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INTRODUCTION

sia is emerging as a world power, and we have been fortunate to experience its immense growth
A and rapid modernization. Co-author Robert M. Taylor has had experience as an advisor and
real estate manager for the Government of Singapore, GSIC, Mitsui Real Estate Sales, and the People’s
Republic of China. In the mid-1990’s, Taylor had the honor of sponsoring the first group of real estate
professionals from the China Council for the Promotion of International Trade, CCPIT and the Ministry
of Construction, PRC to the United States. For nearly two decades, he has developed meaningful

personal and professional relationships and has been instrumental in helping privatize business in China.

Our friends and clients have asked us to help Asian real estate investors understand basic real estate
concepts to assist them in making sound investment decisions in the United States. In Asia, the culture,
laws, regulations, and land ownership in each country have distinct differences from the U.S. that can lead
to conflicts and poor decision making. The purpose of this book is to help investors avoid making
mistakes and to minimize risk. The intent of the contents is to inform. It will touch upon essential real
estate topics and concepts to provide the reader with basic knowledge, along with an understanding of

investment tactics or strategies implemented in the United States.

It will touch upon basic real estate knowledge and professional specialties that are utilized by
accomplished practitioners. As no two properties are exactly alike, the reader needs to understand that
there are distinct and important differences between residential and commercial properties. Additional
detailed study and analysis may be required for more complex properties. The information contained in
this book will generally apply to all states in the United States of America; however, the reader should

note that real estate law differs from state to state.

The authors each have decades of specialized real estate and investment experience and can facilitate the

origination and consummation of real estate sales transactions in the United States.
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WHY INVEST IN THE UNITED
STATES?

he real estate market in the United States has become more attractive than ever for investors from
Asia. The economic conditions prevailing on both sides of the Pacific Ocean are creating a

window of opportunity for maximizing investment capital.

The converging factors suggesting this is the right time to make investments in the United States are as
follows:

e Bargainsin U.S. real estate

e  Prospects for future appreciation of U.S. real estate

e Lack of liquidity in the U.S. financial markets

e Stability of the U.S. Government

The following chart is a snapshot of real estate performance and projection for the future. Understanding
the business cycles of real estate will assist the investor in taking advantage of opportunities in real estate.

Timing is critical to minimize risk and to take advantage of periods of market recovery.

With the increase in the cost of energy, food, and other goods and services, we can expect higher inflation
during the next decade. Historically, the best hedges against inflation are hard assets such as gold, silver,
and real estate. Real estate provides an excellent hedge as there continues to be a shortage of developable
land in the United States. The cost of construction will continue to rise with global market demand for
raw construction materials depleting supplies, as well as added pressure for increased wages and
employee benefits. The forecasted shortage of developable land and the demand for existing real estate

will be critical.
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As an example, California is reported to be growing by 500,000 people each year, producing a demand
for approximately 230,000 new homes annually. Due to the cost of capital, delay in obtaining building
entitlements, the supply of new homes in California are predicted to be less than 140,000 units through
2013. Once the inventory of existing homes is absorbed and the credit market recovers, home values will
again increase. The increase of international trade with Asia will be a major contributor to the economic

vitality of the southern California region.

The benefits for an investor are as follows:
e Cash flow from invested capital
o Diversification of investments
e Legal protection of property rights
e Facilitation of U.S. visa opportunities
e Increase in value over time

e Ownership of the land, as well as the improvements

The “American Dream” of property ownership, along with its benefits and personal enjoyment, has
become very attractive. Many individuals from the west side of the Pacific are now considering
investment in the United States the “Asian — American Dream.” Now is the time to take advantage of this

opportunity.
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WHAT 1S THE BUYING
PROCESS?

teps to investing in the U.S.A.

1)
2)
3)

4)
5)
6)
7)
8)
)

Determine goals and objectives of investing (Chapter 2)

Establish a team of experts (Chapter 2)

Determine how to fund the Investment — financing or cash. Pre-qualify and transfer of money to
the U.S.A. (Chapter 3)

Select the investment (Chapter 9)

Make the offer to purchase (Chapter 4)

Exercise due diligence (Chapter 6 and 7)

Process the Escrow (Chapter 5)

Secure title insurance (Chapter 5)

Management and leasing strategies (Chapter 8)

Determine Goals and Objectives of Investing

The goals and objectives of the buyer are critical to any investment in the United States. Your

representative in the United States will need to have a clear understanding of your investment

expectations in order to achieve your objectives with a minimum of risk. The following is an example

guestionnaire that will assist a real estate consultant in determining the investment strategy for the

investor.



What is the Buying Process?

Investor Questionnaire
United States Real Estate Investment
Name e-mail address

1.  Have you been to the United States?
= |f so, when was your last trip?
= How long were you in the United States?
2. Areyou interested in EB-5 or L-1 immigration via investment opportunities? Y N
Do you currently have international investments in real estate? Y N

4. What are your investment interests?

= Residential? Y N
= Office buildings? Y N
= Industrial buildings? Y N
= Shopping centers? Y N
= Land? Y N

If single family residence:

Is the purchase for immigration? Y N

7 Is the purchase to provide student housing? Y N

0 Is the purchase for investment only? YN
5. Do you wish to be the only owner or to purchase with a partner? YN
6.  Areyou interested in pooling your funds with other partners to purchase a larger property? Y N
7. How many years do you expect to maintain ownership of an investment property?
8.  What are your expectations of return on investment?
9.  What is your scope of real estate knowledge?

None -Somewhat Knowledgeable -Very Knowledgeable
10.  Would you be willing to travel to the United States to view potential investments? Y N



What is the Buying Process?

Establish a Team of Experts

Association with the right professionals is the key to maximizing your return on investment and
minimizing personal risk. Experience and reputation are key in evaluation of the real estate firm you are

trusting to assist in purchasing investments in the United States.

The real estate broker needs to have knowledge of the market
place and business contacts to identify opportunities. The
broker should place the welfare of the investor before that of his
1LY e -
own and must be honest with the investor to communicate the

risks of the investment as well as the potential benefits.
Supporting the broker will be a team of accountants, attorneys,

escrow personnel, title companies, appraisers, lenders, leasing

staff, and real estate managers that will work in the best interests of the investor. There is an added
benefit to the investor, if members of the team of experts speak in the native language of the investor and

have knowledge of the home country of the investor.

Avoid Mistakes
“Be the best or be the rest”

The two most important considerations in investing in the United States are one, to have the right real
estate representatives; and two have an interpreter that understands real estate on both sides of the Pacific.
The right real estate representative is important due to the fact that money is involved. Is your
representative or agent looking after your interests or their own interests? It is important to qualify the

company and the individual as to their integrity, experience, and understanding of marketplace.

Your representative in the United States must understand the business cycles and market conditions. We
would refer to this as having a trusted advisor who is there for you in all seasons. During the spring and
summer, all could be going well, and everyone is happy. But in the fall and winter when the clouds get
dark and the weather turns gloomy is when the true test of the relationship is at occurs. Your
representative should place your best interests above themselves and be a problem solver if problems

should arise.

Real estate is a specialization; and even though there are many residential real estate brokers that are
bilingual in English and an investor’s native language, there are very few brokers who understand

commercial or investment real estate. Translation and understanding of the United States legal system,
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accounting, taxation, and general documentation can be technical and confusing; therefore, the interpreter

must be knowledgeable in real estate and regional business practice.

Creation of Value

Knowledge of the marketplace and attention to detail are key factors in creating value. Value creation
starts with not overpaying for the property at the time of purchase, and the buyer having a plan for the
property. Listed below are some examples of creation of value:

1. Purchase of a property during a distress situation where the seller is motivated to sell.
Purchase of a property that is in the path of future growth.
Purchase of a property that is in need of physical improvements that will result in higher income.
Purchase of a property that may be converted to a higher and better use.

Purchase of a property where the rents are below the market.

o u k~ w DN

Purchase of a property where demand will exceed supply.
The two financial categories that influence Net Operating Income or Profit are Income and Expenses.

Income is normally the easiest route to maximize profit. The vehicle to being able to obtain the highest
rents possible is through quality management. Experience tells us that a tenant will pay a premium for a
well maintained property where attention to detail is critical. The tenant of a rentable space, whether it is
residential, office, retail, or industrial will take pride in where they live and work. The surroundings are
an extension of their personal life or their business and have a direct effect on their quality of life. If a
property looks successful, the chances are it will be successful. It is important that your management
company have pride in the property they manage and a perception of quality. One of the biggest mistakes
investors make in investing in the United States is to focus on not spending money to maintain and
improve the asset. Poor management which does not make repairs, does not improve the landscaping and
does not keep the property looking new, will result in diminishing the attractiveness of the property,

resulting in lower rents and higher vacancy.

Building expenses will always need to be monitored and evaluated. Expenses can be categorized into two
categories: (1) non-controllable, such as real estate taxes and local fees and (2) controllable, such as
utilities, repairs and maintenance, professional fees, salaries, and advertising. It is the proper allocation of
expense costs that is important. In many cases it is to the advantage of the owner to increase expenses in
certain areas such as management, landscaping, and janitorial, in order to achieve a higher rent schedule

and lower vacancy.
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PURCHASE CONTRACT FLOW CHART - ALL CASH

CASH
Offer to Purchase

To include proof of funds

A
Period of Negotiation

Counter Offers

v

Offer Accepted

l

Open Escrow

Initial deposit is made at this time

A

Professional Property Inspection

A
Receive, Review, Accept Seller’s Real Property Disclosures

l

Close Escrow

Final Payment and

Settlement Statement




FUNDING THE INVESTMENT

Transferring of Funds to the United States

I t is in the best interests of the investor to make arrangements to transfer

investment funds to a bank account in the United States and to retain
control of the account in the name of the buyer or his trusted representative. If
the money is in the account of a designated representative, the agent should show
proof of a fidelity bond and maintain the funds in a separate trust account. One

of the purposes of transferring funds to a designated account is to allow the agent |

to act quickly and bargain with the seller to lower the purchase price in trade fora [

quick close of escrow.

Once the goal of the investor is identified, the buyer’s representative will then search the marketplace for
the best property that meets those objectives. Depending on the urgency of the buyer and the
opportunities available, the search may take as long as several days to several months to identify and

negotiate the right deal.

Risk Analysis

“Minimize risk through Knowledge”

With any investment there is always the element of risk. One question to always ask is “if | needed to sell
the property the day after its purchase, would | be able to obtain the return of my investment?” It is more
important not to lose the invested capital than it is to obtain a return on the investment. A good broker
will, on behalf of the buyer, investigate the risks to the best of his ability and advise the buyer of the risks.
The broker must take the position that if he would not take the risk in the purchase of real estate, then he

should not advise his client to make the purchase. Some risks include the following:
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Supply and Demand Oversupply may create a decrease in value, while increase in demand would
normally increase value. Consideration must be given for the future value of the asset. There are some
areas in the central portion of the United States where property sells for the same price or less than it may
have sold for twenty years ago. Properties on the East Coast and West Coast of the United States have
appreciated at a much greater rate. Major contributing factors for reducing risks are to invest in areas

where developable land is scarce, such as Hawaii and California.

Environmental It is recommended that the buyer investigate the former uses of the real estate being
purchased. In the United States, a property owner may be responsible for cleaning up contaminated
ground created by a prior owner. The prior use of the property is usually well documented. Risk of
purchasing property with environmental problems is minimized by inspection of government

documentation during the due diligence period prior to the close of escrow.

Government Regulations The risk of government regulations such as compliance with municipal
zoning and obtaining permits is minimized by purchasing property that has been developed, as nearly all
concerns involving environment, traffic, uses, and utilities have been investigated. There is a greater risk

of owning land without entitlements or government permits.

Function Is there a market demand for the type of property being purchased. An example may be the
over building of regional shopping centers in the U.S.A. If buyers make more purchases over the internet

the future of large regional centers may diminish.

Employment  The creation of jobs is a key to economic growth of an area. Likewise loss of jobs can
present an investment risk. An example would be the city of Detroit, in the State of Michigan, which has
lost many well-paying jobs to offshore manufacturing.

Natural Fire, flood, and storms would be the most common type of natural risk. This type of risk is

covered by insurance.

Economic  Timing is always important in investing in real estate, along with knowledge of the real
estate cycles. In good times, you want to plan for the bad times. Fortunes are made when there are more

sellers than buyers.

