next 3 year period (see following chart).  Following this phased-in 
tax spike, in year 7 all subsequent years are adjusted by a 3% CPI annually.  Again, I would refer the 
reader to the Real Estate Taxes Section of the report for further discussion.   
 

Jan 1, 2011 - Full 
Cash Value (FCV) - 

95% Ratio
Previous (Jan 2008) 

FCV
Amount to be 

Phased in
$160,075,000 $127,596,400 $32,478,600

Yr 4 Yr 5 Yr 6
$10,826,200 $10,826,200 $10,826,200

Yr 4 Yr 5 Yr 6
$138,422,600 $149,248,800 $160,075,000

Yr 4 Yr 5 Yr 6
$1,486,324 $1,602,571 $1,718,819

$2,909 $3,136 $3,364
* Tax rate utilized - $1.073758 * Based upon 511 residential Units

$/DU

The Irene - Tax Liability - 2011 thru 2013

Yearly Phase-in Amount

Yearly Tax Assessment

Yearly Tax Assessment

 
 
Insurance 
 

Actual Actual Actual Actual Projected Projected
2003 2004 2005 2006 2007 2008

Value $266,892 $350,765 $410,515 $445,009 $465,000 $500,000
$/DU $522 $686 $803 $871 $910 $978

% Change - 31.43% 17.03% 8.40% 4.49% 7.53%

Actual
2003 to 2006 Average $368,295

Average  ($/DU) $721
% Growth per year 18.95%

Actual + Projected
2003 to 2008 Average $406,364

Average  ($/DU) $795
% Growth per year 13.78%

Appraiser year 1 conclusion $480,000
$939 $/DU

* Based on 511 residential dwelling units
** per Irene 2003-2006 financial statements,2007 & 2008 Budget

Insurance
The Irene Apartments

 
 

 This category includes costs associated with fire and hazard insurance on the property as well 
as liability insurance.   

 As the chart on the previous page indicated, the expense comparables (not including the 
subject) exhibited insurance expenses ranging from $221/unit to $681/unit, with an average of 
$488/unit.  

 The subject’s insurance expense ranged from $522/unit to $871/unit from 2003-2006.  The 
2007 actual/projected estimates the expense at $910/unit and the 2008 budget projects 
$978/unit.  

 Additionally, since the events of 9/11/01, insurance companies have increased insurance 
premiums significantly; however, rates have subsequently fallen somewhat.  
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 Based on the above, this appraiser has estimated insurance expenses at $939/unit in year 
one of the discounted cash flow.   

VARIABLE (OPERATIONAL) EXPENSES 
 
Management Fees 
 

 This expense reflects costs associated with the management of the complex. Typically, the 
management expense is based on a percentage of Effective Gross Income.   

 The expense comparables exhibited management fees ranging from $466/unit (3.0%) to 
$827/unit (4.2%), with an average of $573/unit (3.5%).   

 The subject property does not have a separate management company or the operation of the 
property. Rather, the property management is being done “in-house” 

 This appraiser budgeted for a management fee in the DCF analysis because a typical investor 
will factor management cost into a decision to purchase regardless if they plan to manage the 
project or not.    

 Based primarily on the management fees in the current marketplace (according to the expense 
comps and management company surveys), this appraiser has estimated management fees to 
be 3.0% of EGI in year one of the cash flow model.   

 
Cleaning/Contract Services/Payroll 
 

Actual Actual Actual Actual Projected Projected
2003 2004 2005 2006 2007 2008

Value $1,230,657 $1,732,252 $1,895,912 $1,847,044 $1,734,000 $1,800,000
$/DU $2,408 $3,390 $3,710 $3,615 $3,393 $3,523

% Change - 41% 9% -3% -6% 4%

Actual
2003 to 2006 Average $1,676,466

Average  ($/DU) $3,281
% Growth per year 15.88%

Actual + Projected
2003 to 2008 Average $1,706,644

Average  ($/DU) $3,340
% Growth per year 9.06%

Appraiser year 1 conclusion $1,750,000
$3,425 $/DU

* Based on 511 residential dwelling units
** per Irene 2003-2006 financial statements,2007 & 2008 Budget

Cleaning / Payroll / Contracts
The Irene Apartments

 
 

 Included in this line are the expenses incurred to “turn” a unit (cleaning, painting, etc.) before a 
new tenant can move in and all contract services.  I would again note that some expense 
comps included these costs in their Repairs & Maintenance expense. 

 The expense comparables including payroll and cleaning/contract services exhibited expenses 
ranging from $1,758/unit to $3,251/unit, with an average of $2,538/unit.     

 The subject’s expense ranged from $2,408/unit to $3,710 from 2003-2006.  The 2007 
actual/projected estimates this expense at $3,393/unit and the 2008 budget projects 
$3,523/unit.   

 Based primarily on the historical costs at the subject as well as the expense comparables, the 
appraiser has estimated the cleaning/contract services expense to be $3,425/unit in year one 
of the cash flow model.   
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Repairs and Maintenance 
 

Actual Actual Actual Actual Projected Projected
2003 2004 2005 2006 2007 2008

Value $1,651,411 $1,977,137 $1,609,143 $1,594,654 $1,675,000 $1,650,000
$/DU $3,232 $3,869 $3,149 $3,121 $3,278 $3,229

% Change - 20% -19% -1% 5% -1%

Actual
2003 to 2006 Average $1,708,086

Average  ($/DU) $3,343
% Growth per year 0.07%

Actual + Projected
2003 to 2008 Average $1,692,891

Average  ($/DU) $3,313
% Growth per year 0.75%

Appraiser year 1 conclusion $1,690,000
$3,307 $/DU

* Based on 511 residential dwelling units
** per Irene 2003-2006 financial statements,2007 & 2008 Budget

Maintenance & Repairs
The Irene Apartments

 
 

 The repairs and maintenance expense category typically covers all the expenses associated 
with the general upkeep of the property.  Items such as: janitorial supplies, trash removal, 
snow removal, pest control, elevator contracts, landscape care, etc.  I would note that some 
expense comparables have included turnover cost in the R&M expense line; however, 
the subject property breaks these expenses into two categories (Repairs & Maintenance, & 
Supplies).  For simplicity I have grouped these two into one category, repair and maintenance.  

 The expense comparables exhibited repairs and maintenance expenses ranging from 
$480/unit to $2,865/unit, with an average of $1,252/unit.   

 The subject’s R&M expenses have ranged from $3,121/unit to $3,869/unit from 2003-2006.  
The 2007 actual/projected estimates R&M expense at $3,278/unit and the 2008 budget 
projects $3,229/unit.         

 Based primarily on historical costs at the subject as well as the expense comparables, I have 
estimated repairs and maintenance expenses to be $3,307/unit in year one of the cash flow 
model. 

 
Utilities 
 

Actual Actual Actual Actual Projected Projected
2003 2004 2005 2006 2007 2008

Value $719,250 $936,857 $1,215,466 $1,254,035 $1,455,000 $1,550,000
$/DU $1,408 $1,833 $2,379 $2,454 $2,847 $3,033

% Change - 30% 30% 3% 16% 7%

Actual
2003 to 2006 Average $1,031,402

Average  ($/DU) $2,018
% Growth per year 21.06%

Actual + Projected
2003 to 2008 Average $1,188,435

Average  ($/DU) $2,326
% Growth per year 17.14%

Appraiser year 1 conclusion $1,350,000
$2,642 $/DU

* Based on 511 residential dwelling units
** per Irene 2003-2006 financial statements,2007 & 2008 Budget

Utilities
The Irene Apartments

 
 

 Utility costs can vary widely depending upon which utilities are included in the unit rental.  
As previously mentioned, The Irene pays all utilities.   



INCOME CAPITALIZATION APPROACH 
 

 146

 The expense comparables exhibited utility expenses ranging from $983/unit to $2,274/unit, 
with an average of $1,394/unit.   

 The subject’s utilities expenses have ranged from $1,408/unit to $2,454/unit from 2003-
2006.  The 2007 actual/projected estimates utilities expense at $2,847/unit and the 2008 
budget projects $3,033/unit.  

 Based largely on historical costs at the subject (the expense comps exhibited a wide 
range), the appraiser has estimated utility expenses to be $2,642/unit in year one of the 
cash flow model.   

 
Administrative/Other  
 

Actual Actual Actual Actual Projected Projected
2003 2004 2005 2006 2007 2008

Value $402,689 $433,717 $387,459 $386,703 $375,000 $350,000
$/DU $788 $849 $758 $757 $734 $685

% Change - 8% -11% 0% -3% -7%

Actual
2003 to 2006 Average $402,642

Average  ($/DU) $788
% Growth per year -1.05%

Actual + Projected
2003 to 2008 Average $389,261

Average  ($/DU) $762
% Growth per year -2.57%

Appraiser year 1 conclusion $387,000
$757 $/DU

* Based on 511 residential dwelling units
** per Irene 2003-2006 financial statements,2007 & 2008 Budget

General & Administration
The Irene Apartments

 
 

 Some major expenses associated with this category are office expenses such as:  
telephone, printing & duplicating, office supplies, professional fees, and consultant fees.   

 The expense comparables exhibited general and administrative expenses ranging from 
$371/unit to $1,022/unit, with an average of $618/unit.  I would note that the G&A 
expenses for the comps most likely include advertising expenses.   

 The subject has shown a wide range of admin expenses over the past few years, ranging 
from $757unit to $849/unit.  The 2007 actual/projected estimates G&A expense of 
$734/unit and the 2008 budget projects $685/unit.  

 Based on the foregoing, I have estimated general and administrative expenses to be 
$757/unit in year one of the cash flow model.   

 
Replacement Reserves and Capital Expenditures 
 
Reserves for replacement are often considered a "hidden" expense of ownership since they often do 
not appear on the property's expense statement. From an appraisal standpoint, reserves must be set 
aside for future replacement of short-lived items such furniture and fixtures, appliances, roofs and 
parking lots. 
 
Several methods for calculating the reserve account are generally applied at this time. They are as 
follows: (1) a simple sinking fund method; (2) a dollar-per-square-foot or dollar-per-unit price is applied 
depending on property age and condition; and (3) a percentage of revenue method is sometimes 
considered by investors. 
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The method utilized by most apartment investors in the subject’s suburban Washington, DC 
marketplace is the dollar-per-unit basis.  Discussions with buyers and sellers indicate that for 
properties such as the subject, an estimate of replacement reserves in the general range of $500/unit 
to $650/unit would be prudent, with most of the more recently constructed properties maintaining 
replacement reserves in the $150/unit to $300/unit range.  Since the subject property is older than 
many of the newer comparables, a reserve amount at the higher end of the range will be necessary, 
especially if the subject is to be maintained as a Class A- high-rise apartment project.   
 
The subject property’s historical “property improvements” expense category in the historical operating 
statements (a “below the line” deduction) is also a good indication of appropriate replacement 
reserves, as the items included in this expense category are “replacement reserve” items.  The 
following chart contains a summary of the historical and budgeted replacement reserve or “property 
improvements” expenses from 2003 through 2008 (budgeted).   
 

Actual Actual Actual Actual Actual Actual Actual Projected
2000 2001 2002 2003 2004 2005 2006 2007

Value $1,836,351 $677,296 $1,593,309 $2,192,653 $501,158 $376,950 $1,519,335 $1,932,000
$/DU $3,594 $1,325 $3,118 $4,291 $981 $738 $2,973 $3,781

% Change - -63% 135% 38% -77% -25% 303% 27%

Actual
2000 to 2006 Average $1,242,436

Average  ($/DU) $2,431
% Growth per year 51.81%

Actual + Projected
2000 to 2007 Average $1,328,632

Average  ($/DU) $2,600
% Growth per year 48.29%

Appraiser year 1 conclusion $306,600
$600 $/DU

* Based on 511 residential dwelling units
** per Irene 2003-2006 financial statements,2007 & 2008 Budget

Capital Expenditure History
The Irene Apartments

 
 
As seen above, expenditures have ranged from $738/unit to $3,594/unit from 2000-2006, with an 
average of $2,431/unit.  The 2007 actual/projected estimates about $1,932,000 or $3,781/unit for 
capital improvements (elevator upgrades, hallway paint/remodeling, lobby/front entrance rehab, and 
individual unit upgrades).  .  While this average is higher than the “typical” range found at other similar 
aged multi-family properties (from $500-$650/unit), one must consider the age of the subject and the 
fact that the majority of the funds spent over the past 7 years include rehab expenses.  The following 
chart outlines the actual rehabs that have recently taken place at the subject. 
 

Year Amount $/DU (511) Desc of Programs
2000 $1,836,351 $3,594 Begin kitchen renovation program upon unit turnover, begin water saving toilet replacement 

program, begin exterior renovation, begin replacing fire alarm system

2001 $677,296 $1,325 Continue kitchens, continue exterior renovations, replace incandescent light fixtures with 
flourescent, complete toilet replacement, begin lobby ADA renovations

2002 $1,593,309 $3,118
Continue kitchens, begin exterior coatings, waterproof and replace 2nd floor terraces, begin 

elevator modernization, replace stairwell treads, re-pave front entrance drive, refit all stairwell 
doors, repair garage ramps, construct new stairwell exit.

2003 $2,192,653 $4,291
Continue kitchens, complete exterior coatings, install common area sprinklers, replace roof and 2nd 

floor terrace railings, install new fire pump, install A/C for new fire pump room, sprinkle lobby and 
retail areas, begin building finish renovations, complete elevator modernization.

2004 $501,158 $981
Continue kitchens, install GFI receptacles in all kitchens, repair garage columns, continue building 
finish renovations (replace carpet, renovate and paint all hallways, replace lighting fixtures, box-in 

new sprinkler system, renovate lobby and common areas).
2005 $376,950 $738 Continue kitchens and building renovations

2006 $1,519,335 $2,973 Continue kitchens, complete building renovations, begin phase 1 of roof replacement.

2007 $1,932,000 $3,781
Complete roof replacement, replace tennis court, repaired swimming pool main water supply, add 
master antenna (FIOS, Dish, etc.), repair all drive surfaces in garage, continue kitchens, replaced 
HVAC riser valves throughout, install new finishes for elevator cabs, added new lobby HVAC, new 

fitness center HVAC, new elevator HVAC, complete mail box area remodel,.

Source: Pollin Properties

Historical Property Improvement Expense
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Additionally, there is typically a “disconnect” between actual expenses for replacement reserves and 
what buyers and sellers in the marketplace typically allocate ($500-$650/unit) for replacement 
reserves when valuing a property for an acquisition/disposition.  One reason for this is that the 
extremely aggressive buying market (i.e., a “seller’s market”) at the present time, particularly in the 
Suburban Washington, DC marketplace, which does not allow significant deductions for items such as 
replacement reserves or else potential bidders will be “priced out”.   
 
In concluding to an appropriate replacement reserve amount for the subject, I have analyzed the 
subject’s historical “property improvements”, as well as the “typical” holdbacks for replacement 
reserves indicated by buyers and sellers.  Based on the foregoing, I have estimated replacement 
reserves to be $600/unit for the subject property.  Once again, it is important to note that a high level 
of replacement reserves will be necessary to maintain the property as a Class A- project.   
 
Recapitulation of Total Expenses 
 

$ $/DU
Effective Gross Income $15,408,038 $30,153

Expense Item $ $/DU % EGI
RE Taxes                     $1,220,932 $2,389 7.9%
Insurance                     $480,000 $939 3.1%
Management Fee (3% of EGR)         $462,241 $905 3.0%
Cleaning/Payroll/Contract     $1,750,000 $3,425 11.4%
Maintenance & Repairs          $1,690,000 $3,307 11.0%
Utilities                     $1,350,000 $2,642 8.8%
General & Administrative        $387,000 $757 2.5%
Total Expenses (Including R.E. Taxes) $7,340,173 $14,364 47.6%
Less: Real Estate Taxes ($1,220,932) -$2,389 -7.9%
Total Expenses (Excluding R.E. Taxes) $6,119,241 $11,975 39.7%

The Irene Apartments
Appraisers Concluded Expense Estimates

 
 
The projected Year One expenses of $14,364/unit for the subject (before reserves) are consistent with 
the historical (2003-2007) and budgeted (2008) operating expenses for the property.  In addition, the 
expense estimates are well above the range exhibited by the expense comparables, which was 
$5,649/unit to $11,318/unit, with an average of $7,790/unit.   
  
The more reliable indicator of the appropriate expense levels for a property such as the subject is to 
examine the total operating expenses as a percent (%) of effective gross revenues (EGR).  The year 
one expenses (excluding reserves) for the subject equate to roughly 47.6% of EGR, which is fairly 
consistent with the expense comparables, as they exhibited total operating expenses ranging from 
34.9% to 54.4% of EGR, with an average of 47.7%.  The subject’s historical operating expenses 
(before reserves) have ranged from 41% to 48% of EGR during the period from 2003 to 2007.  Based 
on the foregoing, I consider the expense estimates for the subject to be market-oriented.       
 



INCOME CAPITALIZATION APPROACH 
 

 149

Discounted Cash Flow Analysis 
 
I have utilized a discounted cash flow model analysis to provide a market value estimate.  This 
analytical method estimates the present worth of future cash flow by discounting each future collection 
at an appropriate discount (yield) rate.  The analysis is typically applied to annual cash flow 
projections.  Investors typically analyze properties based on a 10-year holding period.  Sometimes this 
holding period is varied due to the unique characteristics of a particular property's income stream.  
Points of significant rollover as well as the effect of any long term, below market leases impact the 
length of the holding period.  The discounted cash flow is particularly useful in the case at hand, as it 
is possible to incorporate the “tax spike” assumed for the property (phased in over several years per 
Maryland State law), as well as the impact of increasing the contract rents to market levels upon lease 
rollover and renewals.   
 
In the case at hand, I have utilized a 10-year holding period.  In the analysis of the subject, a year-by-
year breakdown of the effective gross income is processed against projected operating expenses, 
utilizing the Argus program.  Assumptions are made as to the growth of both income and expenses.  
In the final year of the holding period, a sale of the property is assumed based upon income during 
the following year.  This reversionary value, along with the series of net cash flows, is discounted back 
to a total present worth.  In order to determine an appropriate discount (yield) rate for the subject’s 
cash flows, I have researched several methods used in deriving yield rates. 
 
Yield Rate Analysis 
 
The discount rate or total required yield from a series of cash flows is needed to derive the present 
value of the forecasted cash flows.  The proper selection of a yield rate is critical to the DCF analysis. 
In order to translate the forecasted income stream into an estimate of value, the NOI for each year, as 
well as the value of the reversion upon termination of the investment, is discounted to the present 
utilizing a selected discount rate, which for the purposes of this report is interchangeable with the 
internal rate of return (IRR). 
 
Yield rates are partially a function of perceived risks.  Ultimately, real estate must provide returns that 
are considered acceptable on a risk adjusted basis when compared with alternative investments 
offered within the capital markets arena.  Because real estate is immobile and relatively illiquid, it is 
generally regarded with a greater degree of risk than fixed-rate investments with a stated yield, but 
generally lower than returns required for most stocks.  Yields on commercial real estate are far more 
difficult to quantify as real estate is traded less frequently than other types of investments. 
 
Three principal methods of deriving yield rates are typically utilized in the marketplace: 1) sales data 
(through verification/abstraction); 2) investor surveys; and 3) the band of investment or built-up method 
(i.e., abstraction based upon competitive investment opportunities and financing rates, with a 
weighted average rate of return being derived based on mortgage constant and equity rates at 
appropriate leverage proportions).   
 
In this appraisal I have utilized the RERC 4Q/2007 investor survey and analyzed a few recent sales in 
the marketplace that have detailed yield rate data available.  While the built-up/band of investment 
method was considered, I have not utilized it, as it tends to be inflexible, sometimes dated, and is 
more abstract than the other methods which are current and based upon target yields and verified via 
actual recent sales transactions.  The built-up method is also very sensitive to small changes in 
assumptions among the two capitalization components (debt and equity) there is also not a direct 
linear relationship between changes in either of these two components and overall capitalization 
rates.  
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Investment Surveys 
 
The following is a summary of real estate vis-à-vis capital market returns from the 4Q/07 RERC 
survey: 
 

4Q/2007 3Q/2007 2Q/2007 1Q/2007 2Q/2006 2Q/2005 2Q/2004 2Q/2003
Real Estate Yield 8.2% 8.1% 8.1% 8.4% 9.1% 9.4% 10.3% 11.0%
Moody's Baa Corporate 6.5% 6.7% 6.4% 6.3% 6.7% 6.0% 6.5% 6.6%
Moody's Aaa Corporate 5.6% 5.8% 5.5% 5.4% 5.8% 5.2% 5.8% 5.5%
10-Year Treasuries 4.3% 4.8% 4.8% 4.7% 5.0% 4.3% 4.4% 3.7%
Yield Spread
Moody's Baa Corporate 1.7% 1.4% 1.7% 2.1% 2.4% 3.4% 3.8% 4.4%
Moody's Aaa Corporate 2.6% 2.3% 2.6% 3.0% 3.3% 4.2% 4.5% 5.5%
10-Year Treasuries 3.9% 3.3% 3.3% 3.7% 4.1% 5.1% 5.9% 7.3%
Source: RERC Quartlery Reports

Required Real Estate Yields vis-à-vis Capital Market Returns

 
 
I would note that yield rates have been trending downward in the Washington, DC Metro area over the 
past 2-3 years.  Additionally, yield rates on superior (institutional investment grade) product has been 
particularly susceptible to yield rate declines.  For the most recent sales, yield rates have dropped to 
7% and below for Class A, Washington, DC Metro area apartment product.  However, as depicted in 
the previous chart, there was a slight (10 basis points) increase in real estate yield requirements in the 
latter ¼ of 2007. 
 
Investor Surveys 
 
In terms of investor surveys, we have reviewed the Regional Investment Criteria summary published 
in the 4th Quarter 2007 report.  This report is a joint publication by The Counselors of Real Estate 
(CRE) and Real Estate Research Corporation (RERC).  A summary of this information as it relates 
directly to the subject is shown on the following chart.   
 

Property Type Range Average Range Average Range Average
4Q/2007
1st Tier Apartment - DC Metro N/A 8.0% N/A 5.8% N/A 7.1%
1st Tier Apartment - East Region 7.0-11.0% 8.8% 5.0-8.0% 6.5% 6.0-8.8% 7.3%
3Q/2007
1st Tier Apartment - DC Metro N/A 7.1% N/A 5.3% N/A 5.7%
1st Tier Apartment - East Region 6.5-10.8% 8.1% 4.5-7.3% 6.0% 5.0-9.0% 6.9%
1Q/2007
1st Tier Apartment - DC Metro N/A 7.7% N/A 5.8% N/A 6.5%
1st Tier Apartment - East Region 7.0-10.0% 8.4% 5.0-7.5% 6.3% 5.5-9.0% 7.0%
1Q/2006
1st Tier Apartment - DC Metro N/A 7.8% N/A 5.9% N/A 6.8%
1st Tier Apartment - East Region 7.5-10.0% 8.5% 5.5-8.0% 6.4% 6.0-8.0% 7.2%
Source: RERC Surveys, 4Q/07.

Regional Investment Criteria for Apartment Properties
Yield Rate "Going-In" Cap Rate Terminal Cap Rate

 
 
I would note the following as it relates to the yield rates indicated in the RERC survey: 
 

 As the previous charts indicated, the yield rates quoted for 1st Tier apartment properties in the 
Washington Metropolitan area exhibited an average of 8.0%, while the 1st Tier properties in the 
East exhibited an average yield rate of 8.8% (range from 7.0-11.0%). This shows that yield 
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rates for such product in the DC Metropolitan Area tend to be below the average in the East 
Region.   

 From a trend perspective, yield rates are slightly up in the last half of 2007.  
 Within the last 2 years, there has been a significant downward pressure on cap and yield rates 

for Class A & B, Washington, DC Metro area apartment product. This is reflected in a high 
number of bidders for a small number of such apartment product for sale, and has resulted in 
yield rates well below 7.5% in many cases. 

 However, the continued upward movement of the fed funds rate as well as the recent “credit 
crunch” appeared to have stabilized yield rates. 

 The weakness of the RERC survey is that it is a lagging indicator, i.e. the data is as much as 
1-2 quarters behind the market. Additionally, it is a blended average of institutional property 
and does not provide class or quality indications. 

 

AVG 
DISCOUNT 
RATE (IRR)

PRIOR QUARTER 
10-YR TREASURY 

RATE

INDICATED 
SPREAD OVR 10-

YR TREASURY

AVG 
CAPITALIZATION 

RATE

INDICATED 
SPREAD OVR 

10-YR 
TREASURY

IMPLIED 
"APPRECIATION" 

SPREAD - DISCOUNT 
RATE LESS 

CAPITALIZATION RATE)

4Q 1997 10.90% 6.24% 4.66% 8.90% 2.66% 2.00%
4Q 1998 11.10% 5.20% 5.90% 8.90% 3.70% 2.20%
4Q 1999 11.00% 5.88% 5.12% 8.80% 2.92% 2.20%
4Q 2000 11.00% 5.89% 5.11% 8.60% 2.71% 2.40%
4Q 2001 10.70% 4.98% 5.72% 8.10% 3.12% 2.60%
4Q 2002 10.10% 4.26% 5.84% 7.80% 3.54% 2.30%
4Q 2003 9.60% 4.23% 5.37% 7.60% 3.37% 2.00%
4Q 2004 9.00% 4.30% 4.70% 7.00% 2.70% 2.00%
4Q 2005 8.20% 4.21% 3.99% 6.00% 1.79% 2.20%
4Q 2006 8.00% 4.90% 3.10% 5.90% 1.00% 2.10%
4Q 2007 8.00% 4.73% 3.27% 5.90% 1.17% 2.10%

5 YR AVG 8.56% 4.48% 4.08% 6.48% 2.00% 2.08%
10 YR AVG 9.78% 4.99% 4.80% 7.59% 2.61% 2.19%

Source: RERC (estimated Cap Rates and Yield Rates from RERC Charts), Federal Reserve Board Historical Treasury Data

National Apartment Market Survey - Discount Rates and Capitalization Rates

 
 
To address the shortcomings of the RERC Survey, the appraiser has utilized a theoretical approach to 
building a discount rate from additional data. Examining the historic difference between income 
returns and long-term risk free Treasury rates provides an indication of how the market prices the risk 
inherent in a particular property type or region.  As the table above suggests, the Cap Rate spread 
indicates that in the 4th Quarter of 2007 going-in cap rates for apartment properties were priced at a 
117 basis point spread to the average yield on 10-year U.S. Treasury bonds, well below the 5 and 10-
year average of 2.00% and 2.61%, respectively.     
 
Discount rates are inclusive of capitalization rates and hence the difference between the total return 
spread (also known as the equity risk premium) and the cap rate spread provides an additional 
component to “building” a discount rate for the subject.  At the end of 4Q/2007, the total return spread 
to the U.S. 10-yr. bond was 327 basis points.  Subtracting the 4Q/2007 cap spread of 117 basis points 
from this figure results in an “appreciation spread” of 210 basis points, which is slightly above the five-
year average.  While the most recent implied spread information from RERC incorporates some of the 
recent expansion in spreads since mid-2007, addition expansion has occurred since that time.  In 
short, the data is too dated to practically incorporate changes that have unfolded since August 2007.   
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Using the CMBS market as a proxy for the state of the broader credit markets, especially as it relates 
to real estate, I have included a historical view of AA and BBB spreads dating back through January 
1995 up through January 2008.  As shown, the “up-leg” in spreads that began in early 2007 
accelerated in 4Q/2007 and continued into January of 2008.  The widening in spreads has effectively 
shut down the CMBS market.  In fact, there have been no new CMBS originations since October 
2007.   
 
