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EXECUTIVE SUMMARY 

This Practicum will involve an analysis of the value creation potential of renovating and 

repositioning the property known as 1320 N. Courthouse located at 1320 N. Courthouse Road in 

Arlington, Arlington County, Virginia.  This transaction is an opportunistic investment, but the 

value to be created by renovating and retenanting the building, transforming it into a core, 

institutional asset, will be substantial.     

 

The subject property is located within the Courthouse neighborhood of the R-B Corridor.  The R-

B Corridor is a supply-constrained submarket that has been outperforming most other submarkets 

in the region due to its solid occupancy, high rents and resilient demand.  This vibrant submarket 

currently has the lowest vacancy rate in the area and continues to attract tenants with its proximity 

to downtown Washington, DC and other governmental agencies and by offering rental rates that 

are competitive relative to the District.   

 

The site, at the southeast corner of 14th Street N. and N. Veitch Streets, is currently improved with 

a Class-B office building that has been net leased to Verizon (formerly Bell Atlantic) since it 

delivered in 1991.  For nearly twenty years, it has operated as a single tenant building.  Verizon 

recently terminated its lease and has vacated all but one floor.  The building now sits 89% vacant.   

 

The considerable amount of vacancy at the property presents a potential investor with the unique 

opportunity to create value in an asset that sits in a supply-constrained market.  There are 

currently few large blocks of space available that are ready for immediate occupancy.  The 

available space in buildings under construction will not be ready for occupancy until well into 

2012 and 2013.     
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An investor intent on purchasing this property will have to consider the risk of renovation and 

lease-up when determining value.  Market research and market comps will provide a basis upon 

which to start a valuation.  Adjustments will then have to be made to account for the additional 

capital expenditures that will be needed for the renovation and lease-up.  The investor’s return 

requirements will also need to be weighed.  

 

Adding to the complexity of the analysis is the determination of what type of ownership interest 

should be acquired.  The property is subject to an estate-for-years, a type of leasehold estate for a 

defined period of time, which will be discussed in more detail later.  Upon termination of the 

Verizon lease, the grantee/lessee has the opportunity to either enter into a ground lease or 

purchase fee-simple title to the land.  This situation presents several possible acquisition 

scenarios.    

 

The multiple investment strategies that were considered include: (1) a 10-year hold acquiring 

only the leasehold interest, (2) a 3-year hold acquiring only the leasehold interest, (3) a 10-year 

hold acquiring the fee-simple interest, and (4) a 3-year hold acquiring the fee-simple interest.    

 

Recognizing that market conditions change, and can change quickly, the overall analysis 

concludes with six sensitivity analyses based on the recommended investment strategy.  Changes 

in multiple variables such as cap rate movement, weakening demand, and changes in capital 

markets were applied to the recommended strategy to illustrate the extent to which market 

changes can influence investment returns.  

TRANSACTION STRENGTHS TRANSACTION WEAKNESSES
• Location  ‐ Opportunistic asset in a core 

location
• Lease‐up Risk ‐ Over 300,00 SF of space to be 

leased
• Submarket  ‐ Historically strong and stable 

submarket
• Renovation  ‐ Risk of timing and cost 

overruns
• Returns  ‐ Attractive returns both levered and 

unlevered
• Ground Lease  ‐ May chill bidding and 

complicate financing  
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LOCATION 

The subject is located on the southeast corner of the intersection of 14th Street N. and N. Veitch 

Street in Arlington, Arlington County, Virginia.  Arlington County is located immediately across 

the Potomac River from Washington, DC.  The County covers approximately 26 miles square 

miles of Northern Virginia and is among the most densely populated counties in the United 

States.  The Arlington Economic Development Authority touts Arlington as a “business-friendly” 

county with the lowest tax rates inside the Beltway.  The County also benefits from its highly 

educated workforce.  The Arlington Economic Development Authority website also reports that 

over 60% of Arlington’s residents have bachelor degrees or higher. 

 

 
Regional Map 

 

 
Neighborhood Map 

 
The County is located two miles from Washington, DC and has access to both local airports.  

Reagan National Airport is 5 miles southeast of the subject and is about a 10 minute drive or 15-

minute ride on Metrorail.  Dulles Airport is 25 miles to the west of the subject and can be reached 

by taking I-66 to the Dulles Toll Road which provides direct access to the airport. 
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Interstates 66 & 395 are the primary transportation corridors through the County.  Other major 

thoroughfares include Route 1 and Route 50.  The subject is just one block from Route 50, a 

major east-west thoroughfare through Northern Virginia.   

 

The Metrorail plays a large part in Arlington County’s infrastructure.  The Metrorail provides 

direct access from Arlington County to downtown Washington, DC.  Ridership through the R-B 

Corridor is among the highest in the entire Metrorail system according to WMATA statistics.  

The Court House Metrorail station is two blocks north of the subject property.   

 

ROSSLYN-BALLSTON CORRIDOR 

The Rosslyn-Ballston Corridor spans 3.3 miles across Northern Virginia from Rosslyn in the east 

to Ballston in the west.  The Corridor is divided into five distinct neighborhoods.  The 

neighborhoods, from east to west include: Rosslyn, Courthouse, Clarendon, Virginia Square and 

Ballston.  The R-B Corridor General Land Use Plan sought to create a unique identity for each 

neighborhood.  Susan Weaver of Weaver Research and Consulting Group offers the following 

description of each neighborhood: 

 

Rosslyn – Rosslyn, the station closest to Washington DC, and the gateway to the 
County, was planned as a sophisticated urban environment typified by high-
density high-rise offices and residential buildings. 

 
Courthouse – The Courthouse area, where the County Government offices are 
located, retained its identity as the governmental center. 

 
Clarendon – Clarendon was to continue as a commercial center – a locus of 
shops, restaurants and entertainment. 

 
Virginia Square – Virginia Square was identified as the corridor’s educational 
and cultural center by virtue of the location of two university campuses, the 
Arlington Central Library and the Arlington Arts Center. 

 
Ballston – Ballston, home of the National Science Foundation, was the science 
and technology center. 
 



 8

The R-B Corridor follows the path of the Orange Line Metrorail and has been planned and 

developed with an intense focus on transit-oriented development.  The Corridor is home to five 

Metrorail stations, each neighborhood having its own station.   

 

 

COURTHOUSE NEIGHBORHOOD 

The subject is located on the southeast corner of the intersection of 14th Street N. and N. Veitch 

Street in the Courthouse neighborhood within the R-B Corridor.  The Courthouse neighborhood 

is flanked by Rosslyn to the east and Clarendon to the west.  Courthouse has historically been a 

predominately residential area.  The anchor of the Courthouse neighborhood is Arlington 

County’s Justice Center which is centrally located.  The 1993 Addendum to the Courthouse 

Sector Plan summarizes the land use goal as being “to create a government center surrounded by 

a balanced mix of plazas and high density residential and office uses.”    
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LAND USE  & ZONING ANALYSIS 

HISTORICAL LAND USE 

Over the years, the land use on the subject site has not changed significantly.  Prior to 1940, the 

site was encumbered by two structures that were estimated to have been built in the mid-1930’s.  

At that time, the adjacent sites were either vacant or developed as small commercial properties.  

Over the next two decades, multiple residential units, a parking garage, and an office building 

were constructed on the site.  The surrounding land was primarily used for commercial and 

residential development.  In the early 1980’s, the site underwent redevelopment and the 

neighboring property, 1310 N. Courthouse, was built.  Nearly a decade later, the existing 

improvements was constructed.  By the 1980’s, the surrounding area had primarily become 

commercial development.       

 

CURRENT LAND USE 

Under the General Land Use Plan, each neighborhood within the R-B Corridor has its own sector 

plan governing land use and development.  Arlington’s General Land Use Plan for the 
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ZONING SUMMARY
Parcel No. RPC #18003113
Land Area (Acres) 69,549 SF (1.5966 acres)
Building Area 366,000 SF
Zoning C‐O
Property Class Office Building 7+ Stories
Map Book Page 054‐01

Courthouse neighborhood indicates that the subject site’s use is high density office, apartment or 

hotel.  Surrounding land uses include high, high-medium, and medium density residential, and 

government and community. 

 

 

 

ZONING ANALYSIS 

The subject property is zoned C-O, 

Commercial Office Building, Hotel and 

Multiple-Family  Dwelling Districts.  

According to the Arlington County 
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Zoning Ordinance, the C-O zoning classification allows use as office and other limited uses by 

special exception.  This zoning classification is meant to encourage transit-oriented 

redevelopment of office, hotel and multifamily buildings near Metrorail stations.   

C‐O ZONING
Permitted Uses: All uses permitted in C‐1‐O 

Districts
Special Exception Uses: Office, Hotel, Multifamily, 

Commercial, Mixed‐Use, 
Open‐air Markets

Height Limit:
General 35 Feet
Office & Commercial 153 Feet
Multifamily & Hotel 180 Feet

Area Requirements:
Minimum Average Width 125 Feet
Minimum Area 30,000 Square Feet

Parking Requirements:
Office, Retail, Service  1 off‐street parking space 

for each 530 square feet 
of gross floor area

Multifamily 1 off‐street parking space 
for each unit

Hotel 0.7 off‐street parking 
spaces for each room  

                                                                                      Source: Arlington County Zoning Ordinance Section 25 
 

According to the Courthouse Sector Plan the subject is classified under the category “High 

Office-Apartment-Hotel.”  This classification allows up to 3.8 FAR for office and hotel uses and 

up to 4.8 FAR for residential use. 

 

 

SITE ANALYSIS 

SITE BOUNDARIES 

The site is bounded by 14th Street N. to the north, 13th Street N. to the south, N. Veitch Street to 

the west, and the adjacent property known as 1310 N. Courthouse to the east.  The site is 

accessible from all frontage streets.   
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The site measures 1.597 acres 

and is irregular in shape, 

taking on somewhat of an “L” 

shape.  The site dimensions 

are approximately 470 feet 

from north to south, 208 feet 

along the north side, and 141 

feet along the south side.  The 

topography is variable.  It is 

relatively level along the front 

side of the building but 

becomes sloping at the 

northwest and southwest 

corners of the site. 

 

There is very little landscaping on site.  Along the sides of the building and in the plaza area 

between the subject and 1310 N Courthouse, there are shrubs and trees that are contained in 

above ground precast concrete planters.  The plaza consists of varying size precast concrete 

pavers.  Stairs are cast-in-place concrete with painted metal railings.   

 

The site itself is composed of five parcels of land.  The legal descriptions of each parcel are 

provided in the chart below. 
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PARCEL SUMMARY

PARCEL I Lots One (1) and Two (2), Block Nine (9), of COURTLANDS SUBDIVISION, as the same appears on a plat 
recorded among the land records of Arlington County, Virginia in Deed Book 120 at Page 242.

PARCEL II All of Lots 5A, Block 9, COURTLANDS, as shown on a plat of Resubdivision of Lots 5, 6, 7, 8, and the southerly 
ten feet of Lot 9, Block 9, COURTLANDS, attached to a Deed of Resubdivision recorded among the land
records of Arlington County, Virginia, in Deed Book 887 at Page 126; and All of Lots 3, 4, 10, 11, 12, 16, 17,
and 18, the northerly fifteen feet of Lot 9, and the southerly twenty feet of Lot 13, Block 9, COURTLANDS,
as the same is duly dedicated, platted and recorded among the land records of said County in Deed Book
120 at Page 242; and All of Lots 14, 15, and northerly five feet of Lot 13, Block 9, COURTLANDS, as the same
is duly dedicated, platted and recorded among the land records of Arlington County, Virginia in Deed Book
120 at Page 242.

PARCEL III Lot 7‐A, Block 9, COURTLANDS, a Resubdivision of Lots 7, 8, 9, COURTLANDS, by Deed of Resubdivision
recorded in Deed Book 887 at Page 126, originally dedicated in Deed Book 292 at Page 157, among the land
records of Arlington County, Virginia.

PARCEL IV All of Lot 1, in Block 13, of the Subdivision known as FORT MYER HEIGHTS, as the same is platted, dedicated
and recorded in Liber N, No. 4, at Page 50 of the land records of Arlington County, Virginia and more
particularly described as follows:

BEGINNING at an iron pipe in the South line of 14th Street Street N. (Madison Street) said point of
beginning being and is S. 84º 24' 30" W, 200 feet from the west line of Court House Road, (Sherman Street)
said point of beginning is hereby further described as being a corner common to Lots 1 and 2; thence with
the line between Lots 1 and 2 S 5º 35' 30" E, 100 feet to an iron pipe in the north line of Lot 6; thence 84º
24' 30" W, 74.9 feet to an iron pipe in the extreme west line of Fort Myer Heights Subdivision; thence with
said line N 5º 24' 30" W, 100 feet to an iron pipe set at the intersection of the south line of 14th Street N
(Madison Street) and the said west line of Fort Myer Heights Subdivision; thence with the said south line of
14th Street N (Madison Street) N 84º 24' 30" E, 74.6 feet to the point of beginning containing 7,475 square
feet of land.

PARCEL V Outlot A as shown on Deed of Resubdivision in Deed Book 2412 Page 830, of Lot 15, Block 13, Fort Meyer
Heights, as duly dedicated, platted and recorded in Deed Book 2058 Page 398 and originally dedicated,
platted and recorded in Deed Book N4 at Page 50 among the land records of Arlington County, Virginia.

 

 

EASEMENTS 
 
As is common, the Land Records of Arlington County contain several Right of Way easements 

for utilities.  There are various Right of Way easements with Virginia Electric and Power 

Company dated August 6, 1954; August 4, 1960; August 12, 1960; and March 25, 1982.  There is 

also a utility easement granted to The County Board of Arlington County dated November 8, 

1990.  A Sanitary Sewer and Storm Sewer easement dated March 10, 1982, was also found 

among the Land Records.    
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Because the subject property is physically adjoined to its sister building, 1310 N. Courthouse, it is 

subject to an easement referred to in the Land Records of Arlington County as the Cross 

Easement and Maintenance Agreement dated December 26, 1991, and recorded December 27, 

1991.  The easement facilitates pedestrian and vehicular access and addresses utility and fire 

safety operations between the two buildings.   