Uncontrollable Costs  Careful due diligence and analysis of the condition of the asset prior to purchase
will reduce risk of unforeseen repair and replacement. For the future, the cost of energy and scarcity of

developable land will be a major concern.
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OFFER TO PURCHASE -
STRATEGY

T he investor and his representative should construct the offer in such a manner that it becomes a

research tool to identify factors that are of most importance to the seller.

There are five main factors to negotiate in the purchase contract. They include the following:
e Price

e Down payment

o Seller Financing

e Term of the escrow period

e Guarantees
Price

The seller establishes the price, which is a function of not only market conditions, but the seller’s
motivation to sell. It is important to determine the reason for the sale and the extent of motivation prior to

making an offer.

Down Payment

The amount of the deposit may vary, although it is in the best interests of the buyer to minimize the
amount of the deposit. It is not uncommon to increase the deposit once the initial due diligence period is

complete.

In negotiating a purchase, the larger the down payment, the more confidence the buyer has in his capacity

to purchase the property. Depending on the objectives of the buyer, the down payment can be 100

10
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percent of the purchase price (all cash purchase) or no down. Younger buyers usually prefer a low down
payment because they have a lifetime to pay off the debt. A first time buyer would normally have income

from his employment and be more interested in equity appreciation and less interested in cash flow.

Seller Financing

It is usually preferable to request the seller to finance the buyer’s purchase. The debt is be secured by the

property and is typically for a time period of three to seven years.

Term of the Escrow Period

Depending on the objective of the buyer and seller, the term of the escrow can be as short as several days
or as long as a year. A long escrow is common for land purchases, where the buyer is attempting to

secure permits from a local municipality to construct buildings on the property.

Guarantees

When purchasing income property, the value of the real estate is not only the value of the land and the
physical improvements, but also the value of the leases and income stream. As an example, a shopping
center may have 20 tenants of which ten leases may be expiring within the next year. If the leasing
market is not strong and there is a good possibility that several of the tenants may not renew their leases,
then it may be prudent for the buyer to request a rent guarantee for a specific period. This is money that
may be held in escrow and released to the buyer if certain events do not occur. The buyer’s agent who
has local knowledge of the marketplace will make their evaluation and may make this a condition of
purchase. Additionally, a seller may sell income producing property with a rent schedule which is higher
than actual. The buyer may request from the seller a rent guarantee for a reasonable length of time to

raise the rents to market value.

Identifying What is Important to the Buyer

It is best to make an offer at a lower than asking price, with a low down payment, with the seller to carry
back a note for a seven to ten year term at a favorable interest rate, a long escrow, and rent guarantees
from the seller. In essence, we are asking for as much as possible with the objective of identifying what
the seller feels is important. The purpose of the offer is to quickly identify areas that are favorable to the
buyer. The response to the offer will indicate what is of most importance to the seller. In some cases the

seller will not counter offer on price and demand no seller financing.

11



Offer to Purchase - Strategy

In other cases, the seller may demand a higher price, but offer favorable concessions to the buyer. The
strategy many times is to agree to the seller’s specific demands as long as they are reasonable in order to

gain advantages to the buyer.

This is where a good real estate broker acting in the best interests of the buyer will earn his commission

saving money for his client.

A buyer who is willing to pay all cash and complete the purchase quickly once the due diligence is
completed is at a strong advantage, especially when there is a shortage of liquidity for long-term
financing. Cash is a wonderful bargaining tool. Depending on supply of the real estate product identified
by the buyer and the existing demand, the buyer’s representative may find it necessary to make numerous

offers before a final purchase.

12
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Sample Offer, Agreement and Escrow Instructions

STANDARD OFFER, AGREEMENT AND ESCROW

INSTRUCTIONS FOR PURCHASE OF REAL ESTATE
(Non-Residential)
AIR Commercial Real Estate Association

(Date for Reference Purposes)

1. Buyer.

1.1 Sample Buyer . | "Buyer”)
hereby offers to purchase the real property, hereinaller described, fram the owner therecl ("Seller”) (collectively, the "Partles” or indvidually, & "Party"),
through an escrow ("Escrow”) to clese 30 or days after the walver or explration of the Buyer's Contingencies, ("Expected Closing
Date") to be held by {"Escrow Holder") whose address is

, Phone No. , Facsimile No.
upen the terms and conditions set forth in this agreement ("Agreement”). Buyer shall have the right to assign Buyer's rights hereunder, but any such
assignment shall not relieve Buyer of Buyer's obligations herein unless Seller expressly releases Buyer.

1.2 The term "Date of Agreement” as used herein shall be the dale when by execution and delivery (as defined in paragraph 20.2) of this document or
a subsecuant counterofiar thareto, Buyer and Sellar have reached agreemant in writing whareby Seller agrees to sell, and Buyor agrees to purchase, the
Property upon terms accepled by both Parties.

2. Property.
2.1 The real property (*Property”) that is the subject of this offer consists of (insert a brief physical Qffice Building
is located inthe City of Irvine .Countyof Oxange , State
of California , Is commenly known by the street address of 1234 Sunny Lane
and is legally as: e
{APN: )
2.2 If the legal description of the Property is not or is i this Ag shall not be invalid and the lagal description shall ba

completed or corected to meet the requirements of
(*Title Company”), which shall issue the titie policy hereinafter described.

23 The Property includes, at no addiional cost to Buyer, the impre thereon, including those items which pursuant to applicable law
are a part of the property, as well as the fdcmhg iterns, if any, owned by Sallar md al present located on the Pmmﬂy' electrical distribution systems (power
panal, bus ducting, conduits, dis lighting systems (lines, facks and connections only); space heaters; heating,

ar quUipH ["HVAC"} ar lines: fire sprinkler systems; security and fire detection systams; carpels; window coverings: wall
COVerings; and
(collectively, the “Imp )

2.4 The fire spriniler monitor:J is owned by Seller and included in the Purchasa Price, O is leased by Seller, and Buysr will need to negotiate a new
I ith the fi i O ip will b during Escrow, or O thare is no fire sprinkler monitor.

2.5 Exceplas provided in Pa'agrauh 2.3, the Pl.rd'base Price does not include Seller's personal prooerty. furmiture and fumishings, and

all of
which shal be removed by Seller prior to Closing.
3. Purchase Price.
3.1 The purchase price ("Purchase Price”) to be paid by Buyer to Seller for the Property shall be § . payable as
follows:
(a) Cash down payment, including the Deposit as defined in paragraph 4.3 (or if an all cash
transaction, the Purchase Price): 3
(Strike if not
appicabia) {b)  Amount of "New Loan" as defined in paragraph 5.1, f any: ]
(¢} Buyer shall take tifle to the Property subject to andfor assume the idlowing existing desd(s) of
trust ("Existing Deed(s) of Trust") securing the existing p y nota(s) ( Note(s)):
{i}  An Existing Note {"First Note") with an unpaid principal balance as of the
Closing of approximatedy: 3
Said First Note is payable at § per month,
{Strice if nol including interest at the rate of % per annum until paid (andfor the
applcabla) enfira unpaid balance is duson ;1
() An Existing Note ("Second Note®) wilth an unpaid principal balance as of the
Closing of approximately $
Said Second Note is payable at § per manth,
including interest at the rate of % per annum until paid (and/or the
entire unpaid balance is due on ).
(Strika if not (d} Buyer shall give Seller a deed of trust ("Purchase Money Deed of Trust”) on the
applcabla) property, to secure the promissery note of Buyer to Seller described in paragraph 6
{"Purchase Money Note®) in the amaount of: 3
Tolal Purchase Price: 3 )
— PAGE10F8
INTIALS INITIALS
©2003 - AIR COMMERCIAL REAL ESTATE ASSOCIATION FORM OFA-6-8/06E

13
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3.2 If Buyer is taking title to the Proparty subject to, or assuming, an Existing Deed of Trust and such deed of trust permils the beneficiary to demand

payment of fees including, but not limited to, points, p Ing fees, and app feesas a 1o the transfer of the Property, Buyer agrees to pay
such fees up to a maximum of 1.5% of the unpaid principa balance of the applicadle Existing Note.
4. Deposits.

410 Buyer has delivared to Broker a check in thesum of § . payable to Escrow Helder, o be delivered by Broker
to Escrow Holder within 2or ___ business days after bolh Parties have this Ag: and the Ag has been o Escrow
Holder, or O] within 2 or _ business days after both Parties have d this Ags and the d Agi has been 1o Escrow
Holder Buyer shall deliver to Escrow Holdar a check in the sum of § . If said check is not received by
Escrow Holder within said time period then Seiler may slect to this ion by giving written nofice of such election to Escrow Holder

whereupon neither Party shall have any furiher liabilty to the other under this Agreement. Should Buyer and Seller nct enter into an agreement for purchase
and sale, Buyer's check or funds shall, upon request by Buyer, be promplly returmed to Buyer,
4.2 Addtional deposits:
(&) Within 5 business days aftar the Date of Agreement, Buyer shall deposit with Escrow Holder the additional sum of

$ Iubea)piedtoﬁaPumhasePﬁeealﬂ’leClosing
(b} Within 5 business days after the i i in h 9.1 (a) through (k) are epproved or walved, Buyer shall depesit with
Escrow Holder the additional sum of § to be applied to the Purchase Price at the Closing.

4.3 Escrow Holder shall deposilheimds deposited with it by Buyer pursuant to paragraphs 4.1 and 4.2 (collectively the "Deposit’), In a Stale or
Federally chartered bark in an interest bearing account whose term is appropriate and consistent with the timing requirements of this transaction. The interest
if is

therefrom shall accrue to the benefit of Buyer, who heraby acknowledges that there may be | or interest he app
redeemed prior to its specified maturity. Buyer's Federal Tax Identification Number is . NOTE: Such intarest bearing
aocumt carmtbe opened until Buyer's Federal Tax Identification Number Is provided.
5. {Strika if not

5.1 This ulfsns contingent upon Buyer cbitaining from an i financial institution or other lender, a commitment to lend to Buyer a sum
equal to at least % of the Purchase Price, on terms reasonably acceptable to Buyer. Such loan ("New Loan') shall be secured by afirst deed

of trust or morigage on the Property. If this Agreement provides for Seller to carry back junior financing, then Seller shall have the right to approve the terms of
the MNew Loan. Seller shall have 7 days from recaipt of the commiiment selting forth the proposed terms of the Mew Loan ‘o approve or disapprove of such
proposed terms. If Seller fails to notify Escrow Holder, in wriing, of the disapproval within said 7 days it shall be conclusively presumed that Seller has
approved the terms of the Mew Loan.

52 Buyer hersby agress to diligently pursue cbtaining the New Lean. If Buyer shall fail to notify its Broker, Escrow Holder and Seller, in writing
within days g the Date of Agr that the New Loan has not been obtained, it shall be ¥ p that Buyer
has either obtained said New Loan or has waived this New Loan contingency.

53 I, after dua diligence, Buyer shall notify its Broker, Escrow Holder and Seler, in writing, within the time specified in paragraph 5.2 hereof, that Buyer
has not obtained said New Loan, this Agreement shall be terminated, and Buyer shall be enttled 1o the prompt return of the Deposit, plus any interest eamed
thereon, less only Escrow Hoder and Title Company cancellation fees and costs, which Buyer shall pay.

8. Seller Financing {Purchase Money Nole). (Strike I nof applicabia)
8.1 If Seller Buyer's fil fals (see | ph 8.5) the Purchase Money Note shall provide for interest on unpaid principal at the rate of

% per annum, with principal and intsrest paid as follows:

The Purchase Money Note and Purchase Money Dead of Trust shall be on the current forms commonly used by Escrow Holder, and be junior and subordinate
only to the Existing Note(s) and/or the Mew Loan expressly called for by this Agreement.

6.2 The Purchase Money Note and/or the Purchase Money Deed of Trust shall contain provisions regarding the following (see also paragraph 10.3 (b)):

{(a) Prapaymeni. Principal may be prepaid in whole or in part at any time without penalty, at the option of the Buyer.

(b) Late Charge. A late charge of 6% shall be payable with respect to any payment of principal, interest, or other charges, not made within 10 days
after it is dus.