As a result of the dramatic rise in spread levels, numerous banks are holding CMBS paper on their 
books, unable to “clear” the CMBS securities in the open market without taking substantial losses.  
The more recent decline in Treasury rates coupled with the Feds more aggressive posture at the 
short-end of the curve should expedite a clearing of this backlog of CMBS paper on the books, 
allowing for fresh issuances to emerge later in the year (one REIT executive indicates that banks were 
holding upwards of $50 billion in CMBS paper on their books as of early January 2008).  Until these 
securities are purchased, however, this major source of debt funding for commercial real estate 
properties will effectively be unavailable.  Traditional bank lending with relatively conservative 
underwriting standards and more expensive cost of capital will likely be the only option for many 
leveraged buyer.   
 

 
 
I would opine that the more recent run-up in spreads has more to do with the uncertainty surrounding 
specific issuances, especially for those issued in 2006 and 2007, versus underlying fundamentals in 
the real estate market.  Further, high quality assets with excellent locational attributes can still access 
reasonably priced debt, albeit at higher spreads than were available just 12-months ago.  With the 
substantial decline in longer term Treasuries, nominal borrowing costs for high quality assets have 
been impacted only slightly.    
 



INCOME CAPITALIZATION APPROACH 
 

 153

Comparable Sales 
 
In terms of yield rates on comparable sales, this appraiser has gathered several comparable 
apartment sales that have taken place in the Washington, D.C. metro area.  In addition to the 
“primary” sales gathered, this appraiser has also gathered several “supplemental” sales for purposes 
of data abstraction.  Obtaining yield rate data on commercial real estate transactions is often 
challenging since this data is typically closely guarded by buyers and sellers and subject to significant 
swings based upon underlying cash flow assumptions.  As depicted in the chart, yield rate data was 
only available for two of the supplemental sales.  These sales are summarized in the following chart. 
 

Sale # Project Location Age Style Date Sale Price # Units $/Unit $/SF
Cap Rate 

(Ro) *
Terminal 
Cap (Rt)

Yield 
Rate 
(Yo) 10-Yr T'Bills Ro Spread Yo Spread

Contract #1 The Monterey N Bethesda, MD 1967 Hi-Rise Mar-08 $97,000,000 432 $224,537 $224 N/A N/A N/A 3.74% N/A N/A
Contract #2 Circle Towers Fairfax, VA 1973 Hi-Rise Mar-08 $137,630,000 606 $227,112 $227 5.15% N/A N/A 3.74% -1.41% N/A
Contract #3 Grosvenor Tower N Bethesda, MD 1988 Hi-Rise Jan-08 $86,500,000 237 $364,979 $344 4.80% N/A N/A 3.74% -1.06% N/A

Sale #1 The Bennington Arlington, VA 1980 Hi-Rise Dec-07 $93,619,905 348 $269,023 $337 4.95% N/A N/A 4.10% -0.85% N/A
Sale #2 Crystal Square Arlington, VA 1974/75 Hi-Rise Dec-07 $122,657,095 378 $324,490 $301 5.00% N/A N/A 4.10% -0.90% N/A
Sale #3 The Wellington Arlington, VA 1960/61 Mid-rise Aug-07 $125,000,000 711 $175,809 $208 5.73% N/A N/A 4.67% -1.06% N/A
Sale #4 The Chase @ Bethesda Bethesda, MD 1989 Mid-rise Mar-07 $50,020,000 122 $410,000 $488 5.14% N/A N/A 4.56% -0.58% N/A

$285,136 $304 5.13% 4.09% -0.98%

Sale # Project Location Date Sale Price # Units $/Unit $/SF
Cap Rate 

(Ro) *
Terminal 
Cap (Rt)

Yield 
Rate 
(Yo) 10-Yr T'Bills Ro Spread Yo Spread

Sale #1 Pearson Square Falls Church, VA 2007 Mid-rise Jan-08 $100,830,000 215 $468,977 $399 5.80% N/A N/A 3.74% -2.06% N/A
Sale #2 Pentagon City Apartment Arlington, VA 2008 Hi-Rise Sep-07 $198,250,000 399 $496,867 $487 N/A N/A N/A 4.52% N/A N/A
Sale #3 lO Piaza Arlington, VA 2006 Hi-Rise Sep-07 $99,500,000 244 $407,787 $412 5.20% N/A N/A 4.52% -0.68% N/A
Sale #4 Andover House (Under groundlease) Washington, DC 2005/06 Hi-Rise Apr-07 $65,580,000 171 $383,509 $448 4.40% N/A N/A 4.69% 0.29% N/A
Sale #5 Joule Arlington, VA 2006 Mid-Rise Feb-07 $43,000,000 87 $494,253 N/A N/A N/A N/A 4.72% N/A N/A
Sale #6 The Crescent @ Fells Point Baltimore, MD 2006 Hi-Rise Feb-07 $108,000,000 252 $428,571 $341 N/A N/A 7.30% 4.72% N/A -2.58%
Sale #7 Halstead Tower Alexandria, VA 2006 Hi-Rise Jan-07 $76,000,000 173 $439,306 N/A N/A N/A 7.20% 4.76% N/A -2.44%
Sale #8 Metropolitan @ Reston Town Center (95% int.) Reston, VA 2006 Hi-Rise Nov-06 $119,500,000 288 $414,931 N/A N/A N/A N/A 4.60% N/A N/A
Sale #9 Jefferson at Logan Circle (Partnership transfer - adjusted to 100%) Washington, DC 2006 Hi-Rise Sep-06 $113,500,000 292 $388,699 $456 5.40% N/A N/A 4.72% -0.68% N/A
Sale #10 The Prime (Meridian III @ Courthouse Commons) Arlington, VA 2002 Hi-Rise Sep-06 $96,000,000 256 $375,000 $411 5.00% N/A N/A 4.72% -0.28% N/A
Sale #11 2400 M Street Washington, DC 2005/06 Hi-Rise Apr-06 $172,320,000 359 $480,000 N/A N/A N/A N/A 4.99% N/A N/A

$434,354 $422 5.16% 7.25% 4.61% -0.68% -2.51%Average

Supplemental Sales

* Reported "going-in" cap rates are on a stabilized basis, after reserves.

SUMMARY OF APARTMENT SALES

Primary Sales 

Average

 
 
As the prior chart indicates, the sales with data available exhibited yield rates ranging from 7.2% to 
7.3%.  Please note that both of these supplemental sales are located in inferior locations compared to 
the subject (Baltimore and Alexandria Virginia not near Metro) and both projects are newly 
constructed with virtually zero occupancy at the time of purchase.  Based upon the additional risk of 
an inferior location as well as the risk involved in absorbing a vacant building, these yield rates can 
conceivably be moved downward by 50-100 basis points (6.25% to 6.75%).   
 
A spread analysis between the 10-year T-Bill and the yield rates indicate an approximate 250 BP 
spread.  Given the recent “credit crunch” in the financial markets, upward pressure has pushed 
spreads up to 275 BP – 350 BP.  As depicted in the chart, the current 10-year T-Bill rate is 3.74%.  
Thus, applying a spread of 275-350 BP yields a rate range of 6.49% to 7.24%. 
 
The “going-in” capitalization rates on the primary sales ranged from 4.8% to 5.73%, with an average 
of around 5.13%.  This represents a relatively narrow range especially if the outlier (sale #3) is 
excluded.  Based upon my previous “implied appreciation” spread analysis, I determined that a 
current spread of 210 basis points exists.  Applying this spread to the cap rate range yields a discount 
rate of 6.9% to 7.83%. 
 
Taking the surveys, sales comparables, and spread analysis into consideration, as well as the recent 
DC Metro area trends, this appraiser considers a yield rate of 6.5% to 7.00% to be appropriate for the 
subject property given it’s close-in location to DC, it’s ease of access to Metro, high-end retail, and 
employment centers, and the overall positive demographic features of the local area (i.e. increasing 
household income levels, high percentage of renters, etc.).  
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Taking all these factors into consideration, I am of the opinion that a yield rate of 6.50% is appropriate 
for the subject property.   
 
Terminal Capitalization Rates and “Going-In” Cap Rates 
 
In terms of investor surveys, the RERC 4Q/07 Survey exhibited “going-in” cap rates for the DC Metro 
area averaged 5.8%, while ranging from 5.0-8.0% with an average of 6.5% for first-tier apartment 
properties in the East.  In terms of terminal cap rates, first-tier apartment properties in the DC Metro 
area averaged 7.1%, up substantially from the 3Q/07 average of 5.7%.  The East Region exhibited 
terminal cap rates ranging from 6.0-8.8%, with an average of 7.3%.  Again, as was the case with yield 
rates, this appraiser considers the RERC survey to be slightly “out of touch” with current market 
conditions in the Washington, DC Metro Area.  Buyers continue to be aggressive despite lower 
returns due to low underlying interest rates, little threat of increased rates, and few investment options 
(due to relative weakness of stock market).   
 
As shown in the comparable sale summary tables for apartment buildings on the prior pages, initial 
“going-in” cap rates on the primary sales ranged from 4.8% to 5.73%, with a central tendency toward 
5%.  A large amount of downward pressure was being placed on cap rates in 2004-2005 due to the 
tremendous amount of properties being purchased as condo conversions, as the condo converters 
could afford to pay more for a property than an apartment operator.  As a result, capitalization rates 
on condo conversions were regularly sub 5%. 
 
Even though condo converters are “out of the market”, demand for apartments units continues.  This 
is a combination of: 
 

1) Lack of product; 
2) Asset category (wary investors are switching from office); 
3) Improved apt rent levels (due to improved fundamentals); 
4) Spiking construction costs. 

 
I would comment that cap rates are predicted to remain low for the immediate future, as very few 
investment options exist that can provide acceptable returns.  Currently, Washington, DC Metro Area 
represents the “hottest” real estate market in the country as investors feverously attempt to invest 
dollars in the “recession-proof” market.  The high demand for quality real estate within the metro 
market has resulted in virtual bidding wars that have driven prices up and lowered cap rates to 
extremely low levels.   
 
It would appear that cap/yield rates are now more “supply/demand” (of capital) driven than has been 
the case in many years.  Demand does not appear to be waning at present, and will take some time 
to cool down if conditions further deteriorate from 8/07 capital market woes.    
 
The good news is pricing and cap/yield rates appear to be “sustainable” at low levels for the near-
tem.  This appraiser would NOT expect “buy rates” to increase in the same proportion as underlying 
interest rates if they move upward in coming months.  In the meanwhile, interest rates are expected 
to go lower due to recessionary pressures.  The best news is that real estate really has shown it has 
the capacity to perform at exceptional levels.  This, by itself, will continue to attract more institutional 
capital on a long-term basis, which will further help create “sustainability”.  
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To derive a Cap Spread more appropriate for the subject, we focus on income returns (as a proxy for 
cap rates) for high-rise apartment complexes in the Washington D.C. MSA included in the NCREIF 
Property Index.  The table below provides the historical relationship between these income returns 
(annualized) and the average yield on the U.S. 10-yr. bond.  The 1-year, 3-year, 5-year and 10-year 
average spread indicated in the table is -8, 78, 142, and 218 basis points, respectively.  The appraiser 
notes the steady downward trend based on the 3- and 5-year data and the more significant drop in 
spreads realized over the 1-year and 3-year horizon.    
 

ALL HI RISE 
APARTMENTS US

ALL HI RISE 
APARTMENTS      

DC METRO 

ALL APARTMENTS    
DC METRO (2) 

ANNUALIZED INCOME 
RETURN 4th Q 2007 - 

PRIOR QUARTER 10-YR 
TREASURY RATE

-1.09% -1.29% -1.01%

1 YR -0.48% -0.08% -0.05%

3 YR 0.43% 0.78% 0.86%

5 YR 0.97% 1.42% 1.52%

10 YR 1.69% 2.18% 2.28%

HISTORICAL NACREIF INCOME RETURN SPREAD OVER 10-YEAR TREASURY (1)

(1) TRAILING 12-MONTH INCOME RETURNS - AVERAGE 10-YR TREASURY LAGGED 3-months

SOURCE: NACREIF

As Of December 31, 2007

PROPERTY TYPE & LOCATION

(2) INCLUDES GARDEN, LOW RISE and HI RISE PROJECTS.

TIME 
FRAME 

 
 
The yield to maturity on the U.S. 10-year Treasury Bond was roughly 3.74% as of January 2008.   
 
Based on the “going-in” cap rates exhibited by the comparable sales along with a spread of about 100 
basis points exhibited between “going-in” and terminal cap rates in the RERC report and the current 
age of the subject property, this appraiser is of the opinion that an appropriate terminal cap rate for 
the subject property is 6.25%.  
 
Cost of Sale 
 
A 3.0% cost of sale factor has been deducted from the gross sale price at reversion cover the 
anticipated cost of brokerage sales commissions, transfer taxes, legal, accounting and other closing 
costs.  This figure is based upon information gathered from interviews with several knowledgeable 
market participants in the subject’s competitive submarket.   
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“As Is” Market Value Conclusion Via Discounted Cash Flow 
 
I have chosen discount rates and terminal capitalization rates considered most appropriate for the 
subject property taking into account local market conditions, current investments trends, and 
acceptable financial indicators.  The results of the cash flow projections, along with the 
aforementioned rates of return discussed previously are shown on the discounted cash flow summary 
on the following page.  As shown, discounting the projected 10-year net cash flow and reversion of 
projected Year 11 NOI at the end of this holding period at the estimated discount rate of 6.50% indicates 
the following “As Is” value estimate via the Income Capitalization Approach: 
 
“As Is” Market Value Conclusion   $168,500,000 ($329,700/unit or $226/SF-NRA) 
Via Discounted Cash Flow 
 
Note on Reversion:  The reversion price of the property (i.e., sale in year 10) is estimated at 
approximately $185,800,000±, which is roughly 10% higher than the market value of the property on a 
current basis via the discounted cash flow model.  Given the substantial price increases in the past 2-
3 years alone (25-30%), this is not an unreasonable price.  In addition, the present value of the 
reversionary component is roughly 58.7% of the total present value of the property.  This is a fairly 
typical ratio of reversion value vs. value attributable to prospective cash flow on a 10-year hold on the 
past 2 years which is higher than the previous norm of around 50% / 50%).   
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Schedule Of Prospective Cash Flow
In Inflated Dollars for the Fiscal Year Beginning 1/1/2008

       Year  1        Year  2        Year  3        Year  4        Year  5        Year  6        Year  7        Year  8        Year  9
For the Years Ending                   Dec-2008       Dec-2009       Dec-2010       Dec-2011       Dec-2012       Dec-2013       Dec-2014       Dec-2015       Dec-2016

Operating Ratios                 
  Total Number of Units                     511            511            511            511            511            511            511            511            511 
  Average Occupancy                     100.00%        100.00%        100.00%        100.00%        100.00%        100.00%        100.00%        100.00%        100.00% 
  Avg Monthly Rent per Occ Area            1.71           1.90           1.96           2.02           2.08           2.14           2.20           2.27           2.34 
  Avg Monthly Rent per Occ Unit        2,418.24       2,691.55       2,772.29       2,855.46       2,941.12       3,029.36       3,120.24       3,213.85       3,310.26 
  Expense Ratio to Operating Inc         47.64%         44.80%         45.00%         45.42%         45.80%         46.16%         46.16%         46.16%         46.16% 
  Expenses per Unit Area                  10.14          10.55          10.91          11.34          11.78          12.23          12.60          12.97          13.36 
  Expenses per Unit                   14,364.03      14,937.94      15,456.03      16,067.28      16,689.03      17,323.62      17,843.33      18,378.63      18,929.99 

Potential Gross Revenue          
  Potential Market Rent             $16,460,040    $16,953,841    $17,462,456    $17,986,330    $18,525,920    $19,081,698    $19,654,149    $20,243,773    $20,851,086 
  Loss to Lease                      (1,512,360)       (325,665)       (335,433)       (345,496)       (355,863)       (366,539)       (377,533)       (388,861)       (400,528)

  Potential Rental Revenue           14,947,680     16,628,176     17,127,023     17,640,834     18,170,057     18,715,159     19,276,616     19,854,912     20,450,558 
  Base Rent Abatements                 (119,056)       (123,621)       (127,331)       (131,152)       (135,084)       (139,138)       (143,312)       (147,611)       (152,038)

  Scheduled Base Rental Revenue      14,828,624     16,504,555     16,999,692     17,509,682     18,034,973     18,576,021     19,133,304     19,707,301     20,298,520 
  Commercial Rent Income                559,364        576,145        593,429        611,232        629,569        648,456        667,910        687,947        708,586 
  Garage Parking Income                 610,000        628,300        647,149        666,563        686,560        707,157        728,372        750,223        772,730 
  Other Income                          221,000        227,630        234,459        241,493        248,737        256,200        263,886        271,802        279,956 

Total Potential Gross Revenue        16,218,988     17,936,630     18,474,729     19,028,970     19,599,839     20,187,834     20,793,472     21,417,273     22,059,792 
  General Vacancy                      (648,760)       (717,465)       (738,989)       (761,159)       (783,994)       (807,513)       (831,739)       (856,691)       (882,392)
  Collection Loss                      (162,190)       (179,366)       (184,747)       (190,290)       (195,998)       (201,878)       (207,935)       (214,173)       (220,598)

Effective Gross Revenue              15,408,038     17,039,799     17,550,993     18,077,521     18,619,847     19,178,443     19,753,798     20,346,409     20,956,802 

Operating Expenses               
  Real Estate Tax                     1,220,779      1,295,385      1,369,991      1,486,499      1,602,496      1,719,004      1,770,574      1,823,691      1,878,402 
  Insurance                             480,000        494,400        509,232        524,509        540,244        556,452        573,145        590,339        608,050 
  Management Fee                        462,241        511,194        526,530        542,326        558,595        575,353        592,614        610,392        628,704 
  Payroll / Contract Svcs.            1,750,000      1,802,500      1,856,575      1,912,272      1,969,640      2,028,730      2,089,592      2,152,279      2,216,848 
  Maintenance & Repairs               1,690,000      1,740,700      1,792,921      1,846,709      1,902,110      1,959,173      2,017,948      2,078,487      2,140,841 
  Utilities                           1,350,000      1,390,500      1,432,215      1,475,181      1,519,437      1,565,020      1,611,971      1,660,330      1,710,140 
  Admin/Others                          387,000        398,610        410,568        422,885        435,572        448,639        462,098        475,961        490,240 

Total Operating Expenses              7,340,020      7,633,289      7,898,032      8,210,381      8,528,094      8,852,371      9,117,942      9,391,479      9,673,225 

Net Operating Income                  8,068,018      9,406,510      9,652,961      9,867,140     10,091,753     10,326,072     10,635,856     10,954,930     11,283,577 

Leasing & Capital Costs
  Reserves                              306,600        315,798        325,272        335,030        345,081        355,433        366,096        377,079        388,392 

Total Leasing & Capital Costs           306,600        315,798        325,272        335,030        345,081        355,433        366,096        377,079        388,392 

Cash Flow Before Debt Service        $7,761,418     $9,090,712     $9,327,689     $9,532,110     $9,746,672     $9,970,639    $10,269,760    $10,577,851    $10,895,185 
& Taxes                           =============  =============  =============  =============  =============  =============  =============  =============  =============
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Schedule Of Prospective Cash Flow
In Inflated Dollars for the Fiscal Year Beginning 1/1/2008

       Year 10        Year 11
For the Years Ending                   Dec-2017       Dec-2018

Operating Ratios                 
  Total Number of Units                     511            511 
  Average Occupancy                     100.00%        100.00% 
  Avg Monthly Rent per Occ Area            2.41           2.48 
  Avg Monthly Rent per Occ Unit        3,409.57       3,511.86 
  Expense Ratio to Operating Inc         46.16%         46.16% 
  Expenses per Unit Area                  13.76          14.18 
  Expenses per Unit                   19,497.89      20,082.83 

Potential Gross Revenue          
  Potential Market Rent             $21,476,619    $22,120,917 
  Loss to Lease                        (412,542)       (424,916)

  Potential Rental Revenue           21,064,077     21,696,001 
  Base Rent Abatements                 (156,599)       (161,299)

  Scheduled Base Rental Revenue      20,907,478     21,534,702 
  Commercial Rent Income                729,843        751,738 
  Garage Parking Income                 795,912        819,789 
  Other Income                          288,355        297,006 

Total Potential Gross Revenue        22,721,588     23,403,235 
  General Vacancy                      (908,864)       (936,129)
  Collection Loss                      (227,216)       (234,032)

Effective Gross Revenue              21,585,508     22,233,074 

Operating Expenses               
  Real Estate Tax                     1,934,754      1,992,797 
  Insurance                             626,291        645,080 
  Management Fee                        647,565        666,992 
  Payroll / Contract Svcs.            2,283,353      2,351,854 
  Maintenance & Repairs               2,205,067      2,271,219 
  Utilities                           1,761,444      1,814,287 
  Admin/Others                          504,947        520,096 

Total Operating Expenses              9,963,421     10,262,325 

Net Operating Income                 11,622,087     11,970,749 

Leasing & Capital Costs
  Reserves                              400,043        412,045 

Total Leasing & Capital Costs           400,043        412,045 

Cash Flow Before Debt Service       $11,222,044    $11,558,704 
& Taxes                           =============  =============
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Schedule Of Sources & Uses Of Capital
Equity is Based on Property Value, Leverage and Operating Requirements

       Year  1        Year  2        Year  3        Year  4        Year  5        Year  6        Year  7        Year  8        Year  9
For the Years Ending                   Dec-2008       Dec-2009       Dec-2010       Dec-2011       Dec-2012       Dec-2013       Dec-2014       Dec-2015       Dec-2016

Sources Of Capital               
  Net Operating Gains                $8,068,018     $9,406,510     $9,652,961     $9,867,140    $10,091,753    $10,326,072    $10,635,856    $10,954,930    $11,283,577 
  Initial Equity Contribution       168,514,071 
  Net Proceeds from Sale         

Total Sources Of Capital           $176,582,089     $9,406,510     $9,652,961     $9,867,140    $10,091,753    $10,326,072    $10,635,856    $10,954,930    $11,283,577 
 =============  =============  =============  =============  =============  =============  =============  =============  =============

Uses Of Capital                  
  Property Present Value           $168,514,071 
  Capital Costs & Reserves              306,600        315,798        325,272        335,030        345,081        355,433        366,096        377,079        388,392 

Defined Uses Of Capital             168,820,671        315,798        325,272        335,030        345,081        355,433        366,096        377,079        388,392 

Cash Flow Distributions               7,761,418      9,090,712      9,327,689      9,532,110      9,746,672      9,970,639     10,269,760     10,577,851     10,895,185 

Total Uses Of Capital              $176,582,089     $9,406,510     $9,652,961     $9,867,140    $10,091,753    $10,326,072    $10,635,856    $10,954,930    $11,283,577 
 =============  =============  =============  =============  =============  =============  =============  =============  =============

Unleveraged Cash On Cash Return  
  Cash to Purchase Price                  4.61%          5.39%          5.54%          5.66%          5.78%          5.92%          6.09%          6.28%          6.47% 
  NOI to Book Value                       4.78%          5.56%          5.70%          5.81%          5.93%          6.06%          6.22%          6.40%          6.57% 
  Cash to Purchase Price & Costs          4.61%          5.39%          5.54%          5.66%          5.78%          5.92%          6.09%          6.28%          6.47% 
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Schedule Of Sources & Uses Of Capital
Equity is Based on Property Value, Leverage and Operating Requirements

       Year 10
For the Years Ending                   Dec-2017

Sources Of Capital               
  Net Operating Gains               $11,622,087 
  Initial Equity Contribution    
  Net Proceeds from Sale            185,786,024 

Total Sources Of Capital           $197,408,111 
 =============

Uses Of Capital                  
  Property Present Value         
  Capital Costs & Reserves              400,043 

Defined Uses Of Capital                 400,043 

Cash Flow Distributions             197,008,068 

Total Uses Of Capital              $197,408,111 
 =============

Unleveraged Cash On Cash Return  
  Cash to Purchase Price                  6.66% 
  NOI to Book Value                       6.76% 
  Cash to Purchase Price & Costs          6.66% 
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Prospective Property Resale

       Year  1        Year  2        Year  3        Year  4        Year  5        Year  6        Year  7        Year  8        Year  9
For the Years Ending                   Dec-2008       Dec-2009       Dec-2010       Dec-2011       Dec-2012       Dec-2013       Dec-2014       Dec-2015       Dec-2016

Resale Amount                    
  Gross Proceeds from Sale         $150,504,160   $154,447,376   $157,874,240   $161,468,048   $165,217,152   $170,173,696   $175,278,880   $180,537,232   $185,953,392 
  Commissions & Adjustments          (4,515,125)     (4,633,421)     (4,736,227)     (4,844,041)     (4,956,515)     (5,105,211)     (5,258,366)     (5,416,117)     (5,578,602)

Net Proceeds From Sale              145,989,035    149,813,955    153,138,013    156,624,007    160,260,637    165,068,485    170,020,514    175,121,115    180,374,790 
 =============  =============  =============  =============  =============  =============  =============  =============  =============
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Prospective Property Resale

       Year 10
For the Years Ending                   Dec-2017

Resale Amount                    
  Gross Proceeds from Sale         $191,531,984 
  Commissions & Adjustments          (5,745,960)

Net Proceeds From Sale              185,786,024 
 =============
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Prospective Present Value
Cash Flow Before Debt Service plus Property Resale

Discounted Annually (Endpoint on Cash Flow & Resale) over a 10-Year Period

For the                    P.V. of        P.V. of        P.V. of        P.V. of        P.V. of 
Analysis      Year                      Annual       Cash Flow      Cash Flow      Cash Flow      Cash Flow      Cash Flow
 Period      Ending                   Cash Flow       @  6.00%       @  6.25%       @  6.50%       @  6.75%       @  7.00%

  Year  1   Dec-2008                 $7,761,418     $7,322,092     $7,304,864     $7,287,716     $7,270,649     $7,253,662 
  Year  2   Dec-2009                  9,090,712      8,090,702      8,052,672      8,014,911      7,977,414      7,940,180 
  Year  3   Dec-2010                  9,327,689      7,831,707      7,776,555      7,721,919      7,667,794      7,614,172 
  Year  4   Dec-2011                  9,532,110      7,550,324      7,479,513      7,409,529      7,340,362      7,272,001 
  Year  5   Dec-2012                  9,746,672      7,283,281      7,197,997      7,113,909      7,030,998      6,949,243 
  Year  6   Dec-2013                  9,970,639      7,028,907      6,930,257      6,833,219      6,737,762      6,643,858 
  Year  7   Dec-2014                 10,269,760      6,829,977      6,718,274      6,608,655      6,501,074      6,395,490 
  Year  8   Dec-2015                 10,577,851      6,636,674      6,512,773      6,391,467      6,272,698      6,156,406 
  Year  9   Dec-2016                 10,895,185      6,448,843      6,313,558      6,181,419      6,052,345      5,926,258 
  Year 10   Dec-2017                 11,222,044      6,266,331      6,120,439      5,978,275      5,839,734      5,704,718 