 

The easement, in part, states that 1310 N. Courthouse must provide 1320 N. Courthouse access to 

the main entrance of the 1320 N. Courthouse building.  The main entrance is only accessible if 

passage across certain areas of the 1310 N. Courthouse property is allowed.  Additionally, the 

easement allows vehicles and pedestrians to enter and exit the 1320 N. Courthouse parking 

garage.  Yet another part of the easement governs the use and maintenance of the pedestrian 

bridges that connect the two properties.  Finally, 1320 N. Courthouse relies on its sister building 

for the location of its fire command station, certain sewer lines, garage exhaust ducts, concrete 

beam supports and a fire pipe. 

 

Easements are in place for the benefit of 1310 N. Courthouse as well.  1310 N. Courthouse relies 

on the subject property to provide pedestrian and vehicular access to the main plaza.  Also, a 

transformer vault and splicing room for 1310 are located on the 1320 property.  Lastly, 1310 N. 

Courthouse relies almost entirely on the loading docks which are located on the 1320 N. 

Courthouse property.               

 

ENVIRONMENTAL ASSESSSMENT 

There are no known environmental conditions with the property that would impact usability or 

value.  Historical Phase I testing indicates that the site is considered to be “clean.”  Environmental 

factors typically known to be associated with contaminated properties such as hazardous wastes, 
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PcBs, lead-based paint, or asbestos, are either not present at all or only present in statutorily 

acceptable levels.  There is one above-ground storage tank located on the property.  However, 

because it is located in a concrete bermed room, the tank is not considered to be an environmental 

concern.         

 

FLOOD ZONE ASSESSMENT 

The Federal Emergency Management Agency (FEMA) assesses the flood risk of areas within the 

United States.  FEMA then classifies areas into flood zones based on their level of risk.  The 

subject property is located within a Zone C area.  Zone C is defined as “areas of minimal 

flooding.”   

 

SEISMIC ZONE ASSESSMENT 

The US Geological Survey (USGS) is the recognized authority for compiling and analyzing 

seismic hazard assessments.  The Uniform Building Code (UBC) then classifies property into 

zones based on the USGS’s risk assessment.  Zones range from Zone 0, being the lowest risk, to 

Zone 4 which is the highest risk.  The UBC classifies the subject as being within Zone 1 

indicating “an area of low probability of damaging ground motion.”         

 

SITE LIMITATIONS & RESTRICTIONS 

The subject site presents no physical restrictions that would impede development.  Considering 

the location, accessibility and surrounding uses, an office development seems most probable.  An 

alternative development possibility likely to be successful on this site given the previously stated 

factors is high-density multifamily.  
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ADJACENT PROPERTIES 

The subject property is surrounded by 6 adjacent properties.   

 

1400 N. Uhle Street is a 46,076 SF Class-C office building that was 

built in 1965.  It is situated on a 0.30 acre site and is zoned C-O.  The 

property is currently 100% leased and is owned by the Arlington 

County Board.  Also, immediately east of the office building is a 

municipal parking lot.   

 

1425 N. Courthouse is located to the northeast of the subject.  The 

building located on this site is the Arlington County Court House.  The 

13-story building contains 375,000 SF and was built in 1994.  It is 

zoned P-S. 

 

 

2250 Clarendon Boulevard is a multi-family property known as 

Archstone Courthouse Plaza.  It is situated on a 0.61 acre site and is 

zoned C-O.  The first floor contains retail/office space.  Courthouse 

Plaza is owned and managed by Archstone.       

 

1320 N. Veitch Street is a 564 unit multi-family property known as 

Arlington Courthouse Place.  It was constructed in 1997 and is situated 

on a 1.90 acre site zoned RA-H-3.2.  The property includes 78,362 SF 

of retail space.  Arlington Courthouse Place is owned and managed by 

Archstone. 
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1200 N. Veitch Street is a 575 unit multi-family property known as 

Courtland Towers.  It was constructed in 1989.  The building is 

situated on a 3.45 acre site and is zoned RA-H-3.2.  Courtland Towers 

is owned and managed by the Dittmar Company.    

 

 
1200 N. Courthouse Road is a 187-room hotel known as the Arlington 

Court Suites Hotel.  Room types include studio, one bedroom, two 

bedroom, and three bedroom suites.  The hotel has 3,000 SF of meeting 

space.  Arlington Court Suites is a Clarion Hotel. 

 

 
1310 N. Courthouse Road is a 380,198 SF Class-B office building that 

was built in 1983 and most recently renovated in 2008.  It is situated on 

a 1.97 acre site and until 2008, it was 100% leased to Verizon.  The 

building is currently 96.5% leased.  It is a multi-tenant building with 

tenants such as the Department of Homeland Security, the Department 

of Transportation and the FDIC.  The building is owned by MRP Realty and Westbrook Partners 

and managed by Lincoln Property Company. 

 

EXISTING IMPROVEMENTS 

The subject is a 356,370 square foot Class B 

office building situated on approximately 1.6 

acres of land in Arlington, Virginia.  The nine-

story building was built in 1991 and was formerly 
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known as Two Bell Atlantic Plaza and more recently as Verizon Plaza II.   

 

The building was leased to Verizon under a long term lease that was set to expire in 2012.  The 

lease was a net lease meaning Verizon was responsible for all operations and maintenance of the 

building including operating expenses, real estate taxes, repairs, maintenance and capital 

expenditures.  Verizon occupied the entire building and used the building to house various 

businesses such as customer service, data center, marketing and training functions.  As of 

December 31, 2010, Verizon terminated its lease and entered into a new lease with the landlord 

for just over 40,000 square feet of space on the 9th floor of the building.  Today the building is 

89% vacant.   

 
Building Exterior 

 
Main Entrance 

 
Lobby 

 
Shared Courtyard & Walkway 
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Upgraded Tenant Space 

 
Typical Tenant Space 

 

The subject building itself is rectangular in shape with a footprint of just over 42,000 square feet.  

The building dimensions are approximately 380 feet by 120 feet.  Typical floorplates are quite 

large, measuring 40,500 square feet.  At the northwest and southwest corners, the building steps 

back creating rooftop patios on each corner on the third floor.   

 

Property Name 1320 N. Courthouse 

Property Address 1320 N. Courthouse Road, Arlington, VA 22201

Property Type Office

Year Constructed / Age 1991 / 20 years

Number of Buildings 1

Number of Stories 9 above grade

Building Height 110'

Net Rentable Floor Area 356,370 SF

Gross Floor Area 377,488 SF

Foundation Systems Reinforced cast‐in‐place concrete; 6‐level subterranean garage

Structural Frame Reinforced concrete garage and steel‐framed building

Exterior Walls Precast concrete panels with granite panels around entrances and base of building in select locations

Windows Insulated aluminum‐framed fixed units

Exterior Doors Public entrances: Aluminum and glass storefront; Garage and loading docks: overhead metal coiling doors

Roofing Ballasted inverted membrane system

Plumbing Systems Copper domestic supply piping, cst iron sanitary and vent piping, electric water heaters

HVAC Systems Four Baltimore Aircoil rooftop cooling towers in conjunction with two Trane 72‐ton self‐contained air‐conditioner units on each floor 
providing conditioned air to ductwork; supplemental Liebert split systems with roof‐mounted condensers for tenant‐installed equipment

Electrical Three 6,000‐amp, 480/277‐volt, 3‐phase, 4‐wire mains; one 1,400‐kW diesel‐powered base building emergency generator; multiple tenant‐
owned and installed uninterruptable power supply and backup generator systems

Vertical Transportation 11 elevators ‐ 9 overhead traction and 2 hydraulic

Life Safety / Fire Protection Simplex 4100 fire alarm control panel, smoke detectors, horn/strobe alarms, pull stations, fireman's phones, exit signs, emergency lights, 
portable fire extinguishers and wet and dry sprinkler systems with a 1,000 gpm electric fire pump

Handicap Accessibility Building first occupied prior to the ADA effective date of January 26, 1992; not in conformance with ADA standards for new construction

Parking Six‐level cast‐in‐place concrete garage divided into north and south sections, containing 693 labeled spaces

Common Area Granite and terrazzo flooring and marble panel walls with painted gypsum board ceiling in the main lobby; vinyl tile flooring, painted CMU 
walls and acoustical tile ceilings at garage elevator lobbies

Tenant Spaces Typically carpet, painted gypsum board walls and acoustical tile ceilings; ceramic tile flooring and wainscot in restrooms

EXISTING IMPROVEMENTS
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Though the elevators and restrooms are located in a central core, the building has very limited 

common areas.  Because the building was fully occupied by Verizon, there are not elevator 

lobbies and common corridors on each floor as would be typical in a multitenant building.   

 
FIRST FLOOR 

 
TYPICAL FLOOR 

 

The building is situated atop a six-level subterranean parking garage and contains 693 parking 

spaces.  Each level of the garage measures approximately 45,700 square feet gross or 273,600 

square feet in its entirety.  The garage and loading dock can be accessed from N. Veitch Street.  

The entrance to the garage is access controlled via a card reader system.  The parking garage is 

shared with 1301 N. Courthouse, the adjoining building.  The garage is operated by Colonial 

Parking.   
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Parking Garage Entrance 

 
Typical Parking Stalls 

 

The subject is also connected to its sister building, 1310 N. Courthouse (aka One Verizon Plaza) 

via the lobby, a second floor enclosed walkway and the subterranean parking garage.  1310 N. 

Courthouse was formerly 100% leased by Verizon, hence the connections to facilitate operations.  

Upon lease expiration in 2008, Verizon vacated the building.  The building is now 96.5% leased 

to multiple tenants including several GSA tenants.   

 

GROUND LEASE 
   
The ground beneath the building is owned by Relco-Arlington Land Co., an entity managed for 

the benefit of unknown beneficiaries.  The leasehold improvements are owned by an entity 

known as Prefco IX LLC.   

 

The leasehold is subject to an estate for years.  An estate for years is a type of leasehold estate for 

a defined period of time.  The legal instrument, the lease, grants the right of possession to a 

grantee for a certain period of time.  In this case, the owner of the land would be the 

grantor/landlord and the owner of the improvements would be the grantee/tenant.  During the 

term of the estate for years, the land is considered encumbered because possession of the land has 

been transferred to the grantee or tenant.  While it is encumbered, the land becomes virtually 

unmarketable.  The fee-simple owner of the land is prevented from selling the land because it is 
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subject to the leasehold agreement.  Should the owner desire to sell the land, for instance, the 

owner would have to gain consent of the grantee and the lease could either be terminated or 

assigned to a new owner.   

 

An estate for years does not automatically renew and at the end of the defined period, the estate 

terminates with no action necessary on the part of the landlord.  In this case, the estate for years 

was set to expire in December 2012, coterminous with the original Verizon lease.  The estate for 

years can, however, be terminated earlier if both parties agree.  Upon expiration of the estate for 

years, there is an option to either purchase fee-simple title to the land or enter into a ground lease.   

 

The owner of the leasehold interest may purchase the ground at any time prior to the initial term 

of the ground lease or at the commencement of any renewal period.  The purchase price 

calculation is stipulated to be the sum of the fair market value of the ground and the residual 

value of the improvements. 

 

If the owner of the leasehold interest opts to enter into the ground lease, the ground lease will 

have a 5-year initial term with fourteen 5-year renewal terms for a total term of 75 years.  The 

rent paid will be $1,393,000 flat through Year 60.  The rent for the remaining term will be 

“market.”  The ground lease can be subordinated to a mortgage interest so long as the LTV does 

not exceed 75% and the debt service coverage ratio is at least 1.00x.  If the leasehold financing 

does not satisfy the conditions for subordination, the ground owner is not obligated to subordinate 

its interest.       
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MARKET ANALYSIS 

ECONOMIC INDICATORS 

Washington, DC [Metropolitan Division]
2003 2004 2005 2006 2007 2008 2009 Indicators 2010 2011 2012 2013 2014
232.7 247.0 257.6 262.2 265.7 269.3 272.4 Gross metro product (C$B) 282.6 293.9 304.1 314.3 322.5

6.1 6.1 4.3 1.8 1.3 1.3 1.2 % change 3.8 4.0 3.5 3.3 2.6
2,230.6 2,296.1 2,348.2 2,390.6 2,413.6 2,429.2 2,390.4 Total employment (000) 2,406.2 2,459.9 2,516.4 2,569.0 2,630.8

2.5 2.9 2.3 1.8 1.0 0.6 -1.6 % change 0.7 2.2 2.3 2.1 2.4
4.0 3.8 3.5 3.1 3.0 3.8 6.1 Unemployment rate 6.4 5.9 5.7 4.7 3.6
4.5 7.6 7.8 7.0 6.2 4.6 0.1 Personal income growth 3.0 6.5 6.3 7.1 6.2

3,958.6 4,021.1 4,080.9 4,107.8 4,146.6 4,197.7 4,276.7 Population (000) 4,333.0 4,389.0 4,442.6 4,494.7 4,547.1
24,042 22,846 22,804 16,136 12,140 7,789 7,343 Single-family permits 8,231 14,172 18,863 24,218 25,092
5,540 9,584 8,509 7,491 5,572 3,848 3,285 Multifamily permits 5,465 5,176 8,042 9,156 8,774
261.9 321.2 411.0 419.5 423.3 332.7 298.9 Existing-home price ($ths) 311.7 298.4 298.2 309.5 319.9

123,120 91,806 112,745 94,644 71,532 41,503 32,727 Mortgage originations ($mil) 30,932 26,409 21,897 21,609 25,539
16.4 21.6 17.3 -12.3 -3.5 11.0 40.1 Net migration (000) 17.4 16.6 13.7 11.8 11.7

17,804 14,996 16,803 4,904 8,760 13,954 18,669 Personal bankruptcies 19,156 18,560 18,592 18,619 18,242  
Source:  Moody’s Analytics, Economic & Consumer Credit Analytics www.economy.com March 25, 2011 
 

REGIONAL ECONOMY 

The Washington area economy began its recovery from the recent recession in 2010 and is one of 

the strongest markets in the country.  According to Property and Portfolio Research (PPR), 

57,000 jobs were added during the year.  Job growth was strong in the wholesale trade, education, 

health services, professional services, business services and leisure.  However, not all industry 

segments fared as well.  Overall net job growth numbers were hampered by job losses in 

manufacturing, retail trade, utilities, information and other services.  As of December 2010, the 

unemployment rate stood at 5.9%, significantly lower than the US average of 9.4%.  PPR predicts 

that the Washington DC area will continue to be strong with job growth averaging 2% annually 

over the next five years.   