(c) Due On Sale. In the event the Buyer sells or transfars fitle to the Property or any portion therecf, then the Seller may, at Seller's option, require
the entire unpaid balance of said Note to be paid in full.

6.3 If the Purchase Money Deed of Trust is to be subordinata 1o other financing, Escrow Holder shall, at Buyer's expense prepara and record on Seller's
behalf & request for notice of default andfor sale with regard to each mortgage or deed of trust to which it will be subordinata.

6.4 WARNING: CALIFORNIA LAW DOES NOT ALLOW DEFICIENCY JUDGEMENTS ON SELLER FINANCING. IF BUYER ULTIMATELY
DEFAULTS ON THE LOAN, SELLER'S SOLE REMEDY IS TO FORECLOSE ON THE PROPERTY.

6.5 Seller's obligation to provide financing is contingent upon Seller's reasonakle approval of Buyer's financial condition. Buyer to provide a current
financial statement and copies of its Federal tax retums for the last 3 years to Seller within 10 days following the Date of Agreement. Seller has 10 days
fellowing receipt of such documentation to salisty iiself with regard 1o Buyer's financial condition ard to notify Escrow Holder as to whether or not Buyer's
financial condition iz accepteble. If Seller fails to notify Escrow Holder, in wiiting, of the disapproval of this contingency within said time period, it shall be
conclusively presumed that Seller has approved Buyer's financial condition. [f Selier is not satisfied with Buyer's financial condition or if Buyer fails to defiver
the required documentation then Seller may notify Escrow Holder in writing that Seller Financing will net be available, and Buyer shall have the option, within 10
days of the receipt of such natice, to sither terminate this transaction or to purchase the Property withcut Salarfma-mng i Buyur fails to notify Escrow Holder
within said time pariod of its election to terminate this transaction then Buyer shall be d to have elecled to p the Preparty without
Seler financing. If Buyer elects to terminate, Buyer's Deposit shall be refunded less Title (‘nrmmy and Escrow Holder canceliation fees and costs, all of
which shall be Buyer's cbligation.

7.  Real Estate Brokers,

71 The following real estate broker(s] ("Brokers®) and brokerage relaticnships exist in this transaction and are consented to by the Parties
{check the applicable boxes):
a Seller exclusively (*Seller's Broker");
a . Buyer exclusively ("Buyer's Broker'); or
a i f both Seller and Buyer ("Dual Agency”).
The Parties acknowladge that Brokers are the procuring cause of this Ag: Seap 24 g the nature of a real estate agency relationship.

Eluyarshaluseihasennicﬁdﬂwﬂ'sBrdwlemﬂwlvdylnomnsoﬂmudhxmandﬂnagnfahmsasdoffmmihmspactmlherpmylmspemdd1
year from the date inserted for reference purposes at the top of page 1.

7.2 Buyer and Seller each represent and warrant to the other that hefshait han hact no dealings with any person, firm, broker or finder in connection with
the ion of this Ag andfor mation of the purchase and cther than the Brokers named in paragraph 7.1, and
no broker o ofher parson, firm or entity, other than seid Brokers is/are entitted to any commission o finder's fee in connection with this iransaction as the
result of any dealings or acts of such Party. Buyer and Seller do each hereby agree to indemnify, defend, protect and hold the other harmiess from and against
any costs, expanses or lizbillty for compensation, commission or charges which may be claimed by any broker, finder or ofher similar party, other than said
named Brokers by reason of any dealings or act of the i Party.

8. Escrow and Closing.

8.1 Upon acceplance hereof by Seller, this Agreement, including any countercffers incorporated herein by the Parfies, shall constitute net only the

agraammlufpl.lchaseamlsa!abalwuenBwermclSEIeI.nualscraammtla'nsloEscmHumlmmsconaumatlmdmﬁg‘eemunl through the

Escrow. Escrow Holder shall not prepare any further escrow restating or g the uniess specificaily i by the Parties
or & Broker herein. Subject to the reasonable approval of the Parties, Escrow Holder may, hawmr Indleans l escrow i

8.2 As soon as practical after the receipt of this Agresment and any relevant counteroffers, Escrow Holder shall the Date of Ag as
defined in paragraphs 1.2 and 20.2 and advise the Parties and Erokers, in writing, of the date ascentained.

8.3 Escrow Holder is hereby authorized and instructed to conduct the Eserow in with this A licable law and custom and
practice of the community in which Escrow Holder is located, including ary reporti qui D(mclnbemajﬁavmuatbde In the event of a conflict
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between the law of the state where the Propenty Is located and the law of the state where the Escrow Holder is located, the law of the state where the Property
i located shall prevall,

8.4 Sublectto of the &2 herein Escrow Holder shall close Ihis escrow (the “Closing”) by recording a general warranly

deed {a grent deed in California) and the other documents required to be recorded, and by disbursing the funds and documents In accordance with this
reement.

e 8.5 Buyer and Seller shall each pay one-half of the Escrow Holders charges and Seller shdl pay the usual recording fees and any required

documertary tranafer taxes. Seller shall pay the premium for a standard coverage owner's or joirt ¢ pokicy of title i

8.6 Escrow Holdar shall verify that all of Buyer's contingencies have been satisfied or waived prior to Closing. The maltars contained in paragraphs 9.1
subparagraphs (b}, (c), (d), (e}, {g), (), (n), and (o), 9.4, 9.5, 12, 13, 14, 16, 1B, 20, 21, 22, and 24 are, however, matters of agreement between the Parties
only and are not instructions ia Escrow Holder.

8.7 |f this for non ion and non-waiver of & Buyear's Conting as defined in paragraph 9.2, then neither of the Parties
shall IhamafhahaveawlnabMytomeoUmmdarlﬂsm«nem except to the exdent of a breach danvnffrrnmremnanlcrwmhm Agreement.
In the event of such terminafion, Buyer shall be &ll funds deposited by Buyer with Escrow Holder, less only Title Company and Escrow
Holder cancellation fees and costs, all of which shall be Buyer's chligation. If this is i as a result of Seller’s breach of this Agreement
then Sellar shall pay the Tile Company and Escrow Holder cancellation fees and costs,

8.8 The Closing shall occur on the Expected Closing Date, or as soon thereafter as the Escrow is in condition for Closing; provided, however, that if the
Closing does not cceur by the Expected Closing Date and sad Datz is not extended by mutual instructions of the Parfies, a Party not then in default under this
Agreement may notify the other Party, Escrow Holder, and Brokers, in wiiting that, unless the Closing occurs within 5 business days following sald notice, the
Escrow shall be deemed terminated without further notice or instructions.

8.9 Exceptasc i ided hereln, the ofI:scruwshalnotraheveormlaeseamwanyﬁomamohligmwmkscmeers
Tessmdcoslsumnsmmamw release of discharge of any breach or default that has in the of the ¢ o s,

therein.

810 If this Escrow Is terminated for any reason other than Seller’s breach or default, then at Seller's request, and as a condiion to the return of Buyer's
deposit, Buyer shall within 5 days after written request deliver to Seller, at nc charge, copies of all surveys, engineering studies, scil reports, maps, master
plans, feasibility studies and other similar items prepared by or for Buyer that perlnn fo the Property. Prmded however, that Buyer shall nct be rsqt.llred L4
deliver any such report if the written contract which Buyer entered info with the who prepared such report specifically forbids the af
the report to athers.

9. Contingencles to Closing.
9.1 The Clesing of this tion Is upon tha fion or walver of the following coningencles. IF BUYER FAILS TO NOTIFY

ESCROW HOLDER, IN WRITING, OF THE DISAFPROVAL OF ANY OF SAID CONTINGENCIES WITHIN THE TIME SPECIFIED THEREIN, IT SHALL
BE CONCLUSIVELY PRESUMED THAT BUYER HAS APPROVED SUCH ITEM, MATTER OR DOCUMENT. Buyer's condiional approval shall constitute
disapproval, unless provision is made by the Saler vnIhn the time specified here{afe by the Buyer in such conditional approval or by this Agreement,
whichaver is later, for the safi fion of the by the Buyer. Escrow Holder shall promplly provide all Parfies with copies of any written
disapproval or conditional approval which it receives. With regard o subparagraphs (a) through {1} the pre-printed time periods shall contral unless a different
number of days is inserted in the spaces provided.

(a) Disclosurs. Seller shall make to Buyer, through Escrow, all of the applicable disclosures required by law (See AIR Commercial Real Estate
Association ("AIR") standard form enlitled "Seller's Mandatory Disclosure Statement”) and provide Buyer with a completed Property Information Shest
("Property Information Sheet”) concerning the Property, duly executed by or on behalf of Saller in the current form or equivalent to that published by the AIR
within 10 or days following the Date of Agreement. Buyer has 10 days from the receipt of said disclosures to approve or disapprove the matters
disclosed.

(b} Physical inspection. Buyer has 10 or days from the receipt of the Property Information Sheet or the Dale of Agreement, whichever is
later, to satisfy itself with regard to the physical aspects and size of the Property.

(¢} Hazardous Subsiance Conditions Report. Buyer has 30 or days from the receipt of the Property Information Sheet or the Date of
Agreement, whichever is later, fo satisfy itself with regard to the emironmental aspects of the Property. Sellar recommends that Buyer cblain a Hazardous
&nsmcemmmsﬁepmomomr@merpewandelaqu@mopmmwmmﬂﬂl be paid for by Buyer. A "Hazardous

for sdeﬁ'edasanysubsla‘nswtnsenahmaﬂurqua‘lﬂycﬂ use, , dispesal or effect,
rarl::’er[tsd:iectlcFedera\l smeo«bca] guiati nrrenWaspommalthuﬁuntowhhclmlhorwdfmn "Hazardous
Substance Condition” for purposas of this Agreement ISGG!II’IBG as the ex: o, under or y fo the Property of a Hazardous Substance
that would raquire remediation andfor removal under applicable Fedaral, state or local law.

(d) Soi inspection. Buyer has 30 or days from the recaipt of the Property Information Sheet or the Date of Agreement, whichever is later,
to satisty itself with regard to the condition of the soiis on the Property, Seller recommends that Buyer oblain a so test report. Any such report shall be paid for
by Buyer. Saller shall provide Buyer copies of any solls report that Seller may have within 10 days of the Date of Agreement.

(e)ﬁavermmam,cprwaﬁauwhasmor days from the Date of Agreement to salisfy itsell with regard to approvals and pemmits
from wmmamhmiuﬁsdcﬁmmrlhePmpeﬂysrﬂwhmBuyerdaemsnecassmyordasurdﬁBn
connection with its intended usa of the Property, including, but not limited to, permits and epprovals required with respect to zoning, planning, bulding and
safety, fire, police, handicapped and Americans with Disabilities Act requirements, transportation and environmental matters.

{f) Conditions of Title. Escrow Holder shall cause a current it for title i {"Title C: it ) q the Property issued by
the Tifle Company, as well as leglble coples of all documents referred to In the Title C {"Underlying Dy *), and a scaled and dimensioned
phot showing the location of any easements 1o be delivered to Buyer within 10 or days fclliowing the Date of Agreement. Buyer hes 10 days from the
recsipt of the Title C the L D and the plot plan to satisfy itsell with regard to the condition of titte. The disapproval by Buyer of
any monetary encumbrance, which by the lﬁlﬂ'lb of this Agresment is not to remain against the Property afier the Closing, shall not be considered a failure of
this contingency, as Seller shall have the obligation, at Seller's expense, o saflsfy and remove such disapproved monetary encumbrance at or before the
Clesirg.

(g) Survey. Buyer has 30 or days from the receipt of the Title C: and Undedying D to safisfy itself with regard to any
ALTA tile supplement based upon a survey prepared to American Land Title Association ("ALTA") standards for an owner's policy by a licensed surveyor,
showing the legal description and boundary lines of the Property, any easements of record, and any Jrrmwmnls poles, structures and things located within
10 feet of either side of the Froperty boundary Bnes. Any such survey shall be prep: at Buyer's di P If Buyer has & survey and
approved tha ALTA title supplemant, Buyer may elect within the pericd allowed for Buyer's approval of a..umyln have an ALTA extended coverage owner's
form of fitle policy, in which event Buyer shall pay any additional premium atiributable thereto.