  Total Cash Flow                    98,394,080     71,288,838     70,406,902     69,541,019     68,690,830     67,855,988 
  Property Resale @ 6.25% Cap       185,786,024    103,741,945    101,326,643     98,973,052     96,679,457     94,444,194 

  Total Property Present Value     $175,030,783   $171,733,545   $168,514,071   $165,370,287   $162,300,182 
 =============  =============  =============  =============  =============

  
  Rounded to Thousands             $175,031,000   $171,734,000   $168,514,000   $165,370,000   $162,300,000 

 =============  =============  =============  =============  =============
  
  Per Unit                              342,526        336,073        329,773        323,621        317,613 

Percentage Value Distribution    

  Prospective Income                     40.73%         41.00%         41.27%         41.54%         41.81% 
  Prospective Property Resale            59.27%         59.00%         58.73%         58.46%         58.19% 

 =============  =============  =============  =============  =============
       100.00%        100.00%        100.00%        100.00%        100.00% 
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Property Summary Report

Timing & Inflation
    Reporting Period:               January 1, 2008 to December 31, 2017; 10 years
    Inflation Month:                Analysis Start
    General Inflation Rate:         3.00%                                                                                                                                                 
    
Property Size & Occupancy
    Property Size:                  511 Units
    Alternate Size:                 745,351 Square Feet
    Number of unit types:           7
    Total Occupied Area:            511 individual units, 100.00%, during first month of analysis
    
General Vacancy
    Method:                         Percent of Potential Gross Revenue      
    Rate:                           4.00%
    
Credit & Collection Loss
    Method:                         Percent of Potential Gross Revenue      
    Rate:                           1.00%
    
Property Purchase & Resale
    Purchase Price:                 -
    Resale Method:                  Capitalize Net Operating Income
    Cap Rate:                       6.25%
    Cap Year:                       Year 11
    Commission/Closing Cost:        $5,745,960
    Net Cash Flow from Sale:        $185,786,024
    
Present Value Discounting
    Discount Method:                Annually (Endpoint on Cash Flow & Resale)
    Unleveraged Discount Rate:      6.50%
    Unleveraged Present Value:      $168,514,071 at 6.50%
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Input Assumptions

Property Description
  Name:                       The Irene Apartments
  Address:                    4701 Willard Avenue
  Address2:                   
  City:                       Chevy Chase
  State:                      MD
  Zip:                        20815
  Country:                    
  Portfolio:                  
  Property Type:              Apartment
  Property Reference:         
  Property Version:           

Property Timing                   
Analysis Start Date:              1/08
Reporting Start Date:             1/08
Years to Report or End Date:      10

Area Measures                                               
                                                            

Label                                           Area        

Property Size                                    511 Units  
Alt. Prop. Size                              745,351 SqFt   

General Inflation          
  Inflation Month:         Analysis Start
  Inflation Rate:          3

Miscellaneous Revenues

Name                                     Acct Code       Actuals      Budgeted    Units       Area                            Frequency      % Fixed     Inflation    Ref Acct    Notes     

Commercial Rent Income                   559,364    $Amount     /Year              100    
Garage Parking Income                    610,000    $Amount     /Year                0    
Other Income                             221,000    $Amount     /Year                0    

Apartment Operating Expenses

Name                                     Acct Code       Actuals      Budgeted    Units       Area                            Frequency      % Fixed     Inflation    Ref Acct    Notes     

Real Estate Tax                           Detail    $/Area      Property Size                        100    
Insurance                                480,000    $Amount     /Year              100    
Management Fee                                 3    % of EGR    
Payroll / Contract Svcs.               1,750,000    $Amount     /Year               75    
Maintenance & Repairs                  1,690,000    $Amount     /Year              100    
Utilities                              1,350,000    $Amount     /Year              110    
Admin/Others                             387,000    $Amount     /Year              100    

(continued on next page)
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Input Assumptions
(continued from previous page)

Detail Of Real Estate Tax                                                                                                                                                 
                                                                                                                                                                          

   Dec-2008    Dec-2009    Dec-2010    Dec-2011    Dec-2012    Dec-2013    Dec-2014    Dec-2015    Dec-2016    Dec-2017    Dec-2018    Dec-2019    Dec-2020

   January         199.08      211.25      223.42      242.42      261.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33
   February        199.08      211.25      223.42      242.42      261.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33
   March           199.09      211.25      223.41      242.41      261.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33
   April           199.08      211.25      223.42      242.42      261.34      280.34      280.34      280.34      280.34      280.34      280.34      280.34      280.34
   May             199.08      211.25      223.42      242.42      261.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33
   June            199.09      211.25      223.41      242.41      261.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33
   July            199.08      211.25      223.42      242.42      261.34      280.34      280.34      280.34      280.34      280.34      280.34      280.34      280.34
   August          199.08      211.25      223.42      242.42      261.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33
   September       199.09      211.25      223.41      242.41      261.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33
   October         199.08      211.25      223.42      242.42      261.34      280.34      280.34      280.34      280.34      280.34      280.34      280.34      280.34
   November        199.08      211.25      223.42      242.42      261.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33      280.33
   December        199.09      211.25      223.41      242.41      261.34      280.34      280.34      280.34      280.34      280.34      280.34      280.34      280.34

Annual Total      2389.00     2535.00     2681.00     2909.00     3136.00     3364.00     3364.00     3364.00     3364.00     3364.00     3364.00     3364.00     3364.00
Inflation          0.0000      0.0000      0.0000      0.0000      0.0000
Inflated Total     2389.00     2535.00     2681.00     2909.00     3136.00     3364.00     3464.92     3568.87     3675.93     3786.21     3899.80     4016.79     4137.30

Capital Expenditures

Name                                     Acct Code       Actuals      Budgeted    Units       Area                            Frequency      % Fixed     Inflation    Ref Acct    Notes     

Reserves                                     600    $/Area      Property Size                   /Year              100    

General Vacancy
  Method:                 Percent of Potential Gross Revenue
  Primary Rate:           4

  Percent Based on Revenue Minus Absorption and Turnover Vacancy: No
  Reduce General Vacancy Result by Absorption & Turnover Vacancy: Yes

Credit & Collection Loss
  Method:                 Percent of Potential Gross Revenue
  Primary Rate:           1

Apartment Rent Schedule

Unit Type Description          Unit    Total  Current        Current  Current  Current  Market         Maximum   Mos to    Begin     Prep Costs    Lease Costs  
No.     Size    Units     Rent     Abatements     Term   Occup.  Leasing         Occup.   Absorb   Absorb  

  1  Studio                          819       44    1,294        8       43  Studio              44  
  2  1BR                           1,072      127    1,713        8      125  1BR                127  
  3  2BR                           1,502      263    2,450        8      261  2BR                263  
  4  3BR                           2,059       74    3,435        8       74  3BR            
  5  Unit 417                      1,057        1    2,091        6  Unit 417-1BR   
  6  Unit 1603                     2,170        1    3,500        1  Unit 1603-3BR  
  7  Unit 1623                     1,057        1    2,202        9  Unit 1623-1BR  

Unit Type Description          Abatements       Security   Absorb  
No.        Deposit     Term  

  1  Studio                           12  

(continued on next page)
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Input Assumptions
(continued from previous page)

Apartment Rent Schedule

Unit Type Description          Abatements       Security   Absorb  
No.        Deposit     Term  

  2  1BR                              12  
  3  2BR                              12  
  4  3BR                         
  5  Unit 417                    
  6  Unit 1603                   
  7  Unit 1623                   

Market Leasing Assumptions

Leasing Assumptions Category: Studio                        

                      New Market                      Renewal Mkt                  Unit of Measure
    Renewal Probability                               65                          Percent
    Market Rent                                1,470.00                        $/Unit/Mo
    Months Vacant                                  0.25                                0                           Months
    Preparation Costs                              0.00                           $/Unit
    Leasing Costs                                     0                          Percent
    Rent Abatements                                0.25                                0                           Months
    Security Deposit                               None                             None

Non-Weighted Items     
    Term Lengths                                     12                           Months

Leasing Assumptions Category: 1BR                           

                      New Market                      Renewal Mkt                  Unit of Measure
    Renewal Probability                               65                          Percent
    Market Rent                                1,850.00                        $/Unit/Mo
    Months Vacant                                  0.25                                0                           Months
    Preparation Costs                              0.00                           $/Unit
    Leasing Costs                                     0                          Percent
    Rent Abatements                                0.25                                0                           Months
    Security Deposit                               None                             None

Non-Weighted Items     
    Term Lengths                                     12                           Months

(continued on next page)
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Input Assumptions
(continued from previous page)

Leasing Assumptions Category: 2BR                           

                      New Market                      Renewal Mkt                  Unit of Measure
    Renewal Probability                               65                          Percent
    Market Rent                                2,930.00                        $/Unit/Mo
    Months Vacant                                  0.25                                0                           Months
    Preparation Costs                              0.00                           $/Unit
    Leasing Costs                                     0                          Percent
    Rent Abatements                                0.25                                0                           Months
    Security Deposit                               None                             None

Non-Weighted Items     
    Term Lengths                                     12                           Months

Leasing Assumptions Category: 3BR                           

                      New Market                      Renewal Mkt                  Unit of Measure
    Renewal Probability                               65                          Percent
    Market Rent                                3,970.00                        $/Unit/Mo
    Months Vacant                                  0.25                                0                           Months
    Preparation Costs                              0.00                           $/Unit
    Leasing Costs                                     0                          Percent
    Rent Abatements                                0.25                                0                           Months
    Security Deposit                               None                             None

Non-Weighted Items     
    Term Lengths                                     12                           Months

Leasing Assumptions Category: Unit 417-1BR                  

                      New Market                      Renewal Mkt                  Unit of Measure
    Renewal Probability                               65                          Percent
    Market Rent                                1,850.00                        $/Unit/Mo
    Months Vacant                                  0.25                                0                           Months
    Preparation Costs                              0.00                           $/Unit
    Leasing Costs                                     0                          Percent
    Rent Abatements                                0.25                                0                           Months
    Security Deposit                               None                             None

Non-Weighted Items     
    Term Lengths                                     12                           Months

(continued on next page)
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Input Assumptions
(continued from previous page)

Leasing Assumptions Category: Unit 1603-3BR                 

                      New Market                      Renewal Mkt                  Unit of Measure
    Renewal Probability                               65                          Percent
    Market Rent                                3,970.00                        $/Unit/Mo
    Months Vacant                                  0.25                                0                           Months
    Preparation Costs                              0.00                           $/Unit
    Leasing Costs                                     0                          Percent
    Rent Abatements                                0.25                                0                           Months
    Security Deposit                               None                             None

Non-Weighted Items     
    Term Lengths                                     12                           Months

Leasing Assumptions Category: Unit 1623-1BR                 

                      New Market                      Renewal Mkt                  Unit of Measure
    Renewal Probability                               65                          Percent
    Market Rent                                1,850.00                        $/Unit/Mo
    Months Vacant                                  0.25                                0                           Months
    Preparation Costs                              0.00                           $/Unit
    Leasing Costs                                     0                          Percent
    Rent Abatements                                0.25                                0                           Months
    Security Deposit                               None                             None

Non-Weighted Items     
    Term Lengths                                     12                           Months

Property Resale                              
Option:                                      Capitalize Net Operating Income
Cap Rate:                                    6.25
Resale Adjustment(s):                        3
Apply Rate to following year income: Yes
Calculate Resale for All Years: Yes

Present Value Discounting
Primary Discount Rate: 6.5
Discount Rate Range
  Number of Rates:     5
  Increment:           0.25
Discount Method: Annually (Endpoint on Cash Flow & Resale)   
Advanced

Unleveraged Discount Range
Cash Flow Rate:        6.5
Resale Rate:           6.5

Leveraged Discount Range
Cash Flow Rate:        6.5
Resale Rate:           6.5
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Indicated “Going-In” Capitalization Rates Via DCF  
 
The indicated year one “going-in” capitalization rates for the subject property during the first several 
years of the cash flow are shown in the following chart: 

 

Year of Cash 
Flow

NOI (before 
reserves)

Going-in 
Cap Rate

NOI (after 
reserves)

Going-in 
Cap Rate

1 $8,068,018 4.79% $7,761,418 4.61%
2 $9,406,510 5.58% $9,090,712 5.40%
3 $9,652,961 5.73% $9,327,689 5.54%
4 $9,867,140 5.86% $9,532,110 5.66%

Average $9,248,657 5.49% $8,927,982 5.30%

Going-in Cap Rate Analysis From DCF

 
 
As the prior chart indicates, in year one, the “going-in” cap rate equates to 4.79% before reserves are 
deducted and 4.61% after reserves (based on value of $168,500,000 via DCF).  These indicated 
“going-in” cap rates for the subject are well within the range indicated by the most recent sales, which 
exhibited “going-in” cap rates in the 4.8%-5.73%% (most with similar reserve allowances due to the 
age/condition of the properties).  As such, it is deemed reasonable.  The average cap rate for years 1-
4 is 5.49% before reserves and 5.3% after reserves.         
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Direct Capitalization Method 
 
In addition to providing a market value estimate for the subject property using the discounted cash 
flow analysis, I applied a direct capitalization method…. In summary, direct capitalization is a method 
used to convert a single year's income estimate into a value indication in the income capitalization 
approach.  This conversion is accomplished in one step, by dividing the income estimate by an 
appropriate rate (the capitalization rate) or by multiplying by an appropriate income factor.  Direct 
capitalization is used primarily in cases where properties are operating at stabilized occupancy levels and 
when there is an ample supply of sales comparables with similar risk profiles, incomes, expenses, 
physical/locational features, and future expectations.    
 
In order to derive an appropriate cap rate for the subject, I relied primarily on the most recent sales 
activity in the subject’s marketplace.  As was discussed previously, the primary sales exhibited “going-
in” cap rates ranging from 4.80-5.73%, with a central tendency around 5%.   
 
Based on the foregoing, I would conclude that a “market-oriented” cap rate for the subject property 
would be around 4.8%.  As the chart on the following page indicates, the result of applying a “going-
in” cap rate of 4.8% to the projected NOI (after replacement reserves) is $167,484,896 or 
$327,759/unit.  Please note that given the fact that the subject property’s current contract rents are 
15-17% below market an investor would have to factor in increased rents (perhaps narrow the gap to 
6-8%) in the direct cap model in order to produce an accurate “stabilized market value indication.  As 
such, this appraiser has estimated that rental income is roughly 7.5% below market in the direct cap 
analysis. 
  
Based on the foregoing, I have concluded to an “As Is” market value estimate of $167,500,000 
($327,800/unit) for the subject property via the Direct Capitalization Method within the Income 
Capitalization Approach. 
 
Indicated “As Is” Market Value Estimate  $167,500,000 (+$327,800/unit or $225/SF-NRA) 
Via Direct Capitalization (rounded) 
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    DCF Year  1 Per Unit or %
For the Years Ending Dec-08

 __________

POTENTIAL GROSS REVENUE
  Potential Rental Revenue $15,225,537 $29,796
  Base Rent Abatements ($119,056) 0.78%

 __________  __________
  Scheduled Base Rental Revenue $15,106,481 $29,563
  Other Income $1,390,364 $2,721

 __________  __________
TOTAL POTENTIAL GROSS REVENUE $16,496,845 $32,283
  General Vacancy (3%) ($648,760) 4%
  Collection Loss (1%) ($162,190) 1%

 __________
EFFECTIVE GROSS REVENUE $15,685,895 $30,696

 __________  __________
OPERATING EXPENSES
  Real Estate/Other Taxes $1,220,779 $2,389
  Insurance $480,000 $939
  Management Fee (3%) $462,241 2.9%
  Payroll / Contract Services $1,750,000 $3,425
  Maintenance & Repairs $1,690,000 $3,307
  Utilities $1,350,000 $2,642
  Admin / Others $387,000 $757

TOTAL OPERATING EXPENSES $7,340,020 $14,364
 __________  __________

NET OPERATING INCOME $8,345,875 $16,332
 __________  __________

Annual Reserve Account $306,600 $600
 __________  __________

CASH FLOW after Reserves $8,039,275 $15,732
(NOI - Reserves)  ==========  ==========

Value = (NOI - Reserves)/Cap Rate 4.75% $167,484,896 $327,759
 __________  __________

Value $167,484,896 $327,759
Rounded Value $167,500,000 $327,800

Note: Per Unit values based on 511 residential dwelling units

Direct Capitalization Method
The Irene Apartments

 
 
Reconciled “As Is” Market Value Conclusion 
Via Income Capitalization Approach 
 
In reconciling to a market value conclusion via the Income Capitalization Approach, I have placed 
greater weight on the discounted cash flow method.  While many apartment buyers buy properties 
based primarily on a direct cap, most institutional investors, the likely purchaser of an asset like the 
subject site) generally report utilizing the DCF analysis because it enables them to examine the 
effects of rental increases as well as anticipated tax spikes.  Based on the foregoing, I have 
concluded to an “As Is” Market Value of $49,500,000 for the subject, which is essentially “splitting the 
difference” between the value conclusions via the direct capitalization and discounted cash flow 
methods.   
 
“As Is” Market Value Via Direct Capitalization: $167,500,000 ($327,800/unit or $225/SF-NRA) 
“As Is” Market Value Via Discounted Cash Flow: $168,500,000 ($329,700/unit or $226/SF-NRA) 
Reconciled “As Is” Market Value Conclusion: $168,500,000 ($329,700/unit or $226/SF-NRA) 
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Introduction 
 
The Sales Comparison (Market Data) Approach to Value is a process of comparing market data; that 
is, the price paid for similar properties, prices asked by owners, and offers made by prospective 
purchasers willing to buy, rent or lease.   
 
Market data is good evidence of value because it represents the actions of users and investors.  The 
Sales Comparison Approach is based on the principle of substitution, which states that a prudent 
person will not pay more to buy or rent a property than it will cost him to buy a comparable substitute 
property.  The Sales Comparison Approach recognizes that the typical buyer will compare asking 
prices and work through the most advantageous deal available.  In the Sales Comparison Approach, 
the appraisers are observers of the buyer's actions.  The buyer is comparing those properties which 
constitute the market for a given type and class.    
 
I have conducted an extensive search for comparable high-rise apartment complexes recently sold in 
the subject's marketplace.  Due to the limited number of sales in the subject’s immediate Suburban 
Maryland marketplace, I have extended my search into comparable areas of Northern Virginia where 
a number of recent sale transactions involving high-rise and mid-rise Class A/B apartment complexes 
that would be deemed somewhat similar to the subject have taken place.  Although some of these 
properties are newer than the subject (20-35 years old vs. 42± years old), these sales are considered 
the best available information concerning properties of the same type and class as the subject 
property. 
 
The following pages supply sale information and conclude with a value estimate deemed reasonable 
for the property being appraised.  Following a presentation of the comparable sales, the appraiser will 
analyze the sales and derive a value conclusion via the Sales Comparison Approach based upon a 
comparison of sale price per unit. 
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Contract #1 
 
Location: The Monterey 
 5901 Montrose Rd  
 North Bethesda, MD 20852 
 

 
 
Description: The Monterey complex consists of a 432-unit, 16-story hi-rise 

apartment project that was constructed in 1967.  The reported unit mix 
is as follows:  357 1BR/1BA units; 356 2BR/2BA units; and 440 
3BR/2BA units.  The project is located at the intersection of Rockville 
Pike and Montrose Road, a few blocks north of the White Flint Metro 
Station.   

 
 Project amenities include a fitness center, swimming pool, attached 

garage, controlled access, business center, and 24-hour maintenance. 
Unit amenities include patios/balconies, full size washer/dryers in units, 
and walk-in closets.  Reportedly, 45% of the units have been renovated 
to condo finishes (i.e. stainless steel appliances, granite countertops, 
wood flooring, etc.).  The following chart outlines the comparables unit 
mix and rents as of January 2008+. 

 

Unit Type # DU
Avg Size 

(SF)
Rent ($/MO) - 

Low
Rent ($/MO) - 

High
1 BR 1 BA 176 746 $1,550 $1,950
2 BR 2 BA 32 1,021 $1,825 $2,300
2 BR 2 BA 176 1,110 $2,000 $2,700
3 BR 2 BA 48 1,519 $2,550 $3,750

Total/Weighted Avg. 432 1,001 $1,865 $2,481
Source: CoStar

The Monterey Unit Mix & Unit Pricing

 
 
Year Built: 1967 (renovations started in 2000 & 2006) 
 
Tax Map Number: 04-03340927 
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Grantor: Pavilion LLC (CBRE Realty Finance) 
 
Grantee: AG-FCP Monterey Owner LLC (Federal Capital Partners) 
 
Date of Sale: Under contract since January 08 (anticipated closing March 2008) 
 
Liber/Folio: N/A 
 
Consideration: $97,000,000 
 
Financing: Assumed cash to seller 
 
Occupancy at Sale:  45% 
 
Number of Units: 432 units 
 
Building Size: 432,240 SF-NRA (1,001 SF/unit) 
 
Land Area: 3.27-acres (142,445 SF) 
 
Building Density: 132.11 units/acre 
 
On Site Parking: Surface parking & garage parking (N/A) 
 
Price/Unit: $224,537/unit 
 
Price/SF:                    $224/SF 
 
Cap Rate: N/A  
 
Comments: The property was placed under contract by Federal Capital Partners 

and New York based Angelo, Gordon & Co.  The team will be 
purchasing the building from CBRE Realty Finance who obtained the 
building from Triton Real Estate Partners in 2007 as a result of a loan 
default.  Triton purchased the building in November 2005 for 
$117,200,000 ($271,296/DU) with the intention of converting it to 
condominiums.  Renovations began in late 2005 to early 2006 to 
upgrade the building to a “luxury condo” status.  Approximately 40+ 
condo pre-sales were garnered by the time Triton defaulted on their 
loan.  Reportedly, CBRE was able to get the buyers to relinquish their 
contracts which enabled them to sell the property as a rental. 

 
 Upon closing Federal Capital Partners plans to complete the unfinished 

renovation work (55% of building remains un-renovated) at an 
estimated cost of $17 million which includes the addition of granite 
countertops, hardwood floors, stainless steel appliances, upgrades to 
common areas, etc.   

      
Verification: Information provided CoStar COMPS, DCmud.com, and Federal 

Capital Partners.   
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Contract #2 
 
Location: Circle Towers 
 9411 Lee Highway  
 Fairfax, VA 22031 
 

 
 
Description: Circle Towers is a 16-acre, mixed-use complex located just off of 

Fairfax Circle in Fairfax, VA, at the intersection of Route 50 and Lee 
Highway, three blocks from the Vienna Metro and immediately across 
from the recently approved “Metro West” mixed used development.  
Circle Towers includes a 39,000 SF office building, 17,000 SF of retail 
space, 52 townhouse apartments and 554 hi-rise apartments.  The 
property was constructed in 1973.   

 
 Project amenities include a clubhouse, fitness center, swimming pool, 

garage & surface parking, controlled access, tennis court, fitness trail, 
and 24-hour maintenance. Unit amenities include patios/balconies, 
washer/dryers in units, Verizon FIOS, and walk-in closets.   

 

Unit Type # DU
Avg Size 

(SF)
Rent 

($/MO)
Rent 

($/SF/MO)
1 BR 228 770 $1,192 $1.55
2 BR 195 1,025 $1,467 $1.43
3 BR 131 1,131 $1,622 $1.43

2 BR TH 3 1,578 $1,792 $1.14
3 BR TH 49 1,578 $1,884 $1.19

Total/Weighted Avg. 606 999 $1,432 $1.46
* Weighted Average

Circle Towers Unit Mix & Unit Pricing - as of September 2007

 
 
Year Built: 1973 
 
Tax Map Number: 0483-01-0053 & 0484-01-003 
 
Grantor: AG-FCP Circle Towers (Federal Capital Partners) 
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Grantee: United Dominion Realty 
 
Date of Sale: Under contract since November 07 (anticipated closing March 2008) 
 
Liber/Folio: N/A 
 
Consideration: $137,630,000 (see comments) 
 
Financing: Assumed cash to seller 
 
Occupancy at Sale:  85%+ 
 
Number of Units: 606 units 
 
Building Size: 605,690 SF-NRA (999 SF/unit) 
 
Land Area: 16-acres (696,960 SF) 
 
Building Density: 37.88 units/acre 
 
On Site Parking: Surface parking & garage parking (N/A) 
 
Price/Unit: $227,112/unit 
 
Price/SF:                    $227/SF 
 
Cap Rate: 5.15% (year 1 projection); 4.15% on previous 12 month trailing income 
 
Comments: The total purchase price for the property was $144,250,000.  Out of this 

amount $2.72million is allocated to the 17,000 SF of retail and $3.9 
million is allocated to the 39,000 SF of office space; thus, the rental 
units were purchased for $137,630,000 ($227,112/DU).   

 
 United Dominion Realty indicates that they will perform a 4-year 

multiphase renovation to the property that will include façade upgrades, 
amenity improvements, and unit improvements (no specifics provided).  

      
Verification: Information provided Listing Broker, UDR, and Federal Capital 

Partners.   
 



SALES COMPARISON APPROACH 
 

 166

Contract #3 
 
Location: Grosvenor Tower 
 1031 Grosvenor Place  
 North Bethesda, MD 20852 
 

 
 
Description: This comparable, which was constructed in 1988, consists of a 20-story 

hi-rise rental building that contains 237 units.  The property is located 
just to the west of Rockville Pike and less than one-half of a mile from 
an interchange with I-270.  The Grosvenor Metro station is within one-
quarter of a mile on the east side of Rockville Pike.  The complex’s 
lobby area, fitness center, club/meeting room, and elevators were 
recently renovated.  Unit interiors are somewhat dated and in need of 
renovation/upgrade. 

 
 Project amenities include a clubhouse, fitness center, swimming pool, 

business center, garage parking, controlled access, public 
transportation, and 24-hour maintenance. Unit amenities include 
patios/balconies, washer/dryers in units, fully equipped kitchen, and 
walk-in closets.   

 

Unit Type # DU
Avg Size 

(SF)
Rent 

($/MO)
Rent 

($/SF/MO)
1 BR 80 845 $1,737 $2.06
2 BR 157 1,172 $2,239 $1.91

Total/Weighted Avg. 237 1,062 $2,069 $1.96
* Weighted Average

Grosvenor Tower Unit Mix & Unit Pricing - as of Offering 
(+Oct-Nov 07)

 
 
Year Built: 1988 
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Tax Map Number: 04-02344361 
 
Grantor: ING 
 
Grantee: Greystar 
 
Date of Sale: Will reportedly close in mid to late January 2008 
 
Liber/Folio: N/A 
 
Consideration: +$86,500,000 (see comments) 
 
Financing: Assumed cash to seller 
 
Occupancy at Sale:  91%+ 
 
Number of Units: 237 units 
 
Building Size: 251,658 SF-NRA (1,062 SF/unit) 
 
Land Area: 10.49-acres (456,944 SF) 
 
Building Density: 22.6 units/acre 
 
On Site Parking: 323 total space (1.4/spaces/DU) – 132 outdoor, 51 deck, 113 garage, 

27 guest 
 
Price/Unit: +$365,000-$370,000/unit 
 
Price/SF:                    +$344-$348/SF 
 
Cap Rate: +4.8% (year 1 projection) 
 
Comments: This transaction will reportedly close in mid to late January 2008.  The 

sale is highly confidential as all parties involved are not forthcoming 
with sale information.  However, it appears that the sale represents a 
partnership sale. 