 

The recovery of the Washington, DC area economy is due, in large part, to federal government 

spending.  The Federal government continues to be a large part of the Washington, DC metro 

economy.  According to PPR, the federal government accounts for 14% of the total jobs in the 

area.   
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While federal government spending sparked the recovery in the DC area economy, private hiring 

will also provide additional support to continue fueling the recovery.  As an example, Northrup 

Grumman recently decided to relocate its headquarters to Falls Church, Virginia.  This relocation 

is expected to bring 300 new jobs to the area.  It is estimated that the average salary for these new 

jobs will be $200,000.     

 

The DC region is also home to the headquarters of fifteen Fortune 500 companies.  Those 

companies include: Marriott International, Lockheed Martin, Capital One Financial, Gannett, 

Host Hotels & Resorts, NVR, Coventry Health Care, Freddie Mac, Fannie Mae, General 

Dynamics, Computer Sciences Corp, AES, SLM Crop, Danaher and Pepco.  

 

One of the major threats to area’s economy is cutbacks in federal spending, particularly defense 

spending.  However, the Federal Government, a highly educated workforce, solid population 

trends, and infrastructure development will likely enable the Washington, DC MSA to maintain 

above-average growth in the coming years.              

 

DEMOGRAPHICS   

The Washington, DC MSA is home to over 5.6 million people.  The population has grown at an 

average annual pace of 1.5% since 2000 according to PPR.  Arlington County continues to be one 

of the most densely populated counties in the country.  Job growth continues to lure people to the 

region and an educated workforce continues to lure businesses to the region.  According to the 

George Mason University Center for Regional Analysis, the Washington, DC region is the most 

educated MSA is the United States with approximately 47.3% of adults holding a bachelor’s 

degree or higher.  Within one mile of the subject property over 43% of the population hold 

advanced degrees.      
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DEMOGRAPHICS
1 Mile 3 Miles 5 Miles

Population
2015 Projection 45,203 255,833 689,072
2010 Estimate 40,530 239,481 656,064
2000 Census 32,413 215,373 601,670

Growth 2010 - 2015 11.50% 6.80% 5.00%
Growth 2000 - 2010 25.00% 11.20% 9.00%

Average Age 36.4 37.7 38.0

Education
Associates Degree 2.32% 3.25% 3.61%
Bachelor Degree 34.41% 31.54% 28.66%
Advanced Degree 43.81% 41.57% 36.21%

Households
2015 Projection 23,687 122,649 312,463
2010 Estimate 21,382 114,990 297,627
2000 Census 17,574 104,380 274,855

Growth 2010 - 2015 10.80% 6.70% 5.00%
Growth 2000 - 2010 21.70% 10.20% 8.30%

2010 Avg Household Income $103,795 $106,009 $98,770
2010 Per Capita Income $55,523 $51,737 $45,438

Owner Occupied 28.18% 37.97% 40.52%
Renter Occupied 71.82% 62.03% 59.48%

2010 Med Housing Value $413,235 $469,451 $466,198
2010 Median Year Built 1977 1962 1959  

Source:  CoStar 
 

CAPITAL MARKETS 

In 2008, capital markets around the world quickly came to a grinding halt as institutions 

scrambled to deleverage.  For real estate, that meant many maturing loans couldn’t be refinanced 

and default and foreclosure rates soared.  There were two main reasons behind the inability to 

refinance.  First, many properties were worth far less than the values they were underwritten at 

upon origination.  The second big factor was that banks and lending institutions were struggling 

to recapitalize and could not deploy capital.  Many lenders were forced to foreclose on property 

or undertake troubled debt restructures to deal with defaulted loans.     
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However, the second half of 2010 saw a significant thawing of capital markets.  Many investors 

who had parked their capital on the sidelines since 2008, were ready to begin putting their money 

to work once again.  The recovery has been somewhat bifurcated though.  Recovery has begun in 

top tier markets such as New York, Washington DC, and Los Angeles.  Smaller markets, 

however, are still treading water as market fundamentals remain soft.  Washington, DC is one of 

the hottest real estate markets in the country.  Investors view the DC market as a low risk place to 

invest their money and the infusion of foreign capital has been significant.  According to PPR’s 

current Market Performance report for the Washington, DC MSA, “(t)his influx of capital is 

causing average cap rates to begin to compress earlier and more substantially than in any other 

US office market.”    

 

  

2010 INVESTMENT SALES
Number of Sales Total Value Avg Price/SF

District of Columbia 20 $2,311,200,000 $489
Northern Virginia 26 $2,082,470,565 $224
Maryland 5 $182,800,000 $148
Total 51 $4,576,470,565 $309  

    Source:  CBRE The Road to Recovery 
 
The availability of debt here in the DC area sparked many trades, especially in 4Q2010.  Sales 

activity throughout the region surged, driving cap rates down.  A historical snap shot of average 

cap rates throughout the region is provided in the chart below.  

 
HISTORICAL CAP RATES 
2008 District of Columbia Northern Virginia Suburban Maryland

Trophy 5.0% 5.5% 5.5%
Class A 6.0% 6.5% 6.5%
Class B 7.0% 8.0% 8.0%

2009 District of Columbia Northern Virginia Suburban Maryland
Trophy 6.4% 8.0% 8.0%
Class A 7.0% 9.0% 9.0%
Class B 8.5% 10.0% 10.0%

2010 District of Columbia Northern Virginia Suburban Maryland
Trophy 5.5% 6.0% 6.0%
Class A 6.0% 7.0% 7.0%
Class B 7.0% 8.5% 8.5%  

          Source:  CBRE The Road to Recovery 
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With investor confidence returning, lenders started returning to the market.  As the basic laws of 

economics demonstrate, more lenders in the market increased competition and began to drive 

spreads down particularly on core assets in top tier markets. 

 

REGIONAL OFFICE MARKET – WASHINGTON DC MSA 

The Washington DC MSA is divided into three major office markets:  Suburban Maryland, 

Northern Virginia, and the District of Columbia.  The region has the highest concentration of 

office-using jobs in the country thanks, in part, to the Federal Government and its extensive 

network of contractors and support services.  According to CBRE’s Econometrics Advisors 

Outlook report as of 4Q10, the DC metro area has a total office inventory of 295 million square 

feet in 2,235 buildings across the three jurisdictions that make up the MSA.  The current 

breakdown of the three markets is shown below: 

WASHINGTON DC MSA MARKET FUNDAMENTALS
Completions Net Absorption Vacancy Asking Rents

Bldgs SF YTD 2010 YTD 2010 4Q10 Gross
(#) (SF x 1,000) (SF) (SF)

District of Columbia 515 104,066 1,367 2,804 9.50% $44.89
Northern Virginia 1,141 135,241 894 2,103 14.10% $29.51
Suburban Maryland 579 55,941 0 417 16.60% $26.55

Total Washington DC 2,235 295,248 2,261 5,324 12.90% $32.94

Inventory

 

The vacancy rate in the overall Washington, DC office market has increased from a low of 3.8% 

in 2000 to 9.5% today.  The current vacancy rate is approximately equal to the level reached in 

the real estate recession of the early 1990’s.  Vacancy began declining in 2010 and CBRE 

projects that it will reach approximately 7.8% in 2013.  The historical average for the market is 

approximately 9.5%.  Absorption in 2009 was approximately 153,000 square feet, as compared to 

the historical average of 4.3 million square feet.  Absorption accelerated dramatically to over 5.3 

million square feet in 2010 and is projected to remain significantly positive over the next five 

years.  Rental rates fell 4% in 2010 and are projected to remain relatively stagnant through 2011, 

with positive growth continuing thereafter.  Between 2007 and 2010, just under 24 million square 
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feet of new office space was delivered to the market.  Currently 2.1 million square feet is 

projected for delivery through 2012. 

 

SUBMARKET – ROSSLYN/BALLSTON 

The subject property is situated in the Rosslyn/Ballston submarket, which is the second largest 

office submarket in Northern Virginia with 20.3 million square feet of office space.  Only the 

Tysons Corner submarket, with 22.2 million square feet is larger.  The Rosslyn/Ballston 

submarket is located immediately across the Potomac River from Washington, DC and is 

bounded by I-66 to the north, the Potomac River to the east, Arlington Boulevard to the south and 

N. Glebe Road to the west.   
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Availability 

The R-B Corridor is a supply-constrained market with strong tenant demand and very few large 

blocks of available space.  GSA tenants such as DARPA, the Department of Homeland Security, 

FDIC, National Guard, US Social Security Administration, and the Department of Transportation 

signed large leases in 2010.  One of the only large private users to lease a large block of space in 

2010 was Deloitte.  

 

Other than 1320 N. Courthouse, there are only 4 other 100,000+ square foot blocks of space on 

the market in existing buildings.  Three of the buildings currently under construction also have 

100,000+ square foot blocks.  Of the seven blocks of space, only the 119,327 square feet at 1735 

N. Lynn is available immediately.  The remaining spaces are not available until after 1Q2012. 

 
LARGE BLOCKS AVAILABLE
Property Class SF SF Available Date Available Submarket
1735 North Lynn St Class A 283,989 119,327 Vacant Rosslyn
4040 N Fairfax Dr Class C 171,195 156,451 Apr‐12 Ballston
1777 N Kent St Class B 280,360 280,358 Feb‐13 Rosslyn
1500 Wilson Blvd Class B 247,726 247,726 Dec‐12 Rosslyn  

 
The table below contains summary information from CBRE for the Rosslyn/Ballston submarket.  

As reflected in the tables, the current vacancy rate for office space is approximately 6.6% overall, 

far less than the DC MSA vacancy of 12.9% and significantly less than the total Northern 

Virginia vacancy of 14.1%.  The low vacancy rate has allowed landlords to push rents and reduce 

concessions.   

R‐B CORRIDOR FUNDAMENTALS & FORECAST
Stock Completions Vacancy Net Absorption Asking Rents Rent Inflation

(SF x 1,000) (SF x 1,000) (%) (SF x 1,000) Gross (%)
YE 2010 20,256 217 6.6% 362 $38.42 2.8%
2011 (f) 20,256 0 5.0% 328 $38.77 0.9%
2012 (f) 20,910 654 5.7% 475 $40.94 5.6%
2013 (f) 21,617 707 6.9% 401 $43.64 6.6%
2014 (f) 22,056 439 7.8% 227 $45.51 4.3%
2015 (f) 22,580 524 9.1% 174 $46.70 2.6%
2016 (f) 23,112 532 10.2% 246 $47.59 1.9%  
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Rents 

As of year-end 2010, CBRE reports that rents in the Rosslyn/Ballston submarket are, on average, 

$38.42 per square foot gross for all property classes.  The trend of rising rents and diminishing 

concessions is expected to continue in 2011.  Rental rates in the Rosslyn/Ballston submarket are 

projected to increase at an average annual rate of 3.7%, slightly more than the DC market as a 

whole. 

 

Absorption & Vacancy 

While net absorption is expected to outpace new completions in 2011, net absorption will begin 

to lag completions in 2012.  Vacancy in the submarket is expected to bottom out at 5.0% this 

year, then gradually begin climbing due to new construction.   

 

BRAC 

In 2005, the government announced that the Department of Defense would be reorganizing its 

operations under a process known as BRAC (Base Realignment and Closure).  The 

announcement will have severe consequences for the office market in Arlington County.  An 

estimated 4.2 million square feet of office space will be vacated by various Department of 

Defense agencies as 17,000 jobs are moved to military bases in the area.  Fort Belvoir and 

Andrews Airforce Base will be major recipients of these jobs.   

 

Within the Rosslyn-Ballston Corridor, 15 commercial office buildings will be affected.  The 

buildings affected are summarized in the chart below. 
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BUILDINGS TO BE VACATED
Building Submarket SF Impacted
1101 Wilson Boulevard Rosslyn 41,641
1400 Key Boulevard Rosslyn 73,660
1401 Wilson Boulevard Rosslyn 103,306
1500 Wilson Boulevard Rosslyn 10,060
1501 Wilson Boulevard Rosslyn 30,221
1515 Wilson Boulevard Rosslyn 34,270
1555 Wilson Boulevard Rosslyn 31,137
1600 Wilson Boulevard Rosslyn 17,758
1700 N Moore Street Rosslyn 150,417
2000 N 15th Street Clarendon / Court House 5,841
2300 Clarendon Boulevard Clarendon / Court House 27,994
3100 Clarendon Boulevard Clarendon / Court House 182,264
4040 North Fairfax Drive Ballston 138,653
875 N Randolph Street Ballston 273,863
901 N Stuart Street Ballston 108,797

Total 1,229,882  
                 Source:  Arlington County BRAC Transition Center 
 

BRAC will eliminate 36 leases totaling 1.23 million square feet in this section of Arlington 

County.  The entire BRAC transition is mandated to be complete by September 15, 2011.  

Although the various agencies will be vacating, the majority of existing GSA leases have 

expirations far beyond the September 2011 deadline.  Backfilling the GSA space will be a major 

obstacle in the coming years. 