(h} Existing Leases and Tenancy Statoments. Seller shall within 10 o mdtmmdmpmabdhmmraﬂmm
Holder\mﬂ'llsglble copies of al leases, subl or rontal ing Leases”) affecting the Property, and with a tenancy
| Certifi .mhlataﬂ{nmoreqmﬁlmﬂuﬂlalpubimedbﬂhanlﬁ axecutod by Seller andfor each tenant and sublenant of the

Proparty. Seller shall usa its bast efforts to have each tenant complate and exacute an Estoppel Certificale. If any tenant falls or refuses to provide an Estoppel
Certificate then Seller shall complate and execute an Estoppel Certificate for that tenancy. Buyer has 10 days from the receipt of said Exsting Leases and
Estoppel Certificates to salisly itself with regard to the Existing Leases and any other tenancy issues,

(i} Other Agreements. Seller shall within 10 or days of the Date of Agreement provide Buyer with legible copies of ak other agreaments
(*Other Agreements”) known to Seller that will affect the Property after Closing. Buyer has 10 days from the receipt of said Other Agreements to satisfy itself
with regard o such Agraements.

(I} Financing. If paragraph 5 hereof dealing with a financing contingency has not besn stricken, the safisfzction or walver of such New Loan
conl

(%) Existing Notas. If paragraph 3.1(c) has not been stricken, Seller shall within 10 or days of the Date of Agreement provide Buyer with
legible coples of the Existing Notes, Existing Deeds of Trust and related ag "Loan Dy ')mmmmmmanymllm
subject after the Closing. EmeddushdpmmluqumﬂfmmehddmsdmeEﬁsmgNotasa ficiary y St ]
confirming: (1} the amount of the unpaid principal balanze, the current interest rate, and the date to which interest is pajd, aﬂ{mmenmummmofw
impounds held by the beneficiary in connecticn with such loan. Buyer has 10 or days from the receipt of the Loan Documents and Bensficiary
Statements (o satisfy itself with regard to such financing. Buyer's obligation to close is conditioned upon Bu_war being able to purchase the Property wﬂhuul
acceleration or change in the terms of any Existing Notes or charges to Buyer except as otherwise p d in this o app by Buyer,
however, Buyer shall pay the transfer fee referred to In paragraph 3.2 hersof.

{l} Personal Property. In the event that any personal property is included in the Purchase Price, Buyer has 10 or days from the Date of
Agreement to satisfy itself with regard to the tithe condition of such personal property. Seller recommends tha: Buyer obtain a UCC-1 report. Any such repart
shall be paid for by Buyer. Seller shall provide Buyer coples of any liens or encumbrances affecling such parsonal property that it is aware of within 10 or
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days of the Date of Agreement.

(m) Destruction, Damage or Loss. Thare shall not have occurred pricr to the Closing, a destruction of, or damage or loss to, the Property or any
porticn thereof, from any cause whatsoever, which would cost more than $10,000.00 to repair or cure. Ifﬂ'uemslufrepwor cure is $10,000.00 or less, Seller
shall repair or cure the loss prior to the Closing. Buyer shall have the option, within 10 days after raceipt of wiitten nolice of a loss costing more than
$10,000.00 to repair or cure, to sithar this Ag or o p tha Property notwithstanding such loss, but without deduction or offset against
the Purchase Price. If the cost to rapair or cure is more than $10,000.00, and Buyer does not elect 1o tesminale this Agreemant, Buyer shall be entitied to any
nsurance proceeds applicable to such loss. Unless otherwise noliffed in wiiting, Escrow Holder shall assume no such destruction, damage or loss has
occurred prior lo Closing.

(n) Material Ghange. Buyer shall have 10 days folowing receipt of written notice of a Material Changa within which to satisfy itself with regard to
such change. 'Material Change” shall mean a change in the status of the use, occupancy, tenants, tille, or condition of the Property that occurs after the date
of this offer and prior to the Closing. Unless otherwise nolified in writing, Escrow Holder shall assume that no Materiadl Change has occurred prior to the
Clesing.

(0} Sefer Performance. The delivery of all documents and the due performance by Seller of each and every undertaking and agreement to be
performed by Seller under this Agreement.
)

That each ion and warranty of Sellar hersin be true and correct as of the Clasing. Escrow Holder shall assume that this
condition has been satisfied vnless nohhad to the contrary In writing by any Pmyulionolhs Closing.

{0) Brokerage Fee. Payment at the Closing of such ge fee as is in this or later waittan instructions to Escrow Holder
executed by Seller and Brokers {"Brokerage Fee®). It is agreed by the Parties and Escrow Holder that Brokers are a third party beneficiary of this Agreement
insofar as the Brokerage Fee is concernad, and that no change shall be made with respect to the of the Brok Fee ified in this A
without the written consent of Brokers.,

9.2 Al of the corti i ified in sub hs (a) through (p) of paragraph 9.1 are for the benefit of, and may be waived by, Buyer, and may be
elsewhere hersin refarred io as 'Buym's Cnnimgnm:ms_
9.3 If any of Buye's Confingencies or eny ofher matter subject to Buyer's approval is disapp 1 as ided for herein in & timely manner

{"Disapproved ltem®), Seller shall have the right within 10 cays following the receipt of rotice of Buyer's dsapp(ma] i elect to cure such Disapproved Item
prior to the Expected Closing Date ("Seller's Election™). Seller's failure 1o give to Buyer within such period, written notice of Seller's commitment to cure such
Disapproved Item on or before the Expected Closing Date shall be conclusively presumed to be Seller's Election not to cure such Disapproved ltem. If Seller
elects, either by written natice or fallurs to give written notice, not to cure a Disapproved Item, Buyer shall have the right, within 10 days after Seller's Election fo
eilher acceplt lile to he Properly subject to such Disay d lem, or to this A Buyer's failure lo notify Seller in wriling of Buyer's electicn
o accept tite o the Property subject to the Disapproved ltem without deducticn or offsel shall constitute Buyer's dacilcn o lerminate this Agreement. Urless
expressly provided otherwise herein, Seller's right to cure shall not apply to the 1 of b Conditions o to the Fi i
Contingency. Unless the Parties mutually instruct otherwise, it the lime pericds for the satisfaction of wnﬂngmaa or for Sdlerb and Buyer‘s e]schms would
exgira on a date after the Expected Closing Date, the Expected Clasing Dale shall ba deamed fedi for 3 b days f ¢ the of: (a) the
iod(s), (b) the period within which the Seller may elect to cura tha Disapproved Iltem, or (c} if Seller elac‘Is net Io cure, the pariod
within which Buyer maydaclbp(maed with this transaction, whichever is later,

9.4 Buwrmdarstmdsmdmﬂaatu‘lllmﬁmuasaflauwr‘sr i ies have baen satisfied or waived, Seller andior its agents may solicit,
mmammmplhenkmuﬂsmmmhasamem

5.5 The Parties acknowledgs that exdensive local, slﬂesnd Federal legislation eslablshbroadliahlmmcn owners andior users of real property for the

ion and fiafion of Hazardous Sub The d ion of the o a Congiticn and the evalualion of the

impact of such a condlion are highly technical and beyond the expertise of Brokers. ThBPﬂ'hﬂsacmMBdgelratlheyhambwladmsmbyBrdtalsw
consult their own technical and legal experts with respect 1o the possible p of Hazardous Sub on the Propery or adjoining properties, and
Buyer and Seller are not relying upon any mvasigtﬂun by or statement of Brokers with respect Ihare‘ln The Parties heraby assume all responsibility for the
Impact of such b herein.

10. Documents Required at or Before Closing:

10.1 Five days prior to the Closing date Escrow Holder shall obtain an updated Title Commitment conceming the Froperty from the Title Company and
provida coples thereof to each of the Parties.

10.2 Seller shall deliver 1o Escrow Hotder in time for deivuylo Buysr dl. the Clwamg

{a) Grant or general warranty deed, duly ing fee title lo the Property to Buyer.

(b) If appicable, the Benefi Enslng No‘he(a}

(e} If applicable, the Existing Laasas and OIhErng'eemenla together with duly executed assignments thereof by Seller and Buyer. The assignment
of Existing Leases shall be on the most recent Assignment and Assumption of Lessor's Interest in Lease form published by the AIR or its equivalent.

{d) If applicable, Estoppel Cerlificates executed by Seller andfor the tenant{s) of the Property.

(&) An affidavit executed by Seller to the effect that Seller is not a *foreign person® within the meaning of Intemnal Revenue Code Section 1445 or
successor statutes. If Seller does not provide such affidavit in form reasonably satisfaciory to Buyer at least 3 business days prior to the Closing, Escrow
Haolder shall at the Closing deduct fram Seller's prozeeds and remit 1o the Intermal Revenue Senvice such sum as is required by applicable Faderal |aw with
respect to purchases from foreign sellers.

{f) If the Property is located in California, an affidavit exscuted by Seller to the effect that Seller is not a L within the ing of
California Revenue and Tax Code Section 18662 or successor statutes. If Seller does not provida such affidavit in form reasonebly satisfactory to Buyer at
least 3 business days prior to the Closing, Escrow Holder shall at the Closing deduct from Seller's proceeds and remit to the Franchise Tax Board such sum
as is required by such statute.

(@) if applicable, a bill of sale, duly executad, conveying title to any included personal property to Buyer.

() If the Seller is a corporation, a duly execuled corporate resolution authorizing the execution of this Agreement and the sale of the Property.

10.3 Buyer shall deliver to Seller through Escrow:

{a) The cash portion of the Purchase Price and such additional sums as are required of Buyer under this Agreement shall be deposited by
wilh Escrow Holder, by federal funds wire transfer, or any other method accepiable 1o Escrow Holder in iImmediately collectable funds, no later than 2:00 P.M,
on the business day prior 1o the Expected Closing Dale.

(b} If a Purchase Money Mote and Purchase Money Deed of Trust are called for by this Agreement, the duly executed originals of those documents,
the Purchase Money Deed of Trust being in recordable form, together with evid of fire on the i In the amount of the full
replacement cost naming Seller as a mortgage loss payee, and a real estate tax senice contract (at Buyer's expense), assu’ing Seller of nolice of tha status of
payment of red proparty taxes during the life of the Purchase Money Note.

(c} The Assignment and Assumpticn of Lessor's Interest in Lease form specified in paragraph 10.2(c) above, duly executed by Buyer.

(d) Assumptions duly executed by Buyer of the cbiigations of Seller that accrue after Clesing under any Other Agreements.

(e} If applicable, a written assumption duly executed by Buyer uﬂhe loan d’a:umsnts with respect to Exisfing Notes.

If the Buyer is a aduly ithorizing the ion of this Ags and the p of the Property.

10.4 At Closing, Escrow Holder shall causa to be issuad to Buyer a {or ALTA if elected pl.rsuml te 9.1(g)) owners form
policy of title insurance effective as of the Closing, issued by the Title Company in the full amount of the Purchase Price, insuring tile to the Proparty vested in
Buyer, subject only to the exceptions approved by Buyer. In the event there is a Purchase Money Deed of Trust in this transaction, the policy of fitle insurance
shall be a joint protection policy insuring both Buyer and Seller,
IMPORTANT: IN A PURCHASE OR EXCHANGE OF REAL PROPERTY, IT MAY BE ADVISABLE TO OBTAIN TITLE INSURANCE IN CONNECTION
WITH THE CLOSE OF ESCROW SINCE THERE MAY BE PRIOR RECORDED LIENS AND ENCUMBRANCES WHICH AFFECT YOUR INTEREST IN
THE PROPERTY BEING ACQUIRED. A NEW POLICY OF TITLE INSURANCE SHOULD BE OBTAINED IN ORDER TO ENSURE YOUR INTEREST IN
THE PROPERTY THAT YOU ARE ACQUIRING.
11. Prorations and Adjustments.

1.1 Taxes. Applicable real property taxes and special assessment bonds shall be prorated through Escrow as of the date of the Closing, based upan
the latest tax bill available. The Parties agree to prorate as of the Closing any taxes assessed against the Properly by supplemental bill levied by reason of
events occurring prior to the Closing. P tof th amount shall be mad y in cash upon receipt of a copy of any supplemental bill.

11.2 Insurance. WARNING: Any insurance whu:h Seller may have maintained will terminate on the Closing. Buyer is advised to cbtain sppropriate
nsurance to cover the Property.