       
Verification: Confidential source knowledgeable with terms of deal.   
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Sale #1 
 
Location: The Bennington 
 1201 S Eads Street  
 Arlington, VA 22202 
 

 
 
Description: This comparable, which was constructed in 1980, consists of a 19-story 

hi-rise rental building that contains 348 units.  The property is located 
near the intersection of South Eads Street and 12 Street, just two 
blocks east of The Fashion Centre at Pentagon City, Pentagon Row, 
and Pentagon Centre which offer 2 million square feet of retail density. 
Additionally, the Pentagon City Metro Station is located 2 blocks to the 
west and the Crystal City Metro Station is located 3-4 blocks to the 
southeast.   

 
 Project amenities include a clubroom, fitness center, sauna, swimming 

pool, onsite convenience store (+2,000 SF, garage parking, controlled 
access, public transportation, and 24-hour maintenance. Unit amenities 
include patios/balconies, washer/dryers in units, fully equipped kitchen, 
and walk-in closets.  In approximately 66% of the units new white 
cabinets and kitchen appliances have been installed (project started in 
2002). 

 

Unit Type # DU
Avg Size 

(SF)
Rent 

($/MO)
Rent 

($/SF/MO)
Studio 128 523 $1,405 $2.69
1 BR 128 772 $1,629 $2.11

1 BR/Den 18 1,195 $2,110 $1.77
2 BR 74 1,223 $2,013 $1.65

Total/Weighted Avg. 348 798 $1,653 $2.21
* Weighted Average

The Bennington Unit Mix & Unit Pricing - as of November 
2007

 
 
Year Built: 1980 
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Tax Map Number: 35-001-019 
 
Grantor: Tishman Speyer Archstone-Smith Bennington LLC (Archstone Smith 

Operating Trust) 
 
Grantee: CRP/Bainbridge Bennington LLC (Bainbridge Companies LLC & 

Carlyle Group) 
 
Date of Sale: December 27, 2007 
 
Liber/Folio: 4158-0572 
 
Consideration: $93,619,905 
 
Financing: Assumed cash to seller 
 
Occupancy at Sale:  93.97% 
 
Number of Units: 348 units 
 
Building Size: 277,848 SF-NRA (798 SF/unit)  
 
Land Area: 2.58-acres (112,348 SF) 
 
Building Density: 134.9 units/acre 
 
On Site Parking: 412 total garage spaces (1.18/spaces/DU) 
 
Price/Unit: $269,023/unit 
 
Price/SF:                    $337/SF 
 
Cap Rate: 4.95% (year 1 projection) 
 
Comments: This transaction is one of two multifamily apartment properties (sale #2 

Crystal Square is the second component to the transaction) totaling 
726 DU by a joint venture between the Carlyle Group and the 
Bainbridge Companies LLC.   

       
Verification: Information provided Transwestern (listing broker), CoStar, and 

Arlington County tax website.   
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Sale #2 
 
Location: Crystal Square 
 1515 Jefferson Davis Highway  
 Arlington, VA 22202 
 

 
 
Description: This comparable, which was constructed in 1974/75, consists of a 17-

story hi-rise rental building that contains 378 units.  The property is 
located near the intersection of Route 1 and 15th Street.  At ground 
level, the property offers direct access to the Crystal City Metro and 
Crystal City Shops, which features over 100 shops and eateries.   

 
 Project amenities include a new lobby, fitness center, swimming pool, 

direct access to Metro, direct elevator access to the shops, restaurants, 
and businesses in the Crystal Underground, conference center, garage 
parking, controlled access, and 24-hour maintenance. Unit amenities 
include patios/balconies, washer/dryers in units (some units), fully 
equipped kitchen, and walk-in closets.  In approximately 11% of the 
units, new designer cabinetry, hardwood floors, and stainless steel 
appliances have been added over the past 3 years.  Washers & dryers 
have also been added in approximately 28 units. 

 

Unit Type # DU
Avg Size 

(SF)
Rent 

($/MO)
Rent 

($/SF/MO)
Studio 57 715 $1,600 $2.24
1 BR 171 941 $1,773 $1.88

1 BR/Den 62 1,166 $2,051 $1.76
1 BR/Den 15 1,266 $2,089 $1.65

2 BR 44 1,424 $2,593 $1.82
2 BR/Den 14 1,801 $3,236 $1.80

3 BR 15 1,756 $3,136 $1.79
Total/Weighted Avg. 378 1,077 $2,009 $1.89

* Weighted Average

Crystal Square Unit Mix & Unit Pricing - as of November 
2007

 
 
Year Built: 1974/75 
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Tax Map Number: 34-020-253 
 
Grantor: Tishman Speyer Archstone-Smith Bennington LLC (Archstone Smith 

Operating Trust) 
 
Grantee: CRP/Bainbridge Bennington LLC (Bainbridge Companies LLC & 

Carlyle Group) 
 
Date of Sale: December 27, 2007 
 
Liber/Folio: 4158-0642 
 
Consideration: $122,657,095 
 
Financing: Assumed cash to seller 
 
Occupancy at Sale:  93.39% 
 
Number of Units: 378 units 
 
Building Size: 407,181 SF-NRA (1,077 SF/unit) 
 
Land Area: 4.52-acres (196,771 SF) 
 
Building Density: 83.6 units/acre 
 
On Site Parking: garage parking (Number N/A) 
 
Price/Unit: $324,490/unit 
 
Price/SF:                    $301/SF 
 
Cap Rate: 5.0% (year 1 projection); 4.24% on previous 12 month trailing income 
 
Comments: This transaction is one of two multifamily apartment properties (sale #1 

The Bennington is the other component to the transaction) totaling 726 
DU by a joint venture between the Carlyle Group and the Bainbridge 
Companies LLC.   

       
Verification: Information provided Transwestern (listing broker), CoStar, and 

Arlington County tax website.   
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Sale #3 
 
Location: The Wellington 
 1301 S Scott Street  
 Arlington, VA 22204 
 

 
 
Description: This comparable, which was constructed in 1960/61, consists of a 7-8 

story mid-rise rental building that contains 711 units.  The property is 
located just south of the South Scott Street and Columbia Pike 
intersection on the north side of the Army/Navy Country Club golf 
course.     

 
 Project amenities include a private, gated community, new fitness 

center, swimming pool, three roof top decks, shuttle to Metro, onsite 
laundry, a new cyber café, a penthouse party room, a convenience 
store, park w/ picnic table/grills, playground, garage parking, controlled 
access, and 24-hour maintenance. Unit amenities include golf course 
and DC views, and walk-in closets.  Some units have upgraded 
kitchens and bathrooms (new flooring, countertops, new white 
appliances, etc.). 

 

Unit Type # DU
Avg Size 

(SF)
Rent 

($/MO)
Rent 

($/SF/MO)
Studio 172 641 $1,085 $1.69
1 BR 318 793 $1,292 $1.63
2 BR 176 1,057 $1,498 $1.42

2 BR/Den 38 1,111 $1,558 $1.40
3 BR 7 1,363 $1,803 $1.32

Total/Weighted Avg. 711 844 $1,312 $1.58
* Weighted Average

The Wellington Unit Mix & Unit Pricing

 
 
Year Built: 1960/61 
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Tax Map Number: 32-001-002, 32-001-003, 32-001-046, 32-001-047, 32-001-048, 32-
001-049 

 
Grantor: Fairfield Arlington Overlook, LP (Fairfield Residential, LLC) 
 
Grantee: Bainbridge Wellington VAF LLC (Bainbridge Companies LLC) 
 
Date of Sale: August 30, 2007 
 
Liber/Folio: 4132-0242 
 
Consideration: $125,000,000 
 
Financing: Assumed cash to seller 
 
Occupancy at Sale:  95%+ 
 
Number of Units: 711 units 
 
Building Size: 600,351 SF-NRA (844 SF/unit) 
 
Land Area: 2.78-acres (121,079 SF) 
 
Building Density: 255.8 units/acre 
 
On Site Parking: garage parking (Number N/A) 
 
Price/Unit: $175,809/unit 
 
Price/SF:                    $208/SF 
 
Cap Rate: 5.73% (year 1 projection); 4.33% on previous 12 month trailing income 
 
Comments: The property has undergone approximately $11 million in renovations 

over the last three years, including the addition of a new cyber café, 
lobbies, leasing center, and fitness center.  Other recent improvements 
include the installation of new boilers and cooling towers, new 
windows, and upgrades to kitchens/bathrooms in a majority of the 
residences.   

       
Verification: Information provided Transwestern (listing broker), CoStar, and 

Arlington County tax website.   
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Sale #4 
 
Location: The Chase at Bethesda 
 North Tower – 4903 Edgemoor Lane  
 Bethesda, MD 20814 
 

 
Photo Taken April 19, 2008 

 
Description: This comparable, which was constructed in 1989, consists of an 8 story 

mid-rise rental building that contains 122 units.  The property is located 
at the intersection of Edgemoor Lane and Arlington Road, 
approximately 2 blocks west of the Bethesda Metro Station.    

 
 Project amenities include a fitness center, swimming pool, garage 

parking, controlled access, and 24-hour maintenance. Unit amenities 
include newly renovated residences, granite countertops, maple 
cabinetry, track lighting, wood burning fireplaces (select units), 
balconies, full-size washers/dryers in each unit, and new HVAC 
systems. 

 

Unit Type # DU
Avg Size 

(SF)
Rent 

($/MO)
Rent 

($/SF/MO)
Studio 16 506 $1,650 $3.26
1 BR 61 783 $2,150 $2.75

1 BR/ 1.5 BA 8 923 $2,250 $2.44
2 BR 37 1,062 $2,950 $2.78

Total/Weighted Avg. 122 840 $2,334 $2.80
* Weighted Average

The Chase @ Bethesda Unit Mix & Unit Pricing

 
 
Year Built: 1989 
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Tax Map Number: 07-02716557 
 
Grantor: Chase @ Bethesda Ltd Partnership (Monument Realty) 
 
Grantee: Chase @ Bethesda North LLC (Ross Development) 
 
Date of Sale: March 26, 2007 
 
Liber/Folio: 34028-568 
 
Consideration: $50,020,000 
 
Financing: Assumed cash to seller 
 
Occupancy at Sale:  15%+ 
 
Number of Units: 122 units 
 
Building Size: 102,537 SF-NRA (840 SF/unit) 
 
Land Area: 1.01-acres (43,798 SF) 
 
Building Density: 120.8 units/acre 
 
On Site Parking: 123 garage & 7 surface = 130 spaces (1.07/spaces/DU) 
 
Price/Unit: $410,000/unit 
 
Price/SF:                    $488/SF 
 
Cap Rate: 5.14% (year 1 projection) 
 
Comments: This community originally consisted of two separate buildings 

containing a total of 377 units.  The other building is a twelve-story 
building known as the south tower, which contains 255 units.  Both 
buildings were purchased by Monument Realty in January 2006 for 
$126,100,000 ($334,483/DU) for the purpose of condo conversion.  As 
a result of the weakening condo market, Monument decided to sell the 
property instead of pursing a condo regime after completing unit 
upgrades.  The low occupancy can be explained by the initial plan to 
convert the building into condos. 

       
Verification: Information provided Transwestern (listing broker), CoStar, and 

Montgomery County tax website.   
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Listed in the chart below is a summary of the “primary” rental apartment sales presented on the prior 
pages.  In addition to the “primary” sales, I have also included numerous “supplemental” sales as well 
in summary (chart) form.  These sales were excluded from the adjustment analysis due primarily to 
the lack of direct comparability to the subject.  Nevertheless, these sales are still good indications of 
value for the subject (as adjusted).  In addition, these additional sales contain valuable capitalization 
and yield rate data that can be utilized in the Income Capitalization Approach, thus tying the 
approaches together.   
 

Sale # Project Location Age Style Date Sale Price # Units $/Unit $/SF
Cap Rate 

(Ro) *
Terminal 
Cap (Rt)

Yield 
Rate 
(Yo) 10-Yr T'Bills Ro Spread Yo Spread

Contract #1 The Monterey N Bethesda, MD 1967 Hi-Rise Mar-08 $97,000,000 432 $224,537 $224 N/A N/A N/A 3.74% N/A N/A
Contract #2 Circle Towers Fairfax, VA 1973 Hi-Rise Mar-08 $137,630,000 606 $227,112 $227 5.15% N/A N/A 3.74% -1.41% N/A
Contract #3 Grosvenor Tower N Bethesda, MD 1988 Hi-Rise Jan-08 $86,500,000 237 $364,979 $344 4.80% N/A N/A 3.74% -1.06% N/A

Sale #1 The Bennington Arlington, VA 1980 Hi-Rise Dec-07 $93,619,905 348 $269,023 $337 4.95% N/A N/A 4.10% -0.85% N/A
Sale #2 Crystal Square Arlington, VA 1974/75 Hi-Rise Dec-07 $122,657,095 378 $324,490 $301 5.00% N/A N/A 4.10% -0.90% N/A
Sale #3 The Wellington Arlington, VA 1960/61 Mid-rise Aug-07 $125,000,000 711 $175,809 $208 5.73% N/A N/A 4.67% -1.06% N/A
Sale #4 The Chase @ Bethesda Bethesda, MD 1989 Mid-rise Mar-07 $50,020,000 122 $410,000 $488 5.14% N/A N/A 4.56% -0.58% N/A

$285,136 $304 5.13% 4.09% -0.98%

Sale # Project Location Date Sale Price # Units $/Unit $/SF
Cap Rate 

(Ro) *
Terminal 
Cap (Rt)

Yield 
Rate 
(Yo) 10-Yr T'Bills Ro Spread Yo Spread

Sale #1 Pearson Square Falls Church, VA 2007 Mid-rise Jan-08 $100,830,000 215 $468,977 $399 5.80% N/A N/A 3.74% -2.06% N/A
Sale #2 Pentagon City Apartment Arlington, VA 2008 Hi-Rise Sep-07 $198,250,000 399 $496,867 $487 N/A N/A N/A 4.52% N/A N/A
Sale #3 lO Piaza Arlington, VA 2006 Hi-Rise Sep-07 $99,500,000 244 $407,787 $412 5.20% N/A N/A 4.52% -0.68% N/A
Sale #4 Andover House (Under groundlease) Washington, DC 2005/06 Hi-Rise Apr-07 $65,580,000 171 $383,509 $448 4.40% N/A N/A 4.69% 0.29% N/A
Sale #5 Joule Arlington, VA 2006 Mid-Rise Feb-07 $43,000,000 87 $494,253 N/A N/A N/A N/A 4.72% N/A N/A
Sale #6 The Crescent @ Fells Point Baltimore, MD 2006 Hi-Rise Feb-07 $108,000,000 252 $428,571 $341 N/A N/A 7.30% 4.72% N/A -2.58%
Sale #7 Halstead Tower Alexandria, VA 2006 Hi-Rise Jan-07 $76,000,000 173 $439,306 N/A N/A N/A 7.20% 4.76% N/A -2.44%
Sale #8 Metropolitan @ Reston Town Center (95% int.) Reston, VA 2006 Hi-Rise Nov-06 $119,500,000 288 $414,931 N/A N/A N/A N/A 4.60% N/A N/A
Sale #9 Jefferson at Logan Circle (Partnership transfer - adjusted to 100%) Washington, DC 2006 Hi-Rise Sep-06 $113,500,000 292 $388,699 $456 5.40% N/A N/A 4.72% -0.68% N/A

Sale #10 The Prime (Meridian III @ Courthouse Commons) Arlington, VA 2002 Hi-Rise Sep-06 $96,000,000 256 $375,000 $411 5.00% N/A N/A 4.72% -0.28% N/A
Sale #11 2400 M Street Washington, DC 2005/06 Hi-Rise Apr-06 $172,320,000 359 $480,000 N/A N/A N/A N/A 4.99% N/A N/A

$434,354 $422 5.16% 7.25% 4.61% -0.68% -2.51%Average

Supplemental Sales

* Reported "going-in" cap rates are on a stabilized basis, after reserves.

SUMMARY OF APARTMENT SALES

Primary Sales 

Average
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As the previous chart indicates, the primary sales/contracts detailed on the previous pages exhibited 
sale prices ranging from $175,809/unit to $410,000/unit, with an average of $285,136/unit.  The 
majority of the sales have excellent accessibility to Metrorail transportation (similar to the subject – all 
except sale #3); however, the sales with superior access (i.e., less than 1 mile distance) exhibit a 
range from $224,537/DU to $410,000/DU, with an average of $303,357/DU.  The “going-in” 
capitalization rates on the primary sales ranged from 4.8% to 5.73%, with an average of around 
5.13%.  This represents a relatively narrow range especially if the outlier (sale #3) is excluded.   
 
As noted previously, several “supplemental” sales have also been included in the prior chart to 
provide additional support for the primary sales.  These supplemental sales exhibited prices ranging 
from $383,509/unit to $496,867/unit, with an average of around $434,354/unit.  The reason for the 
higher sale prices for the supplemental sales are due to the following factors:  A) many of these sales 
took place prior to the “credit crunch” and capital market shake-up that began in August/September 
2007, as such buyers were still paying extremely high prices as a result of available funds; B) most of 
the supplemental sales are for newly constructed apartment complexes, whereas most of the primary 
sales are similar vintage/age to the subject ; and C) the previous point can be further amplified by the 
fact that supplemental sales #1, #2, #3, #5, #6, #7, #8, #9, & #10 were sold either 100% vacant or 
with only minimal occupancy.  As such, pricing would have been minimally 8-15% higher. 
 
Sales Adjustment Discussion 
 
I will now discuss the sales comparables, as well as the appropriate adjustments for the various 
factors that have an influence on the sale price.  The forthcoming adjustment analysis will include 
such factors as location, the age, condition and quality of the improvements, property size and 
average unit size, and any other factors considered pertinent to the analysis.  Before outlining the 
adjustments that I consider necessary to the individual sales comparables, I will first discuss the 
derivation of adjustments for the various categories.  The adjustment grids calculating the various 
adjustments are found after the adjustment overview, and prior to the adjustment discussion for the 
individual properties.  As was the case in the analysis of the rental comparables, since a discussion of 
each individual adjustment category has been provided, the adjustments to the comparables are 
presented in a summary-type of format unless further detailed discussion is deemed necessary.   
 
It is important to note that only the primary sales comparables have been utilized in the adjustment 
analysis.  In addition, only one adjustment grid (one analyzing sales on a $/unit basis) have been 
included as most institutional investors, brokers, and sellers typically focus on this unit of comparison 
when purchasing rental apartment buildings.    
 
Property Rights Conveyed 
 
When comparing leased properties to one another, the impact of the existing lease terms, tenant 
credit, contract rental rates vs. market rental rates, and current market conditions must be 
appropriately analyzed.  Since all of the sales involve a rental apartment property with short-term 
lease structures (generally around 1 year) to a similar resident profile, no adjustments are generally 
required for this factor.  However, is one issue that deals with property rights that must be accounted 
for in the adjustment process, which will now be discussed.   
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An adjustment for property rights may be necessary when properties were sold at less than stabilized 
occupancy levels.  In these cases, appropriate adjustments will be necessary to account for the lost 
income during absorption of vacant units.  Contract #1 is 45% occupied and sale #4 is 15% occupied; 
thus, the buyer retains additional absorption risk as a result of the purchase.  In order to test the value 
variance between a stabilized property and an unstabilized one, I have simply compared the variance 
between the subject’s value via the DCF analysis ($168,500,000) which assumes a 99% occupancy 
and the subject’s value assuming an initial +45% occupancy utilizing the Argus program 
($165,250,000).  There is roughly a +2% value gap as a result of vacancy loss and absorption 
expenses (minimally).  Adding to this risk and the value gap will be the need to offer concession in 
order to lease up, as concessions are currently quoted at 8.7% of face value in the submarket per 
Delta Associates.  As such, a 5% upward adjustment is applied for contract #1 and sale #1 to account 
for absorption risk and expenses. 
 
Note: Another instance where a property rights adjustment will be necessary is in cases where a 
commercial component (e.g., street-level retail) was part of the recorded purchase price.  Quantitative 
adjustments will be calculated for each of the properties that included a retail component so that they 
can be compared to the subject on an “equivalent” basis.  However, none of the sales utilized in this 
analysis contain a retail component of any significance (i.e. no more than an interior retail 
convenience store of less than 2,000 SF at the most). Additionally, the subject property contains 19 
commercial units but approximately 15 of those are located on the 2nd floor and are no more than 
typical 1, 2, or 3 bedroom units that have not been reconfigured in anyway to accommodate the 
commercial tenants.  Also, the average rent of the commercial units ($2,394/DU/MO) is nearly 
equivalent to the average contract rent for the residential units at the subject ($2,309/DU/MO).  So in 
essence there is no “real” differentiation between the residential units and the commercial units at the 
subject.  As such, no special adjustment is made under this category.  Instead, this appraiser will 
reconcile my value conclusion toward the higher end of the adjusted range with an eye toward the 
upside of the 19 commercial units at the subject.  As further support for this reasoning please note 
that typically other income at multifamily properties will range between 2-4% of EGI (excluding 
parking).  The subject’s other income plus commercial income combines for 5% of EGI, which is only 
1% outside the normal range. 
 
Financing 
 
This adjustment category is used to account for differences with respect to the financing terms at 
individual properties vs. the subject.  Since the subject is being examined on an “all cash” basis, 
adjustments will be made only when there is a differential in price attributable to “non-market” 
(favorable or unfavorable) financing at the sales comparables.   
 
Condition of Sale 
 
The condition of sale adjustment category is used to quantify any unusual terms or conditions with 
respect to the sales that were noted during the verification process (e.g., related parties, 1031 
exchanges, buyer/seller under duress, etc.).    
 
Market Conditions 
 
This adjustment category is utilized to account for changes in market conditions that occurred 
between the valuation date and the sale date of a particular comparable.  Since 6 of the seven 
comparables have traded or were placed under contract within 5 months of the subject valuation date 
(January 2008), no market conditions adjustments are necessary.    
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Location 
 
As already discussed, the subject property is located in the Chevy Chase/Bethesda area of 
Montgomery County.  Due to the limited number of sales for similar apartment product in the areas of 
Suburban Maryland immediately surrounding the subject, it was necessary to expand the search for 
comparable sales to areas of Northern Virginia that are fairly similar to the subject’s immediate area in 
terms of demographics, proximity to transportation (Metrorail and major arterials), and commercial 
centers (employment and retail).  As a result of these similarities, the rental rates for Class A/B luxury 
apartment product is fairly similar as well, as are sale prices.         
 
To support the rationale for using sales in Northern Virginia (vs. older garden-style product in 
Maryland), as well as to substantiate the adjustments for location between the two areas, I have 
gathered rental data for Bethesda/Chevy Chase rental buildings and compared their rents to Crystal 
City/Pentagon City rents.  Under the Class B hi-rise dataset the only major difference with respect to 
the various high-rise projects is location.  All other factors (age/condition, amenities, construction type, 
etc.) are fairly equal.  As such, using this type of paired or grouped data analysis allows the appraiser 
to isolate (i.e., quantify) the adjustment for location between the various areas.  The age of the 
buildings is unknown for the Class A product thus this comparison may be somewhat skewed. 
 
A summary of the rentals utilized for purposes of supporting the adjustments for location are shown in 
the following chart: 
 

Bethesda/
Rockville

Crystal/Pentagon 
City Differential

Bethesda/
Chevy 
Chase

Crystal 
City Differential

Average Age N/A N/A 1968 1967
# of Units Surveyed 2,182 4,180 - 1,960 3,388 -

Face Rent @ Dec 2007 $2,448 $2,128 15% $1,757 $1,853 -5%
Concessions as a % of  face rents 8.7% 6.1% - 1.5% 0.7% -

Effective Rents @ Dec 2007 $2,240 $1,995 12% $1,723 $1,841 -6%
Effective Rents per SF @ Dec 2007 $2.24 $2.28 -2% $1.89 $1.79 6%

Class A Class B

Location Adjustment for Properties in Arlington, VA

Source: Year End 2007, Class A & B Mid-Atlantic Apartment Reports by Delta Reports  
 
Comments: 
 

 Class A product in Bethesda/Rockville as of December 2007 exhibits effective face rent that is 
roughly 12% higher than Crystal/Pentagon City on a $/MO basis but on a $/SF/MO basis there 
is a negative 2% differential. 

 Class B product in Bethesda/Chevy Chase as of December 2007 exhibits effective face rent 
that is roughly 5% lower than Crystal City on a $/MO basis but 6% higher on a $/SF/MO. 

 For the most part, the Arlington sales comparables are most similar to the units that Delta 
Reports categorizes as Class B due to similar age and vintage.  According to the previous 
chart the variance differentials between $/MO and $/SF/MO essentially cancel each other out. 

 Additionally, the Class A differential is nominal (effective 12% - 2% =10%). 
 Based upon the aforementioned no general location adjustment should be made for sales 

located in Arlington versus the subject’s Bethesda/Chevy Chase area.  Instead, location 
adjustments should be made relative to the comparable’s proximity to Metrorail transportation 
and other neighborhood factors. 

 Of note, sales #1 & #2 were purchased by the same buyer, are of similar age and vintage, and 
are located 1.8 miles apart.  Sale #2 is located nearly on top of the Crystal City Metro while 
sale #1 is located 2 blocks east of the Pentagon City Metro.  As a result, sale #2 (on a $/DU 
basis) sold for roughly 21% more than sale #1.  It is doubtful that all of the 21% increase in 
price can be attributed to being on top of the Metro, especially since sale #2 benefits from 
having direct access to the Crystal City Shops; however, 10-15% appears to be more likely. 
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Property Age/Condition/Quality 
 
The sales comparables are all representative of Class A/B luxury apartment product and are fairly 
similar to the subject in terms of market perception, tenant profile, etc.  However, nearly all of the 
sales comparables involve more recently constructed product that is newer than the subject’s 1966 
construction.  As such, upward adjustments are needed for differences in age/condition.  It is 
important to note, however, that a property’s actual age is not necessarily an indication of its effective 
age, which is how the market perceives or “ranks” a property in terms of its overall condition and 
utility.  A property’s effective age is a function of the overall quality of building construction and 
materials, as well as of the maintenance standards of ownership.  As a result, even in the same 
market, buildings do not necessarily depreciate at the same rate.  An owner who maintains his/her 
properties well can significantly slow down the rate of depreciation, resulting in a property having an 
effective age that is lower than its actual age.  Likewise, a poorly maintained property could have an 
effective age greater than that indicated by its actual age.   
 
Adjustments for property age/condition/quality are based primarily on the appraiser’s inspection of 
each of the property.  Adjustments for age/condition are also based on the market extraction method 
for determining depreciation (analyzed in detail in the Cost Approach), which indicate that the subject 
would have experienced depreciation of around 1.5-1.80% annually (roughly 49% based on the 30± 
year effective age of the improvements). Secondary support was provided by depreciation schedules 
found in the Marshall & Swift Cost Manual.  However, reliance on depreciation schedules in cost 
manuals is somewhat limited, particularly due to the relatively new age/condition of the properties 
(limited physical depreciation), as well as the fact that cost manuals are not property specific, but are 
representative of national averages, which may or may not apply in a specific market area. 
 
