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Dear John and Judy, 
 

           We are pleased to present four investment opportunities in commercial real estate. These opportunities bring with them healthy returns 
consisting of both growth and income while minimizing risk through diversifying your portfolio. Our analysis assumes a 10-year holding period, 

39.6% marginal income tax rate, 25% depreciation recapture, 20% capital gains tax and selling the property based on direct capitalization of eleventh 
year net operating income. Net operating income is assumed to grow at an average of 3% per year through the holding period. 

 
Properties 

 
Alison Green 

           A 100-unit garden apartment complex nestled in Montgomery County, Maryland and fairly new, with completion in 2009, meaning large 
capital expenditures will be rare. The Alison Green proforma shows this property returned around 13% equity after tax cash flows on an assumed 
equity position of $6,000,000. This position was deduced from the ability to leverage this property at 70% loan to value and a purchase price of 

$20,000,000. The other $14,000,000 will come from a loan with 4.00% ENAR, monthly compounding, and 30-year amortization schedule. Alison is 
operating at 95% occupancy with a projected year 1 net operating income of $1,450,000 allowing for a debt coverage ratio of 1.81. At this 5% 

vacancy level this property is situated in a healthy market. If needed this property could be leveraged even higher to increase equity returns, however 
I believe with this mixture of equity and leverage presents an optimal return for risk. The net present value of this property is $2,074,341.74 with a 

10% discount rate. 
 
 
 
 

Stony Walk 
           Located in Maryland, Stony Walk is a five-story, 80,000 square foot office building with 67,000 square feet of rentable space and it is located 

near Alison Green and was constructed in 2010 while operating at a 95% occupancy level since it was released to the market. This property rents 
long term to lawyers, accountants, and small service firms, ensuring that turnover rates and vacancy rates are low. The purchase price for the property 

is $15 million, with a loan-to-value of 81.67% and a resale value of $17 million at the end of 10 years. The mortgage is $12.25 million with a fixed 
interest rate 4.75% and a 25-year amortization period. To maximize the proceeds to the seller, the property has a mortgage backed by a CMBS. 

CMBS’s generally have no recourse, meaning that if the loan were to default, the lender could only go after the property and the borrower’s personal 
assets would not be liable. Real estate taxes for this property are like Alison Green and are taxed at a rate of 12% of gross rental income. At the end 

of the 10-year holding period, the property will have a NPV of $1,267,103.05 and an IRR 15.02%. (Stony Walk Proforma) 
 
 
 
 
 



Ivy Terrace 
    This property is a 75-unit garden apartment project located in Arlington, Virginia and is currently under construction. There is a guaranteed cash 

flow assuming a 93% occupancy rate upon completion of the project for the first 3 years. The purchase price for the property is $11 million and it has 
a loan-to-value of 63.63%. A 10 year, $7 million mortgage with 4.25% interest rate will be put in place upon purchase. The loan will be amortized for 

30 years. The land will be leased for 99 years with annual payments of $100,000. Unlike other land leases, the owner agreed to keep it constant for 
the first 10 years. The property taxes are about 10% of gross rents. The property will generate a before financing cash flow of $900,000. The property 

has a sale price of $14 million at the end of the 10-year holding period and has a NPV $955,836.81 and an IRR 13.10%. (Ivy Terrace Proforma) 
 
 

The Fowler Building 
    Currently under construction in Arlington is a two-story, 135,000 square foot office building with 110,000 square feet of rentable space. This space 
is already 60% leased thanks to small technology and consulting companies. Furthermore, the developer has guaranteed the property to cash flow as 

if it were 93% leased for the first 3 years. Purchase price is $27,500,000 with an equity stake of $6,500,000 and a loan of $21,000,000 with the 
following terms: 4.5% ENAR, amortization over 30 years, and monthly compounding. This gives you a loan to value ratio of 76.36%. This property 
is expected to produce gross rents of $2,950,000 and a net operating income of $1,865,000. At the end of the 10th year we expect to sell the property 

for $35,713,139.18 and capture an equity after tax cash flow IRR of 14.55% and a net present value $2,710,927.17 with a discount rate of 10%.  
 