11.3 Renlais, Interest and Expenses. Scheduled rentals, interest on Existing Netes, utilities, and op shall be as of the date of
Closing. The Parties agree to promplly adjust between themselves outside of Escrow any rents received after the Clasmg

1.4 Securly Deposi. Security Deposits held by Seller shall be g[\o\gnlc Buyer as a eradit to the cash required of Buyer at the Closing.

11.5 Post Closing Matters. Any item to be p that is not or determinable at the Closing shall be promptly adjusted by the Parties by
appropriate cash payment outside of the Escrow when the amount due is determined,

11.6 Variations in Existing Note Balances. In the evert that Buyer is purchasing the Property subject to an Existing Deed of Trust(s), and in the event
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that a Beneficiary as 1o the app Existing Note(s) discloses mal the unpa]d principal batance of such Existing Note(s) at the dosing will be
more of Jess than the amount set forth in 13.1(c) hereof Note lion"), then the Purchase Money Note(s) shall be reduced or
increased by an amount equal to such Existing Note Variation, If there is to be no Purchase Money Note, the cash required at the Closing per paragraph 3.1(a)
shall be reduced or increased by the amount of such Existing Mote Variation.
11.7 Vardations in New Loan Balance. In the event Buyer is obitaining & New Loan and the amount uliimately obtained exceeds the amount set forth in
paragraph 5.1, lhen Ihaarmmnfﬂmpm:haae Money Note, |Iany shall be reduced by the amount of such excess.
12. Rep ies of Seller and Discl
124 Seﬂefswmﬂssarﬂmpmsemahmssh:lswvaﬂwﬂlwngmdddl\aryc(lhadsodimapsmdcfsm and, are true, matarial and relied
upon by Buyer and Brakers in all respects. Seller hereby makes the following warranties and representations to Buyer and Brokers:
(a) Authority of Seller. Seller is the owner of tha Proparty anclor has the full right, power and authority to sall, convey and transfer the Property fo
Buyer as provided herein, and fo perform Seller's obligations hersunder,
(b} Maintenance Dunng Escrow and Equipment Condition At Closing. Except as i ided in 9.1(m) hereof, Seller shall
maintain the Property until the Closing in its present condition, ordinary wear and tear excepted.
{c) Hazardous mhrm'smngeTan.kaSellefhasnolmvdedge.emeptasoﬂﬂnﬁaedsdwedmmrmwﬁung.o(menameornﬂar

mdstence on the Property of any Hazardous Sub nor of the of prior e of any above or below ground storage tank.

{d',lMﬂpﬁmSﬂlwh&mkmﬂadgedanyaspaﬂumnmdmsﬁqmmmchwm T laws, rules, jons, codes or
cwananls omdlﬂons or resfrictions, or of mrwmnmlsudlemhmsn‘mdﬁblha Property unmu.rlapmnllwrnramwas required, or of any unfulfilled
order or licabl | agency or casually insurance company requiring any investigation, repalr, mall of
ImprmmﬂbspeﬂurmedmmeP

"WWY-

(&) Changes in Agreements. Frior to the Closing, Seller will not viclate or modify any Existing Lease or Other Agreement, or create any naw leases
or other agreements affecting the Property, without Buyer's written approval, which approval will not be unreascnably withheld.

(f) Possassory Rights. Seller has no knowledge that anyone will, at the Closing, have any right to possession of the Property, except as disclosed by
this Agreement or otherwise in writing to Buyer.

{g) Mechanics’ Liens. There are no unsalislied mechanics or materialmens' lien rights concerning the Property.

(h) Actions, Suits or Proceedings. Seller has no knowdedge of any actions, suils or dings pending or belore any sl
board, bureau, agency, arbilrator, court or tribunal that would affect the Property or the r[yutomcmym utifize same.

{l) Notice of Changes. Seller will prompfly notify Buyer and Brokers in writing of any Material Change (see paragraph 8.1(n}} affecting the Property
that becomes known fo Seller prior to the Clesing.

(i) No Tenant Bankrupicy Proceedings. Seller has no nolice or knowledge that any tenant of the Property is the subject of a bankruptcy or
insolvency proceeding.
{k} No Selier Bankrupley Procesdings. Seller is not the subject of a bankruptey, insolvency or probate proceeding.
{l) Parsonal Property. Seller has no knowledge that anyone will, at the Clnsmg, have any right to pcsssealcn of arrypersm plcpeny included in the
Purchase Price nor knowledge of any liens or b flecting such i property, excapt as disclosed by this Ag or otherwisa in writing ‘o
Buyer.
12.2 Buyer hereby acknowledges that, except as otherwise stated in this A Buyer Is purchasing the Property In its existing condition and will,
by the time called for herein, make or have waived all inspections of the Property Buyer hdlemarenwassayinpmlaﬂﬂsmn interest \n.a'ld its
contemplated use of, the Property. The Parfies acknowledge that, except as otherwise stated in this A

, assurances, oral or written, comemlngmsme.wwwdmemwmsﬁwmheﬂmm Ham'dunsmmlms of any

Dhm'mlmd’nmmlﬂw have been made by sither Party or Brokers, or refied upon by either Party herato.

123 In the event that Buyer leams that a Seller representation or warranty might be untrue prior to the Closing, and Buyer elecis 1o purchase the
Property anyway then, and in that event, Buyer waives any right that it may have to bring an action or proceeding against Seller or Brokers regarding said
representation or warranty.

12.4 Any enwironmental reports, soils reports, suneys, and other similar documents which were prepared by third party consultants and provided o
Buyer by Seller or Seller's representatives, have been delivered as an accommodation to Buyer and without any representation or warranty as to the
sufficiency, accuracy, completeness, andfor validity of said decuments, all of which Buyer refies on at its own risk. Seller believes said documants to be
accurate, but Buyer is advised to retain appropriate consullants o review said documents and investigate the Property.

13. Possession.
Possession of the Property shall be given o Buyer at the Closing subject to the rights of tenants under Existing Leases.
14. Buyer's Entry.
At any time during the Escrow period, Buyer, and its agents and represantatives, shall have the right at reasonable times and subject to rights of tenants, to
enter upon the Property for the purpose of making inspecti and tesls speci in this Ag Mo testing shall be conductad, however,
without Seller's prior approval which shall not be unreasonably withheld. Following any such entry or work, unless otherwise directed in writing by Seller, Buyer
shall return the Property to the condition it was in prior to such anfry or work, including the recompaction or removal of any disrupted sol or material as Seller
may reasonably direct. All such inspections and tests and any other work conducted or materials furnished with respact to the Property by or for Buyer shall be
paldforbmeasmdwhmduaarﬂBuyarsrﬂhmﬂy defend, protect and hold harmless Seller and the Property of and from any and all claims,
liakiliies, losses, ({ncluding bl ! fees), d: inchuding those for injury fo person or property, arising out of or relating to any
such work or materials or the acts or omissions of Buyer, iis agents or employees in connection therewith.
15. Further Documents and Assurances.
The Farties shall each, difigently and in gooed faith, underiake all actions and procedures reasonably required to place the Escrow in condition for Closing as
and when required by this Agreement. The Parfies agree lo provide all further information, and to execute and defiver al further documents, reasonably
required by Escrow Holder or the Title Company.
16. Altorneys' Fees,
If any Party or Broker brings an action or p {inchuding g the Property whether founded in tort, contract or equity, or to declare rights:
hereunder, the Prevalling Party (as hereafter cefined) in any such plwaethg ax:llm or appeal thereon, shall be entited 10 reasonable attomeys® fees, Such
feﬁsmybaawmdedlnmasamesdtamsdunasepmsuh.wmherutmlmhduhmmpmmmgmpurwedhm[mm]udgm The term
"Prevailing Pattr‘ shall lrluluds without limitation, a Party or Broker who substantially obtains or defeals the reliel sought, as the case may be, whether by
judg or tha aband by the other Party or Broker of its claim or defense. The attomeys' fees award shall not be computed
in accorcance with any court fee schedule, but shall be such as to fully reimburse all altorneys’ fees reasonably incurred,
17. Prior Agreements/Amendments.
17.3 ThlsAgrwmenhwpnMsmyamdl prior agreameants betwaen Seller and Buyer regarding tha Froperty,
17.2 A o to this Ag are effective only if made in writing and executed by Buyer and Seller.
18. Broker's Rights.

18.1 If this sdle iz not consummated due 1o the default of either the Buyer or Seller, the defaulting Party shall ba iiable to and shall pay to Brokers the
Brokerage Fee that Brokers would have received had the sale been consummated. If Buyer is the dafaulting party, payrment of said Brokerage Fea is in addition
1o any cbligation with respect to Bquidated or other damages.

18.2  Upon the Closing, Brokers are authorized to publiciza the facis of this transaction.

19. Notices.

191 Whenaver any Party, Escrow Holder or Brokers herein shall desuebgveursemmy nofice, demand, request, approval, disapproval or other
communication, each such communication shall be in writing and shall be y, by or by mail, pestage prepaid, to the address set
forth in this A or by 1

18.2 Service f any such communication shall be deemed made on the date of actual receipt if personally delivered. Any such communication sent by
regular mail shall be deemed glven 48 hours after the same is mailed. Communications sent by United States Express Mail or ovemight courier that guarantee
na:ddaydalwe:ysha]lhedaenﬂdddlwnd%hmrsaﬂaldeﬂmryafI’Bsa’neloﬂ'ﬁ?oshlﬁarﬂceucouﬂmr‘ by
transmission shall ba deemed delivered upon telephonic jon of receipt (| repart frem fax machine is sufficient), provided a copy Is also
delivered via delivery or mail. If such communication is received on a Saturday, Sunday or legal holiday, it shall be deemed received on the next business day.

18.3 Any Party or Broker hereto may from time o time, by notice in writing, designate a different address to which, or a different person o additional
parsons ‘o whom, all communicaticns are thereafter to be made.

2. Duration of Offer.
20.1 1 this offer is not accapted by Seller on or befora 5:00 P.M, ding fo the time i o the city of

on the date of

it shall be deemed automatically revokad.
20.2 The acceptance of this offar, or of any subsequent counteroffer hereto, that creates an agreement betwsen the Parties as described in paragraph
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1.2, shall be daec]:nad made upon dellvery to the other Party or either Broker herein of a duly executed writing unconditionally accepting the last outstanding
;{:‘?f t[oﬁml:;;;:'{rgD DAMAGES. (This Liguidated Damages paragraph is applicable only if initialed by both Parties).

THE PARTIES AGREE THAT IT WOULD BE IMPRACTICABLE OR EXTREMELY DIFFICULT TO FIX, PRIOR TO SIGNING THIS
AGREEMENT, THE ACTUAL DAMAGES WHICH WOULD BE SUFFERED BY SELLER IF BUYER FAILS TO PERFORM ITS
OBLIGATIONS UNDER THIS AGREEMENT. THEREFORE, IF, AFTER THE SATISFACTION OR WAIVER OF ALL
CONTINGENCIES PROVIDED FOR THE BUYER'S BENEFIT, BUYER BREACHES THIS AGREEMENT, SELLER SHALL BE
ENTITLED TO LIQUIDATED DAMAGES IN THE AMOUNT OF . UPON PAYMENT
OF SAID SUM TO SELLER, BUYER SHALL BE RELEASED FHOI'-'I ANY Fl.IHTHER LIABILIT\‘ TO SELLER, AND ANY ESCROW
CANCELLATION FEES AND TITLE COMPANY CHARGES SHALL BE PAID BY SELLER.