Project/Unit Amenities 
 
Given the competitive nature of the local luxury apartment submarket, amenities must be at a high 
level to even be considered as part of the “luxury” market.  Virtually all of the comparables have 
similar community amenities to that of the subject property (i.e. swimming pool, community room, 
fitness center, etc.).  However, contract #1, sale #1, & sale #4 offer a slightly more complete unit 
amenity package that includes patio balconies, washer/dryer in unit, & more modern color schemes in 
the bathrooms.  Please note that the subject’s bathrooms are original 1966 design with the master 
baths containing blue ceramic tile throughout which clearly dates the property from a prospective 
tenant’s perspective.  Additionally, these sales also offer a certain percentage (11-100%) of the units 
offering stainless steel appliances, granite countertops, and hardwood floors.   
 
Based upon the aforementioned, upward adjustments are applied to contract #1, sale #1, & sale #4 to 
account for the superior unit amenity package offered.  Based upon costs schedules, typically, extra 
amenities add 5%-10% to overall construction costs.   
 
Unit Size/Unit Mix 
 
In terms of unit mix (% of small units at comparable properties), a property containing a large number 
of small units (65-80%+) will have a lower $/DU value than a property with a lower small unit 
percentage (60%).  As such, I have attempted to find comparable sales with similar small unit ratios 
as the subject (34% small units), therefore, reducing the amount of the adjustment required.  
Nevertheless, minor differences still remain.  However, several institutional buyers report that one 
must factor in the average household size within a particular area and determine how well this 
demographic figure matches up with the property’s unit mix (i.e. 1-2 persons per household average 
bodes well for communities with a large percentage of studio and 1 BR units).  Per 
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Demographicsnow.com, most comparables are located in areas that average around 
+2/person/household; thus, having a property with a high percentage small units (studio & 1 BRs) will 
not have a negative impact on property value from an investor’s viewpoint.  As such, no adjustments 
have been made in this category. 
 
Property Size 
 
The comparable sales exhibit property sizes ranging from 122 units to 711 units, with most being in the 
350-450 unit range.  From an ownership perspective, it is difficult to quantify an adjustment for an 
extremely large property, as the greater risk/exposure from owning such a large concentration of units in 
one location (e.g., The Wellington with 711 units), is offset by the economies of scale associated with 
ownership (management, leasing, maintenance, etc.).  As such, no adjustment is considered necessary 
for Sale #3.  However, in the case of an unusually small property, it can certainly be argued that the 
“lack” of economies of scale can result in higher than normal operating expenses (on a $/unit basis), 
which reduces net operating income.  As a result, a slight upward adjustment is considered necessary 
for Sale #4 (The Chase @ Bethesda – 122 units).   
 
Other  
 
I have utilized the “other” adjustment category to account for the fact that the buyer of contract #1 has to 
spend $17 million in order to complete a partially completed renovation of a failed condo conversion 
building.  This renovation cost figure represents roughly 17.5% of the total purchase price.  In essence, I 
have assumed that the property was discounted by this amount by the buyer.     
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Sales Adjustment Grid

The Irene Contract #1 Contract #2 Contract #3 Sale #1 Sale #2 Sale #3 Sale #4
Property The The Circle Grosvenor The Crystal The The Chase

Irene Monterey Towers Tower Bennington Square Wellington @ Bethesda
Location Chevy Chase, MD N Bethesda, MD Fairfax, VA N Bethesda, MD Arlington, VA Arlington, VA Arlington, VA Bethesda, MD
Sale Date Mar-08 Mar-08 Jan-08 Dec-07 Dec-07 Aug-07 Mar-07
Sale Price $97,000,000 $137,630,000 $86,500,000 $93,619,905 $122,657,095 $125,000,000 $50,020,000
Number of Units 511 432 606 237 348 378 711 122
Year Built 1966 1967 1973 1988 1980 1974/75 1960/61 1989
Occupancy at Sale 45% 85% 91% 94% 93% 95% 15%
Sale Price/Unit $224,537 $227,112 $364,979 $269,023 $324,490 $175,809 $410,000
Sale Price/SF $224.00 $227.00 $343.72 $337.00 $301.00 $208.00 $488.00
Cap Rate N/A 5.15% 4.80% 4.95% 5.00% 5.73% 5.14%
Average Unit Size 1,416 1,001 999 1,062 798 1,077 844 840
ADJUSTMENTS:
Property Rights Conveyed 5.0% 0.0% 0.0% 0.0% 0.0% 0.0% 5.0%
Financing 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Condition of Sale 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Market Conditions 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Subtotal $235,764 $227,112 $364,979 $269,023 $324,490 $175,809 $430,500

Location 5% 25.0% 2.5% 12.5% 5.0% 50% 0%
Age/Condition/Quality 10% 0.0% -5% 0% 0% 20.0% -12.5%
Project/Unit Amenities -2.5% 0% 0% 0.0% -5.0% 0% -10%
Unit Mix/Size 0% 0% 0% 0.0% 0% 0% 0.0%
Property Size 0% 0% 0% 0.0% 0% 0% 2.5%
Other 17.5% 15% 0% 0% 0% 0% 0.0%
Total Adjustments 35% 40% -3% 13% 0% 70% -15%

Adjusted Price/Unit $306,493 $317,957 $355,854 $302,651 $324,490 $298,875 $344,400

Range of Unadjusted Price ($/DU) $175,809 to $410,000 $331,849
Range of Adjusted Price ($/DU) $298,875 to $355,854
Average Adjusted Price/Unit $321,531

Value Indication for Subject/DU $331,000

Reconciled Market Value $169,141,000
Reconciled Market Value (Rd.) PV "As Is" $169,100,000

$/DU (Rd) $330,900

Average of most comparable sales ($/DU)
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Contract #1 (The Monterey – N Bethesda, MD) 
Property Rights Conveyed: An upward adjustment of 5% is needed to account fro the property 

being sold unstabilized.  Additional absorption risk is born by the 
buyer in cases like this (see previous discussion).   

Financing: No adjustment needed. 
Condition of Sale: No adjustment needed.    
Market Conditions: No adjustment needed. 
Location:  A slight upward adjustment of 5%± is needed for the comparable’s 

further-removed location in North Bethesda.  This adjustment is 
based upon rent differentials between the subject’s close-in Chevy 
Chase area and the N. Bethesda area (5-10%).    

Age/Condition/Quality: An upward adjustment is needed, as the comparable’s 1967 
construction is in inferior condition (higher effective age) in 
comparison to the subject improvements, which were constructed in 
1966 but more recently renovated.   

Project/Unit Amenities: A small downward adjustment is applied to account for the more 
complete (unit) amenity package at this comparable (see prior 
comments). Reportedly, 45% of the units have been renovated to 
condo finishes (see write-up).  Typically, extra amenities add 5%-
10% to overall construction costs. 

Unit Size/Mix: No adjustment needed. 
Property Size: No adjustment needed. 
Other: A large upward adjustment is made to account for the $17 million 

renovation costs required to complete the building upgrade that the 
previous owner failed to complete (see previous discussion).   

Total Adjustment: Overall, a net upward adjustment is made.   
 
Contract #2 (Circle Towers – Fairfax, VA) 
Property Rights Conveyed: No adjustment needed.   
Financing: No adjustment needed. 
Condition of Sale: No adjustment needed.   
Market Conditions: No adjustment needed. 
Location:  A large upward adjustment is made to account for this comparable’s 

inferior location with Fairfax Virginia.  The comparable is located 
outside the beltway within an area not known for hi-rise development; 
thus, there are large rent differentials between this location and the 
subject’s (30-40%). 

Age/Condition/Quality: No adjustment needed.   
Project/Unit Amenities: No adjustment needed. 
Unit Size/Mix: No adjustment needed.  
Property Size: No adjustment needed. 
Other: A large upward adjustment is made to account for the renovation 

costs required to upgrade the building.  The exact costs have not 
been revealed but third parties involved indicate costs are somewhat 
analogous to The Monterey costs (but lower).  As such an adjustment 
is made.     

Total Adjustment: Overall, a net upward adjustment is made.   
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Contract #3 (Grosvenor Tower – N. Bethesda, MD) 
Property Rights Conveyed: No adjustment needed.     
Financing: No adjustment needed. 
Condition of Sale: No adjustment needed.    
Market Conditions: No adjustment needed. 
Location:  A small upward adjustment is made for to account for the 

comparable’s slightly inferior location outside the Beltway relative to 
the subject’s more close-in neighborhood.   

Age/Condition/Quality: A downward adjustment is needed, as the comparable’s 1987 
construction is in superior condition (lower effective age) in 
comparison to the subject improvements, which were constructed in 
1966.   

Project/Unit Amenities: No adjustment needed. 
Unit Size/Mix: No adjustment needed. 
Property Size: No adjustment needed. 
Other:  No adjustment needed.     
Total Adjustment: Overall, a net downward adjustment is made.   
  
Sale #1 (The Bennington – Arlington, VA) 
Property Rights Conveyed: No adjustment needed.    
Financing: No adjustment needed. 
Condition of Sale: No adjustment needed.   
Market Conditions: No adjustment needed. 
Location:  An upward adjustment is made to account for the comparable’s 

inferior location in terms of competitors.  This comparable is located 
within an area that requires it to compete directly with roughly 7-10 
newer hi-rise buildings within the Pentagon City and Crystal City 
submarket.  As a result, ownership must lower the rents in order to 
remain competitive with newer buildings; thus, a rent differential is 
created between the comparable and the subject. 

Age/Condition/Quality: No adjustment needed.   
Project/Unit Amenities: No adjustment needed. 
Unit Size/Mix: No adjustment needed. 
Property Size: No adjustment needed. 
Other: No adjustment needed.   
Total Adjustment: Overall, a net upward adjustment is made.   
 
Sale #2 (Crystal Square – Arlington, VA) 
Property Rights Conveyed: No adjustment needed. 
Financing: No adjustment needed. 
Condition of Sale: No adjustment needed.   
Market Conditions: No adjustment needed. 
Location:  A small upward adjustment is applied to account for nominal rent 

differentials between the comparable’s location and the subject.  
Although this comparable is nearby sale #1, it is located in a more 
supply constrained area of Crystal City and it benefits from being on 
top of the Metro as well as retail shopping and the reinvigorated 
street scene along the Blvd.   

Age/Condition/Quality: No adjustment needed.   
Project/Unit Amenities: A small downward adjustment is applied to account for the more 

complete (unit) amenity package at this comparable (see prior 
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comments). Reportedly, 11% of the units have been renovated to 
condo finishes (see write-up).  Typically, extra amenities add 5%-
10% to overall construction costs. 

Unit Size/Mix: No adjustment needed. 
Property Size: No adjustment needed. 
Other: No adjustment needed.   
Total Adjustment: Overall, all adjustments cancel each other out.   
  
Sale #3 (The Wellington – Arlington, VA) 
Property Rights Conveyed: No adjustment needed. 
Financing: No adjustment needed. 
Condition of Sale: No adjustment needed.   
Market Conditions: No adjustment needed. 
Location:  A large upward adjustment is made as this comparable is located 

with a much lower rent district (Columbia Pike) than the subject, 
which results in a rent differential of 80-90%. 

Age/Condition/Quality: A large upward adjustment is needed, as the comparable’s 1960 
construction is in vastly inferior condition (higher effective age) in 
comparison to the subject improvements, which were constructed in 
1966 but more recently renovated.   

Project/Unit Amenities: No adjustment needed. 
Unit Size/Mix: No adjustment needed. 
Property Size: No adjustment needed. 
Other: No adjustment needed.   
Total Adjustment: Overall, a net upward adjustment is made.   
  
Sale #4 (The Chase @ Bethesda  – Bethesda, MD) 
Property Rights Conveyed: An upward adjustment of 5% is needed to account fro the property 

being sold unstabilized.  Additional absorption risk is born by the 
buyer in cases like this (see previous discussion). 

Financing: No adjustment needed. 
Condition of Sale: No adjustment needed.   
Market Conditions: No adjustment needed. 
Location:  No adjustment needed. 
Age/Condition/Quality: A downward adjustment is needed, as the comparable’s 1989 

construction is in superior condition (lower effective age) in 
comparison to the subject improvements, which were constructed in 
1966.  The comparable was recently upgraded to “condo” level 
finishes. 

Project/Unit Amenities: A large downward adjustment is applied to account for the more 
complete (unit) amenity package at this comparable (see prior 
comments). The property was recently renovated to condo finishes 
(see write-up).  Typically, extra amenities add 5%-10% to overall 
construction costs. 

Unit Size/Mix: No adjustment needed. 
Property Size: A small upward adjustment is made to account for a lack of 

economies of scale in terms of expenses (see previous discussion). 
Other: No adjustment needed.   
Total Adjustment: Overall, a net downward adjustment is made.     
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Indicated “As Is” Value Conclusion 
 
As shown on the prior adjustment grids, on a $/unit basis, the comparable sales exhibited prices 
ranging from $175,809/unit to $410,000/unit prior to adjustments.  After adjustments, the sales 
exhibited a much tighter range from $298,875/unit to $355,854/unit, with an average of $321,531/unit.  
 
The sales highlighted in yellow are deemed the most comparable due to their similar vintage, 
locational similarities, and time of the transaction.  These sales ranged in adjusted pricing from 
$302,651/unit to $355,854/unit, with an average of $331,849/unit.  Of particular note is the fact that 
contract #1 and sale #4 are both located within 2-5 miles of the subject within the Montgomery County 
Bethesda submarket.  Both of these sales are newer in terms of age; thus, I believe these sales 
represent the ceiling in terms of the subject property’s value.  Additionally, sale #2, which is very 
similar in terms of vintage to the subject property, is located within a similar supply constrained 
Arlington submarket.  As adjusted, I believe this value ($324,490/DU) represents the floor in terms of 
the subject’s value.   
 
Based on the foregoing analysis, I have concluded to a $/unit value of $330,900/unit for the subject 
property.  This equates to a market value estimate of $169,100,000 (rounded) via the Sales 
Comparison Approach. 
 
“As Is” Market Value Conclusion 
via the Sales Comparison Approach  $169,100,000 ($330,900/unit or $227/SF-NRA) 
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Introduction 
 
The Cost Approach is similar to the Income Capitalization and Sales Comparison Approaches in the 
sense that it is based on comparison and the principle of substitution.  The principle of substitution is 
defined as follows per The Appraisal of Real Estate, 12th Edition:   
 

“This principle (substitution) affirms that a prudent buyer would pay no more for a property 
than the cost to acquire a similar site and construct improvements of equivalent desirability 
and utility without undue delay.  Older properties can be substituted for the property being 
appraised, and their value is also measured relative to the value of a new, optimal property.  In 
short, the cost of property improvements on the effective date of the appraisal plus the 
accompanying land value provides a good measure against which prices for similar improved 
properties may be judged.”15 

 
As such, in the employment of the Cost Approach, the appraiser estimates the cost to develop a new 
property with the same utility as the subject property or a reproduction cost of the existing 
improvements (depending on which method is used), and then takes into account adjustments for 
differences in age, condition, and utility in order to derive a value via the Cost Approach.  This relative 
comparison is reflective of market thinking since buyers relate value to cost, and will compare the 
prices of existing buildings to the cost to create a new building.   
 
The Cost Approach normally consists of four steps: 
 

1. The estimate of the land’s value as if vacant. 
2. The estimate of the current cost of replacing or reproducing the existing improvements 

(including entrepreneurial profit). 
3. The estimate and deduction of depreciation from all causes if applicable. 
4. The addition of the value of the land and the depreciated value of the improvements. 

 
Land Valuation 
 
The first step in the Cost Approach is to estimate the “as vacant” market value of the subject’s land 
parcel, as available for development to its Highest and Best Use, which was determined in a prior 
section of this report.  In order to estimate the value of the underlying land at the subject, the 
appraiser has made an intensive search for recent land sales involving sites that will be improved with 
multifamily residential properties, which are representative of the actions of buyers and sellers in the 
market.  The search for land sales included only the subject’s immediate Suburban Maryland 
marketplace.  The following pages illustrate the land sale information gathered for this analysis.   
 
    
 

                                                           
15 Appraisal Institute, The Appraisal of Real Estate, 12th edition (Chicago, 2001), p. 350. 
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Land Sale #1 
 
Location: Rockville, MD 20850 
 
Identification: Confidential 
 
Buyer: Confidential 
  
Sellers: Confidential 
  
Date of Sale/Contract: November 2007 
  
Deed Reference: N/A 
  
Consideration: $18,225,000 
  
Financing: Assumed all cash to seller. 
 
Land Area: 198,451 SF (4.55 acres)  
 
Number of Units: 275 units (240 market rate units, 35 MPDU) 
 
Density (Units/Acre): 60.44 DU/acre 
 
Price/Unit: $75,938/DU (based on 240 market rate DU) 
  
Proposed FAR: 321,080 SF 
  
Price/SF-FAR: $56.76/SF-FAR 
  
Description:    This confidential transaction represents a recent 

sale of land that is slated for a mid-rise residential 
development within northern Rockville. 

 
Zoning: I-3 (Technology & Business Park) 
 
Verification:    Seller 12/07. 
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Land Sale #2 
 
Location: 8710 Cameron Street, Silver Spring, MD 20910 
 
Identification: 13-03599882  
 
Buyer: Fairfield Residential, LLC 
  
Sellers: Cameron House Apartments Joint Venture 
  
Date of Sale/Contract: October 22, 2007; May 1, 2006 (Purchase 

Agreement) 
  
Deed Reference: 34976/633 
  
Consideration: $19,500,000 
  
Financing: Assumed all cash to seller. 
 
Land Area: 70,462 SF (1.62 acres)  
 
Number of Units: 325 units (284 market rate units, 41 MPDU) 
 
Density (Units/Acre): 200 DU/acre 
 
Price/Unit: $68,662/DU (based on 284 market rate DU) 
  
Proposed FAR: 380,057 SF 
  
Price/SF-FAR: $51.31/SF-FAR 
  
Description:    The purchase agreement for the property was 

signed in May 2006 but actual closing of the sale 
was in October 2007. Though the current plans 
would be for a rental complex, purchase agreement 
documents points to a land purchase for a 
condominium development. 
 
The comparable, which consists of 1.62 net acres, 
is located along Cameron Street between South 
Spring Street and Fenton Street in downtown Silver 
Spring MD. The site is approximately a half mile 
from the Silver Spring Metro Station. 
 
The proposed luxury apartment community will 
consist of a 15 story high rise, mixed use building. 
The complex would have a total of 325 dwelling 
units (284 market rate units & 41 moderately priced 
dwelling units or MPDUs) with an average size of 
931 SF. Total net rentable area would be 302,469 
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SF. In addition, 7,330 SF of ground floor retail 
space is planned for the complex. 
 
Also planned are 434 parking spaces in a 5 level 
parking garage (1 level below grade & 4 levels 
above grade). 
 

 
 

Zoning: CBD-2 (Central Business District - 2) 
 
Verification: Buyer, Public records 12/07. 
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Land Sale #3 
 
Location: 1200 East West Hwy 
 Silver Spring, MD (Montgomery County) 
 

 
 
Identification: 13-959722 & 13-979274 
  
Buyer: Home Properties LLC 
 
Sellers: East West at Silver Spring, LLC (Centex Homes) 
 
Date of Sale: February 8, 2007 
 
Deed Reference: 33791/0324 
 
Consideration: $12,750,000 
 
Financing: Assumed all cash to seller. 
 
Land Area: 0.94-acres  
 
Number of Units: 216 market rate rental units (247 total units; 31 DU 

will be MPDUs) 
 
Density (Units/Acre): 262.77/DU/acre 
 
Price/Unit: $59,028/unit (based on 216 market rate DU) 
 
Proposed FAR: 275,000 GSF-FAR  
 
Price/SF-FAR: $46.36/SF-FAR 
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Prior Sale - May 2006: 00979274  $  9,882,000 
 00959722 $  6,318,000 
   $16,200,000 
 
Comments: As shown above, Centex Homes acquired this 

almost one-acre site in two separate transactions 
in May 2006 for $16,200,000.  However, with the 
$12.75 million sale to Home Properties nine 
months later, Centex decided upon realizing an 
investment loss of $3.45 million (21%), plus 
transaction soft costs and carrying costs, rather 
than hold the site until favorable market conditions 
for condominium development returned. 

 
 Home Properties bought the property with the 

intention of using Centex’s original plans and 
transform it into a rental complex. Home Properties 
has short-term groundbreaking plans for the site as 
record plat is reportedly anticipated within two 
months following the most recent sale. 

 
 This site is located on northwest corner of East 

West Hwy and Blair Mill Rd in Silver Spring. Home 
Properties plans to build 247 rental units (31 units 
will be MPDUs) in a 14-story building.  The building 
will sit atop a 2-level, below-grade 220 space 
parking garage.  The building will also have 10,600 
SF of retail space at street level.     

 
 Building improvements at the time of sale were a 

5,500 SF retail building and 1,500 SF auto-repair 
building. 

 

 
 
Zoning: CBD-2, Central Business District 
 
Verification: The Montgomery Newsletter, Buyer 

Representative, and Public Records 12/07. 
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Land Sale #4 
 
Location: 4831, 4833 West Lane & 4903 Montgomery Lane, 

Bethesda, MD 
 

 
 

Identification: 07-487286, 07-487275, 07-489478 
 
Buyer: Holladay West LLC 
 
Sellers: Richard Hanes et al. 
 
Date of Sale: November 15, 2006 
 
Deed Reference: 33366/176 
 
Consideration: $5,125,000 
 
Financing: Assumed all cash to seller. 
 
Land Area: 0.54 acres (23,311 SF) 
 
Number of Units: 44 market rate condo units (50 total with 6 MPDUs) 
 
Density (Units/Acre): 93 DU/Acre 
 
Price/Unit: $116,364/DU (based on 44 market rate units) 
 
Proposed FAR: 71,343 GSF-FAR 
 
Price/SF-FAR: $71.77/SF-FAR 
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Comments:    This project is located on Montgomery Lane and 
West Lane, with a West Lane entrance. After an 
April 2006 denial from the Planning Board, changes 
were made to accommodate the Villages of 
Bethesda, located on the corner of Arlington Road 
and Edgemoor Lane. The Planning Board approved 
the project in November 2006, after conditions were 
worked out. As such the property was rezoned from 
R-60 to the current TS-R zoning. The building will 
be 4-6 stories high and have approx. 50 units, of 
which 12.5% will be MPDU's. 

 

 
 
Zoning:    TS-R (Transit Station-Residential) 
 
Verification: The Montgomery Newsletter, CoStar and Public 

Records 12/07. 
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Land Sale #5 
 
Location: 1200 Blair Mill Rd 
 Silver Spring, MD (Montgomery County) 
 

 
 
Identification: 13-00980865 
  
Buyer: 1200 BMR Associates LLC (Perseus Realty) 
 
Sellers: Springview Partners, LLC 
 
Date of Sale: June 8, 2006 (Early 2005 contract) 
 
Deed Reference: 32457/552 
 
Consideration: $4,533,671 
 
Financing: Assumed all cash to seller. 
 
Land Area: 0.77-acres  
 
Number of Units: 96 proposed rental units (12 DU will be MPDUs) 
 
Density (Units/Acre): 124.68/DU/acre 
 
Price/Unit: $53,972/unit (based on 84 market rate DU) 
 
Proposed FAR: 107,095 GSF-FAR  
 
Price/SF-FAR: $42.23/SF-FAR 
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Comments: This site is located on southwest corner of East 
West Hwy and Blair Mill Rd in Silver Spring 
opposite the subject property.  The developer plans 
to build 96 units (12 units will be MPDUs) in a 9-
story building.  The building will sit atop a 2-level, 
below-grade 46 space parking garage.   This 
property is located in a parking lot district and does 
not need to accommodate parking on-site.  
Normally, the proposed project would require 106 
parking spaces.     

 

 
 

Zoning: CBD-1, Central Business District 
 
Verification: The Montgomery Newsletter, news clips and Public 

Records 12/06. 
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Land Sale #6 
 
Location: 1200 East West Hwy 
 Silver Spring, MD (Montgomery County) 
 

 
 
Identification: 13-959722 & 13-979274 
  
Buyer: East West at Silver Spring, LLC (Centex Homes) 
 
Sellers: 1212, LLC (13-959722) & Goodman East + West, 

LLC (13-979274)  
 
Date of Sale: May 1, 2006 
 
Deed Reference: 32237/324 (13-959722) & 32237/318 (13-979274) 
 
Consideration: $16,200,000 
 
Financing: Assumed all cash to seller. 
 
Land Area: 0.94-acres  
 
Number of Units: 247 proposed rental units (31 DU will be MPDUs) 
 
Density (Units/Acre): 262.77/DU/acre 
 
Price/Unit: $75,000/unit (based on 216 market rate DU) 
 
Proposed FAR: 275,000 GSF-FAR  
 
Price/SF-FAR: $58.90/SF-FAR 
 
Comments: This site is located on northwest corner of East 

West Hwy and Blair Mill Rd in Silver Spring. 
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Centex plans to build 247 condominium units (31 
units will be MPDUs) in a 14-story building.  The 
building will sit atop a 2-level, below-grade 220 
space parking garage.  The building will also have 
10,600 SF of retail space at street level.     

 

 
 
Zoning: CBD-2, Central Business District 
 
Verification: The Montgomery Newsletter, CoStar and Public 

Records 12/06. 
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Land Sale #7 
 
Location:    Middle Lane & Montgomery Lane 
     Rockville, MD 
 

 
 
Identification: 04-03297617, 04-03297628  
 
Buyer: Duball Rockville LLC 
 
Sellers: Rockville Renaisance West LLC 
 
Date of Sale: April 11, 2006 
 
Deed Reference: 32132/151 
 
Consideration: $34,500,000 
 
Financing: Assumed all cash to seller. 
 
Land Area: 3.2 acres (136,564 SF) 
 
Number of Units: 485 DU 
 
Density (Units/Acre): 155 DU/acre 
 
Price/Unit: $71,134/DU 
 
Proposed FAR: 634,125 SF 
 
Price/SF-FAR: $54.41/SF-FAR 
 
Comments: Duball Rockville, LLC acquired a 3.2 acres site 

situated in the heart of the Rockville Town Center 
in Montgomery County, Maryland. Duball Rockville, 
LLC, a venture between affiliates of Duball, LLC 
and CIM Urban Real Estate Fund, L.P., will 
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develop two mixed-use high-rise residential towers 
on the site which will include 485-multifamily 
homes (255 DU & 230 DU), 40,000 SF of street 
level retail and approximately 1,400 parking 
spaces.  

 
Rockville Town Center is conveniently located one-
block from the Rockville Metro Station and 
adjacent to the Regal Cinemas complex, 
restaurants and shops. 

 

 
  
Zoning: TCM-2 (Town Center Mix Use – 2) 
 
Verification: The Montgomery Newsletter and Public Records 

12/07. 



COST APPROACH 
 

 201

Land Sale #8 
 
Location: 100 First St. 
 Rockville, MD 20851 
 

 
 
Identification: 04-03499840, 04-03497577 
  
Buyer: Ameriton Properties, Inc (Archstone-Smith) 
 
Seller: SROUR First Street Partnership 
 
Date of Sale: July 20, 2005 
  
Deed Reference: 30333/81 
 
Consideration: $6,100,000 
 
Financing: Assumed all cash to seller. 
 