 

Timeframe Leases SF Leases SF Leases SF Leases SF
2011 (before Sept 15) 2 13,553 0 0 2 139,066 4 152,619
2011 (after Sept 15) 2 9,521 0 0 0 0 2 9,521
2012 5 121,912 4 33,835 1 273,863 10 429,610
2013 5 83,729 0 1 108,384 6 192,113
2014 6 105,321 0 0 0 6 105,321
2015 and beyond 7 158,434 1 182,264 0 0 8 340,698

Total 27 492,470 5 216,099 4 521,313 36 1,229,882

BRAC‐RELATED LEASE EXPIRATIONS
Rosslyn Clarendon / CourtHouse Ballston Total

 
Source:  Arlington County BRAC Transition Center 
 

 

NEW OFFICE SUPPLY 

The Rosslyn-Ballston Corridor is a mature, in-fill office market.  Because it is mature, there is 

very little vacant land for development.  Any new projects will likely involve redevelopment of 

encumbered sites.   
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Recent Office Completions 

Saul Centers recently completed construction on a mixed-

use project known as Clarendon Center.  Saul spent over 10 

years assembling the site.  The project is situated on a two 

block site that is bisected by Clarendon Boulevard.  The 

North block consists of a six-story building with 95,500 

square feet of office space and 12,885 square feet of ground floor retail.  The South block consists 

of two joined buildings.  One building is a 244-unit apartment building with ground floor retail.  

The other building on the South block consists of 75,799 square feet of office space and 28,856 

square feet of retail space.  The project is directly across the street from the Clarendon Metrorail 

station.  Both office buildings are in lease-up and, to-date, the office portion of the project is 52% 

leased.  The asking rent for office space is $46.00 psf gross.  

 

Office Under Construction 

There are currently five office projects under construction in the Rosslyn-Ballston Corridor.  

These projects are identified in the chart below: 

 
PROJECTS UNDER CONSTRUCTION
Building Submarket SF Floor Plate Expected Delivery % Preleased Developer
1776 Wilson Boulevard Rosslyn 137,660 20,877 July 2012 2.5% Skanska
1812 N Moore Street Rosslyn 538,111 22,900 June 2013 0.3% Monday Properties
675 N Randolph Street Ballston 352,740 27,133 January 2012 100.0% Shooshan
800 N Glebe Road Ballston 300,575 30,057 March 2012 0.0% JBG

Total SF Under Construction 1,329,086  

 

1776 Wilson Boulevard is being developed by Skanska 

USA Commercial Development and will be a 137,660 

square foot Class-A office building located in the Rosslyn 

submarket.  The building will be five-stories above grade 

with a 3-level subterranean garage.  The building also has street-level retail.  Cassidy Turley is 
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leasing the office space and Colliers International is leasing the retail space.  The building is a 

brownfield redevelopment and will be LEED Gold certified.  

 

1812 N Moore Street is being developed by Monday Properties.  The 35-story 

building will be comprised of 538,111 square feet of Class A office space, as 

well as street-level retail.  It is located adjacent to the Rosslyn Metrorail 

station.  Cushman & Wakefield has the leasing assignment.  The building is 

LEED Platinum certified.   

 

675 Randolph Street is part of Phase 1 of a larger development 

known as Founder’s Square.  The 352,740 square foot Class-A 

office building is being developed by The Shooshan Company.  

It is a build-to-suit 100% preleased to DARPA who is 

expected to take occupancy in June 2012.  The building was designed to meet Department of 

Defense security standards.  It will be LEED Silver certified.  The larger Founder’s Square 

project will ultimately include three additional buildings which are not yet under construction 

including a residential tower, a 183-room hotel, and another 20-story office building.  Because 

this building is already leased to the GSA, it does not represent competition for the subject 

property. 

 

800 North Glebe Road is a 316,000 square foot Class A office 

building with 28,000 square feet of street-level retail that is 

being built completely spec.  The site was formerly the Bob 

Peck Chevrolet car dealership.  It is being developed by The 

JBG Companies and is expected to deliver in March 2012.  
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The building is being leased by Millennium Realty Partners with asking rents of $46.00 - $54.00 

psf gross.  The building will be LEED Gold certified. 

 

Proposed Office Projects 

There are six office projects being proposed in the Rosslyn-Ballston Corridor.  These projects are 

listed in the chart below.  Given the amount of space coming back online as a result of BRAC, the 

likelihood of all of the proposed projects coming to fruition is unlikely.   

 
PROPOSED PROJECTS
Building Submarket SF Floor Plate # Stories % Preleased Developer
1710 N Moore Street Rosslyn 260,000 11,304 23 0.0% Clover Leaf
1201 Wilson Boulevard Rosslyn 535,187 22,000 31 0.0% JBG
3001 Washington Boulevard Clarendon/Courthouse 300,613 30,061 10 3.0% Penzance
3003 Washington Boulevard Clarendon/Courthouse 80,000 10,000 8 0.0% Penzance
650 N Glebe Road Ballston 130,000 24,000 7 3.9% ‐
4040 Wilson Boulevard Ballston 416,250 20,812 20 0.0% Shooshan

Total SF Proposed 1,722,050  

 

MARKET OUTLOOK 

Overall, the Rosslyn/Ballston submarket is expected to remain a highly desirable office market 

due to its proximity to Washington, DC, access to major roadways and Metro, an increasing 

supply of class-A office inventory and competitive rental rates relative to the District. 

 

DEMAND ANALYSIS 

An analysis of future demand was conducted to determine if there will be enough demand in the 

submarket to backfill the large block of vacant space at the subject property.  Demand analysis 

for the current project involved analysis of office-using job growth projections, the submarkets 

fair share of the overall DC region, the subject property’s fair share of the submarket, and new 

projects coming on line.   
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SF Per Employee By Industry
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OFFICE-USING EMPLOYMENT 

First, current job statistics were broken down by industry.  Then growth estimates for each 

industry, supplied by PPR, were applied.  The resulting compound annual growth rate for the 

selected industries was 1.4%.  After job growth over the next five years was forecast, statistics 

provided by the National Center for Real Estate Research were applied to determine future office 

employment.   

 
PROJECTED OFFICE‐USING EMPLOYMENT

Industry Sector
2011 

Employment
2015 

Employment Change
% Office 
Using

New Office 
Employment

Manufacturing 51,000              53,492              2,492          29% 723                   
Prof & Business Services 690,000            736,593            46,593        89% 41,468              
Education & Health Services 364,000            386,693            22,693        50% 11,347              
Leisure & Hospitality 265,000            282,345            17,345        10% 1,735                
Other Services 179,000            187,562            8,562          41% 3,511                
Wholesale 64,000              67,327              3,327          59% 1,963                
Retail 258,000            269,004            11,004        24% 2,641                
Trans & Util 60,000              62,373              2,373          32% 759                   
Financial Activities 146,000            152,530            6,530          90% 5,877                
Information 78,000              79,710              1,710          67% 1,146                
Government 687,000            721,998            34,998        44% 15,399              
Natural Res & Min & Constr 140,000            150,905            10,905        29% 3,162                

2,982,000         3,150,534         168,534      47% 89,730              

DC MSA

 

 
CoStar provides a breakdown of office space per employee by industry specific to the 

Washington, DC office market.  The average across all industry sectors, public and private, is 302 

square feet per employee.  According to the Real Property Performance Results report issued by 

the GSA in December 2002, the GSA 

recommends 200 usable square feet 

(equivalent to 230 rentable square feet) as 

the guideline for average office space per 

government employee.  As the chart below 

illustrates, actual space usage by the 

government in the DC area is much higher.     
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The estimate of office-using jobs was then multiplied by 300 square feet (rounded down from the 

302 square feet average) to arrive at the estimated supportable square feet.  The supportable 

square foot estimate was then adjusted to account for frictional vacancy and replacement demand.  

Frictional vacancy and replacement demand were assumed to each be 5%.  

 
PROJECTED SUPPORTABLE OFFICE INVENTORY

New Office 
Employment

Sf per 
Employee

Supportable 
SF Frictional Replacement

Supportable Plus 
Frictional & 
Replacement

723                    300 216,840        10,842             10,842                 238,524                    
41,468               300 12,440,451   622,023           622,023               13,684,496                
11,347               300 3,404,014     170,201           170,201               3,744,415                 
1,735                 300 520,358        26,018             26,018                 572,394                    
3,511                 300 1,053,172     52,659             52,659                 1,158,489                 
1,963                 300 588,832        29,442             29,442                 647,715                    
2,641                 300 792,310        39,615             39,615                 871,541                    
759                    300 227,768        11,388             11,388                 250,545                    

5,877                 300 1,763,067     88,153             88,153                 1,939,374                 
1,146                 300 343,719        17,186             17,186                 378,091                    
15,399               300 4,619,788     230,989           230,989               5,081,766                 
3,162                 300 948,713        47,436             47,436                 1,043,585                 

89,730               26,919,033   1,345,952        1,345,952            29,610,936                  

 

HISTORICAL DATA & FORECAST 

Next, historical inventory and absorption data, provided by CBRE, dating back to 1988 were 

analyzed.  These calculations revealed that historically, the R-B submarket has accounted for 

6.9% of the total DC region inventory and 15.8% of Northern Virginia’s office stock.  A further 

study of historical absorption data showed that the R-B submarket has accounted for 15.0% of all 

absorption in Northern Virginia.  Multiplying the forecast square feet of demand by the historical 

absorption rate of 15.0%, the submarket’s fair share of future demand was found.  R-B’s fair 

share was then adjusted down to account for existing vacancy within the submarket.  Because the 

subject is an existing property, the overall submarket vacancy was also adjusted to exclude the 

vacant square feet of the subject.   
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SUBMARKET FAIR SHARE
Supportable Plus 

Frictional & 
Replacement

Submarket 
Capture

Submarket 
Demand

Submarket 
Vacant

Net Submarket 
Demand

29,610,936 0 4,444,345 1,036,896 3,407,449  

 

SUBJECT PROPERTY’S FAIR SHARE 

Drilling down yet further, the subject property’s fair share of the projected supply in the 

submarket had to be determined.  The total of all properties under construction and all known 

proposed office projects was divided by the total square feet of the subject to arrive at the 

subject’s fair share which turned out to be 11%.  With an 11% fair share of the market, the 

subject is expected to capture 364,962 square feet of future demand.  Given that the subject 

property has to lease up just over 300,000 square feet of space, the demand analysis concludes 

that there is and will be sufficient demand to fill the space.             

 
SUBJECT PROPERTY FAIR SHARE
Net Submarket 

Demand
Project 
Capture Forecast Demand

Annual Average 
Demand

3,407,449 Worst Case Scenario 6% 194,590 38,918
Likely Scenario 11% 364,962 72,992

Best Case Scenario 16% 535,335 107,067  

 

PROJECT MANAGEMENT 

REPOSITIONING STRATEGY 

1320 North Courthouse has been a single tenant building since its original construction in 1991.  

Verizon occupied the entire property until December of last year.  At that time, Verizon cancelled 

its lease and entered into a new lease with the landlord retaining only one floor.  The building will 

now be repositioned as a multitenant building.  To prepare the building for multitenant use, 

significant renovations will be required.  A detailed description of the required renovations will 

be provided and discussed later in this paper.        
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PROPERTY MANAGEMENT 

The type of property management used will ultimately depend on the investor.  Many developers 

and owners have in-house property management firms.  Some examples of these firms include: 

JBG, Tishman Speyer, BF Saul, John Buck and Akridge.  However, an institutional investor, such 

as a life insurance company or a REIT would likely hire a third party manager.  Third party 

property managers with extensive expertise in the DC area market include: Cushman & 

Wakefield, Transwestern, Cassidy Turley, Grubb & Ellis, and CBRE.  Because the property will 

also undergo a major renovation, a property management firm with a construction management 

group would be ideal. 

 

In the professional opinion of Martha Ward, a property manager for Cushman & Wakefield, a 

property of this scale would require a staff of 6 employees.  The staff would consist of a full-time 

property manager, a part-time administrative assistant, a chief engineer, an assistant engineer and 

two porters. 

 

The property management firm will be responsible for the day-to-day operations of the building 

and will be responsible for engaging third party service providers.  Services that will require third 

party vendors include cleaning, landscaping, security, and elevator maintenance just to name a 

few.  The property management firm will also be responsible for accounting and reporting 

functions.  Once the property is leased, the property management firm will also be responsible for 

maintaining relationships with the tenants and handling complaints, concerns, or requests. 

 

LEASING 

Just as with property management, the type of leasing company used will depend on the investor.  

With the exception of The John Buck Company, all of the firms above also have leasing teams.  
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One important dimension of any leasing team is the leasing team’s ability to work with the 

property manager.  This being the case, there is greater synergy when the property manager and 

leasing team are under the same umbrella.    

 

Given the amount of space to lease up at the subject property, an extremely knowledgeable and 

experienced broker with a strong support team will be a necessity.  Ideally, the leasing team for 

this property should include two lead brokers.  One should be focused on courting private 

companies that are currently out in the market.  The second should be focused on GSA.  Since the 

property is Class-B product with competitive rental rates and has an excellent location near metro 

and near other large government offices, it is well-suited for GSA tenants.   

 

Currently there are several large tenants in the market.  The subject is ideal for larger tenants 

because the building has relatively large floor plates at just over 40,000 square feet.  However, if 

courting smaller users, the large floor plates may be a leasing disadvantage.  The chart below lists 

several tenants actively seeking space in the market that could be accommodated at 1320 N. 

Courthouse. 

 
LARGE TENANTS IN THE MARKET
Tenant Broker SF Timing
EIM Colliers 20,000 Oct‐11
Accenture Studley 50,000 Mar‐12
Undisclosed Lincoln 20,000 Summer 2012
Undisclosed (Software Firm) Cushman & Wakefield 18‐20,000 Jan‐12
ESI International Cresa 57,000 2012
Arlington County Public Schools Studley 85,000 2013
Undisclosed Montview 60,000 2011
Defense Group Inc Jones Lang LaSalle 30‐35,000 ‐
Undisclosed Jones Lang LaSalle 15,000 2012
Strategic Investment Group CBRE 80,000 Dec‐12  
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RENOVATION 

Because the building has been occupied and maintained by Verizon since it was constructed in 

1991, the building will have to undergo major renovations to make it suitable for new tenants.  

The building currently does not have typical commons areas that are normally found in a multi-

tenant building.  Since the building is assumed to be a multi-tenant building going forward, 

common areas such as a elevator lobbies and common corridors will have to be built.  To bring 

the building into conformance with today’s building code, all restrooms will have to be 

renovated.  Other cosmetic upgrades will enhance leasing.  