Buyer Initials Seller Initials

22. ARBITRATION OF DISPUTES. (This A of Di h is applicable only if initialed by both Parties.)

22.1 ANY CONTROVERSY AS TO WHETHER SELLER IS ENTITLED TO THE LIQUIDATED DAMAGES AND/CR BUYER IS
ENTITLED TO THE RETURN OF DEPOSIT MONEY, SHALL BE DETERMINED BY BINDING ARBITRATION BY, AND UNDER THE
COMMERCIAL RULES OF THE AMERICAN ARBITRATION ASSOCIATION ("COMMERCIAL RULES'). ARBITRATION HEARINGS
SHALL BE HELD IN THE COUNTY WHERE THE PROPERTY IS LOCATED. ANY SUCH CONTROVERSY SHALL BE ARBITRATED
8Y 3 ARBITRATORS WHO SHALL BE IMPARTIAL REAL ESTATE BROKERS WITH AT LEAST 5 YEARS OF FULL TIME
EXPERIENCE IN BOTH THE AREA WHERE THE PROPERTY IS LOCATED AND THE TYPE OF REAL ESTATE THAT IS THE
SUBJECT OF THIS AGREEMENT. THEY SHALL BE APPOINTED UNDER THE COMMERGIAL RULES. THE ARBITRATORS
SHALL HEAR AND DETERMINE SAID CONTROVERSY IN ACCORDANCE WITH APPLICABLE LAW, THE INTENTION OF THE
PARTIES AS EXPRESSED IN THIS AGREEMENT AND ANY AMENDMENTS THERETO, AND UPON THE EVIDENCE PRODUCED
AT AN ARBITRATION HEARING. PRE-ARBITRATION DISCOVERY SHALL BE PERMITTED IN ACCORDANCE WITH THE
GCOMMERCIAL RULES OR STATE LAW APPLICABLE TO ARBITRATION PROCEEDINGS. THE AWARD SHALL BE EXECUTED
8Y AT LEAST 2 OF THE 3 ARBITRATORS, BE RENDERED WITHIN 30 DAYS AFTER THE GONGLUSION OF THE HEARING,
AND MAY INCLUDE ATTORNEYS' FEES AND COSTS TO THE PREVAILING PARTY PER PARAGRAPH 16 HEREOF. JUDGMENT
MAY BE ENTERED ON THE AWARD IN ANY COURT OF COMPETENT JURISDICTION NOTWITHSTANDING THE FAILURE OF A
PARTY DULY NOTIFIED OF THE ARBITRATION HEARING TO APPEAR THEREAT.

22,2 BUYER'S RESORT TO QR PARTICIPATION IN SUCH ARBITRATION PROCEEDINGS SHALL NOT BAR SUIT IN A
COURT OF COMPETENT JURISDICTION BY THE BUYER FOR DAMAGES AND/OR SPECIFIC PERFORMANCE UNLESS AND
UNTIL THE ARBITRATION RESULTS IN AN AWARD TO THE SELLER OF LIQUIDATED DAMAGES, IN WHICH EVENT SUCH
AWARD SHALL ACT AS A BAR AGAINST ANY ACTION BY BUYER FOR DAMAGES AND/OR SPECIFIC PERFORMANCE.

22,3 NOTICE: BY INITIALING IN THE SPACE BELOW YOU ARE AGREEING TO HAVE ANY DISPUTE ARISING OUT OF THE
MATTERS INCLUDED IN THE "ARBITRATION OF DISPUTES' PROVISION DECIDED BY NEUTRAL ARBITRATION AS
PROVIDED BY CALIFORNIA LAW AND YOU ARE GIVING UP ANY RIGHTS YOU MIGHT POSSESS TO HAVE THE DISPUTE
LITIGATED IN A COURT OR JURY TRIAL. BY INITIALING IN THE SPACE BELOW YOU ARE GIVING UP YOUR JUDICIAL
RIGHTS TO DISCOVERY AND APPEAL, UNLESS SUCH RIGHTS ARE SPECIFICALLY INCLUDED IN THE "ARBITRATION OF
DISPUTES" PROVISION. IF YOU REFUSE TO SUBMIT TO ARBITRATION AFTER AGREEING TO THIS PROVISION, YOU MAY
BE COMPELLED TC ARBITRATE UNDER THE AUTHORITY OF THE GALIFORNIA GODE OF CIVIL PROGEDURE. YOUR
AGREEMENT TO THIS ARBITRATION PROVISION IS VOLUNTARY.

WE HAVE READ AND UNDERSTAND THE FOREGOING AND AGREE TO SUBMIT DISPUTES ARISING OUT OF THE MATTERS
INCLUDED IN THE "ARBITRATION OF DISPUTES® PROVISION TO NEUTRAL ARBITRATION.

Buyer Initials Seller Inftials

23. Misceilaneous.

23.1 Binding Effect.  This Agreement shall be bincing on the Partles without regard to whether or not paragraphs 21 and 22 are initialed by both of
the Parties. Paragraphs 21 and 22 are each incorporated into this Agreement only if initialed by both Parties at the time that the Agreement is executed.

23.2 App Law. This / shall be governed by, and paragraph 22.3 is amended to refer to, the laws of the state in which the Propeny Is

located.

?3 3 Tima of Essence. Time is of the essence of this Agreement.

This may be by Buyer and Seller in counterparts, each of which shall be deemed an original, and all of
which logulhar shall conslitute one and the same instrument. Escrow Helder, after verifying that the counterparts are identical except for the signatures, is
o bine the signed sig pages on one of the T ‘which shall then constitute the Agreement.

23.5 Wsl\rer of Jury Trlal. THE PARTIES HEREBY WAIVE THEIR RESPECTIVE RIGHTS TO TRIAL BY JURY IN ANY ACTION OR
PROCEEDING INVOLVING THE PROPERTY OR ARISING OUT OF THIS AGREEMENT.

236 Cunfli:t ) Anymnlicl between the printed provisions of this Ag and the ty o handwritten provisions shall be controlled
by the

23.7 1031 Em:hnnge Both Sellsr and Buyer agree to cooperate with each other in the event that either or both wish to participate In a 1031 exchange.
Any party initiating an exchange shall bear all costs of such exchange.

24, Disclosures Regarding The Nature of a Real Estate Agency Rfelnﬁonuhlp

24.1 The Perfies and Brokers agree that their ip{s) shall be g d by the set forth in the applicable sections of the California Civil
Code, as summarized in paragraph 24.2,
24.2 When entering into a discussion with a real estate agent areal estate ion, & Buyer or Seller should from the outset undersland

what type of agency relationship er representation it has with the agent or agents In the transaclion. Buyer and Seller acknowledge being advised by the
Brokers in this transaction, as follows:

(a) Seler’s Agent. A Seller's agent under a [isting agreement with the Seller acts as the agent for the Seller only. A Seller's agent or subagent has
the folowing affirmative cbligations: (1) To the Sefler: A fiduciary duty of utmost care, integrity, honesty, and loyalty in dealings with the Seller. (2) To the Buyer
and the Selier: a. Diligent exercise of reasonable skills and care in performance of the agent's duties. b. A duty of honest and fair dealing and good faith. . A

duty to disclose all facts known to the agent i the value or of the property that are not known 1o, or within the diligent attention and
observation of, the Paries, An agent is not obligated to reves! to eilher Party any confidential information obtained from the other Party which does not involve
the affirmative dufies set forth above.

{b} Buyer's Agenl. A selling agent can, with a Buyer's consent, agree to act as agent for the Buyer only. In these situations, the agent is nat the
Seller's agent, even if by agreement the agent may receive compensation for senvices rendered, either in full or In part from the Seller. An agent acting only for
a Buyer has the following affirmative chligations. (1) To the Buyer: A fiduciary duty of utmost care, integrity, honesty, and loyalty in dealings with the Buyer. (2)
To the Buyer and the Seler: a. Diligent sxercise of reasonable skills and care in performance of the agent's duties. b. A duty of honest and fair dealing and
good faith. ¢. A duty to disclose all facts known to the agent materially affecting the value or desirability of the property that are not known to, of within the
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diligent attention and observation cf, the Parties. An agent is not cbligated to reveal to either Party any confidential information obtained from the other Party
which dees not involve the affirmative duties set forth above,

{c) Agent Reprasenting Both Sedler and Buyer. A real estale agent, either acling directly or through one or more associate licenses, can legally be
Ihe agent of both the Seller and the Buyer In a transaction, but only with the knowledge and consent of beth the Seller and the Buyer. (1) In a duad agency
situation, the agent has the following affirmative obligations to both the Seller and the Buyer: a. A fiduciary duty of utmest care, integrity, honesty and loyalty in
the dealings with aither Seller or the Buyer. b. Other duties to the Seller and the Buyer as stated above in their respective sectiona {a} or (b) of this paragraph
24.2, (2) In representing both Seller and Buyer, the agent may not without the express permigsion of the respective Party, disclose to the other Party that the
Seller will accept a price less than the listing price or that the Buyer will pay a price greater than the price offered. (3) The above duties of the agent in a real
estate transaction do not relieve a Seller or Buwarom the responsibilty o protect their own interests. Buyer and Seller should carefully read all agreements 1o
assure that they adequately express their und of the tion. A real estate agent is a person qualified to advise about real estate. If legal or tax
adhvice is desired, consult a compelent professional.

(d) Further Disclosures. Throughout this transaction Buyer and Seller may receive more than one disclosure, depending upen the number of agents
assisting in the transaction. Buyer and Seller sheuld each read its contents each time it is p ing the i bety them and the real
estate agent in this fransaction and that disclosure. Brokers have no responsibility with respect to any default or breach hereof by either Party. The Partles
agrseﬂmmlmurlorcmeflegdpmceed: q involving any breach of duty, error or omission relaing to this transaction may ba brought against Broker more
ihan one year after the Date of Ag-ea-nentandmanheIiabii'ly(‘mluﬂmgmcoslsandaﬂomeys‘iees}.dmyBrdcerwih respect to any braach of duty,
error or omission relating to this Agreement shall not exceed the fee received by such Broker pursuant to this Agreement; provided, however, that the foregoing

mitation on each Broker's liability shal not be appli to any gross neghig o willful mi: duct of such Broker.

24.3  Confidential information: Buyer and Seller agree to identify to Brokers as "C ial" any ication or ir ion given Brokers that is
considered by such Party 1o be confidential.
25, of In g this , all and tites are for the convenience of the Parties only and shall not be
o a par of Iﬂs laqLired hy the comem the slngl.lar shall include the plural and vice versa. Unless otherwise spa;lﬁcalry
indicated to tha contrary, the word “days” as usad in this Agreement shal mean and refer 1o calendar days. This A shall not be d as il

prepared by one of the Parties, but ralher according to s fair meaning as a whole, as if both Parties had prepared it.
26 Additional Provisions:
Additional provisions of this offer, if any, are as follows or are aftached hereto by an

throuch ___ - (It there are no additional provisiens write "NONE®.)

of

TTENTION: NO REPRESENTATION OR RECOMMENDATION IS MADE BY THE AIR COMMERCIAL REAL ESTATE ASSOCIATION OR BY ANY
OKER AS TO THE LEGAL SUFFICIENCY, LEGAL EFFECT, OR TAX CONSEQUENCES OF THIS AGREEMENT OR THE TRANSACTION TO)|
HICH IT RELATES. THE PARTIES ARE URGED TO:

SEEK ADVICE OF COUNSEL AS TO THE LEGAL AND TAX CONSEQUENCES OF THIS AGREEMENT.

s RETAIN APPROFRIATE CONSULTANTS TO REVIEW AND INVESTIGATE THE CONDITION OF THE PROPERTY. SAID INVESTIGATION
HOULD INCLUDE BUT NOT BE LIMITED TO: THE POSSIBLE PRESENCE OF HAZARDOUS SUBSTANCES, THE ZONING OF THE PROPERTY,
HE INTEGRITY AND CONDITION OF ANY STRUCTURES AND OPERATING SYSTEMS, AND THE SUITABILITY OF THE PROFERTY FOR
ER'S INTENDED USE.

ARNING: IF THE PROPERTY IS LOCATED IN A STATE OTHER THAN CALIFORNIA, CERTAIN PROVISIONS OF THIS AGREEMENT MAY NEED
'0 BE REVISED TO COMPLY WITH THE LAWS OF THE STATE IN WHICH THE PROPERTY IS LOCATED.

NOTE:

1. THIS FORM IS NOT FOR USE IN CONNECTION WITH THE SALE OF RESIDENTIAL PROPERTY.

2 IF THE BUYER IS A CORPORATION, IT IS RECOMMENDED THAT THIS AGREEMENT BE SIGNED BY TWO CORPORATE
OFFICERS.

The undersigned Buyer offers and agrees to buy the Property on the terms and conditions stated and acknowledges receipt of a copy hereof.

BROKER: BUYER:
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Attn: By,
Title: _ Date:
Address: MName Printed:

Email:
Federal ID No.

Facsimile:| )
Email:
Federal ID No.