Land Area: 3.2-acres  
 
Number of Units: 192 proposed dwelling units (29 DU will be 

MPDUs) 
 
Density (Units/Acre): 60/DU/acre 
 
Price/Unit: $37,423/unit (based on 163 market rate DU) 
 
Description: This site is located on Veirs Mill Rd at First Street 

in Rockville.  It is located just east of the 
intersection of Rt. 355 and Veirs Mill Rd, several 
blocks southeast of the Rockville Town Center and 
the Rockville Metro Station.    The site has been 
approved for 192 dwelling units (29 units will be 
ADUs).  The use permit approves one building, 
four stories and basement level with above grade 
parking.  



COST APPROACH 
 

 202

 The site is located in a congested area of Rockville 
with limited access.  In addition, the site backs to 
Metro-rail tracks.  An existing office building on the 
site is slated to be demolished prior to 
development of the proposed improvements. 

 
 
 
Zoning: O-1, Office Building with optional allowable 

multifamily dwellings – City of Rockville 
 
Verification:    Costar, Rockville City Records and knowledgeable 

third party, 12/07. 
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Land Sale #9 
 
Location: Avalon at Wheaton 
 Northeast corner of Georgia Ave & Blueridge Ave 
 Silver Spring (Wheaton), MD 20902 
 
Identification: 13-00974738, 13-00962308 & 13-00951954 
 
Buyer: Georgia Avenue Inc (AvalonBay) 
 
Seller: Blue Ridge Associates, George Gregory & SJS 11501 Georgia Ave 

Inc. 
 
Date of Sale: March & May, 2005 
 
Deed Reference: 29427/789, 29274/494 & 27444/609 
 
Consideration: $12,175,000  
 
Financing: Assumed all cash to seller 
 
Land Area: 3.659 acres 
 
Number of Units:         320 proposed rental units (40 DU will be MPDUs) 
 
Density (Units/Acre): 87.46/DU/acre 
 
Price/Unit: $43,482/unit (based on 280 market rate DU) 
 
Proposed FAR: 383,000 GSF-FAR  
 
Price/SF-FAR: $31.78/SF-FAR 
 
 
Comments: This site is located on northeast corner of Georgia and Blueridge 

Aves in Wheaton.  This property is located just north of University 
Blvd and several blocks north of the Wheaton Metro Station. 

  
 The developer is proposing 320 units with 40 MPDU’s in 3 

residential buildings.  The buildings will range in height from 4 to 6 
stories.  The residential units will site over parking garages and 
63,000 SF of retail.  The developer is seeking a rezoning from C-O 
to PD-88. 

 
Zoning: C-O 
 
Verification:          The Montgomery Newsletter and Public Records 12/06. 
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The following chart summarizes the multifamily residential land sales detailed on the prior pages.    
 

Address Date
Proposed (mrkt 
rate) # of Units FAR

Average Unit 
Size (SF-

FAR) Sales Price Price/Unit Price/SF-FAR
Sale #1 Rockville, MD Nov-07 240 321,080 1,338 $18,225,000 $75,938 $56.76
Sale #2 8710 Camerson St. Silver Spring, MD Oct-07 284 380,057 1,338 $19,500,000 $68,662 $51.31
Sale #3 1200 East West Hwy, Silver Spring, MD Feb-07 216 275,000 1,273 $12,750,000 $59,028 $46.36
Sale #4 West Lane & Montgomery Lane, Bethesda, MD Nov-06 44 71,343 1,621 $5,125,000 $116,477 $71.84
Sale #5 1200 Blair Mill Road, Silver Spring, MD Jun-06 84 107,095 1,275 $4,533,671 $53,972 $42.33
Sale #6 1200 East West Hwy, Silver Spring, MD May-06 216 275,000 1,273 $16,200,000 $75,000 $58.91
Sale #7 Middle Lane & Montgomery Lane, Rockville, MD Apr-06 485 634,125 1,307 $34,500,000 $71,134 $54.41
Sale #8 100 1st St., Rockville, MD Jul-05 163 331,644 2,035 $6,100,000 $37,423 $18.39
Sale #9 NE Georgia Ave & Blueridge Ave, Silver Spring, MD May-05 280 383,000 1,368 $12,175,000 $43,482 $31.79

Averages $66,791 $48.01

 
 
As the previous chart indicates, the comparable land sales exhibited a range of sale prices (on a 
$/unit basis) from $37,423/unit to $116,477/unit with an average of $66,791/unit.  If the sales are 
examined on a price per SF-FAR basis, a range from $18.39/SF-FAR to $71.84/SF-FAR is indicated, 
with an average of $48.01/SF-FAR. 
 
Note:  Prior to an analysis of the land sales, it is important to note that the “As Vacant” market value 
conclusion for the underlying land at the subject is based on the subject property as it is currently 
constructed (511-units in a 16-story tower).  As was discussed in detail in the Zoning and Land Use 
Plans Section of the report, the appraiser has concluded that the existing improvements represent a 
legal, non-conforming use with respect to the CBD-1 zoning regulations.  Since the Income 
Capitalization and Sales Comparison Approaches were used to value the property on an “As Is” basis 
(i.e., as a legal, non-conforming use), the Cost Approach will utilize a similar methodology.  As such, 
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the “As Vacant” land value within the Cost Approach has also been based on the subject’s current 
buildout (511-units) for purposes of consistency.   
 
Note on MPDU’s:  Prior to my land analysis, it is important to note that my discussions with several 
residential developers in the suburban Washington, DC marketplace indicated that they typically do 
not ascribe any land value to MPDU’s and that land sale/purchase prices are typically negotiated 
based on the number of “market rate” units only (excluding MPDU’s).  The reason for this is due to the 
fact that the rent levels for MPDU’s are set by government regulations and typically equate to 60±% of 
the achievable “market” rent levels for a property in the subject’s immediate area.  Since the 
construction costs and landlord operating expense levels for MPDU’s are the same as for market 
units, the net income garnered (by the owner/developer) for MPDU’s is only sufficient enough (if at all) 
to allow the developer to recapture the hard and soft construction costs for the units (not sufficient to 
recapture land costs).  For this reason, developers to not attribute any land value do MPDU’s.  As 
such, I will not attribute any land value to the MPDU’s in the analysis and will calculate a land value 
estimate based on the amount of “market rate” units that can be constructed in order to be consistent 
with the marketplace.     
 
Land Sale Comments: 
 
Under “normal” circumstances the next step would involve performing a Land Sales Approach and 
corresponding grid whereby adjustments are made to each land sale in order to correlate them with 
the subject site.  However, the market is currently under extenuating circumstances as a result of 
capital market tumult and the recent decline of the “for-sale” housing market.  As such, the land sales 
presented earlier can not be utilized to develop a credible land value.  To reiterate, these sales 
comparables have nominal value in determining the subject’s multifamily land value for the following 
reasons: 
 

 The capital market’s turmoil that began in August/September 2007 has further impacted an 
already weakened land sale market in Montgomery County.  While somewhat anecdotal in 
nature, recent conversations with active brokers and developers indicate that deals are “falling 
out” or being re-traded due to recent capital market events; 

 “Frozen” market conditions are resulting in limited “real time” transaction data from which to 
conclusively support changes to underlying land values.  In such market conditions, a land 
residual model is thought to offer a more practical approach to estimating land value.  In fact, 
developers and investors implicitly utilize such models in making their investment decisions; 

 I interviewed several local, active land buyers, developers, and builders from Madison Homes, 
Fairfield Residential, Ditmarr, Bush Construction, K. Hovnanian, Bozzuto, Cushman & 
Wakefield, etc. in order to get a better understanding of the current land purchase market 
conditions.  Based on these conversations, overwhelmingly, these professionals agree that it 
is very difficult to pinpoint a rental/condo land value due to rising construction costs and overly 
aggressive land prices from sellers still looking to cash in on the recently past condo boom.  
Virtually all these professionals price land based on a residual analysis whereby they “back 
into” a price that they can “afford to pay” for the ground.  Almost all the interviewees reported 
first hand knowledge of more failed contracts of deals that fell apart during late 2006-2007 as a 
result of rising construction costs than successfully closed deals.  In fact, a few reported that 
due to the increase in costs to build high-rises, they are intentionally avoiding this product type 
altogether because the numbers simply “do not pencil out”, especially within a suburban 
environment; 

 The once profitable condo market in suburban Maryland has stalled, with nearly all ground-up 
condo projects now being “switched” to rental.  Extremely low absorption and flattening to 
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declining prices are demanding this change in strategy, as developers and investors attempt to 
minimize losses and/or avoid foreclosure.  These once-active condo developers/converters 
are now “on the sidelines”.  The condo premium once paid for apartment and condo sites and 
projects evaporated.  These changes have had a material impact on the residential land 
market in Suburban Maryland.  In essence, the land market is “frozen” with many participants 
waiting for the market to settle; 

 Based upon the aforementioned, this appraiser has performed a “static” residual analysis in 
order to determine an appropriate market value land estimate for the subject site. 

 
Land Residual Technique (Abstraction Method) 
 
In order to examine the land value in the Land Residual Technique (Abstraction Method), the first step 
is to derive a sale value for the end unit multifamily use.  After this is accomplished, it is then possible 
to deduct the construction costs (hard & soft) and the entrepreneurial profit earned by the homebuilder 
in order to derive a market value for the underlying land (i.e., what the developer could afford to pay 
for the land and still pay all necessary site construction costs and meet profit expectations). 
 
Sales 
 

Sale # Project Location Age Style Date Sale Price # Units $/Unit $/SF
Cap Rate 

(Ro) *
Terminal 
Cap (Rt)

Yield 
Rate 
(Yo) 10-Yr T'Bills Ro Spread Yo Spread

Contract #1 The Monterey N Bethesda, MD 1967 Hi-Rise Mar-08 $97,000,000 432 $224,537 $224 N/A N/A N/A 3.74% N/A N/A
Contract #2 Circle Towers Fairfax, VA 1973 Hi-Rise Mar-08 $137,630,000 606 $227,112 $227 5.15% N/A N/A 3.74% -1.41% N/A
Contract #3 Grosvenor Tower N Bethesda, MD 1988 Hi-Rise Jan-08 $86,500,000 237 $364,979 $344 4.80% N/A N/A 3.74% -1.06% N/A

Sale #1 The Bennington Arlington, VA 1980 Hi-Rise Dec-07 $93,619,905 348 $269,023 $337 4.95% N/A N/A 4.10% -0.85% N/A
Sale #2 Crystal Square Arlington, VA 1974/75 Hi-Rise Dec-07 $122,657,095 378 $324,490 $301 5.00% N/A N/A 4.10% -0.90% N/A
Sale #3 The Wellington Arlington, VA 1960/61 Mid-rise Aug-07 $125,000,000 711 $175,809 $208 5.73% N/A N/A 4.67% -1.06% N/A
Sale #4 The Chase @ Bethesda Bethesda, MD 1989 Mid-rise Mar-07 $50,020,000 122 $410,000 $488 5.14% N/A N/A 4.56% -0.58% N/A

$285,136 $304 5.13% 4.09% -0.98%

Sale # Project Location Date Sale Price # Units $/Unit $/SF
Cap Rate 

(Ro) *
Terminal 
Cap (Rt)

Yield 
Rate 
(Yo) 10-Yr T'Bills Ro Spread Yo Spread

Sale #1 Pearson Square Falls Church, VA 2007 Mid-rise Jan-08 $100,830,000 215 $468,977 $399 5.80% N/A N/A 3.74% -2.06% N/A
Sale #2 Pentagon City Apartment Arlington, VA 2008 Hi-Rise Sep-07 $198,250,000 399 $496,867 $487 N/A N/A N/A 4.52% N/A N/A
Sale #3 lO Piaza Arlington, VA 2006 Hi-Rise Sep-07 $99,500,000 244 $407,787 $412 5.20% N/A N/A 4.52% -0.68% N/A
Sale #4 Andover House (Under groundlease) Washington, DC 2005/06 Hi-Rise Apr-07 $65,580,000 171 $383,509 $448 4.40% N/A N/A 4.69% 0.29% N/A
Sale #5 Joule Arlington, VA 2006 Mid-Rise Feb-07 $43,000,000 87 $494,253 N/A N/A N/A N/A 4.72% N/A N/A
Sale #6 The Crescent @ Fells Point Baltimore, MD 2006 Hi-Rise Feb-07 $108,000,000 252 $428,571 $341 N/A N/A 7.30% 4.72% N/A -2.58%
Sale #7 Halstead Tower Alexandria, VA 2006 Hi-Rise Jan-07 $76,000,000 173 $439,306 N/A N/A N/A 7.20% 4.76% N/A -2.44%
Sale #8 Metropolitan @ Reston Town Center (95% int.) Reston, VA 2006 Hi-Rise Nov-06 $119,500,000 288 $414,931 N/A N/A N/A N/A 4.60% N/A N/A
Sale #9 Jefferson at Logan Circle (Partnership transfer - adjusted to 100%) Washington, DC 2006 Hi-Rise Sep-06 $113,500,000 292 $388,699 $456 5.40% N/A N/A 4.72% -0.68% N/A
Sale #10 The Prime (Meridian III @ Courthouse Commons) Arlington, VA 2002 Hi-Rise Sep-06 $96,000,000 256 $375,000 $411 5.00% N/A N/A 4.72% -0.28% N/A
Sale #11 2400 M Street Washington, DC 2005/06 Hi-Rise Apr-06 $172,320,000 359 $480,000 N/A N/A N/A N/A 4.99% N/A N/A

$434,354 $422 5.16% 7.25% 4.61% -0.68% -2.51%

SUMMARY OF APARTMENT SALES

Primary Sales 

Average

Average

Supplemental Sales

* Reported "going-in" cap rates are on a stabilized basis, after reserves.

 
 

 The most recently constructed buildings are located within the supplemental sales section.  
These sales, which were built between 2002-2008, range in pricing from $375,000/DU to 
$496,867/DU, with an average of $434,354/DU. 

 The most comparable sales in terms of location are supplemental #1, #2, & #11.  These sales 
range in price from $468,977 to $496,867/DU, with an average of $481,948/DU. 

 Each of these most comparable sales sold while the buildings were substantially vacant, as 
such, an upward adjustment of +5% is needed to these sales prices. 

 Based upon the aforementioned, I have reconciled to an end unit value for a new multifamily 
building on the subject site containing 511 residential units at $516,000/DU or $263,700,000. 

 This end unit assumption is further supported by the following direct cap analysis, which 
demonstrates, using market based figures, how $516,000/DU is attainable. 
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$ $/DU
Estimated Rental Income ($2,600/DU x 511 DU) $15,943,200 $31,200
Commercial Income $600,000 $1,174
Other Income (& parking) - 6% $956,592 $1,872

Total Income $17,499,792 $34,246

Vacancy & Credit Loss 5% ($874,990) ($1,712)
EGI $16,624,802 $32,534

Expenses - 25% $4,156,201 $8,133
NOI $12,468,602 $24,400

Reserves - $150/DU $76,650 $150
Cash Flow $12,391,952 $24,250

Value Capped @ 4.7% (RD) $263,700,000 $516,000
** Based on 511 market rate units

4701 Willard Ave Site Hypothetical - "As Is" Direct Cap Analysis - 511 "Rental" Units

 
 
Entrepreneurial Profit 
 
Entrepreneurial profit/incentive is defined as follows: “A market-derived figure that represents the 
amount an entrepreneur expects to receive for his or her contribution to a project; the difference 
between the total cost of a property (cost of development) and its market value (property value after 
completion), which represents the entrepreneur’s compensation for the risk and expertise associated 
with development”.   
 
Based primarily on several recent projects for which I have performed valuation assignments, as well 
as ongoing discussions with developers and other knowledgeable market participants and 
consideration to the somewhat unique opportunistic development opportunity at hand (close-in, urban 
site, just off Wisconsin Avenue), I have applied an entrepreneurial profit factor of 9% for the subject 
property.   
 
Construction Costs 
 
The final step in the residual analysis is to determine construction costs.  Usually the subject’s own 
construction budget is the best basis for estimating costs, but since this analysis assumes new 
construction (which the subject is not), I have relied on construction costs of multiple other newly 
constructed or proposed residential developments, summarized in the following chart. 
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Project Completion Date # Units SF-NRA Total Cost Cost/Unit Cost/SF Hard Cost Soft Cost

Soft Costs (as 
% of Total 

Costs)
Arlington High-rise Apts & retail 2009 188 206,116 $75,430,118 $401,224 $366 $54,216,760 $21,213,358 28%
DC Hi-rise apts & retail - NW 2008 229 223,466 $85,384,037 $372,856 $382 $60,003,041 $25,380,996 30%
Arlington High Rise Apt & retail 2009 234 220,637 $77,426,936 $330,884 $351 $55,312,351 $22,114,585 29%
Fairfax Mid-rise Apts 2009 414 408,040 $115,795,286 $279,699 $284 $78,914,688 $36,880,598 32%
Alexandria mid-rise apartment 2008 136 138,015 $44,431,552 $326,703 $322 $36,229,342 $8,202,210 18%
1st & M St, SE Condos 2009 266 193,054 $74,009,908 $278,233 $383 $56,026,725 $17,983,183 24%
DC Hi-rise condos - NW 2008 292 267,271 $77,664,013 $265,973 $291 $58,651,761 $19,012,252 24%
DC Mid-rise condos & retail - NE 2008 461 434,358 $111,094,859 $240,987 $256 $68,472,789 $42,622,070 38%
Arlington Mid-rise condos & retail 2007 114 137,699 $40,405,321 $354,433 $293 $32,442,246 $7,963,075 20%
DC Hi-rise apts & retail - NW 2007 244 299,622 $88,100,255 $361,067 $294 $68,202,172 $19,898,083 23%
DC Mid-rise condos (includes some TH) - NW 2007 60 76,275 $27,087,000 $451,450 $355 $18,930,000 $8,157,000 30%
DC Hi-rise condos - NW 2007 149 134,681 $40,600,157 $272,484 $301 $32,373,016 $8,227,141 20%
Alexandria Mid-rise Apts & retail 2007 498 487,285 $69,251,000 $139,058 $142 $53,001,000 $16,250,000 23%
DC Mid-rise Apts & retail - NE 2007 309 255,672 $69,251,000 $224,113 $271 $53,001,000 $16,250,000 23%
DC Mid-rise condos - NW 2007 63 53,100 $18,491,525 $293,516 $348 $13,903,943 $4,587,582 25%
DC Hi-rise condos & retail - NW 2006/07 216 200,845 $78,558,168 $363,695 $391 $51,712,000 $26,846,168 34%
Arlington, VA 2006 98    108,776 $16,462,000 $167,980 $151 $13,087,600 $3,374,400 20%
Arlington, VA 2006 85   126,256 $32,407,271 $381,262 $257 $28,150,429 $4,256,842 13%
Falls Church, VA 2006 90   285,657 $41,835,630 $464,840 $146 $36,006,845 $5,828,785 14%
Fairfax Mid-rise Apts 2005/07 392 371,864 $43,825,208 $111,799 $118 $32,557,168 $11,268,040 26%
Washington, DC 2005-06 162 154,891   $33,160,985 $204,697 $214 $26,692,250 $6,468,735 20%
DC Hi/Mid-rise condos & retail - NW 2005/2006 153 167,285 $48,984,981 $320,163 $293 $37,104,375 $11,880,606 24%
DC Hi-rise condos & retail - NW 2005 62 117,612 $28,330,454 $456,943 $241 $21,300,000 $7,030,454 25%
Washington, DC 2005 57 101,950   $26,775,066 $469,738 $263 $18,769,483 $5,540,134 21%
Washington, DC 2005 139   122,350 $29,626,363 $213,139 $242 $23,438,639 $6,187,724 21%
Washington, DC 2004-05 117    151,689 $27,400,000 $234,188 $181 $21,200,000 $6,200,000 23%
Washington, DC 2004 46 52,799     $12,531,156 $272,416 $237 $9,255,186 $3,275,970 26%
Washington, DC 2004 36 58,963     $10,538,139 $292,726 $179 $8,414,739 $2,123,400 20%
Washington, DC 2004 155   149,000 $28,480,000 $183,742 $191 N/A N/A N/A
Alexandria Mid-rise Apts 2003 404 390,264 $47,354,052 $117,213 $121 $33,921,052 $13,433,000 28%

MIN $111,799 $118 13%
MAX $469,738 $391 38%
AVE $286,750 $251 24%

MIN $111,799 $118 13%
MAX $469,738 $322 32%
 AVE $261,434 $213 22%

MIN $240,987 $241 20%
MAX $456,943 $391 38%
 AVE $329,788 $315 27%

MIN $265,973 $291 20%
MAX $401,224 $391 34%
 AVE $338,312 $339 27%

Source:  RCDH & Co.

Condominiums

Most Comparable Projects

DEVELOPMENT COST COMPARABLES
Multifamily Construction

ALL

 Apartments 

 
 
Based upon the projects deemed most comparable (highlighted in yellow), I have estimated 
construction costs new at $252/SF-NRA ($300 x 738,741SF-NRA) or $186,515,000 ($365,000/DU -
511 Units).  Given the subject’s large size relative to the comparables, more economies of scale are 
gained in terms of construction costs, thus, I reconciled to a figure below the minimum range of the 
most comparable costs. 



COST APPROACH 
 

 209

Residual Analysis Summary 
 
A summary of the residual analysis outlined in the previous pages in order to arrive at an estimated 
residual land value is shown in the following chart. 
 

Construction Costs Range High Low Average Reconciled
$/DU $/DU $/DU $/DU

Sale $/DU (via capitalized rents) $516,000 $516,000 $516,000 $516,000
  Less: Profit @ 9% $46,440 $46,440 $46,440 $46,440
Indicated Value After Profit $469,560 $469,560 $469,560 $469,560
  Less: Construction Costs $401,224 $265,973 $338,312 $365,000
Imputed Land Value (RD) $68,300 $203,600 $131,200 $104,600

$ (RD) $34,900,000 $104,000,000 $67,000,000 $53,500,000
$/SF-FAR (RD) - 869,107 SF $40.00 $120.00 $77.00 $62.00

4701 Willard Avenue Site - "Static" Land Residual Analysis - 511 "Rental" Units

 
 
As shown above, the residual analysis indicates that an imputed land value for the subject property 
site “As Vacant” is about $62/SF-FAR or $104,600/DU. 
 
Comments: 
 

 With reference to the land sales previously outlined, my estimated land value is north of the 
most recent transaction (sale #1), which is reasonable given sale #1’s inferior location within 
Rockville.   

 The estimate is roughly 20% of the end unit value estimate, which is a normal ratio of land to 
improvements.  

 
Land Value “As Vacant” 
 
Reconciled “As Vacant” Value Conclusion  
Via Residual Analysis Approach  $53,500,000 ($104,600/Unit or $62/SF-FAR) 
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Cost Estimates 
 
The second step involved in the Cost Approach is an estimation of the cost of the subject 
improvements.  Two forms of costs are available; reproduction and replacement costs.  Reproduction 
cost is the cost of construction at current prices of an exact duplicate or replica using the same 
materials, construction status, design, layout, and quality of workmanship, embodying all of the 
deficiencies, super-adequacies, and obsolescence of the subject building.  Replacement cost is 
defined as the cost of construction at current prices of a building having the utility equivalent to the 
building being appraised, but built with modern materials and according to current standards, design, 
and layout.  The use of the replacement cost concept presumably eliminates all functional 
obsolescence, and the only depreciation to be measured is physical deterioration and economic 
obsolescence.   
 
For the demonstration report, the Appraisal Institute requires the use of reproduction costs rather than 
replacement cost.  There are several methods by which to estimate the replacement cost of the 
subject improvements.  The principal methods include: (1) the Comparative Method (also known as 
the "square foot" and "cubic foot" methods); (2) the Segregated Cost Method (also known as the Unit-
In-Place Method); and (3) the Quantity Survey Method.  These methods are described below. 
 
The Comparative Method represents a somewhat simple, practical approach to a cost estimate.  This 
method is based on a unit cost figure and is typically applied to gross building dimensions.  This is a 
method of estimating cost by comparison with that of similar structures; these costs are measured in 
units per square foot of gross floor area, or by cubic foot of building construction. 
 
The Segregated Cost Method, or the Unit-in-Place Method, is based upon the use of unit prices for 
various building components, using workable units or measurements such as square or linear feet, or 
other appropriate base units of measurements.  This method is designed to give separate 
consideration to all of the major construction parts of the structure. 
 
The Quantity Survey Method is the most comprehensive method of cost estimation and, in its strictest 
application, is a repetition of the contractor's original procedure of determining quantity and quality of 
each type of material used; estimating the labor hours required; and, applying unit costs to the 
material and labor quantities.  Although still an estimate, the Quantity Survey Method is the most 
accurate and probable method of cost estimating.  It produces a reproduction cost estimate in detail 
sufficient for any parcel requirement. 
 
Since I am not an expert cost estimator, I have chosen to use the comparative method of estimating 
the reproduction cost new of the subject improvements.  In estimating these costs, I have examined 
development budgets for several other newly constructed or proposed multifamily apartment projects 
in various “close-in” areas of suburban Washington, DC.  I considered utilizing the Marshall & Swift 
Commercial Estimator computer program but it is important to note that in the past few years, 
construction costs in the Washington, DC area have “spiked” over 15% according to developers.  As a 
result, reliance on cost services such as Marshall & Swift is somewhat limited, particularly when good 
“cost comp” data is available.   
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Cost Comparables 
 
The following chart shows a brief summary of the budgeted cost figures for several high-rise 
multifamily apartment projects located in various “close-in” areas of suburban Washington, DC.  The 
comparables utilized in my analysis are designated with a (*). 
 