 

Scope 

A list of necessary base building improvements are outlined in the chart below.  Costs have been 

estimated by a well-known local construction company.  The estimated time to complete, as 

determined by the same construction company, is approximately 12 months.     

BASE BUILDING RENOVATIONS
Quantity Unit Cost per Unit Total Cost Cost PSF

Plaza and Courtyard Improvements
Update Landscaping 1 Lump Sum 50,000.00$             50,000$                 0.14$              
Replace Cracked & Damaged Pavers 1 Lump Sum 5,000.00$               5,000$                   0.01$              
Remove Bollards 1 Lump Sum 5,000.00$               5,000$                   0.01$              
Replace Exterior Lightpoles 6 Per Lightpole 2,000.00$               12,000$                 0.03$              
Paint & Repair Exterior Railings 1 Lump Sum 10,000.00$             10,000$                 0.03$              

82,000$                0.22$             

Building Exterior & Façade
Replace Roof @ 3rd Floor Terraces 1,900 PSF 7.50$                      14,250$                 0.04$              
Replace Entrance with Curtainwall 1 Lump Sum 175,000.00$           175,000$               0.48$              
Recaulk Exterior Joints as Needed 1 Lump Sum 100,000.00$           100,000$               0.27$              
Replace Sconce Light Fixtures @ Entrance 14 Per Fixture 750.00$                  10,500$                 0.03$              
Install Canopy 1 Lump Sum 100,000.00$           100,000$               0.27$              
Replace Building Numbers 1 Lump Sum 3,500.00$               3,500$                   0.01$              

403,250$              1.10$             

Lobby/Comon Area Improvements
Replace Ceiling 6,200 PSF 15.00$                    93,000$                 0.25$              
Replace Lighting 1 Lump Sum 150,000.00$           150,000$               0.41$              
Install Directory 1 Lump Sum 15,000.00$             15,000$                 0.04$              
New FF&E/Artwork 1 Lump Sum 75,000.00$             75,000$                 0.20$              

333,000$              0.91$             

MEP & Fire and Life Safety
Replace Cooling Towers 4 Per Tower 150,000.00$           600,000$               1.64$              
Replace Self‐Contained HVAC Units 18 Per Unit 120,000.00$           2,160,000$            5.90$              
Upgrade EMS System 1 Lump Sum 350,000.00$           350,000$               0.96$              
Replace Fire Control Panel 1 Per Panel 250,000.00$           250,000$               0.68$              
Overhaul Emergency Generator 1 Per Generator 35,000.00$             35,000$                 0.10$              

3,395,000$           9.28$             

Miscellaneous
Demo All Office Floors 325,545 PSF 3.50$                      1,139,408$            3.11$              
Create Multi‐tenant Corridors and Lobbies 8 Per Floor 30,000.00$             240,000$               0.66$              
Renovate Bathrooms 36 Per Restroom 30,000.00$             1,080,000$            2.95$              
Elevator Cab Modernization 10 Per Cab 15,000.00$             150,000$               0.41$              
Demo Cafeteria Space and Kitchen 10,000 PSF 3.50$                      35,000$                 0.10$              

2,644,408$           7.23$             

Contingency (10%) 685,766$              1.87$             

Total Estimated Base Building Renovations 7,543,423$           20.61$              
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The owner/investor should first obtain a detailed set of plans and specs and then solicit estimates 

from two or more General Contractors.  Likely candidates in this market are Clark, Hitt, Turner, 

and Forrester, to name a few.  The large companies, such as those just named, also provide 

construction management services.  Once the contractor has been selected, the building owner 

would then enter into a Guaranteed Maximum Price (GMP) contract with the contractor.  The 

contractor will also be responsible for obtaining required permits.  Permit fees should be included 

in the contractor’s bid.  An asset manager working for the investor would commonly oversee 

construction and attend weekly or bi-weekly progress meetings on ownership’s behalf.  If 

building ownership does not have the staff to oversee construction, it is not unusual for an owner 

to engage an independent third party consultant to attend progress meeting on ownership’s behalf 

and report back. 

 

Given the scale of the proposed renovation at the subject property, it will be important to closely 

monitor progress to make sure there are no cost overruns and that the project remains on 

schedule.           

 

Permits 

The parties permitted to obtain permits in Arlington County include property owners, contractors, 

leasers, architects and engineers.  Construction must commence within six months of the date of 

issuance and construction may also not cease for a period in excess of six months or the permit 

will become invalid. 

 

The six most common permits in Arlington County include: Building Permits, Electrical Permits, 

Plumbing and Gas Permits, Mechanical Permits, Elevator Permits, and Fire Protection System 

Permits.  The scope of the renovation at the subject property will require that all six permits be 
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obtained.  Also, as the building is leased, each new tenant space will require a Certificate of 

Occupancy Permit.    

 

Accessibility 

The Virginia Uniform Building Code (VUSBC) stipulates that “when a commercial building is 

altered or added to, and that alteration or addition is made to an area containing a ‘primary 

function,’ additional funds must be spent to make an accessible ‘path of travel,’ as long as the 

cost of making an accessible path of travel is not disproportionate to the cost of construction.”  In 

practice, this means that accessibility improvements will be required to bring an altered building 

into compliance with state accessibility codes so long as those accessibility improvements are 

20% or less of the proposed total construction budget.  Given the scope of the renovation at the 

subject property, accessibility  improvements will be required.  The line items in the renovation 

budget that address accessibility include: elevator cab modernization, bathroom renovations, and 

creating multitenant corridors and lobbies.   

 

RECOMMENDED MANAGEMENT STRATEGY 

During due diligence, the investor should get bids from several from third party property 

managers and leasing brokers.  Agreements with these groups should be negotiated and in place 

upon acquisition.  Given the size of the property management assignment, the significant amount 

of leasing to be done, and the large renovation, it is recommended that the investor choose a firm 

that provides management, leasing and construction management functions.  The “one stop 

shopping” approach will create more synergy and lead to a more successful outcome. 
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APPROACHES TO VALUE 

CASH FLOW ASSUMPTIONS 

Lease Up 

The building is currently 89% leased and occupied.  Verizon continues to lease one floor (11% of 

building NRSF) under a newly signed lease.  The remaining space has been leased up over a 

period of 24 months.  The property is expected to reach stabilization in January 2013.  The 1Q11 

PwC Real Estate Investor Survey indicates that the marketing time for Northern Virginia office 

ranges from 1 month to 12 months, with an average of 6.1 months.  Given the large amount of 

space to be re-leased at the subject property, a longer lease-up period is warranted.  Lease-up is 

scheduled to begin in June 2011, which allows time for essential base building renovations to be 

completed prior to tenant occupancy.   

 
LEASE UP SCHEDULE

SF
Lease 

Commencement
Verizon 40,529 Jan‐11 40,529 11.4% 315,842 88.6%

7th Floor 40,525 Sep‐11 121,579 34.1% 234,792 65.9%
8th Floor 40,525 Sep‐11

6th Floor 40,526 Jan‐12 162,105 45.5% 194,266 54.5%

5th Floor 40,526 Mar‐12 202,631 56.9% 153,740 43.1%

4th Floor 40,526 Jun‐12 283,683 79.6% 72,688 20.4%
3rd Floor 40,526 Jun‐12

2nd Floor 40,675 Sep‐12 324,358 91.0% 32,013 9.0%

1st Floor 32,013 Jan‐13 356,371 100.0% 0 0.0%

356,371

Leased Vacant

 

 

Lease Term 

New leases are assumed to have 10-year terms.   
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Rental Rate 

Rental Rates are assumed to be $42.50 psf full service.  A survey of rent comps in the R-B 

Corridor show rental rates on leases signed within the last 12 months ranging from $39.50 psf - 

$43.46 psf.  The rental rate assumed in the analysis falls within the range of comps.  Note: 

Verizon’s rent was assumed to be market in order to preserve confidentiality. 

 

Rent escalations are assumed to be 3% per year.  Escalations between 2.50% to 3.00% are 

common in the current market.  The rent comps indicate annual escalations of 2.75% - 3.00%.  

The Raytheon lease at 4.70% is an outlier.    

 
RENT COMPARABLES

Comp #1 Comp #2 Comp#3
Building Park Place 1310 N Courthouse Ballston One
Address 1655 North Fort Myer Drive 1310 N Courthouse 4601 N Fairfax Drive
Submarket Rosslyn Clarendon/Courthouse Ballston
Class Class B Class B Class B
Tenant Int'l Student Exchange FDIC Raytheon
Square Feet 10,984 71,550 34,204
Lease Term 10 Yrs 9 Yrs 2 Yrs
Rental Rate $39.50 $41.75 $43.00
Rent Type Full Service Full Service Full Service
Annual Escalations 3.00% 2.75% 4.70%
TI (psf) $40.00 $60.00 As‐is
Abatements 4 Mos 4 Mos None
New / Renewal / Expansion New Expansion Renewal

Comp #4 Comp #5 Comp #6
Building Clarendon Square Ellipse @ Ballston Quincy Crossing
Address 3033 Wilson Boulevard 4350 N Fairfax Drive 801 N Quincy Street
Submarket Clarendon/Courthouse Ballston Ballston
Class Class B Class B Class B
Tenant Hobsons Public Financial Mgmt Wyle Information Systems
Square Feet 38,581 7,995 5,672
Lease Term 12 Yrs 8 Yrs 4 Yrs
Rental Rate $39.50 $43.46 $41.00
Rent Type Full Service Full Service Full Service
Annual Escalations 2.75% 2.75% 3.00%
TI (psf) $80.00 $7.50 As‐is
Abatements None None None
New / Renewal / Expansion New Renewal Renewal  

 

Rent Abatement 

New leases are assumed to have 3 months of free rent. 
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Downtime 

New leases are assumed to have 6 months downtime.  Renewals are assumed to have no 

downtime.  Downtime is the time between leases when the space is vacant and unleased. 

 

Tenant Improvements 

Tenant Improvement allowances are assumed to be $50.00 psf on new leases and $10.00 psf on 

renewals.  TI allowances on new leases range from $40.00 psf - $65.00 psf.  The $65.00 psf TI 

package is on the high end but the lease also had a longer than normal term at 15 years.  To 

achieve the same net effective rent on a 10-year lease, the TI package should be about $45.00 psf 

which is more in line with the other comps. 

 
TENANT IMPROVEMENT ALLOWANCES ‐ NEW
Building  Class Leased SF Lease Term TI Allowance Type
1310 N Courthouse Class B 71,550 10 Yrs $60.00 Expansion
1655 N Fort Myer Drive Class B 10,984 10 Yrs $40.00 New
4121 Wilson Boulvevard Class A 12,517 10 Yrs $40.00 Expansion
4301 Wilson Boulevard Class A 24,656 7 Yrs $40.00 New
950 N Glebe Road Class A 20,767 15 Yrs $65.00 New
950 N Glebe Road Class A 5,614 5 Yrs $50.00 Expansion
1515 N Courthouse Road Class A 42,128 10 Yrs $50.00 New  

 
Tenant Improvement allowances on renewals range from $0.00 psf - $40.00 psf.  This valuation’s 

assumption of $10.00 psf on renewals falls within the range is reasonable given the comps below. 

 
TENANT IMPROVEMENT ALLOWANCES ‐ RENEWALS
Building Class Leased SF Lease Term TI Allowance Type
4601 N Fairfax Drive Class B 34,204 2 Yrs As‐Is Renewal
801 N Quincy Street Class B 5,672 4 Yrs As‐Is Renewal
4350 N Fairfax Drive Class B 7,995 3 Yrs $7.50 Renewal
2300 Clarendon Blvd Class A 6,055 4 Yrs $12.00 Renewal
4100 N Fairfax Drive Class A 90,151 5Yrs $16.67 Renewal
1300 Wilson Boulevard Class A 11,805 5 Yrs $8.00 Renewal  

 

Leasing Commissions 

Leasing Commissions have been assumed to be 5% on new leases and 3% on renewals.  These 

are standard market rates. 
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Reimbursements 

Tenants are assumed to have gross leases.  Reimbursements are calculated over base year stops. 

 

Retention Ratio 

The analysis assumes a 70% renewal rate on all leases. 

 

Parking 

Below is a matrix summarizing monthly parking rates for off-street parking in the vicinity of the 

subject property. 

 
PARKING SURVEY

Address Operator Hours Unreserved Reserved
1310 N Courthouse Colonial Parking M‐Th 5am‐11pm $95 $190

F 5am‐10pm
Sat & Sun 8am‐8pm

2000 14th Street N Atlantic Parking M‐F 7am‐7pm $110 ‐
1515 N Courhouse Penn Parking M‐F 7am‐10pm $120 $240

Sat 9:30am‐7:30pm
Sun 11:30am‐5:30pm

2000 N 15th Street PMI Parking M‐F 7am‐7pm $125 ‐
2100/2200/2300 Clarendon Blvd PMI Parking 24Hrs $135 ‐
2101/2107/2111 Wilson Blvd Penn Parking M‐F 7am‐10pm $120 ‐

Sat 7:30am‐3:30pm
2200 Wilson Blvd LAZ Parking M‐F 7am‐7pm $110 ‐
2300 Wilson Blvd Colonial Parking M‐Th 6am‐12am $120 $240

F 6am‐1am
Sat 10am‐1am
Sun 10am‐12am

Monthly Rate

 

 
The average monthly parking rate for an unreserved space is $117.  The valuation assumes the 

693 parking spaces are leased at a monthly rate of $120 per space.  Because the building is in 

lease-up, the parking income was prorated to coincide with anticipated lease commencements. 

 

Expenses 

The first two years of the analysis have assumed slightly lower expenses because the property is 

still in lease up.  For example, the cleaning expense fluctuates in relation to overall building 
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occupancy.  As of stabilization in Yr3, total operating expenses are $4,834,244 ($13.57 psf), 

excluding ground rent.   

 

The grid below presents expense comparables on office product in Northern Virginia.  The 

comparable properties all do not have ground rent.  Ground rent for the subject property has not 

been included in the chart below to make the comparison more accurate.   