27. Acceptance.

27.1  Seller accepis the foregoing offer to purchase the Property and hereby agrees 1o sell the Property to Buyer on the terms and conditions therein
specified.

27.2 Seler acknowledges that Brokers have been reteined to locate a Buyer and are the procuring cause of the purchase and sale of the Property set
forth in this Agreement. In consideration of real estate brokerage service rendered by Brokers, Seller agrees fo pay Brokers a real estate Brokerage Feeina
sum equal to % of the Purchase Price to be divided equally between Seller's Broker and Buyer's Broker. This Agreement shall serve as an
irrevocable instruction to Escrow Holder to pay such Brokerage Fee to Brokers out of the proceads accruing to the account of Seller at the Closing.

27.3  Seller acknowiedges receipt of a copy hereof and authorizes Brokers to deliver a signed copy to Buyer.

NOTE: A PROPERTY INFORMATION SHEET IS REQUIRED TO BE DELIVERED TO BUYER BY SELLER UNDER THIS AGREEMENT.

BROKER: SELLER:
Atin: By —
Title: Date:
Address: Mame Frinted:
Title:
Telap | 3 Telephone:( )
Facsimila:( ) F | )
Email:
Federal ID No.: By:
Date:
Mame Printed:
Title:
Address:
Telep { 1
Facsimile:! }
. -
Emal:
Federal ID No.:

NOTICE: These forms are often modified to meet changing requirements of law and industry needs. Always write or call to make sure you are
utilizing the most current form: AIR Ci ial Real Estate , 800 W 6th Street, Suite 800, Los Angeles, CA 90017. Telephone No,
(213) 6B7-8777. Fax Mo.: (213) 687-8616.

© Copyright 2003 By AIR C lal Real Estate A
All rights reserved.
No part of these works may be reproduced in any form without permission in writing,
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ESCROW

T he term "escrow" means any agreement between two or more parties (principals) wherein the
delivery of the instruments, monies, items of value, or evidence of title to real or personal property
are deposited with a 'NEUTRAL' third party, (the escrow agent). This agreement contains specific written

instructions executed by all parties to the transaction.

Other parties may be brought into the escrow by virtue of the instructions and requirements of the buyer
and seller, i.e., the lender, lien holders, contract vendors, etc. In order for the seller and buyer to complete
the transaction, it may be necessary to receive money and documents from these other parties. These other
parties will deposit their items of value into the escrow along with their written instructions which confine
the items to the escrow until their conditions have been met. The escrow fee is usually split between the

buyer and seller, but this can be changed by an agreement of the parties.

Some of the functions performed by the escrow agent to close a real estate transaction are listed below.

* Receive a completed and fully executed purchase and sale agreement and/or lender’s instructions.

*  Order and deliver a commitment for title insurance to the parties of the transaction.

e Order all necessary payoff statements and demands to clear the title.

e Prepare all necessary documents to transfer title.

*  Prepare the estimated and final closing statements.

» Obtain all necessary signatures, funds, and documents to close the transaction.

e Record and deliver all necessary documents and disburse the funds according to the parties and/or

lender’s instructions.

Title insurance is the safeguard that an owner needs to obtain at the close of an escrow to assure oneself
that there are no future problems with resale of the property. Title insurance is not expensive and in many

cases the cost is shared equally between buyer and seller.

First American Title
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Sample Closing Statement

GOLD COUNTRY ESCROW, INC.

18180 Yorba Linda Boulevard, Suite 503, Yorba Linda, CA 92886
(714) 579-3511 + FAX (714) 579-3525

SELLER'S CLOSING STATEMENT

Final
Escrow Number: Title Order Number:
Escrow Officer: Date:
Closing Date:

Buyer/Borrower:

Seller:

Property:
B ey L W DESCRIPLIO oot s i DEB IS
TOTAL CONSIDERATION 460,000.00

PRORATIONS/ADJUSTMENTS: 2
Property Tax @ 2,977.62 per 6 month(s) 5/14/2010 to 7/01/2010 793.92
Listing and Selling Agent Contribution to 2nd 9,200.00
COMMISSION(S):
Listing Broker: The Remm Group 13,800.04
Selling Broker: White Realty Associates 13,800.00
TITLE CHARGES

Sub Escrow Fee: Advantage Title Company 62.50

Seller Reimb. - owners title policy: Advantage Title Company 1,481.00

Seller Reimb. - County Transfer Tax: Advantage Title Company 506.001

ESCROW CHARGES TO: Gold Country Escrow, Inc.
Escrow Fee 1,036.00
LENDER CHARGES
Seller Contribution To 2nd: Wells Fargo POC $4,979.00
LOAN PAYOFF: Wells Fargo.

Extra Proceeds 806.42

Discharge of Mortgage 417,565.001

Wire 25,00

Total Loan Payoff 418,396.42

LOAN PAYOFF: Wells Fargo - 2nd Mori{gage

Wire 25.00/

Discharge of Mortgage 20,822.00

Total Loan Payoff 20,847.00

ADDITIONAL DISBURSEMENTS:
Natural Hazard Report Fee: JCP-LGS 65.0
TOTALS 469,993.92 469,993.92
AGENT’S COPY
GOLD COUNTRY ESCROW

THIS IS A FINAL CLOSING STATEMENT
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4 OMB No. 2502-0265

A. U.8. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
« SETTLEMENT STATEMENT

GOLD COUNTRY ESCROW INC.

16180 Yorbs Linda Boulgvard, Sullo 203, Yorbd Li,
[THSTIINNN « FAO (714] 6783828

B. TYPE oF LOAN
] FEA 2. RHS 3. [X] conv. unms.
4 [ va 5 [ ] CONV.INS.

6. FILE NUMBER:
59728 37-00545

7. LOAN NUMBER

8 MORTGAGE INS. CASENO.:

£.NOTE: This form is fumished to give you a statement of actual settlement costs.

marked "(p.0.c.)" were paid outside the closing; they are shown here for

Amounts paid to and by the settlement 2gent are shown. Items

purposes and are not included in the totals.

[=}

. NAME & ADDRESS
OF BORROWER:

m

NAME & ADDRESS

OF SELLER:

F. NAME & ADDRESS =
OF LENDER:

PROPERTY LOCATION:

=l

SETTLEMENT AGENT:
PLACE OF SETTLEMENT:

| SETTLEMENT DATE: __ 5/14/2010 _Final

X.

J. Summary of Borrower's Transaction
100. Gross Amount Due From Borrower:

400, Gross Amount Due To Seller:

Summary of Seller's Transaction :

101. Contract sales price | 401. Contract sales price 460,000.00
102. Personal proparty | 402. Personal property
103. 1 charges to borrower: (line 1400} 403.
104. 404,
105. 405,
Adjustments For Items Paid B! Seller In Advance | Adjustments For Items Paid 1 Bx_Stuer In Advance:
106. City/town taxes 406. City/lown taxes
107. County taxes ) o 407. County taxes 05/14/10 10 07/01/10 793.92
108, A T e 408, Assessments to
109, 409, Listing and Selling Agent Contribution to 2nd 9,200.00
110, 410.
111 411.
112, 412. ‘
113, 413. }
114, 414, |
115, 415, |
116. 416. |
120. Gross Amount Due From Borrower: 420. Gross Amount Due To Seller: l 469,993.92
200. Amounts Paid By Or In { Borrower: 500. Reduction: Sell
201, Deposil or eamest money . S501. Excess deposit (see instructions)
202. Principal amount of new loan(s) 502. charges to seller (line 1400) 28.763.50
| 203. Existing loan(s) taken subject to 503. Existing loan(s) taken subject ta
204, 504. Payoff 1st Mtg. Ln. Wells Fargo 418,396.42
205. 505. Payoff 2nd Mtg. Ln. Wells Fargo - 2nd Mortgage 20.847.00
206. 506. Seller Reimb. - owners title policy 1,481.00
207. 507. Seller Reimb. - County Transfer Tax 506.00
208. 508, Seller Contribution To 2nd- POCS  $4979 00
209. 509.
Adjustments For Items Unpaid By Seller: Adjustments For Items Unpaid By Seller:
210. City/town taxes 0 510. City/town taxes
211, County taxes 0 511, County taxes o
212, Assessments to S12. o
213, B 513,
214. 514.
215, s1s.
216. 516.
217 517,
218 518,
219, 519.
220. Total Paid By/For 520. Total Reductions
Borrower: ; In Amount Due Seller: AR PRI
1t t Frg ower: lem ¢l
301, Gross ameunt due from borrower (line 120) = 601. Gross amount due to seller (line 420) 469,993 92
302. Less amount paid by/for borrower (line 220) 602, Less redustions in amount due seller (line 520} 469,993,92
303. Cash (DFROM) \DTO) Borrower: 0.00| 603. Cash Dl‘O) [[JFROM} Seller:

0.00

The Public Reporting Burden for this collection of information is estimated at 35 minutes per response for collecting, reviewing, and reporting the data, This agency
may not collect this informaticn, and you are not required to complete this form, unless it displays a currently valid OMB control number, No confidentiality is assured;
this disclosure is mandatory. This is designed to provide the parties to a RESPA covered transaction with information during the settlement process.

Previous editions are obsolete

Page 1 of 3

HUD-I
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Escrow

L. SETTLEMENT CHARGES Escrow: 59728
700. Total Real Estate Broker Fees Paid From Paid From
- Borrower's Seller's
Division of C ission (line 700} As Follows: FT[ds Fl:ltds
. lol_ﬂi—L?z.B.ﬂQ.QO_m_Ibn_ReanGmp_ S Settlenent Setilenent
|_702. % 13.800.00 to White Realty Associale: B
703, Commission paid at settlement o 27.600.00
704,

e In C tion With Loan:

201, Qur origination charge 3 {from GFE #17 —
| 802 Your credit or charge {points) for the specific i rate chosen § e (from.GFE#2) |
803, Your adjusted origination charges (from GFE A)
|_804. Appraisal fecto .. : (from GFE #3)
|_805. Credit report to (from GFE #3)
|_806, Tax service to B {from GFE #3)
|_807. Flood certification e S (from GFE #3)

&11. oy
213, B I R
814,
815
816,
817
818.
219,
| 900, Iiems Beguired By Tender To Be Paid To Ad
901, Daily interest charges from to @35 fday (0 days) (from GFE #10)
| 902, Mortgage insurance premium for me. to (from GFE #3)
S03. Hom: s insurance for s to (from GFE #11}
904. Flood insurance premium for.__yrs. to
905
06,

i ith Lender:

1001. Initial deposit for your escrow account . (from GFE #9)
|_1002. Homcowner's insurance.. . 0 months @ $ 0,00 per month P
_1003, Morigage insurance 4] hs @ $ 0.00 per month

1004, City property taxes Q hs@s 0.00 per month
1005, County property {axes 0 months @ § ___ 0.00 per menth
| 1006. Annual 0 hs @ 8 0,00 per month S — SR
1007. Flood insurance 0 months @ % Q.00 per month

1008, 4] ths @ § 0.00 per month

1009, Aggregate Adjustment

1100, Title Charees
1101, Title services and lender's title i (from GFE #4)
| 1102, Settlement or closing fee to Gold Country Escrow, Inc. 103600
1103, Owner's title insurance (from GFE #5)
1104, Lender's title insurance
1105, Lender's title policy limit §
wner's title policy limit & . N
1107. Agent's portion of the total title insurance premimm

1108. Underwriter's portion of the total title insurance premium

1109. Sub Escrow Fee to Advantage Title Company 62,50
1110
1111,
1112,
1113
1114,
| 1200, Government Recordine and Transfer Charses:
1201, Government recording charges (from GFE #7)
1202. Deed $ 0.00 Mortgage § 0.00 Rel. $ 0.00 S
1203, Transfer taxes (from GFE #8)
1204. City/County tax/stamps Deed $ 0.00 Mortgage §  0.00

12035, State X Deed § 0.00 Mortgage §  0.00

itlonal Seitl LCharees:
|_1301. Required services that you can shop for (from GFE #6) - —
1202, Survey to
1303. Pest inspection to = —
_1304. Natural Hazard Report Fee to JCP-LGS - - -—63.00
1305 —

1306 S
1307, S S ==
L1400, Toial Settlement Charge (Enter on line 103, Section J - and - line 302, Section K) 28,763,50|

Previous editions are obsolete Page 2 of 3 HUD-1
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ATTACHMENT TO HUD 1 Escrow No.: 59728
Settlement Date:  5/14/2010 Title No.: 1163516
Page: 1

EXHIBIT A: (11U Section 500} Sel

Reductions In Amount Due To Seller: - Loan Payoff Breakdown:

‘Wells Fargo

Extra Proceeds To: Wells Fargo 806.42

Discharge of Mortgage To: Wells Fargo 417,565.00

Wire 'l'o: Wells Fargo 25.00
Total: 418,396.42

Wells Fargo - 2nd Mortgage

Wire To: Wells Fargo - 2nd Mortgage 25.00

Discharge of Mortgage To: Wells Fargo - 2nd Mortgage 20,822.00
Total: 20,847.00
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REAL ESTATE APPRAISAL

W

hat is the value of a property in the United States? Although this may seem like an obvious

question, surprisingly, it is often overlooked.