 
 
 

Suggestions 
 

John DeRight 
    John is retired and is planning to live off his $750,000 of stock dividends as well as $250,000 of other income. He also recently just sold his 
business for $35 million of company’s stock. He is planning on selling half of his stock and reinvesting in real estate assets and other entities.  

    After looking at each of the properties in detail and reviewing what type of investor he is, we suggest that Alison Green is the best investment. 
John has just entered retirement and this causes him to be risk averse. He is not looking to be actively managing the property. The property is new 

enough to not need major repairs, so it will not need a lot of hands on management. However, the building is old enough to not be risky. Ivy Terrace 
is new and has not stabilized yet, causing there to be too great of a risk for John to invest. Upon further analysis, John would need to decide when he 
could put in a capital expenditure to get more benefits. Currently, we are allotting $25,000 a year for ten years to spend at the end of ten years before 
the resale, however, if he were to invest the $250,000 earlier he could benefit by avoiding the 39.6% marginal tax rate put on the $25,000 per year. 
This would also reduce his taxable income through depreciation and delay his tax burden until disposition where it would be reduced to the 25% 

depreciation recapture rate. We suggest investing capital as soon as possible.  
    Other reasons this is a safe investment is breakeven occupancy and the occupancy rate. With the occupancy rate being at 95%, this is a stable 

investment. The rents being as high as they are, a 95% occupancy rate will produce strong cash flows. The breakeven occupancy is the lowest of all 4 
properties so losing tenants will not hurt as bad. Even though this is a good investment it still comes with risks. It will be competing with newer 

construction properties, and with the age that it is, it has the possibility of incurring unanticipated repairs and maintenance.  



 
 
 
 
 

Judy DeRight 
    Judy DeRight owns a small chemical company and is looking to grow the company internally. She has $45 million invested in stocks, bonds, and 

short term securities which are available for investment. She is now looking to diversify her portfolio and has a great opportunity to do so with one of 
these properties.  

    Through analysis of each property and looking over the investment objectives of Judy and her position. We determined the Fowler Building would 
be best suited for her portfolio for many reasons. This property needs a ready supply of cash which is great for your diversification needs. Capital 

could be crucial not only for the equity investment of $6,500,000, but also in case this property doesn’t capture the market as predicted. This property 
does have its risk, however with the 3 year 93% occupancy cash flow guarantee, break even occupancy of around 77%, and pre-leasing at 60% risks 

are greatly reduced.  
Tax benefits are abundant in this property as well. You could leverage higher as loan to value is 76% and take on more interest reducing taxable 

income. Capital can also be invested soon adding to the already large depreciable basis reducing taxable income further and delaying and reducing 
the tax burden all together.  

    There are some risks with this property though if carefully measured this property will bring returns north of 14%. You also have the pocket depth 
to weather a misfortune and take losses as tax shelters against other income.  

 
 

Summary  
In conclusion, after thorough analysis of both John and Judy DeRight financial objectives; risk tolerance we felt that these properties would serve as 
good vehicles of diversification with their current financial holdings. After several talks between and the realization of their limited understanding of 

real estate it was important that we broke down our assumptions within models to test their sensitivity and show them their impact in value but we 
also conducted market research on similar assets to show John and Judy how their investments would compete, insuring our assumptions were within 

market trends. We feel that the four properties we analyzed will be suitable for their real estate portfolio   
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Alison Green Proforma Analysis 
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IRR Analysis  

 

 

 

 



 

 

 

 

 



 

 

                                                

                                               

 

 



 

 

Breakeven Analysis 

 

Analysis  Alison Green Stony Walk Ivy Terrace Fowler Building 
Current or Projected Occupancy 95% 95.00% 93.00% 93.00% 
Added Margin 28.80% 12.12% 26.67% 15.74% 
Break-even Occupancy 66.20% 82.88% 63.33% 77.26% 
Loan-to-Value 70% 81.67% 63.64% 76.36% 
Debt Coverage 1.81 1.25 2.18 1.33 
 

 