EXPENSE COMPARABLES
Subject Comp #1 Comp #2 Comp #3

Location NoVA NoVA NoVA NoVA
NRA (SF) 356,370 195,092 116,077 157,221

Effective Gross Income 45.28$            37.75$            42.61$             42.22$           

Expenses
Real Estate Taxes 3.94$              3.90$              4.25$               4.69$             
Property Insurance 0.34$              0.24$              0.34$               0.18$             
Utilities 2.55$              2.16$              2.32$               2.41$             
General Operating 1.48$              0.75$              0.71$               1.27$             
Repairs & Maintenance 2.89$              1.33$              2.08$               1.73$             
Landscaping & Security 0.37$              0.68$              1.08$               0.23$             
Janitorial 1.33$              1.07$              1.32$               1.17$             
Management Fee 0.68$              0.54$              0.64$               0.63$             
(% of EGI) 1.5% 1.4% 1.5% 1.5%

Nonreimbursable Expenses ‐$                ‐$                ‐$                 0.34$             

Total Operating Expenses 13.57$            10.67$            12.74$             12.65$           
Operating Expense Ratio 30.0% 28.3% 29.9% 30.0%

 
  * Total expenses for the subject property are Yr3 Expenses adjusted to exclude ground rent.  Comps did not have ground rent. 
 

Management Fee 

Management fees in the market typically range from about 1.50% to 4.00% of effective gross 

revenue.  The management fee in this cash flow analysis was assumed to be 1.50%. 

 

Real Estate Taxes 

Yr1 real estate taxes are assumed to be $1,323,420.  Arlington County assesses property at 100% 

of market value.  The property’s 2011 tax assessment is $122,199,400.  Based on the current 
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millage rate of $1.083, 2011 real taxes due on the property will be $1,323,420.  In Arlington 

County, real estate tax payments are due bi-annually on June 15th and October 15th.  

 
TAX ANALYSIS

2011 2010 2009 2008
Land Value $20,761,800 $18,119,400 $22,649,200 $22,649,200
Improvement Value $101,437,600 $91,934,700 $98,149,500 $102,314,900
Total Assessed Value $122,199,400 $110,054,100 $120,798,700 $124,964,100

Tax Rate (per $100) $1.083 $1.083 $1.000 $0.973

Total Tax Charge $1,323,420 $1,191,886 $1,207,987 $1,215,901

Percent Increase 11.0% ‐1.3% ‐0.7% ‐  

 
Although the full amount of real estate taxes due is assumed in the valuation, it can be argued that 

the assessment should be appealed.  The assessed value is derived by, among other things, a 

survey of the property’s income and expenses.  The 2011 assessment by the County assumes that 

the Verizon lease is still in place.  Since Verizon has terminated its lease, the property’s NOI has 

subsequently plummeted which significantly impacts the market value of the property.  Appeals 

must be filed by April 15th of the current tax year.   

 

Ground Lease Payments 

Contractual ground lease payments are $1,393,000 per year.  This is considered a non-

reimbursable expense and it is not inflated because the payment is contractual.   

 

Capital Improvements – Base Building Renovations 

The earlier discussion of renovations detailed the cost estimate for base building renovations.  

The estimate of $7,543,423 ($21 psf) was used in the valuation.  The valuation assumes the 

construction period is 12 months beginning June 2011 through May 2012.   
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Capital Improvements – General Capital Reserve 

Capital reserves for average Class A/B+ office product is generally assumed to be $0.25 psf per 

year.  This analysis uses a capital reserve of $0.50 psf per year.  The higher reserve number is 

justified given the quality and age of the property.  

 

Inflation 

Global inflation was assumed to be 3% per year for the duration of the analysis.  Rental rates 

were assumed to grow at 0.9% in Yr1, 5.6% in Yr2, 6.6% in Yr3, 4.3% in Yr4, 2.6% in Yr5, 

1.9% in Yr6 and 3% thereafter.  Average rent growth over the analysis period is 3.4%.  

According to CBRE, the 10-yr historical gross rental rate growth in the Rosslyn/Ballston 

submarket has been 3.0%.        

 

General Vacancy & Credit Loss 

General Vacancy is assumed to be 6.50% of Potential Gross Revenue.  According to CBRE, 

Class B/C space in the Rosslyn/Ballston submarket has averaged vacancy of 6.60% over the past 

ten years.  The average vacancy for the building is irrelevant in this analysis as it was operated as 

a single tenant building since it delivered in 1991.  The 6.50% general vacancy assumed in the 

analysis is in line with historical actual vacancy in the subject’s submarket.  No credit loss was 

assumed.  The 10-year average economic vacancy is 18.85%. 

  

Financing 

The financing of this project involves two separate financing components.  The first component 

involves short-term debt to carry the owner through the renovation and releasing period.  The 

second component involves long-term permanent financing which will allow the owner to 

recapitalize once the renovation is complete, the building is leased, and significant value has been 

created.   
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Short-Term Debt 

The short-term debt will consist of a 65% LTV, interest-only, three-year floating rate loan with an 

institutional lender.  Institutional lenders are traditionally conservative and the 65% LTV loan 

would max out proceeds for most lenders.  Virtually all lenders who, back in 2006 and 2007, 

would have gone up to 75%, have scaled back LTV’s in order to move down the risk spectrum.   

 

To size the loan, the lender will consider the entire capital stack:  purchase price, tenant 

improvements, leasing commissions, renovation costs, and interest reserve.  The loan 

commitment will then be based on 65% of the entire stack.  A schedule of tenant improvements, 

leasing commissions, and renovation costs will be necessary to calculate the interest reserve.  

Interest payments will not be constant through the loan term.  Fluctuations in the LIBOR rate and 

the timing of capital expenditures will affect the interest payment due.  The initial funding 

amount will be derived from the schedule of capital expenditures and interest reserve.  Because 

interest reserve is included in the capital stack, the calculation of the loan amount and initial 

funding is somewhat iterative.   

 

Although the loan commitment will be based on 65% of the total capital stack, the initial funding 

will be far less.  The lender will hold back the to-be-utilized dollars for tenant improvements, 

leasing commissions and renovation costs.  All of the borrower’s equity is assumed to be 

contributed first.  The escrow established for the capital costs will be released as the dollars are 

actually spent.  The lender will also hold back the interest reserve and will, in essence, pay itself 

every month to ensure payments are made and made in a timely manner.       

 

Spreads on this type of debt are currently ranging from 275 bps to 300 bps over LIBOR.  For 

purposes of this valuation, a spread of 275 bps was assumed.  Based on the current 30-day 
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LIBOR rate of 0.23%, the coupon would be 2.98%.  Fees would typically be 1 point up front, and 

¼ point out. To hedge against a significant movement in rates, the borrower would also be 

required to purchase a three-year interest rate cap up front.   

 

Given the amount of risk associated with this transaction, some level of recourse will be needed.  

Recourse to a credit-worthy entity other than the borrowing entity will be required.  Assuming the 

borrower is a large, well capitalized, institutional entity, recourse may be limited to only 50%.  If 

the borrower is a local developer with a smaller balance sheet, recourse will likely be 100%.  

 
3‐YEAR FLOATER
Loan Commitment: $104,000,000 Spread: 275 bps
LTC: 65% 30‐day LIBOR: 0.23%
Initial Funding: $67,300,000 Coupon: 2.98%
Amortization: None Coupon Floor: None
Fees: 1 pt in, 1/4 pt out
Requirements: (1)

(2)

(3)

50% recourse to a credit‐worthy entity (not the borrowing
entity)
Buy 3‐yr interest rate cap upfront at the current LIBOR rate
+100 bps
Subject to rebalancing during the term of the loan

 

 

 Permanent Financing    

The permanent financing will consist of a fixed-rate loan with a seven-year term so the loan 

maturity coincides with the investor’s ten-year hold period.  The loan amount is assumed to be 

65% LTV based on the value of the property at stabilization.  At this LTV, the lender would 

significantly limit the amount of interest-only.  The lender may possibly allow two or three years 

of interest-only payments with a 30-year amortization schedule thereafter.  This valuation 

conservatively assumes that the loan begins amortizing immediately. 
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An institutional lender will typically price a fixed-rate loan at a spread over Treasuries.  Today, 

spreads for well-located, core assets range from approximately 170 bps to 180 bps.  The current 

yield on the 7-year “on-the-run” US Treasury is 2.96%.  That would make coupons range from 

4.66% to 4.76%.  However this project doesn’t assume the permanent financing is placed until 

Yr3 of the analysis.  The current consensus expectation is that rates will continue to rise in the 

near future.  Therefore, this analysis assumes that by Yr3, the Treasury rate has increased by 100 

bps to 3.96%.  It is further assumed that spreads have widened to 200 bps.  The resulting coupon 

used in these calculations is 5.96%. 

 

The permanent loan will be non-recourse except for the standard “bad boy” acts.  Because the 

loan is considered to be relatively low leverage, the market may limit recourse for “bad boy” acts 

to the borrowing entity only.  The non-recourse nature of the loan will significantly improve the 

risk profile of the deal for the investor. 

 
7‐YEAR FIXED
Loan Amount: $105,100,000 Spread: 200 bps
LTV: 65% 7‐yr Treasury: 3.96%
Interest‐Only: None Coupon: 5.96%
Amortization: 30 yrs Coupon Floor: None
Liable Party/Guarantor: Borrowing Entity Only Processing Fee: $105,100  

 
Another consideration regarding the financing is the size of the loan.  The permanent loan will be 

a $100+ million loan.  When loan amounts are above $50 or $75 million, the pool of potential 

lenders gets smaller.  But when loans are over the $100 million threshold, the pool of lenders 

diminishes substantially.  There may only be 3 to 5 large US institutional lenders who would be 

able to take down a loan of that size.  Since the pool of lenders will be quite small and there will 

be little competition, the loan will likely command a slight pricing premium.           
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DISCOUNTED CASH FLOW 

Argus software was used to generate cash flows based on the set of assumptions detailed above.  

A discount rate and residual cap rate can then be applied to the cash flows to generate an 

estimation of value.  The paragraphs below identify the assumptions used and justify those 

assumptions with market data.   

  

Discount Rate 

The discount rate used in the fee simple cash flow analysis was 8.50%.  According to the 1Q11 

PwC Real Estate Investor Survey, discount rates for Northern Virginia office product range from 

7.50% - 10.50%, with an average of 9.00%.  The 8.50% discount rate used in the analysis falls 

slightly below the PwC average.    

 

Residual Cap Rate 

The residual cap rate used in the fee-simple cash flow analysis was 7.00%.  According to the 

1Q11 PwC Real Estate Investor Survey, residual cap rates for Northern Virginia office product 

range from 7.50% - 9.00%, with an average of 8.19%.   

 

Implied Going-in Cap Rate 

Investors typically focus on Yr1 cap rates when valuing property.  However, that method of 

valuation assumes the NOI being capped is stabilized.  The Yr1 cap rate in this case is somewhat 

meaningless given the unstabilized nature of the asset.   

 

Using the Argus model with an analysis beginning date of January 1, 2011, the discounted cash 

flow method yields a current “as-is” value of $122,800,000 ($345 psf).   
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Keeping all assumptions static, but rolling the analysis beginning date to January 1, 2013 (the 

first year of stabilization), the discounted cash flow method yields a stabilized value of 

$171,900,000 ($482 psf). 

 

SALES COMPARABLE APPROACH 

The comps provided in the chart below are all fee-simple sales ranging from a low of $252 psf to 

a high of $420 psf, with an average of $354 psf.   

SALES COMPARABLES
Comp #1 Comp #2 Comp #3 Comp#4 Comp #5

Building 2300 M Street NW Arlington Square Three Ballston Plaza 2980 Fairview Park Drive Randolf Square
Address 2300 M Street NW 4401 N Fairfax Drive 1100 N Glebe Road 2980 Fairview Park Drive 2800 S Randolph Street

Washington, DC Arlington, VA Arlington, VA Falls Church, VA Arlington, VA
Year Built 1984 1988 1990 1991 2008
SF 117,942 135,620 304,133 334,385 189,891
Submarket West End Ballston Ballston Merrifield I‐395 Corridor
Sale Date Oct‐10 May‐10 Mar‐10 Oct‐10 Jun‐10
Price $49,500,000 $53,880,000 $121,362,000 $101,332,333 $47,900,000
Price / SF $420.00 $397 $399 $303 $252
Cap Rate 7.2% ‐ 7.3% ‐ 8.2%
Buyer Medical Faculty Assoc TA Realty AEW Capital Northrup Grumman Invesco
Seller Carlyle CalSTRs & Spaulding & 

Slye Colliers
Mass Mutual ING Monument Realty & 

Transwestern  

Based on a sales comparable approach to value, the sale comps above indicate a current day fee-

simple “as-is” value of between $375 - $400 psf.  This would put the current sales price of the 

building between $133.6 million to $142.5 million.  If the ground lease were in place, the value 

would be slightly less.  A prudent investor would use a slightly higher cap rate when valuing the 

property and would be willing to pay less in order to achieve a higher return to compensate for 

the additional risk associated with the ground lease.    

 

However recognizing that the building is in need of capital for renovation costs and leasing costs, 

the total estimated amount of those expenditures must be deducted from the “as-is” sales price to 

arrive at the buyers true basis.  This analysis assumes the investor will have to put in another 

$29.4 million for leasing and renovation costs.  Based on the sales comp approach, the seller 

could reasonably and conservatively expect an investor to pay between $104.2 million and $113.1 

million.  On a per square foot basis, that would be $292 psf to $317 psf. 
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DIRECT CAP APPROACH 

According to the 1Q11 PwC Real Estate Investor Survey, overall cap rates for Northern Virginia 

office product range from 5.75% - 9.00%, with an average of 7.78%.  The sales comps provided 

above suggest a cap rate range of 7.20% - 8.20%.  Applying a 7.00% cap rate to the first year 

stabilized income yields a value of $161,500,000 ($453 psf).    