Project Completion Date # Units SF-NRA Total Cost Cost/Unit Cost/SF Hard Cost Soft Cost
Soft Costs (as % 
of Total Costs)

*Arlington High-rise Apts & retail 2009 188 206,116 $75,430,118 $401,224 $366 $54,216,760 $21,213,358 28%
*DC Hi-rise apts & retail - NW 2008 229 223,466 $85,384,037 $372,856 $382 $60,003,041 $25,380,996 30%
*Arlington High Rise Apt & retail 2009 234 220,637 $77,426,936 $330,884 $351 $55,312,351 $22,114,585 29%
Fairfax Mid-rise Apts 2009 414 408,040 $115,795,286 $279,699 $284 $78,914,688 $36,880,598 32%
Alexandria mid-rise apartment 2008 136 138,015 $44,431,552 $326,703 $322 $36,229,342 $8,202,210 18%
1st & M St, SE Condos 2009 266 193,054 $74,009,908 $278,233 $383 $56,026,725 $17,983,183 24%
DC Hi-rise condos - NW 2008 292 267,271 $77,664,013 $265,973 $291 $58,651,761 $19,012,252 24%
DC Mid-rise condos & retail - NE 2008 461 434,358 $111,094,859 $240,987 $256 $68,472,789 $42,622,070 38%
Arlington Mid-rise condos & retail 2007 114 137,699 $40,405,321 $354,433 $293 $32,442,246 $7,963,075 20%
*DC Hi-rise apts & retail - NW 2007 244 299,622 $88,100,255 $361,067 $294 $68,202,172 $19,898,083 23%
DC Mid-rise condos (includes some TH) - NW 2007 60 76,275 $27,087,000 $451,450 $355 $18,930,000 $8,157,000 30%
DC Hi-rise condos - NW 2007 149 134,681 $40,600,157 $272,484 $301 $32,373,016 $8,227,141 20%
Alexandria Mid-rise Apts & retail 2007 498 487,285 $69,251,000 $139,058 $142 $53,001,000 $16,250,000 23%
DC Mid-rise Apts & retail - NE 2007 309 255,672 $69,251,000 $224,113 $271 $53,001,000 $16,250,000 23%
DC Mid-rise condos - NW 2007 63 53,100 $18,491,525 $293,516 $348 $13,903,943 $4,587,582 25%
DC Hi-rise condos & retail - NW 2006/07 216 200,845 $78,558,168 $363,695 $391 $51,712,000 $26,846,168 34%
Arlington, VA 2006 98     108,776 $16,462,000 $167,980 $151 $13,087,600 $3,374,400 20%
Arlington, VA 2006 85    126,256 $32,407,271 $381,262 $257 $28,150,429 $4,256,842 13%
Falls Church, VA 2006 90    285,657 $41,835,630 $464,840 $146 $36,006,845 $5,828,785 14%
Fairfax Mid-rise Apts 2005/07 392 371,864 $43,825,208 $111,799 $118 $32,557,168 $11,268,040 26%
Washington, DC 2005-06 162 154,891   $33,160,985 $204,697 $214 $26,692,250 $6,468,735 20%
DC Hi/Mid-rise condos & retail - NW 2005/2006 153 167,285 $48,984,981 $320,163 $293 $37,104,375 $11,880,606 24%
DC Hi-rise condos & retail - NW 2005 62 117,612 $28,330,454 $456,943 $241 $21,300,000 $7,030,454 25%
Washington, DC 2005 57 101,950   $26,775,066 $469,738 $263 $18,769,483 $5,540,134 21%
Washington, DC 2005 139    122,350 $29,626,363 $213,139 $242 $23,438,639 $6,187,724 21%
Washington, DC 2004-05 117     151,689 $27,400,000 $234,188 $181 $21,200,000 $6,200,000 23%
Washington, DC 2004 46 52,799     $12,531,156 $272,416 $237 $9,255,186 $3,275,970 26%
Washington, DC 2004 36 58,963     $10,538,139 $292,726 $179 $8,414,739 $2,123,400 20%
Washington, DC 2004 155    149,000 $28,480,000 $183,742 $191 N/A N/A N/A
Alexandria Mid-rise Apts 2003 404 390,264 $47,354,052 $117,213 $121 $33,921,052 $13,433,000 28%

MIN $111,799 $118 13%
MAX $469,738 $391 38%
AVE $286,750 $251 24%

MIN $111,799 $118 13%
MAX $469,738 $322 32%
 AVE $261,434 $213 22%

MIN $240,987 $241 20%
MAX $456,943 $391 38%
 AVE $329,788 $315 27%

MIN $265,973 $291 20%
MAX $401,224 $391 34%
 AVE $338,312 $339 27%

Source:  RCDH & Co.

Condominiums

Most Comparable Projects

DEVELOPMENT COST COMPARABLES
Multifamily Construction

ALL

 Apartments 

 
 
In order to compare these cost comparables to the subject, a few slight adjustments must be 
considered.  A summary of these adjustments will now be discussed, with adjustment grids to follow. 
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Market Conditions 
 
This adjustment category is utilized to account for changes in construction costs between the date of 
valuation and the date of the construction of the cost comparable.  According to developers, 
construction costs have “spiked” approximately 10-15%± over the past 2-3 years.  Since all the 
comparables are recently constructed or proposed buildings, no adjustments are needed.   
 
Location 
 
All of the cost comparables are located in “close in” areas of suburban Washington, DC and the 
locational differences would not have an impact on construction costs (materials and labor).  As such, 
no adjustment is applied.   
 
Quality of Construction 
 
The cost comparables are all representative of Class A/luxury apartment product and are fairly similar 
to the subject in terms of market perception, tenant profile, etc.  However, it should be noted that 
since the subject’s original 1966 construction, the overall construction quality for new Class A/luxury 
apartments (i.e., the “market standard”) has increased slightly in terms of interior building finishes, 
appliances, ceiling heights, etc.  Although, I would mention that the subject does contain some above 
market standard features such as plaster wall, better soundproofing due to solid flooring, etc., which 
will somewhat reduce the downward adjustment.  As such, since the cost comparables are built out to 
a higher quality of construction than the subject (if existing improvements were to be reproduced), a 
downward adjustment is needed for quality of construction).     
 
Unit Size/Unit Mix 
 
No adjustment is made as each comparable will be constructed to match current demographic 
demand for the unit mix and size, just as the subject does. 
 
Property Size 
 
The cost comparables exhibited property sizes ranging from 188 units to 244 units.  From a 
development (cost) perspective, economies of scale can be garnered by constructing a larger project 
and spreading certain fixed costs among a larger number of units.  Given the subject’s large size (511 
units), a slight downward adjustment is needed for property size for all the comparables.   
 
From a valuation perspective, it is important to note that although economic factors such as economies 
of scale in management/ownership and the added or reduced risk profile of a larger or smaller project 
are taken into account in the other approaches to value (Income and Sales), they are not taken into 
consideration in the Cost Approach. 
 
Other 
 
I have utilized the “other” adjustment category to account for any unusual factors affecting the cost of 
various projects (i.e. difficult terrain, unusual shape of building, etc.).  To my knowledge, none of the 
comparables are impacted by the aforementioned, thus, no adjustments have been made.       
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Subject Cost Comp #1 Cost Comp #2 Cost Comp #3 Cost Comp #4
Property Irene Hi-Rise Apts & retail Hi-Rise Apts & retail Hi-Rise Apts & retail Hi-Rise Apts & retail

Location Chevy Chase, MD Arlington, VA DC Arlington, VA DC
Year Built 1966 2009 2008 2009 2007
Total Construction Costs $75,430,118 $85,384,037 $77,426,936 $88,100,255
Total Size (SF-NRA) * 745,351 206,116 223,466 220,637 299,622
Total # of Units * 511 188 229 234 244
Avg. Unit Size (SF-NRA) 1,459 1,096 976 943 1,228

Total Cost/Unit * $401,224 $372,856 $330,884 $361,067
Total Cost/SF-NRA * $366 $382 $351 $294
 
ADJUSTMENTS:
Market Conditions 0.0% 0.0% 0.0% 0.0%

$401,224 $372,856 $330,884 $361,067

Location 0.0% 0.0% 0.0% 0.0%
Quality of Construction -10.0% -10.0% -10.0% -10.0%
Unit Sizes 0.0% 0.0% 0.0% 0.0%
Property Size -5.0% -5.0% -5.0% -5.0%
Other 0.0% 0.0% 0.0% 0.0%
Total Adjustment Net of Time -15.0% -15.0% -15.0% -15.0%

Adjusted Cost/Unit $341,040 $316,928 $281,252 $306,907

Range Before Adjustments ($/Unit) $330,884 to $401,224

Range After Adjustments ($/Unit) $281,252 to $341,040

Average Adjusted Cost ($/Unit) $311,532

Reconciled $/Unit Cost $315,000

Indicated Construction Cost $160,965,000

Construction Cost Conclusion $161,000,000

CONSTRUCTION COST ADJUSTMENT GRID ($/UNIT ANALYSIS)

Note:  # of units and size (SF-NRA) include MPDU's.  
 
As shown in the prior chart, after the necessary adjustments, the construction cost comparables 
exhibited prices (on a $/unit basis) ranging from $281,252/unit to $341,040/unit, with an average of 
$311,532/unit.  Based on the foregoing, I am of the opinion that a construction cost estimate of 
$315,000/unit is reasonable for the subject.  Based on the 511 units at the subject, this equates to a 
construction cost estimate of $161,000,000 (rounded). 
 
It is important to note that this cost estimate is “all inclusive” of hard (direct) and soft (indirect) 
construction costs.  In most cases, the soft costs would generally equate to around 30%± of hard 
costs, or 25%± of total construction costs.    
 
Entrepreneurial Profit/Incentive 
 
Now that construction costs for the subject have been determined, the next step is to estimate 
entrepreneurial profit or entrepreneurial incentive.  Entrepreneurial profit/incentive is defined as 
follows: “A market-derived figure that represents the amount an entrepreneur expects to receive for 
his or her contribution to a project; the difference between the total cost of a property (cost of 
development) and its market value (property value after completion), which represents the 
entrepreneur’s compensation for the risk and expertise associated with development”15.   
 
A real estate developer is not guaranteed a reward for his or her efforts.  Expenditures do not guarantee 
value and there is no certainty any component of cost will create commensurate value and the residual 
nature of the entrepreneurial reward makes its realization less certain.  In analyzing the components of 
reward and compensation anticipated by an entrepreneur, some practitioners differentiate between the 
                                                           
15 Appraisal Institute, The Appraisal of Real Estate, 12th edition (Chicago, 2001), p. 360. 
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concepts of entrepreneurial incentive or profit and a developer’s fee.  In such an analytical framework, 
the concept of developer’s fee (sometimes referred to as developer’s profit) is distinct from 
entrepreneurial incentive in that is represents compensation for the time, energy, and expertise a 
developer brings to a project.  The developer’s fee is equivalent to the salary the developer might 
otherwise obtain, whereas entrepreneurial profit represents the profit attributable to the efforts of the 
entrepreneur, separate and apart from the developer.  In most “institutional grade” projects such as the 
subject, the developer and the entrepreneur are often one and the same (although a team of equity 
partners may also be “in the mix”), and the entrepreneurial profit is synonymous with “total profit project” 
(as is the case for this analysis).    
 
As entrepreneurial incentive is based upon a developer’s projected profit over direct and indirect 
costs, with consideration given to historic trends (versus actual results in hindsight).  In recent 
conversations with developers of similar properties, desired profit levels would generally be in the 7-
10% range of overall improvement costs given the project's location, obsolescence, and overall risk.  
This reduction in development profit is a function of comparables and low interest rates.   
 
Based primarily on several recent projects for which I have performed valuation assignments, as well 
as ongoing discussions with developers and other knowledgeable market participants and 
consideration to the somewhat unique opportunistic development opportunity at hand, I have applied 
an entrepreneurial profit factor of 9% for the subject property.  Adding this entrepreneurial profit factor 
to the total development costs (including land) results in a total development cost of $233,805,000 
prior to any depreciation (I would note that entrepreneurial profit is calculated prior to depreciation 
since that is when it is realized).  Applying a 9% profit to the construction costs results in a total 
reproduction cost new estimate of $175,500,000 (Rd.) ($343,400/DU).. 
 

Total Construction Costs (H&S) $161,000,000
Addition of Underlying Land $53,500,000
Total Construction Costs (Including Land) $214,500,000

Entrepreneurial Profit (9%) $19,305,000
$233,805,000

Entreprenurial Profit Calculation

 
 
The next step in the Cost Approach is to take into account depreciation on the existing building 
improvements.     
 
Depreciation 
 
Depreciation is the difference between the contributory market value of existing building 
improvements and the reproduction or replacement cost (new) of those improvements at the time of 
the appraisal.  The amount of depreciation for a property’s improvements can result from three major 
factors, operating separately or in combination with one another: 
 

 Physical deterioration – “wear and tear from regular use and the impact of the elements.” 
 Functional obsolescence – “a flaw in the structure, materials, or design that diminishes the 

function, utility, and value of the improvement.” 
 External obsolescence – “a temporary or permanent impairment of the utility or salability of an 

improvement or property due to negative influences outside the property. (External 
obsolescence may result from adverse market conditions.  Because of its fixed location, real 
estate is subject to external influences that usually cannot be controlled by the land owner, 
property, or tenant).” 16 

                                                           
16 Appraisal Institute, The Appraisal of Real Estate, 12th edition (Chicago, 2001), p. 363. 
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Prior to a discussion of the appropriate level of depreciation for the subject, it is first worth pointing out 
that there are three principal methods used to estimate depreciation:  A) the market extraction method 
(extracting total accrued depreciation from sales); B); the age-life method (calculating depreciation 
based on the effective age of the property in relation to its total economic life); and C) the breakdown 
method (curable, incurable long-lived, and incurable short-lived items are separately quantified).  
Various aspects of each of these methods will be utilized to estimate an appropriate level of 
depreciation for the subject.     
 
Regardless of the methodology used, all three are based on age-life relationships whether or not they 
address them directly or indirectly.  The age-life concepts that are the most important when estimating 
the total depreciation of building improvements via the market extraction and age-life methods are:  A) 
economic life; B) effective age; and C) remaining economic life.  Due to the fact that there are multiple 
elements that contribute to depreciation, it is important to note that a property’s actual age is not 
necessarily an indication of its effective age, which is how the market perceives or “ranks” a property 
in terms of its overall condition and utility.  A property’s effective age is a function of the overall quality 
of building construction, materials, and functional utility, as well as of the maintenance standards of 
ownership.  I will now discuss the various factors of depreciation and how they apply to the subject.   
 
Physical Deterioration 
 
As it relates to physical deterioration, there are two types (curable and incurable), which are defined 
as follows per The Dictionary of Real Estate Appraisal, 4th edition: 
 

• Curable physical deterioration – “An element of accrued depreciation; a curable defect caused 
by deferred maintenance.”17 

• Incurable physical deterioration – “An element of accrued depreciation; a defect caused by 
physical deterioration that cannot be practically or economically corrected”.18 

 
Curable deterioration refers to items that are in need of immediate repair or replacement in order for 
the property to continue to operate in its current capacity.  For an item to be considered “curable” the 
value of remedying the problem will typically be equal to or greater than the cost to cure, or else the 
expenditure is deemed necessary to allow the other components of the property to maintain their 
value.  Incurable deterioration exists when the cost to repair a particular item exceeds the value 
added to the property.  Elements of incurable deterioration can either be classified as short-lived or 
long-lived.  A short-lived item is a component that is expected to have a remaining economic life that 
is shorter than for the overall remaining economic life of the improvements.  A long-lived item is one 
that has an expected economic life equivalent to that of the overall structure.   
 
Total Accrued Depreciation  
 
Prior to estimating the physical deterioration for the subject via the detailed breakdown method that 
allocates between curable and incurable (short- and long-lived items), it is first pertinent to estimate 
the total accrued depreciation for the subject.  Once the total accrued depreciation is estimated, it is 
then possible to allocate among the various components.  In order to estimate the subject’s total 
accrued depreciation for the subject and its economic life, I have extracted the accrued depreciation 
levels from several recent sales in the marketplace via the market extraction method.  Since most of 
the sales utilized in the prior Sales Comparison Approach were of similar vintage to the subject, I 
relied upon them in the market extraction analysis.  The basic steps for the market extraction method 
                                                           
17 Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th edition (Chicago, 1993), p. 93. 
18 Appraisal Institute, The Dictionary of Real Estate Appraisal, 4th edition (Chicago, 1993), p. 93. 
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are as follows: 
 

 Find sales of similarly improved properties that appear to have a comparable amount of 
depreciation as the subject. 

 Make appropriate adjustments to the comparables for certain factors, such as:  property rights 
conveyed, financing, and condition of sale.  If deferred maintenance items are noted, an 
adjustment should be made.  No adjustment is required for market conditions since the 
appraiser is estimating depreciation at the time of sale. 

 Subtract the value of the land at the time of sale from the price of each property to obtain the 
depreciated cost of the improvements. Estimate the reproduction cost of the improvements for 
each comparable at the time of sale. 

 Subtract the depreciated cost of each improvement from the cost new in order to determine a 
“lump sum” estimate of incurable depreciation. 

 Convert the dollar estimates into a percentage for total “lump sum” depreciation by dividing 
each estimate by the total cost.  This figure can then be “annualized” by dividing by the age of 
the property. 

 
Although the methodology presented above is the one prescribed by the Appraisal Institute in The 
Appraisal of Real Estate, 12th Edition (pages 389-392), I would like to point out that it makes no 
mention of a deduction for entrepreneurial profit, which is one of the key components in the Cost 
Approach.  Since entrepreneurial profit must be accounted for when analyzing a property from the 
“ground up”, it is my contention that it must also be taken into account when analyzing a property on a 
“residual” (i.e., “top down”) basis.  This would particularly be evident for new properties that have 
limited amounts of depreciation.  Since the market value of a new property will include not only land 
costs and building improvement costs, but also profit to the developer (well supported by sale prices 
for recently completed projects), a similar methodology should be taken into account when analyzing 
older properties as well.  As such, it is my recommendation that entrepreneurial profit should be 
added to the reproduction cost of the improvements when analyzing the contributory value of the 
existing improvements.  Several reasons for analyzing incurable depreciation in this manner are as 
follows: 
 

 For a brand new property with no depreciation, the methodology recommended by The 
Appraisal of Real Estate would actually results in a negative depreciation figure for new 
properties.  However, using the method I propose, the calculation results in a value of zero 
($0 or 0%) for depreciation, thus indicating that the contributory value of the existing building 
improvements is equal to the replacement cost (plus profit), which should be the case for a 
brand new building.  While it is true that buyers sometimes purchase buildings at or above 
replacement cost levels (particularly in “hot” markets such as the present), the concept of 
negative depreciation does not pass the “common sense” test (i.e., it is not possible for a 
property to have negative depreciation); 

 While I considered the method of simply deducting the profit figure along with the land value in 
order to derive the contributory value of the building improvements, this method was rejected 
because at the end of a property’s economic life (i.e., when land value exceeds the value of 
the improvements), a deduction of entrepreneurial profit (in addition to land) would result in a 
negative value contributory value for the building improvements.  While it is true that there 
could be some demolition costs to remove the obsolete improvements, there could also be 
some salvage value as an offset.  In any case, the contributory value of the building should be 
zero ($0) at the end of its economic life (not negative); 

 The method I propose actually “depreciates” the entrepreneurial profit for the development 
over the economic life of the building improvements.  From a “common sense” perspective, 
this would make sense because the whole concept of entrepreneurial profit (the fourth agent 
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of production) is centered around a developer receiving compensation for the coordination of 
land, labor, and capital (the other three agents of production) into a successful real estate 
project.  When a property reaches the end of its economic life, the contributory value of the 
building is zero and the value of the land exceeds that for the property as a whole (i.e., 
nothing is left from a value standpoint but land).  At this point in time, the entrepreneurial profit 
ceases to exist (i.e., it has been fully depreciated) because there is no longer a coordination of 
land, labor, and capital.   

 The method I propose also makes sense from the standpoint that when someone buys an 
improved piece of real estate, the price is based primarily on the utility of the property and its 
remaining economic life.  As such, someone buying a property with a remaining economic life 
of 50-years will pay a greater premium (above and beyond the actual depreciated cost of the 
building improvements and underlying land) than someone buying a property with 10-years 
remaining on its economic life, because the value associated with the coordination of land, 
labor, and capital (the definition of entrepreneurial profit) has a shorter time-horizon. 

 
Based on the aforementioned, I have chosen to calculate incurable depreciation with entrepreneurial 
profit included in the construction costs.  The following chart contains a summary of the various sales 
where depreciation has been calculated.  The older sales are particularly useful in estimating the 
economic life for a property such as the subject, because they have experienced a significant amount 
of depreciation.  The following chart shows these calculations for the various sales. 
 

Sale #1 Sale #2 Sale #3 Sale #4 Sale #5 Sale #6
Property Circle Grosvenor The Crystal The Chase @

Towers Towers Bennington Square Wellington Bethesda
Location Fairfax, VA N Bethesda, MD Arlington, VA Arlington, VA Arlington, VA Bethesda, MD
Property Type High-Rise High-Rise High-Rise High-Rise Mid-Rise High-Rise
Sale Date Jan-08 Jan-08 Dec-07 Dec-07 Aug-07 Mar-07
Sale Price $137,630,000 $86,500,000 $93,619,905 $122,657,095 $125,000,000 $50,020,000
Number of Units 606 237 348 378 711 122
Year Built 1973 1988 1980 1974 1960 1989
Avg. Unit Size 999 1,062 798 1,077 844 840
Sale Price/Unit $227,112 $364,979 $269,023 $324,490 $175,809 $410,000
Sale Price/SF $227 $344 $337 $301 $208 $488
 
ADJUSTMENTS:
Property Rights Conveyed 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Financing 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Condition of Sale 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total Adjustments 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Adjusted Sale Price ($/Unit) $227,112 $364,979 $269,023 $324,490 $175,809 $410,000

Adjusted Sale Price ($/Unit) $227,112 $364,979 $269,023 $324,490 $175,809 $410,000
Less, Land Value ($/Unit) ($79,489) ($120,443) ($121,060) ($146,020) ($79,114) ($123,000)
Contributory Building Value ($/Unit) $147,623 $244,536 $147,962 $178,469 $96,695 $287,000

Reproduction Costs Before Profit ($/Unit) (A) $219,780 $265,500 $187,530 $253,095 $185,680 $302,400
Entrepreneurial Profit (9% of Costs) (B) $19,780 $23,895 $16,878 $22,779 $16,711 $27,216
Reproduction Costs, Including Profit ($/Unit) $239,560 $289,395 $204,408 $275,874 $202,391 $329,616

Estimated Accrued Depreciation 38.4% 7.9% 21.1% 29.5% 47.9% 5.1%
Chronological Age (years) 35 20 28 34 48 19
Average Annual Depreciation 1.10% 0.39% 0.75% 0.87% 1.00% 0.27%
Indicated Economic Life (years) 91 253 133 115 100 373

DEPRECIATION ESTIMATES ON RECENT SALES VIA MARKET EXTRACTION

(A) Costs were estimated on a $/SF basis due to differing unit sizes and converted to $/unit.
(B) Profit is estimated at 9% of Reproduction Costs (i.e., construction costs before profit).  
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As the chart indicates, the indicated annual depreciation for the various comparables ranged from 
0.27% to 1.10% per year, with the older properties (1960’s and 1970’s construction) having annual 
depreciation rates in the general range from 0.75-1.10% per year, and the newer properties (1988-
1990 construction) having lower annual depreciation levels in the general range from 0.27-0.39% per 
year.   
 
The indicated economic lives for the high-rise properties ranged from 91 to 373 years which is 
somewhat “skewed” by the fact that these calculations do not take into account the fact that properties 
do not depreciate in a “straight line” manner, but that depreciation tends to escalate over the life of a 
property.  Additionally, the fact that the majority of these comparables have been renovated “skews” 
this figure.  Based upon market data as well as cost manual an economic life of 60± years is 
considered reasonable.   
 
Based on the foregoing, when taking the subject’s approximate 30± year effective age into account 
and expected annual depreciation of 0.75-1.10% to this point in its economic life, a total accrued 
depreciation amount of 22.5-33% is indicated.  Based on the foregoing, I have concluded that an 
appropriate total accrued depreciation factor for the subject is 30%, which equates to a rate of 
approximately 1.00% annually.   
 
Curable Physical Deterioration 
 
As noted previously in this report, the subject property has been well maintained by ownership 
through periodic capital expenditures over the years, so there are no items of deferred maintenance 
requiring immediate attention at the present time.  As such, there are no items that fall into the 
category of curable deterioration. 
 
Short-Lived Physical Deterioration 
 
In order to estimate the incurable physical deterioration of the short-lived components at the subject, a 
ratio of effective age to total economic life is applied to the reproduction cost of each component.  The 
following chart summarizes the calculations of the “major” short-lived components at the subject 
property. 
 

Component Cost Per Unit of 
Measurement

# of Units (Rental 
Units, SF, Etc.)

Total 
Reproduction Cost 

New

Effective 
Age (yrs.)

Total 
Economic 
Life (yrs.)

Ratio 
Applied to 

Cost

Incurable Physical 
Deterioration

Roof (Membrane, Flashing, Sealing) $3.75/SF 54,375 SF $203,906 1 20 5% $10,195
HVAC - Units & Common Areas (60% short-lived) $5.80/SF 870,000 SF $5,046,000 18 24 45% $2,270,700
Electric/Lighting (35% short-lived) $7.00/SF 870,000 SF $6,090,000 5 26 7% $409,904
Plumbing (35% short-lived) $6.00/SF 870,000 SF $5,220,000 20 25 28% $1,461,600
Elevators (75% short-lived) $3.00/SF 870,000 SF $2,610,000 4 23 13% $340,435
Sprinkler System (50% short-lived) $1.50/SF 870,000 SF $1,305,000 5 26 10% $125,481
Appliances $4,000/Unit 511 Units $2,044,000 4 15 27% $545,067
Carpeting $1.25/SF 870,000 SF $1,087,500 3 7 43% $466,071
Cabinets/Counters $1,500/Unit 511 Units $766,500 4 20 20% $153,300
Surface Parking Paving $700/Space 652 Spaces $456,400 1 11 9% $41,491
Swimming Pool $30,000 2 Pools $60,000 15 25 60% $36,000
Entrepreneurial Profit (9% of Cost) $2,240,038 22% $483,873
Total Incurable Depreciation $27,129,344 $6,344,117
(Short-Lived Components)

INCURABLE DEPRECIATION
Short-Lived Components

Note:  1) Costs for components relating to the entire building are applied to the entire square footage of the property (including common areas).
            2) Depreciation for entrepreneurial profit is calculated based on the average depreciation of the various short-lived components.  
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As the prior chart indicates, the total indicated physical deterioration for short-lived items equates to 
$6,344,117.  It is once again important to note that entrepreneurial profit was included in the 
calculations for the reasons discussed previously.   
 
Long-lived Physical Deterioration 
 
The next step is to determine an appropriate level of deterioration for the long-lived items at the 
property.  Long-lived items are all components that were not treated as deferred maintenance or 
short-lived items.  In order to calculate deterioration for long-lived items, it is necessary to deduct the 
total reproduction cost of short-lived items from the total reproduction costs of the property, and then 
apply an appropriate depreciation rate, which is typically calculated based on age-life ratio.  However, 
since the age-life ratio does not take into account the fact that depreciation accelerates over time, I 
will instead utilize the depreciation rate of indicated by the market extraction method.  The following 
shows the calculation of the physical deterioration applicable to long-lived building components. 
 

Reproduction Cost 
New Depreciation Factor Indicated Physical 

Deterioration
Entire Property (Includes Profit) $161,000,000
Short-Lived Components $27,129,344
Long-Lived Components $188,129,344 x 30% (Accrued Depreciation) = $56,438,803

CALCULATION OF LONG-LIVED PHYSICAL DETERIORATION

 
 
The result of adding the total long-lived physical deterioration to the short-lived deterioration results in 
a total physical deterioration estimate of $62,782,920 as shown in the following chart.   
 

Reproduction Cost 
New Indicated Physical Deterioration

% of 
Cost 
New

Short-Lived Components ($27,129,344) $6,344,117 -23.4%
Long-Lived Components $188,129,344 $56,438,803 30.0%
Entire Property (Includes Profit) $161,000,000 $62,782,920 39.0%

TOTAL PHYSICAL DETERIORATION INDICATED BY BREAKDOWN METHOD

 
 
I have reconciled to the figure generated through the break-down method (39%) versus the extraction 
method (30%). 
 
Functional Obsolescence 
 
As noted previously, functional obsolescence is an element of depreciation caused by a flaw in the 
structure, materials, or design that impairs its utility when compared to its highest and best use and 
most cost-effective and functional design.  Similar to physical deterioration, functional obsolescence 
can involve curable or incurable items, with the distinction again being the financial feasibility of 
correcting the problem.   
 