 

SUMMARY OF APPROACHES 

The chart below summarizes the value estimates of the various valuation methodologies: 

 
SUMMARY OF APPROACHES

Value PSF
Discounted Cash Flow Approach (As‐is) $122,800,000 $345

(Stab) $171,900,000 $482
Sales Comp Approach (As‐is) $104.2MM ‐ $113.1MM $292 ‐ $317

(Stab) $133.6MM ‐ $142.5MM $375 ‐ $400
Direct Cap Approach $161,500,000 $453  

 
The estimates of value provided by the different methodologies should serve as the basis for an 

investor’s determination of the property’s final concluded value.  While these methods establish 

an estimation of market value, the investor must apply his/her own yield expectations to arrive at 

the price he/she will ultimately pay to acquire the property. 

 

LAND VALUATION 

LAND COMPARABLES  

Although the comparables are not the sale of ground leases, the data provides evidence of the 

value of entitled land in the Northern Virginia submarket.  Comps range from $74 to $93 per 

FAR foot.   
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Proposed Use Size Allowable FAR Sales Price Price Per       
FAR SF

Comp #1 Office 45,520 136,000 $10,000,000 $73.53
Comp #2 Office 56,149 142,000 $13,250,000 $93.31
Comp #3 Office 334,157 537,000 $47,640,125 $88.72

LAND COMPARABLES

 

 

Comparable #1 

The first comp is the most recent sale.  It is an improved site but the existing improvements will 

be demolished.  The site is approved for a 136,000 sf office building with ground floor retail.  

Given its mid-block location and lack of immediate access to Metrorail, it is inferior to the 

subject.  Buyer: Skanska.  Seller: George Contis. 

 

Comparable #2 

The second comp is an improved site in the R-B Corridor.  A 12,800 square foot retail building  

occupied the site at the time of sale.  The retail building will be demolished by the developer.  

The site is part of a larger development and the future improvements will be a mixed-use project 

consisting of office with street level retail and a residential component.  The site is already zoned 

for the planned development.  The site is a corner lot.  Buyer: JBG.  Seller: The Robert and Elise 

Stewart Trust.  Overall, Comp #2 is superior to the subject. 

 

Comparable #3 

The third land comp is an unimproved site in Tysons Corner approximately five miles west of the 

subject.  The site is approved for a 500,000 square foot office building.  It currently does not have 

Metrorail access.  Buyer: MRP Realty.  Seller: Gannet Inc.  Overall, Comp #1 is inferior to the 

subject.   
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DISCOUNTED CASH FLOW 

The value of the ground lease was determined by calculating the present value of the cash flow 

stream provided under the ground lease.  The cash flow assumes the stated rent of $1,393,000 per 

annum for years 1-60 of the lease term.  The rent was then escalated to an estimated “market” 

rent for years 61-70.  A 7% discount rate was applied.     

 
GROUND LEASE VALUE
PV of Cash Flow @ 6.50% 7.00% 7.50%
Annual Payment $1,393,000 $1,393,000 $1,393,000
Present Value $20,615,000 $19,900,000 $19,217,000
Implied Going‐in Cap 6.76% 7.00% 7.25%  

 

FINAL CONCLUDED LAND VALUE 

The cash flow analysis indicates that the value of the ground lease is $19.9 million or $54 per 

FAR sf which is significantly less than the comparables.  If the remainderman can be convinced 

to sell for $54 per FAR sf, this presents an attractive opportunity for the purchaser. 

 

VALUE-ADD ANALYSIS:  LEASEHOLD VS FEE-SIMPLE 

Each component of the property, the leasehold and the ground lease, were valued separately.  The 

combined values were used to establish the basis of the property.  The basis was then compared to 

the fee-simple value that assumed no ground rent payments.   

 

PRESENT VALUE:  LEASEHOLD 

The present value of the leasehold was determined by discounting the 10-year cash flow at 

8.50%, including payment of the ground rent.  The exit cap rate recognizes the leasehold structure 

and the yield a typical investor may seek.   
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LEASEHOLD VALUE

Property Resale @ 7.50% Cap
PV of Cash 

Flow @ 8.00%
PV of Cash 

Flow @ 8.50%
PV of Cash 

Flow @ 9.00%
Total Leasehold Present Value $103,828,000 $99,027,000 $94,454,000
Per SqFt $291.35 $277.88 $265.04  

 

PRESENT VALUE:  FEE-SIMPLE 

The fee-simple value shown below excludes payment of the ground lease and uses the same cash 

flow assumptions used to determine the leasehold value.  The fee-simple structure exit cap rate is 

lower than that of the leasehold’s by 50 bps.   

 
FEE SIMPLE VALUE

Property Resale @ 7.00% Exit Cap
PV of Cash 

Flow @ 8.00%
PV of Cash 

Flow @ 8.50%
PV of Cash 

Flow @ 9.00%
Total Fee‐Simple Present Value $128,493,000 $122,793,000 $117,363,000
Per SqFt $360.56 $344.57 $329.33  

  

INCREMENTAL VALUE-ADD & IMPLICATIONS 

The combined values of the leasehold and ground is then deducted from the fee-simple value.  

The incremental value created through combining the leasehold and the ground lease into a fee-

simple structure is $3.86 million. 

 
INCREMENTAL VALUE
Fee‐Simple Value $128,493,000 $122,793,000 $117,363,000

Leasehold Value $103,828,000 $99,027,000 $94,454,000
Land Value $20,615,000 $19,900,000 $19,217,000
Total $124,443,000 $118,927,000 $113,671,000

Incremental Value Created $4,050,000 $3,866,000 $3,692,000  

 
Given that the incremental value-add from purchasing the ground exceeds the cost of purchasing 

the land, it, at first, does not appear to be economically feasible to purchase the land.  However, 

the ground lease provision regarding financing that was described earlier comes into play.  The 
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ground lease stipulates that it will only be subordinate to financing of the leasehold interest if the 

financing is below a 75% LTV and has at least 1.00x debt service coverage.  Given that the 

building is only 11% leased, the 1.00x debt service coverage test is not achievable.  That means 

the ground lease would not be subordinate to the acquisition loan.  Lenders typically will not lend 

on a property subject to a ground lease unless the ground lease is subordinate.  In the rare case 

that a lender would, the lender would charge a significant premium.  Thus, if a potential 

purchaser elects to enter into a ground lease, the purchaser would likely be unable to secure 

acquisition financing.  There are very few players in the market that can execute a $100+ million 

all-cash transaction.  This limitation would significantly chill bidding.      

 

INVESTMENT RETURNS 
 
Four possible investment scenarios are presented below.  The scenarios assume a prospective 

investor is contemplating acquiring the property as of January 1, 2011.  The Verizon lease has 

just been terminated and Verizon has entered into a new lease with the landlord for only one floor 

of the building.  In the process of formulating an offer, the investor must also choose between 

entering into a ground lease or purchasing the land. 

 

Considering the size of the property, it is assumed the purchaser will be an institutional investor.  

Typically, institutional investors consider two sets of returns: (i) investment returns on a before-

tax basis, and (ii) investment returns after depreciation but before taxes.   

 

SCENARIO #1 – LEASEHOLD PURCHASE: 10-YEAR HOLD  

The Investor 10-Year Hold scenario is prepared from the perspective of an investor purchasing 

the property “as-is.”  It assumes the investor purchases the leasehold interest for $99 million, with 

only the Verizon lease in place.  The analysis assumes the purchaser elects to continue leasing the 
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land rather than buying it.  Because of the financing provisions of the ground lease, no debt is 

assumed in this scenario.   

 

Over the 10-year hold period, this scenario projects a 8.50% unleveraged IRR.   

SCENARIO #3 RETURNS
Yr1 Yr2 Yr3 Yr4 Yr5 Yr6 Yr7 Yr8 Yr9 Yr10

  Cash to Purchase Price          ‐14.03% ‐10.41% 7.66% 9.83% 9.85% 9.87% 7.83% 6.00% ‐1.24% 11.11%
  NOI to Book Value               ‐2.85% 4.88% 7.71% 7.71% 7.72% 7.72% 7.46% 7.32% 5.95% 8.72%
  Cash to Purchase Price & Costs  ‐14.03% ‐10.41% 7.66% 9.83% 9.85% 9.87% 7.83% 6.00% ‐1.24% 11.11%
                                                                                                                                                                      
Unleveraged Annual IRR            8.50%                                                                              

Unleveraged Cash On Cash Return  

 

 

SCENARIO #2 – LEASEHOLD PURCHASE: 3-YEAR HOLD  

The Investor 3-Year Hold scenario is prepared from the perspective of an investor purchasing the 

property “as-is.”  It assumes the investor purchases the leasehold interest for $99 million, with 

only the Verizon lease in place.  The analysis assumes the purchaser elects to continue leasing the 

land rather than buying it.  Because of the financing provisions of the ground lease, no debt is 

assumed in this scenario.     

 

The Investor 3-Year Hold scenario is the same as the Investor 10-Year Hold scenario, with the 

exception that it assumes the investor sells the property at the end of the 3rd year after the property 

has reached stabilization.   

 

Over the 3-year hold period, this scenario projects a 5.19% unleveraged IRR.  In order to achieve 

a 8.50% IRR, the investor would have to pay not more than $89.1 million for the leasehold 

interest.   
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SCENARIO #2 RETURNS
Yr1 Yr2 Yr3

  Cash to Purchase Price          ‐14.03% ‐10.41% 7.66%
  NOI to Book Value               ‐2.85% 4.88% 7.71%
  Cash to Purchase Price & Costs  ‐14.03% ‐10.41% 7.66%
                                                                         
Unleveraged Annual IRR              5.19%                           

Unleveraged Cash On Cash Return  

 

 

SCENARIO #3 – FEE-SIMPLE PURCHASE: 10-YEAR HOLD 

The Investor 10-Year Hold scenario is prepared from the perspective of an investor purchasing 

the property “as-is.”  It assumes the investor purchases the fee-simple interest for $122.5 million, 

with only the Verizon lease in place.  The analysis assumes the purchaser elects to purchase the 

land for $19.9 million rather than entering into a ground lease. Therefore the implied purchase 

price for the building would be $102.6 million.  The land and building will be purchased 

simultaneously.     

 

This scenario also assumes that the investor secures a 3-year $104 million loan to fund the 

purchase and renovation costs and then replaces the $104 million floater with a $105.1 million 

permanent loan once the property is stabilized at the end of the 3rd year.  After placing the 

permanent loan, in Yr 4 the investor will be able to cash out $1.1 million.   

 

Over the 10-year hold period, this scenario projects a 8.53% unleveraged IRR and a 11.21% 

leveraged IRR.    

SCENARIO #3 RETURNS
Yr1 Yr2 Yr3 Yr4 Yr5 Yr6 Yr7 Yr8 Yr9 Yr10

  Cash to Purchase Price          ‐10.20% ‐7.27% 7.33% 9.08% 9.10% 9.11% 7.47% 5.98% 0.13% 10.12%
  NOI to Book Value               ‐1.30% 5.05% 7.43% 7.44% 7.44% 7.45% 7.23% 7.12% 5.95% 8.34%
  Cash to Purchase Price & Costs  ‐10.20% ‐7.27% 7.33% 9.08% 9.10% 9.11% 7.47% 5.98% 0.13% 10.12%
                                                                                                                                                                      

  Cash to Initial Equity          ‐4.52% 13.71% ‐168.75% 197.47% 6.57% 6.60% 2.94% ‐0.36% ‐13.38% 8.84%
                                                                                                                                                                      
Unleveraged Annual IRR            8.53%                                                                              
Leveraged Annual IRR              11.21%                                                                              

Unleveraged Cash On Cash Return  

Leveraged Cash On Cash Return    
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SCENARIO #4 – FEE-SIMPLE PURCHASE: 3-YEAR HOLD 

The Investor 3-Year Hold scenario is prepared from the perspective of an investor purchasing the 

property “as-is.”  It assumes the investor purchases the fee-simple interest for $122.5 million, 

with only the Verizon lease in place.  The analysis assumes the purchaser elects to purchase the 

land for $19.9 million rather than entering into a ground lease.  Therefore the implied purchase 

price for the building would be $102.6 million.  The land and building will be purchased 

simultaneously.    

 

The Investor 3-Year Hold scenario is the same as the Investor 10-Year Hold scenario, with the 

exception that it assumes the investor sells the property at the end of the 3rd year after the property 

has reached stabilization rather than refinancing.  The loan will be repaid with proceeds from the 

sale at the end of Yr3. 

 

Over the 3-year hold period, this scenario projects a 6.58% unleveraged IRR and a 11.07% 

leveraged IRR.  To achieve a 8.50% unlevered IRR on a 3-year hold, the investor could only pay 

$115.5 million for the fee-simple interest.    

 
SCENARIO #4 RETURNS

Yr1 Yr2 Yr3

  Cash to Purchase Price          ‐10.20% ‐7.27% 7.33%
  NOI to Book Value               ‐1.30% 5.05% 7.43%
  Cash to Purchase Price & Costs  ‐10.20% ‐7.27% 7.33%
                                                                         

  Cash to Initial Equity          ‐4.52% 13.71% 20.18%
                                                                         
Unleveraged Annual IRR            6.58%                           
Leveraged Annual IRR              11.07%                           

Unleveraged Cash On Cash Return  

Leveraged Cash On Cash Return    
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INVESTOR RETURN EXPECTATIONS 

Broker guidance from Cushman & Wakefield suggests that acceptable unlevered returns for a 

building such as the subject would be 8.00% - 9.00%.   

 

The two recent acquisitions shown below indicate unlevered returns from 7.50% - 7.75% and 

levered returns from 9.50% - 9.75%.  

 
INVESTMENT RETURN COMPS

Unleveraged Leveraged
Building Class Submarket Occ % Sale Date IRR IRR

Class B+ West End 92% Jan‐11 7.50% 9.50%
Class A‐/B+ Rosslyn 100% U/C 7.75% 9.75%  

 
Given the unstabilized nature of the subject building, a reasonable investor’s return expectation 

would be slightly higher than the two examples above given the risk involved.  Steven Taylor, a 

real estate professional having over 15 years experience in the commercial real estate market, 

suggests a reasonable return expectation for the subject building would be 8.50% - 9.00%.  His 

estimate further supports the broker’s guidance.          

 

CONCLUSION & FINAL RECOMMENDATION  

Based on the investment scenarios presented above, it is recommended that the prospective 

investor pursue Scenario #3. 

   

SCENARIO ANALYSES 

The ground lease provisions that prohibit acquisition financing make Scenarios 1 & 2 less 

desirable.  The $99 million price assumed above is slightly low and, in this market environment, 

would likely not be a winning bid.  To increase the purchase price to a level likely to win, the 

investor would have to accept much lower returns.       
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Scenario #4, the fee-simple scenario with a 10-year hold, if leveraged, would be recommended as 

the back-up strategy.  On a leveraged basis, it provides a 11.07% return.   

 

From a risk perspective, it makes sense to purchase the land and collapse the leasehold/ground 

lease structure.  Even if the debt service coverage of the property met the financing thresholds in 

the ground lease, the existence of the ground lease complicates future financing.  The ground 

lessee would have to subordinate its interest to the lender. That would mean another document, a 

tripartite agreement would have to be drafted to document the agreement between the parties.  

The lender would likely also require that the ground lessee provide an estoppel indicating that the 

ground lessor is not in default and that there are no unresolved issues between the two.  Thinking 

longer term, eliminating the ground lease will also make the property more marketable upon 

resale.   

 

FINAL RECOMMENDATION 

The investor’s optimal course of action is to pursue Scenario #3 on a leveraged basis.  The 

purchase of the land and the property should be executed simultaneously.  The use of short-term 

financing will help juice the yield up to 11.21%.  Not only does Scenario #3 provide the highest 

return, it also allows the investor to invest in what will become a core asset in one of the strongest 

submarkets in the country.      

 

SENSITIVITY ANALYSIS 

It is important to note that the investment returns indicated above are reasonable investment 

expectations based on market data, market knowledge and industry experience.  However, there 

are many factors that may change along the way that will greatly impact actual returns.  Some of 
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the possible factors that may influence returns are softening in the market leasing to longer lease-

up times and lower rents, competition for the acquisition, a change in capital markets, and 

movement of cap rates.   

 

Six sensitivity analyses are provided below to address possible changes in the overall market and 

the extent to which those changes could impact investment returns.     

 

Lease-up Time 

The earlier analysis assumes a 24-month lease-up.  Assuming softening in the market and less 

demand, a longer lease-up may occur.  The worst case sensitivity analysis assumes that the lease-

up takes 36 months, with the last tenant taking occupancy in Jan-14 instead of Jan-13.  Assuming 

demand has been underestimated, a shorter lease-up may be achievable.  The best case sensitivity 

analysis assumes that the lease-up takes only 12 months, with the last tenant taking occupancy in 

Jan-12 instead of Jan-13.   

LEASE UP SENSITIVITY
Lease Up 
Period

Last Tenant 
Occupancy

PV of Cash Flow 
@ 8.50%

Unleveraged 
IRR +/‐ bps

Leveraged 
IRR +/‐ bps

Worst Case 36 Months Jan‐12 118,700,000$    8.16% ‐37 bps 10.48% ‐69 bps
Likely 24 Months Jan‐13 122,800,000$   8.53% ‐ 11.17% ‐
Best Case 12 Months Jan‐14 127,100,000$    8.91% + 38 bps 11.95% ‐78 bps  

 

Rents 

The earlier analysis assumes market rents of $42.50 psf.  Again, assuming softening in the 

market, achieved rents may not meet the $42.50 psf expectation.  The worst case sensitivity 

analysis assumes that the building is leased up at $41.50 psf.  Assuming the purchaser can push 

rents during lease-up, rents could possibly exceed the $42.50 psf expectation.  The best case 

sensitivity analysis assumes that the building is leased up at $43.50 psf.   
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RENT SENSITIVITY

Market Rent
PV of Cash Flow @ 

8.50%
Unleveraged 

IRR +/‐ bps
Leveraged 

IRR +/‐ bps
Worst Case $41.50 118,100,000$        8.10% ‐43 bps 10.40% ‐77 bps
Likely $42.50 122,800,000$        8.53% ‐ 11.17% ‐
Best Case $43.50 127,500,000$        8.94% +41 bps 11.95% +78 bps  

 

Purchase Price 

The earlier analysis assume the investor pays $122.5 million for the property.  Assuming there is 

greater than expected competition on the acquisition, the investor may have to increase his/her 

bid to win the deal.  The worst case sensitivity analysis assumes that the investor has to bid 

$132.5 million.  Assuming there are few bidders, the best case sensitivity analysis assume that the 

investor only has to bid $112.5 million.  

PURCHASE PRICE SENSITIVITY

Purchase Price
Unleveraged 

IRR +/‐ bps Leveraged IRR +/‐ bps
Worst Case 132,500,000$        7.66% ‐87 bps 9.34% ‐183 bps
Likely 122,500,000$        8.53% ‐ 11.17% ‐
Best Case 112,500,000$        9.47% +94 bps 13.43% +226 bps  

 

Interest Rates 

The earlier analysis assumes a coupon of 2.98% on the short-term floating rate debt and a 6.02% 

coupon on the permanent loan.  A change in capital markets, such as widening of spreads or a 

run-up in Treasuries, could have a significant impact on the coupon.  The worst case sensitivity 

analysis assumes the coupons on both the short-term floater and the fixed-rate permanent loan are 

50 bps higher.  Conversely, spreads may tighten.  The best case sensitivity analysis assumes that 

the coupons on both the short-term debt and permanent debt are each 50 bps lower.   

INTEREST RATE SENSITIVITY
Floating Rate 

Coupon
Fixed Rate 
Coupon

Unleveraged 
IRR +/‐ bps

Leveraged 
IRR +/‐ bps

Worst Case 3.48% 5.46% 8.53% ‐ 10.64% ‐53 bps
Likely 2.98% 5.96% 8.53% ‐ 11.17% ‐
Best Case 2.48% 6.46% 8.53% ‐ 11.76% +59 bps  
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Residual Cap Rate Movement 

The earlier analysis assumes a residual cap rate of 7.00%.  The worst case sensitivity analysis 

assumes that there is an erosion of market fundamentals and the residual cap rate rises by 50 bps 

to 7.50%.  The best case sensitivity analysis assumes market fundamentals strengthen and the 

residual cap rate decreases by 50 bps.  

RESIDUAL CAP RATE SENSITIVITY
Residual 
Cap Rate

PV of Cash Flow 
@ 8.50%

Unleveraged 
IRR +/‐ bps

Leveraged 
IRR +/‐ bps

Worst Case 7.50% 116,300,000$       7.92% ‐61 bps 10.11% ‐106 bps
Likely 7.00% 122,800,000$       8.53% ‐ 11.17% ‐
Best Case 6.50% 130,300,000$       9.18% +65 bps 12.33% +116 bps  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 68

BIBLIOGRAPHY 

 
Arlington County, Virginia.  BRAC Transition Center.  Web.  2 Apr 2011. 
 http://bracarlingtonva.us 
 
 
Arlington County, Virginia.  Department of Community Planning, Housing and Development.   

Building Permits / Zoning Office.  Web.  3 Apr 2011. 
http://www.arlingtonva.us/Departments/CPHD/planning/zoning/CPHDPlanningZoningBl
dgPermits.aspx 

 
 
Arlington County, Virginia.  Department of Community Planning, Housing and Development.   

Courthouse Sector Plan Addendum.  13 Nov 1993.  Web.  22 March 2011. 
http://www.arlingtonva.us/departments/CPHD/planning/docs 
 

 
Arlington County, Virginia.  Department of Community Planning, Housing and Development.   

Courthouse Sector Plan Summary.  1981.  Web.  22 March 2011.   
http://www.arlingtonva.us/departments/CPHD/planning/docs 

 
 
Arlington County, Virginia.  Department of Community Planning, Housing and Development.   

Zoning Map.  Web.  3 Apr 2011.   
http://magellan.co.arlington.va.us/Maps/Standard_Maps/Planning_Maps/Zoning_Map.pd
f 

 
 
Arlington County, Virginia.  Department of Community Planning, Housing and Development.   

Zoning Ordinance, Section 25.  1 Jan 2009.  Web.  2 Apr 2011. 
http://www.arlingtonva.us/departments/CPHD/planning/zoning/CPHDPlanningZoningOr
dinanceCode.aspx 

 
 
Arlington County, Virginia.  Department of Real Estate Assessments.  Real Estate Assessments:  

Property Search.  Web.  22 Mar 2011. 
http://www.arlingtonva.us/realestate/reassessments 

 
 
Arlington Economic Development.  Web.  Accessed various dates. 
 http://www.arlingtonvirginiausa.com 
 
 
Burns, John, and John McDonald.  Who Are Your Future Tenants? Office Employment in the  

United States: 2004 – 2014.  Jan 2007.  Web.  17 March 2011.   
http://realtor.org/research/ncrer/commercial 

 
 
 



 69

Cassidy Turley Commercial Real Estate Services.  Washington DC State of the Capital Markets  
2011. Web.  13 Apr 2011.   
http://www.cassidyturley.com/research/market-reports/ 

 
 
CBRE Econometric Advisors.  Outlook: United States – Office – Market Snapshot.  4Q2011.   

Web.  10 March 2011. 
 http://www.cbre-ea.com 
 
 
CBRE Econometric Advisors.  Outlook: United States – Office – Market Trends: Forecast.   

4Q2011.  Web.  10 March 2011. 
 http://www.cbre-ea.com 
 
 
CBRE Econometric Advisors.  Outlook: United States – Office – Market Trends: History.   

4Q2011.  Web.  10 March 2011. 
 http://www.cbre-ea.com 
 
 
CoStar Group Real Estate Information Company.  Web.  Accessed various dates. 
 http://www.costar.com 
 
 
Flickinger, Brad.  CB Richard Ellis.  Road to Recovery.  1 Feb 2011.  Web.  3 Apr 2011.    

http://www.naiopva.org/events/2011/presentations/Flickinger_NAIOPVA_Annual_Forec
ast 

 
 
George Mason University.  Center for Regional Analysis.  Web.  11 March 2011. 
 http://policy-cra.gmu.edu 
  
 
Integra Realty Resources.  IRR – Viewpoint 2011.   
 
 
Moody’s Analytics – Economic & Consumer Credit Analytics.  Washington, DC Metropolitan  

Division Economic Indicators.  Jan 2011.  Web.  25 March 2011. 
http://www.economy.com 
 

 
Property and Portfolio Research (PPR).  Washington – NoVA – MD Office Market Fundamentals.   

4Q2010.  Web.  11 March 2011.   
 http://www.ppr.info 
 
 
Property and Portfolio Research (PPR).  Washington – NoVA – MD – Rossly/Ballston Submarket  

Fundamentals.  4Q2011.  Web.  11 March 2011. 
http://www.ppr.info 

 
 



 70

PwC.  “Signs of Recovery Boost Optimism for 2011.”  PwC Real Estate Investor Survey.  First  
Quarter 2011.  Web.  10 March 2011.   

 http://www.pwc.com/us/realestatesurvey 
 
 
Real Capital Analytics.  Web.  Accessed various dates. 
 http://www.rcanalytics.com 
 
 
United States.  GSA Office of Governmentwide Policy.  Real Property Performance Results:  

Featuring the 2002 Space Use Update.  Dec 2002.  Web.  19 April 2011. 
 http://www.gsa.gov/graphics/ogp/spaceuse_2002_R2P52_0Z5RDZ-i34K-pR.pdf 
 
 
United States.  US Department of Homeland Security – FEMA.  FloodSmart.gov – The Official  

Site of the National Flood Insurance Program.  Web.  4 Apr 2011. 
http://www.floodsmart.gov/floodsmart/pages/flooding_flood_risks/understanding_flood_
maps.jsp 

 
 
United States.  US Department of the Interior – US Geological Survey.  Seismic Hazard Maps  

and Data.  Web.  4 Apr 2011. 
 http://earthquake.usgs.gov/hazards/ 
 
 
“U.S. Government Bonds, Treasury & Municipal Bond Yields – Bloomberg.”  Bloomberg –  

Business & Financial News, Breaking News Headlines.  Web.  4 Apr. 2011.   
http://www.bloomberg.com/markets/rates-bonds/government-bonds/us/ 

 
 
WMATA.  2010 Metro Media Guide.  Web.  25 Apr 2011. 
 http://www.wmata.com/about_metro/docs/2010_media_guide.pdf 
 
 
Weaver, Susan.  “Large Community Case Study: Rosslyn-Ballston Corridor, Arlington,  

Virginia.”  Long Island Index.  Jan 2011.  Web.  7 Apr 2011.   
http://www.longislandindex.org/fileadmin/Reports_and_Maps/2011_Index/Case/Case_St
udy_Rosslyn-Ballston_Corridor.pdf 

 
 
INTERVIEWS 
 
Ward, Martha.  Cushman & Wakefield.  Telephone Interview.  7 Apr 2011. 
Casey, Brian.  Metropolitan Life Insurance Company.  Personal Interview.  Various Dates. 
Lyon, Linda.  Metropolitan Life Insurance Company.  Personal Interview.  Various Dates. 
Taylor, R. Steven.  Metropolitan Life Insurance Company.  Personal Interview.  Various Dates. 
Simpson, Ashleigh.  Metropolitan Life Insurance Company.  Personal Interview.  Various Dates. 
Miller, Jessica.  Cushman & Wakefield.  Personal Interview.  27 Mar 2011. 
 
EXHIBITS



Exhibit A – 10 Yr Cash Flow (No Ground Rent) 
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Exhibit B – 10 Yr Cash Flow (w/ Ground Rent) 
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Exhibit C – Scenario #1 Returns 
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Exhibit D – Scenario #2 Returns 
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Exhibit E – Scenario #3 Returns 
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Exhibit F – Scenario #4 Returns 
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Exhibit G – Lease-Up Sensitivity Returns 
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Exhibit H – Rent Level Sensitivity Returns 
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Exhibit K – Residual Cap Sensitivity 
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