Functional obsolescence can be a result of either (or both a deficiency or a superadequacy).  A 
deficiency is an item that the subject property lacks that other comparable properties in the market 
have, thus making the subject “substandard”.  As such, the subject incurs a loss in value due to the 
deficiency, which is usually a result of outdated style or design.  Examples of common deficiencies 
include poor floor plans, low ceiling heights (particularly in industrial buildings), an insufficient number 
of bathrooms compared to the number of bedrooms, etc. 
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A superadequacy is a type of functional obsolescence caused by something that exceeds the 
requirements of the marketplace, but does not contribute an equivalent value in comparison to its 
cost.  In other words, a superadequacy is an “above standard” item that while it may be desirable, it 
will not generate sufficient additional revenues to justify its cost.  Examples of superadequacies may 
include extremely high ceilings (e.g., 40’ clear in industrial buildings), floors with extremely high load-
bearing capacities, an unusually high ratio of bathrooms vs. bedrooms, extremely high levels of 
building finishes in a “secondary” market/location. 
 
The subject property is directly competitive with the Class A-/B+ apartment market in nearly every 
respect and has no items of functional obsolescence that impair the property.   
 
External Obsolescence 
 
External obsolescence, which is often referred to as economic obsolescence, is a loss of value that 
can accrue to both land and buildings from factors that are external to the property.  External 
obsolescence can either be temporary (e.g., an oversupplied market) or permanent (e.g., proximity to 
an environmental contaminant).  In some cases, it can be attributed entirely to the land, whereas in 
other cases, it may be attributable entirely to the building improvements (or some combination 
thereof).  The three primary methods of estimating external obsolescence are as follows:  A) 
allocation of market-extracted depreciation; B) analysis of market data; and C) capitalization of an 
income loss. 
 
A review of the subject’s overall marketplace indicates that there are no significant items of external 
obsolescence affecting the subject property.  In fact, property values are rapidly increasing both for 
improved and vacant properties, while return requirements are declining as investors aggressively 
“bid up” properties.  However, as discussed in the Income Approach, the subject property’s current 
contract rents are roughly 15-17% below market levels.  Per the DCF analysis, a $1,512,360 gap 
exists (loss to lease) between market rents and contract rents.  Given the fact that there is typically a 
$330,000/year gap, this reduces the figure to $1,182,360.  Using the same discount rate of 6.5% as 
was utilized in the prior Income Capitalization Approach, the indicated external obsolescence is 
$1,110,197.  
 
Total Accrued Depreciation 
 
Now that depreciation has been estimated via all factors (physical deterioration, functional 
obsolescence, and economic obsolescence), it is necessary to combine them into an aggregate sum. 
As the following chart shows, the total accrued depreciation for the subject is estimated at 
$63,893,117.   
 

Short-Lived Physical Deterioration $6,344,117
Long-Lived Physical Deterioration $56,438,803
Total Physical Deterioration $62,782,920

Functional Obsolescence $0

External Obsolescence $1,110,197

Total Accrued Depreciation $63,893,117

CALCULATION OF TOTAL ACCRUED DEPRECIATION
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Note:  It is important to note that the addition of external obsolescence on top of physical deterioration 
could be considered “double counting” since the market extraction method was utilized as the primary 
determinant of the total amount of physical deterioration for the subject.  In other words, since the 
market extraction method should account for all forms of depreciation for a property (not just 
physical), any additional depreciation (functional or external) would, by definition, be “double 
counting”.  However, I have left the total accrued depreciation estimate shown in the prior chart “as 
is”, and do not consider this to be “double counting” for the following reasons: 
 

 The market extraction method indicated a wide range of annual depreciation rates for the 
various sales.  As such, the ability to conclude to an accurate measure of depreciation via this 
method is limited; 

 The type of external obsolescence is not inflicted by the market (i.e. not typically found in the 
other sales comparables) as it is mostly due to ownership.; 

 The total amount of external obsolescence for the subject equates to only 0.7% of the total 
reproduction cost new.  On an annualized basis, this only equates to 0.023% per year based 
on the 30± year effective age of the improvements.  In net effect, this is very minor and would 
only increase the total accrued depreciation for the subject (derived via market extraction) up 
minimally but not outside the range depicted by my analysis. 

 
The net result of subtracting the total accrued depreciation of $49,410,197 (rounded) from the 
reproduction cost new of the improvements (excluding land), is depreciated building value of 
$130,894,803, as indicated in the following chart. 
 

Total Construction Cost $161,000,000
Entrepreneurial Profit $19,305,000

Total Reproduction Cost New $180,305,000
  Less:Depreciation ($63,893,117)

Depreciated Building Value $116,411,883

Irene Reproduction Costs

 
 
Development Cost Summary 
 
The final step in the Cost Approach is to add back the cost of land to the value of the depreciated 
building improvements to derive an “As Is” market value estimate via the Cost Approach.  The results 
are shown in the chart on the following page:   
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Reproduction Cost New Total $ Amount $/Unit
Construction Costs $161,000,000 $315,068
Entrepreneurial Profit $19,305,000 $37,779
Total Replacement Cost New $180,305,000 $352,847

Accrued Depreciation
Physical Deterioration ($62,782,920) ($122,863)
Functional Obsolescence $0 $0
External Obsolescence ($1,110,197) ($2,173)
Total Accrued Depreciation ($63,893,117) ($125,035)

Depreciated Cost of Building Improvements $116,411,883 $227,812

Underlying Land Value $53,500,000 $104,697
Total Replacement Cost (Including Underlying Land) $169,911,883 $332,509

Total Market Value Indication $169,911,883 $332,509
Total Market Value Indication (Rounded) $169,900,000 $332,485

IRENE APARTMENTS COST APPROACH SUMMARY

 
 
Conclusion 
 
As the previous page indicates, the market value for the “As Is” subject improvements via the Cost 
Approach is $169,900,000 (rounded).  
 
“As Is” Market Value Estimate   $169,900,000 ($332,500/unit or $227/SF-NRA) 
Via the Cost Approach  
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I have developed the three traditional approaches in the valuation of the subject property, with the 
resulting estimates of “As Is” market value under each valuation approach being as follows: 
 
Value Indications by Approaches: 
Income Capitalization Approach (Reconciled):   $168,500,000 ($329,700/unit or $226/SF-NRA) 
 Direct Capitalization:    $167,500,000 ($327,800/unit or $2255/SF-NRA) 

Discounted Cash Flow:   $168,500,000 ($329,700/unit or $226/SF-NRA) 
Sales Comparison Approach:    $169,100,000 ($330,900/unit or $227/SF-NRA) 
Cost Approach:      $169,900,000 ($332,500/unit or $227/SF-NRA) 
 Land Value (Excludes Improvements): $53,500,000 ($104,600/unit or $62/SF-FAR) 
Final Reconciliation:     $168,500,000 ($329,700/unit or $226/SF-NRA) 
 
The strengths and weaknesses of the data compiled and analyzed and the judgments and assumptions 
necessary to estimate the subject’s “As Is” market value will now be summarized, for purposes of 
reconcilement on the above value indications into a final “As Is” market value estimate.  
 
Income Capitalization Approach Strengths & Weaknesses 
Strengths 
1) The typical purchaser of the subject property would be motivated primarily by the income-

producing capacity of the subject property; 
2) Excellent information relating to rental rates, operating expenses, and other operating criteria were 

available for competitive properties in the marketplace; 
3) Excellent financial data regarding capitalization rates and yield rates were available on the sales. 
 
Weaknesses 
1) There are a significant number of multifamily developments both under construction and “in the 

pipeline” in the subject’s suburban Maryland marketplace of Washington, DC, a number of which 
are found in the subject’s overall Bethesda/Rockville neighborhood.  How the delivery of a large 
number of apartment units (all Class A projects) will impact rental rates and vacancy levels is 
difficult to determine in the near future; 

2) Market conditions are rapidly changing and strict reliance of this method may understate value in 
the event that that rent levels continue to increase or there are further declines in cap/yield rate 
requirements (similar to that which has taken place over the last 1-2 years).  Conversely, value 
could potentially be overstated in the event that rents “flatten”, vacancy rates and/or rental 
concessions increase, or cap/yield requirements increase.   

 
Sales Comparison Approach Strengths & Weaknesses 
Strengths 
1) The Sales Comparison Approach is representative of the actions of buyers and sellers in the 

subject’s competitive marketplace; 
2) There have been a number of recent sales in “close-in” areas of suburban Washington, DC 

involving Class A apartment projects somewhat analogous to the subject; 
3) Detailed cap rate data was available on many of these sales; 
4) Most of the sales are fairly similar in terms of age and location, minimizing the overall adjustments 

needed to equate them to the subject property.  
 
Weaknesses 
1) There has been a recent spike in sale prices over the past few years, which is in part due to 

increased interest of investors in real estate “products” in the relatively resilient Washington, DC 
Metro Area.  Additionally, the previously low cost of capital decreases cap rates and, as a result, 
increases sale prices.  The “sustainability” of such pricing levels is difficult to predict in the future;  
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2) Buyers often tend to focus on investment yield and not $/SF or $/unit; 
3) Not all income and expense data was available on each sale; 
4) Due to the limited number of recent sales for similar product in the subject’s immediate 

Montgomery County area of suburban Maryland, it was necessary to extend the search into 
comparable areas of Northern Virginia where there has been a substantial amount of sale activity. 
 Although these sales are similar to the subject in terms of rent levels, pricing, tenant profile, etc., 
most are not directly competitive with the subject. 

 
Cost Approach Strengths & Weaknesses 
Strengths 
1) The Cost Approach is often looked at by investors in high-rise apartment properties as a test 

against both the Income and Sales Comparison methods; 
2) There have been several recent multifamily land sale transactions as financial feasibility for new 

projects has returned to the marketplace; 
3) Several recent “cost comps” are available from which to draw a reliable estimate of the 

replacement costs for the subject property. 
 
Weaknesses 
1) Cost estimates for building improvements is difficult to estimate accurately, especially in a rapidly 

escalating cost environment; 
2) Accurately determining depreciation is also somewhat imprecise in terms of quantification; 
3) This method makes little use of the yield parameters that are evident in the current investment 

climate, as the Cost Approach does not take into account the income-producing capacity of the 
property. 

 
Reconciled “As Is” Value Conclusion 
 
Based on my inspection of the referenced property and the investigations and analyses undertaken, 
and subject to the basic and special assumptions and limiting conditions set forth in the 
accompanying report, it is my opinion that the estimated “As Is” Market Value of the Fee Simple 
Interest in the subject property as of January 1, 2008, is: 
 

ONE HUNDRED SIXTY EIGHT MILLION FIVE HUNDRED THOUSAND DOLLARS 
$168,500,000 ($329,700/unit or $226/SF-NRA) 

 
Estimated Marketing Time 
 
Marketing time is sensitive to price/value relationships; that is, for a given property, marketing time 
may increase with higher prices.  Conversely, if an owner asks and agrees to a lower price, the 
marketing time would generally be lower.  The estimate of reasonable marketing time assumes the 
subject sells at or near the estimate of market value.  The 4Q/2007 Real Estate Report summarized in 
the following chart reports marketing times for various product types ranging from 5.4 to 7.0 months, 
averaging 6.4 months.  On an overall basis, the average marketing times correlate fairly reasonably 
with marketing times that are reported by sale brokers on current transactions but are clearly 
dependent upon underlying investor demand for the specified product type.   
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4th Quarter 2007 
Property Type Months

Apartment 5.4 
Hotel 6.9 
Industrial - Warehouse 5.8 
Industrial - R & D 6.6 
Retail - Regional Mall 6.5 
Retail - Power Center 6.7 
Retail - 
Neighborhood/Community  6.7 
Office - CBD 6.2 
Office - Suburban 7.0 
All Types  6.4 
    
Source:  Real Estate Research Corp. 

  
 
Most of the sales presented in the Sales Comparison Approach section reported marketing times of 
under one year, with some involving pre-sales and others being highly contested with numerous offers 
being received by the sellers.  Based upon the foregoing and surveys with several brokers and market 
participants, it is our estimate that the subject property could sell within a 6-12 month period at the “As 
Is” value estimate. 

 
 

Based upon the foregoing and surveys with several brokers and market participants, it is my opinion 
that the subject property could sell within a 6 month period at the reconciled “As Is” value conclusion.  
 
Estimated Exposure Time 
 
According to Statement on Appraisal Standards No.6 of the Appraisal Standards Board of the Appraisal 
Foundation, Exposure Time is defined as follows: 
 

The estimated length of time the property interest being appraised would have been 
offered on the market prior to the hypothetical consummation of a sale at market value 
on the effective date of the appraisal; a retrospective estimate based upon an analysis 
of past events assuming a competitive and open market. 

 
Exposure time differs from marketing time in that exposure time is retrospective as of the effective date 
of the appraisal while marketing time occurs after the date of appraisal.  The concept of reasonable 
exposure assumes adequate, sufficient, and reasonable time and adequate, sufficient, and reasonable 
effort. 
 
Many of the same analyses previously discussed for estimated marketing time are applicable for 
estimated exposure time.  These items are: 
 
 1. Statistical information about days on market; 
 2. Information gathered through sales verification; 
 3. Interviews of market participants. 
 
Exposure time varies among types of real estate and markets.  The estimate of exposure time 
assumes a current consummated sale of the subject at or near the market value estimate provided in 
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this appraisal report.  Based upon this analysis, it is my opinion that the exposure time for the subject 
is also 6-12 months based on exposure times cited in several of the sales.  In the current market, 
there is no significant recognizable difference between exposure time and marketing time.  
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MAJOR APPRAISAL ASSIGNMENTS (WASHINGTON, DC METRO AREA): 
 

Project Name Type of Project Location # of DU or SF
Olde Salem Village Garden Apartments Falls Church, VA 448 units
Amberton Garden Apartments Manassas, VA 190 units
Tanglewood Garden Apartments Manassas, VA 432 units
Canterbury Garden Apartments Germantown, MD 544 units
Oak Mill II Garden Apartments Germantown, MD 192 units
The Irene High-Rise Apartments Chevy Chase, MD 525 units
Avondale Overlook High-Rise Apartments Hyattsville, MD 247 units
7621 Rickenbacker Drive Industrial Warehouse Gaithersburg, MD 45,252 SF
The Whitney at Bethesda High-Rise Apartments Bethesda, MD 253 units
Park Bethesda High-Rise Apartments Bethesda, MD 258 units
Government Center II Mid-Rise Apartments Fairfax, VA 594 units- Proposed
1042 Wisconsin Ave, NW Retail Space Washington, DC 1,500 SF
1819 M Street, NW Restaurant/Club Washington, DC 4,520 SF
Berwyn House Mid-Rise Apartments College Park, MD 132 units
Gables Woodley Park High-Rise Apartments Washington, DC 211 units
Meridian @ Gallery Place High-Rise Apartments Washington, DC 462 units
Sovereign Circle High-Rise Apartments Washington, DC 170 units
Riverhouse Portfolio High-Rise Apts/Retail Space Arlington, VA 1,670 DU/14,800 SF
Columbia Town Center Garden Apartments Columbia, MD 531 units
Rhapsody Condominiums Hi-rise Condos Washington, DC 162 units -Proposed
Warwick House I & II High-Rise Apartments Arlington, VA 533 units
Crystal Park Garden Apartments Frederick, MD 314 units
Keswick Park Garden Apartments Crofton, MD 406 units
Bayberry I & II Garden Apartments Gaithersburg, MD 298 units
Beacon Place Garden Apartments Gaithersburg, MD 240 units
1150 K Street Hi-rise Condos/Retail Space Washington, DC 139 units/3,446 SF - Proposed
University Town Center Hi-rise Student Housing Hyattsville, MD 244 units/910 beds - Proposed
Sovereign Square Hi-rise Apartments Washington, DC 246 units
Union Square Hi-rise Condo/Retail Space Washington, DC 216 units/26,000 SF- Proposed
Millbrook Apartments I & II Garden/Townhome Apartments Alexandria, VA 678 units
Woodbury Apartments (LIHTC) Hi-rise (LIHTC) Apartments/office Arlington, VA 108 units/8,500 SF - Proposed
Fieldstone @ Brandermill (conversion to fee 
simple units) Garden/Townhome Apartments Germantown, MD 265 units

Thomas House CCRC (conversion to 
condo) Hi-rise Senior Care Facility Washington, DC 141 IL units, 29 AL units, 53 SN beds

Grayson Hill Fee simple Townhomes Henrico Co, VA 220 units - Proposed
Park Triangle Hi-rise Apartments/Retail Washington, DC 117 units/18,473 SF - Proposed
Fairchase @ Fairfield Condos Garden/Mid-Rise Condos Fairfax, VA 202 units - Proposed
Fairchase @ Fairfield Apartments Garden/Mid-Rise Apartments Fairfax, VA 392 units - Proposed
Fort Totten Apartments Mid-Rise Apartments Washington, DC 309 units/3,000 SF retail - Proposed
6000 New Hampshire Mixed Use Project Condo/Townhome/Single-Family Dev. Washington, DC 62 condo/129 TH/17 SFD
Lorton Town Center Condos Townhome Condos Lorton, VA 32 units - Proposed
1901 West Condos Mid-Rise Condos Annapolis, MD 300 units/18,999 SF retail - Proposed
Westbrooke Place Apartments Hi-Rise Apartments Washington, DC 201 units
Jefferson @ Sullivan Place Apts Mid-Rise Apartments/Retail Alexandria, VA 498 units/7,500 SF retail
Lincoln Park I Office Building Herndon, VA 201,376 SF
83.9 -acres of land Possible SF home development site Accokeek, MD 83.9-acres
Twinbrook Office/Lab Building Rockville, MD 60,000 SF

City Vista (Wax Museum Site) Mixed-Use (Apts, Condos, Retail) Washington, DC
244 apts, 441 condos, & 117,295 SF retail - 

Proposed
Popular Point (SE land assemblage) Proposed Mixed-Use (Apts, Condos, Retail) Washington, DC 3.48-acre site
DC USA (Proposed Retail Power Center) Proposed Retail Power Center Washington, DC 442,325 SF retail & 1,000 space garage - Proposed
Mallard Cove Condos Proposed Condo Development Selbyville, DE 30 bayside units & 4 boat slips
The Rivendell Condos Proposed Mixed-Use (Condos & Retail) Ocean City, MD 87 units & 5,000+/- SF retail
1108 K Street, NW Small Office Building Washington, DC 8,668 SF 
1606 K Street, NW Retail Space Washington, DC 2,173 SF of land - occupied by Restaurant
Riggs Row Condos Proposed Mixed-Use (Condos & Retail) Washington, DC 431-461 condos & 50-80K SF retail - proposed
1920 8th Street, NW Proposed Condo Development Washington, DC 63 condos - proposed

Appraisal Assignments Log

 
 



RCDH DEFINITIONS OF SUBMARKET RATINGS  
 

Primary submarket is inclusive of institutional grade properties.  This submarket has the following 
characteristics: 
 

1. Competitive development in the area is less than 6. Strong tenancies; 
 10 years old; 7. Stable ownership entities; 
2. Occupancy levels in excess of 90%; 8. Excellent appearance and/or  
   maintenance; 
3. Supply-constrained; 9. Excellent transportation access; and, 
4. Consistent absorption; 10. Strong lender presence in the market. 
5. Dominant market in the region or area; 
 

Secondary submarket is inclusive of professional investor grade properties. This submarket has 
nearly all of the following characteristics: 
 

1. Competitive development in the area is more than 10 5. Not dominant market in the region or 
years old, but less than 20 years old (effective age);  area; 

2. Occupancy levels in excess of 80%; 6. Average to strong tenancies; 
3. Partially supply-constrained (proposed inventory 7. Stable ownership entities; 
 does not exceed 20% of base inventory); 8. Good appearance and/or maintenance; 
 and/or will not be delivered within 5 years); 9. Good transportation access; 
4. Consistent absorption; 10. Good lender presence in the area. 
 

Tertiary submarket is inclusive of the entrepreneurial investor grade properties. This submarket 
has the following characteristics: 
 

1. Competitive development in the area is more than 6. Weak to average tenancies; 
 20 years old (effective age), requiring market 7. Weak to stable ownership entities; 
 re-orientation; 8. Average appearance and/or maintenance; 
2. Occupancy levels below 80%; 9. Average transportation access; and 
3. Limited barriers to new development; 10. Limited lender presence in the market or 
4. Limited absorption;  pre-dominance of seller/private investor 
5. Not dominant market in the region or area;  financing. 
 

Source: RCDH & Company 
 



RCDH DEFINITIONS OF PROPERTY RATINGS  
 

A+ Exceptional property in all respects (top end rents and occupancy rates; supply-
constrained market with virtually no competition; excellent demographics; highest 
values and/or lowest cap rates in the area; strong management or ownership; excellent 
physical characteristics; values tend to always exceed replacement cost, even in 
weak markets; etc). 

 
A Excellent property in all respects (rent and occupancy rates at the high end of the 

scale; supply-constrained market; excellent demographics; highest values and/or 
lowest cap rates in the area; strong management or ownership; excellent physical 
characteristics; values tend to equal or exceed 80% of replacement cost, even in 
weak markets; etc). 

 
A-             Very good property in all respects (same items as above, with the exception that age 

may be increasing; alternatively, a “B” property significantly rehabbed or re-
positioned in the market; values tend to always exceed 70% of replacement cost, 
even in weak markets; etc). 

 
B+ Good property in all respects (same items as above, with the exception that age and 

rent levels are beginning to erode; cap rates/values also beginning to reflect lower 
rating; alternatively, a market level rehab or re-positioned in the market; values tend 
to always exceed 65% of replacement cost, even in weak markets; etc). 

 
B Good property in all respects (same items as above, but the project is trending to the 

“average” category in all respects; alternatively, an “A” category property less than 
optimally operated, or a “C” property significantly rehabbed and/or re-positioned in 
the market; values tend to always equal or exceed 50% of replacement cost even in 
weak markets, etc). 

 
B-             Average property in all respects (same as “B” above, with a downward trend evident 

in all categories from “A” and “B” level; alternatively, a modest rehab and/or re-
positioning from a “C” level property; values tend to always equal or exceed 40% of 
replacement cost, even in weak markets; etc). 

 
C+ Below average property in all respects (less than stable occupancy; below market 

rents; weak management and/or ownership; aging building; increasing cap rates; 
feasibility of rehab is questionable during the next 5-10 years; values tend to always 
equal or exceed 30% of replacement cost, even in weak markets; etc). 

 
C (and below) Below average property in all respects (same as “C” above, except downward trend 

is ongoing in all categories or, alternatively, feasibility of rehab is unlikely (interim 
use), i.e., the Highest & Best Use is for complete redevelopment or assemblage; 
values trend to always equal or exceed land value; etc). 

 
Source: RCDH & Company 
 



 

 
 

Maryland Department of Assessments and Taxation 
MONTGOMERY COUNTY 
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New Search

 
Account Identifier: District - 07 Account Number - 00494362

Owner Information

Owner Name: IRENE LIMITED PARTNERSHIP Use: APARTMENTS
Principal Residence: NO

Mailing Address: C/O POLLIN PROPERTIES 
601 F ST NW 
WASHINGTON DC 20004-1605

Deed Reference: 1) / 3364/ 517 
2) 

Location & Structure Information

Premises Address Legal Description
4701 WILLARD AVE FRIENDSHIP HGTS
CHEVY CHASE 20815 

Map Grid Parcel Sub District Subdivision Section Block Lot Assessment Area Plat No:
HM33 25 B 12 2 Plat Ref:

Special Tax Areas
Town FRIENDSHIP HEIGHTS
Ad Valorem
Tax Class 14

Primary Structure Built Enclosed Area Property Land Area County Use
0000 101,059.00 SF 117

Stories Basement Type Exterior

Value Information

Base Value Value Phase-in Assessments
As Of 

01/01/2008
As Of 

07/01/2007
As Of 

07/01/2008
Land 15,158,800 27,791,200

Improvements: 91,602,600 99,805,200
Total: 106,761,400 127,596,400 106,761,400 113,706,400

Preferential Land: 0 0 0 0

Transfer Information

Seller: Date: 06/08/1965 Price: $0
Type: IMPROVED ARMS-LENGTH Deed1: / 3364/ 517 Deed2:

Seller: Date: Price:
Type: Deed1: Deed2:

Seller: Date: Price:
Type: Deed1: Deed2:

Exemption Information

Partial Exempt Assessments Class 07/01/2007 07/01/2008
County 000 0 0
State 000 0 0
Municipal 000 0 0

Tax Exempt: NO Special Tax Recapture:
Exempt Class: * NONE *

Page 1 of 1results

5/5/2008http://sdatcert3.resiusa.org/rp_rewrite/details.aspx?County=16&SearchType=ACCT&District=07&...



 

 
 

Maryland Department of Assessments and Taxation 
MONTGOMERY COUNTY 
Real Property Data Search   (2007b)

Go Back 
View Map 

New Search 
GroundRent

Account Identifier: District - 07 Account Number - 00494362

Owner Information

Owner Name: IRENE LIMITED PARTNERSHIP Use: APARTMENTS
Principal Residence: NO

Mailing Address: C/O POLLIN PROPERTIES 
601 F ST NW 
WASHINGTON DC 20004-1605

Deed Reference: 1) / 3364/ 517 
2) 

Location & Structure Information

Premises Address Legal Description
4701 WILLARD AVE FRIENDSHIP HGTS
CHEVY CHASE 20815 

Map Grid Parcel Sub District Subdivision Section Block Lot Assessment Area Plat No:
HM33 25 B 12 2 Plat Ref:

Special Tax Areas
Town FRIENDSHIP HEIGHTS
Ad Valorem
Tax Class 14

Primary Structure Built Enclosed Area Property Land Area County Use
0000 101,059.00 SF 117

Stories Basement Type Exterior

Value Information

Base Value Value Phase-in Assessments
As Of 

01/01/2005
As Of 

07/01/2007
As Of 

07/01/2008
Land 15,158,800 15,158,800

Improvements: 91,602,600 91,602,600
Total: 106,761,400 106,761,400 106,761,400 NOT AVAIL

Preferential Land: 0 0 0 NOT AVAIL

Transfer Information

Seller: Date: 06/08/1965 Price: $0
Type: IMPROVED ARMS-LENGTH Deed1: / 3364/ 517 Deed2:

Seller: Date: Price:
Type: Deed1: Deed2:

Seller: Date: Price:
Type: Deed1: Deed2:

Exemption Information

Partial Exempt Assessments Class 07/01/2007 07/01/2008
County 000 0 0
State 000 0 0
Municipal 000 0 0

Tax Exempt: NO Special Tax Recapture:
Exempt Class: * NONE *

Page 1 of 1results

8/23/2007http://sdatcert3.resiusa.org/rp_rewrite/details.aspx?County=16&SearchType=STREET&AccountNumber=0...



 

 
Property maps provided courtesy of the Maryland Department of Planning ©2004. 

For more information on electronic mapping applications, visit the Maryland Department of Planning web site at 
www.mdp.state.md.us/webcom/index.html 
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Page 1 of 1

8/23/2007http://sdatcert3.resiusa.org/rp_rewrite/maps/showmap.asp?countyid=16&accountid=07+00494362