In the past, many foreign investors new to the U.S. markets were not adequately informed about
the value of the properties in various locations. Many made the mistake of comparing their own
country’s property values to that of U.S. property values. Today’s investor should not make the
same mistakes. They should investigate the value of the real estate properties in consideration of
government structure, real estate laws and regulations, land tenure (land ownership), economics,
local supply and demand, demographics and culture. It is also imperative that the investor engage
an experienced, reputable and licensed Appraiser that will objectively evaluate the market value

of the subject property they are interested in acquiring.
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Real Estate Appraisal

BASIC STEPS FOR APPRAISAL VALUATIONS

Define the Scope of Work

l

Inspect the Subject Property and Neighborhood Properties

!

Collect Pertinent Data

l

Determine the Highest and Best Use of the Subject Property

!

Apply Appropriate Appraisal Methodology or Methodologies

!

Cost Approach

. Estimate the value of
the land.

. Estimate the current cost
of replacing the building.

. Estimate and deduct the
amount of depreciation.

. Add the estimated land
value to the depreciated
cost of the building.

Market Comparison
Approach

1. Locate comparable

properties in the same
or similar neighborhoods.

. Compare the selected

properties with the subject
property and make the
appropriate adjustments.

. Reconcile comparable

information; estimate a
conclusion of value based
on the best market data
after comparison.

Income Approach

. Estimate the potential

gross income.

. Estimate the effective

gross income.

. Deduct annual operating

expenses to arrive at
net operating income.

. Estimate the property

value via: (1) direct
capitalization rate and/or
(2) discounted cash flow
method.

l

Correlate the Approaches to Value

!

Complete the Appraisal Report
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Real Estate Appraisal

VALUATION

In the United States, the majority of appraisal valuations are conducted by independent appraisers
licensed in their respective State jurisdictions. The investor is cautioned, however, that not all appraisers
are experts in appraising different types of properties. The appraiser utilized should be competent and
have the knowledge and experience in appraising the type of property that is being purchased. Appraisal
valuations may be conducted for sales purposes, real property tax assessment purposes, eminent domain
purposes (condemnation), collateral evaluation, securitization, estate settlement and mortgage lending
purposes. All real estate investors need accurate valuations that specifically identify the intended use, the

intended user and a defined scope of work.

SCOPE OF WORK

There are many types of appraisals that are done for different purposes, thus, the scope of work must be
well defined and agreed upon by the appraiser and the client. The Uniform Standards of Professional
Appraisal Practice (USPAP) defines scope of work as “the type and extent of research analysis in an
assignment”. Scope of work includes, but is not limited to:

e The extent to which the property is identified,;

e The extent to which tangible property is observed,;

e The type and extent of data researched; and

e The type and extent of analyses applied to arrive at opinions or conclusions.

MARKET VALUE

International valuation standards were established in 1984 by the International Valuation Standards
Committee (IVSC), a non-government organization member of the United Nations. There are many
definitions of Market Value; however for purposes of this section, the Market Value of the International

Valuation Standards Committee (IVSC) will be utilized as follows:

“Market value is the estimated amount for which a property should exchange on the date of
valuation between a willing buyer and willing seller in an arm’s length transaction after proper
marketing wherein the parties had each acted knowledgeably, prudently, and without

compulsion”.’
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Real Estate Appraisal

LAND TENURE (Land Ownership)

Generally, there are two forms of land ownership in the United States, fee simple estate and leasehold

estate.

Fee simple estate: ““Absolute ownership unencumbered by any other interest or estate, subject only to the
limitations imposed by the governmental powers of taxation, eminent domain (condemnation), police
power and escheat (the right of ownership goes to the government if a person dies without a will or
discoverable heirs)”.

In the United States the individual has the opportunity to own land by purchasing his land in fee simple;

subject to the four limitations mentioned above.

Leasehold interest: “The interest held by the lessee (the tenant or renter) through a lease transferring the
rights of use and occupancy for a stated term under certain conditions”.

The fee simple estate owner can lease his interest for a lump sum fee payment or a periodic fee payment
for a specified time period which is negotiated between landowner (lessor) and the lessee (the tenant or

renter). At the end of the lease term the land reverts back to the fee simple owner.

HIGHEST AND BEST USE

The Highest and Best Use Analysis is essential in the appraisal process because it will help the appraiser

define the Scope of Work that will be performed for the client.

A highest and best use analysis identifies the most probable and profitable competitive use for the subject
property. Since economic conditions change, a property's highest and best use changes as well. This
analysis is an essential step in the determination of market value because it establishes a framework for

the proper selection of comparable properties.

There are four main tests in a highest and best use study: (1) governmental requirements and limitations
like zoning and private deed restrictions; (2) physical constraints; (3) financial feasibility; and (4)
maximum productivity. If more than one use survives the first three tests, then the use that produces the

highest positive reward with the least risk is the highest and best use."
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Real Estate Appraisal

APPRAISAL METHODOLOGY

There are generally three basic valuation methods considered in a real estate appraisal: the Cost Approach,

the Market Comparison Approach and the Income Approach.

COST APPROACH

The Cost Approach in normal circumstances can be utilized to establish the upper limit of value of a
proposed or newly constructed structure. As the structure ages, the reliability of this approach to value
dissipates because depreciation cannot be precisely measured and its replacement cost is difficult to
estimate accurately. The cost approach consists of four basic steps:

1. Estimate the value of the land;

2. Estimate the current cost of replacing the building;

3. Estimate and deduct the amount of depreciation;

4. Add the estimated land value to the depreciated reproduction or replacement cost of the building

to arrive at the total value of the property.

1. Estimate the Land Value
The Market Comparison Approach (in the following section) can be used to determine the market

value of the vacant site.

2. Estimate the Replacement Cost
Replacement cost is the total cost of construction required to replace the subject building with a
substitute of like or equal utility using current standards of materials and design. These costs include
labor, materials, supervision, contractor’s profit and overhead, architectural plans and specifications,

sales taxes and insurance.

Replacement Cost should not be confused with Reproduction Cost, which is the cost of replacing the
exact replica of all the original materials in place. This cost is usually much higher due to the
unavailability of older material, finishes and fixtures utilized when the original building was
constructed. An example of this would be to estimate the cost of reproducing an exact replica of a

historical building.
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Real Estate Appraisal

3. Estimate and Deduct the Depreciation
In appraising, depreciation is ““a loss in property value from any cause: the difference between the cost
of an improvement on the effective date of the appraisal and the market value of the improvement on
the same day™.
Three components (types) of depreciation:

e Physical deterioration- due to basic wear and tear from regular use
¢ Functional obsolescence- due to a flaw in design, function and/or utility
e External obsolescence- due to negative influences on market conditions

4. Total Value of the Property
Add the estimated land value to the depreciated reproduction or replacement cost of the building to

arrive at the total value of the property.

MARKET COMPARISON APPROACH

The market comparison approach is the most commonly used method for appraisal valuation when good
market comparables similar to the subject property are available. However, in order for a property to be
considered similar, it must have the same Highest and Best Use as the subject property and be reasonably

comparable in size, location, physical condition, and other such characteristics.

There are three main steps in the market comparison approach:

1. Locate several comparable properties in the same or similar neighborhoods.

2. Compare the selected properties with the subject property and make appropriate plus and minus
itemized adjustments to the sales prices to account for any significant differences in age, location,
or physical characteristics. Note: When utilizing this approach to value for commercial income
producing properties additional items of comparison such as the income ratios, capitalization rate,
price per unit and price per square foot must be considered.

3. Reconcile all the comparable information and estimate a conclusion of value based on the best

market data after comparison.
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Real Estate Appraisal

INCOME APPROACH

The income approach is the most important valuation technique when evaluating commercial and income
producing properties. Each property is complex and contains variables unique to each individual property.
Items such as existing short and long term tenant leases, capital reserve and budget analysis, investment
holding periods, uneven cash flow and expenses, rent up analysis for new or vacant buildings need to be

carefully investigated when appraising commercial properties.

In the income approach, the value of a property is the present worth of the projected future income stream
over the property’s determined investment period prior to sale or the remaining economic life of the

improvements.

There are four basic steps to determine the value of a property:
1. Estimate the potential gross income;
2. Estimate the effective gross income;
3. Deduct annual operating expenses to arrive at net operating income;
4. Estimate the property value via:
a. The direct capitalization rate method, and/or
b. The discounted cash flow (DCF) method.

Direct Capitalization Method
In the appraisal profession the direct capitalization is the process of converting net operating income into
value. This method extracts a capitalization rate (also called cap rate) from sales of similar properties via

the following formula:

Net Operating Income (NOI) + Sales Price (SP) = Capitalization Rate (Cap Rate)
Example: $100,000 (NOI) + $1,000,000 (SP) = 10% (Cap Rate)

Implicit in an established capitalization rate are investor expectations about risk, return and change.
Utilizing the above formula, once an established NOI and an appropriate Cap Rate is determined in the

marketplace, the market value of the subject property can be estimated as follows:

Net Operating Income (NOI) + Capitalization Rate (Cap Rate) = Market Value (MV)
Example: $100,000 (NOI) + 10% (Cap Rate) = $1,000,000 (MV)
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Real Estate Appraisal

In a perfect world, with perfect data the Direct Capitalization Method of appraising would be the most
accurate method of appraising commercial properties. Most commercial properties differ in location, size,
design, architecture, purpose, tenant leases, holding periods, uneven cash flows and many other individual
property circumstances, thus weakening this approach to value as the complexities of the commercial
properties increase. For these reasons, the Direct Capitalization Method should be utilized as a guide and

as a check on the other approaches to value.

Discounted Cash Flow Method (DCF)
Most institutional lenders and sophisticated investors prefer this method of valuation for income
producing properties because it is property specific and incorporates the thought process of the typical

purchaser/investor.

The DCF method of valuation is based on the present value of the anticipated income stream of the
property. The investor will determine his holding period of the subject property which will be dependent
on increasing the maximum cash flow over a period of time. This creates increased value for a future
resale. Historically, future dollars are worth less due to inflation; therefore, future dollars are discounted
into present worth dollars via a market derived discount rate. The Discounted Cash Flow Analysis
exhibits income change, equity recapture and return on investment capital demonstrating what the typical
purchaser/investor is considering in the specific marketplace. This method can also be customized to

include debt service over the designated investment period to determine a specific investment value.

SUMMARY

Since there are no two properties that are exactly the same, the investor must understand the importance
of an accurate appraisal report. Whether it is a residential property or a commercial property, a credible
appraisal of the subject property by a knowledgeable and experienced appraiser is an essential step in the

decision making process when purchasing real estate in the United States.

Unless specified, all definitions are taken from the Appraisal Institute Dictionary of Real Estate Appraisal, fourth
edition
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DUE DILIGENCE

he “Due Diligence” period commences upon acceptance of an offer to purchase and is a very

T important aspect of the real estate transaction, as it is the period of time in which the buyer has the
opportunity to investigate all aspects of a real estate property prior to the consummation of the sale. Due
diligence periods are negotiable and are usually longer for larger and/or more complex properties. Due
diligence is the examination of those factors and forces which influence the property’s performance and

financial viability.

In most cases, the investor will hire a real estate due diligence consultant/counselor to coordinate the due
diligence inspections, gather the information, and report to the client. It is important for the coordinator to
utilize professionals that can perform within the specified due diligence period. The workload of the
various consultants and the coordination of inspection scheduling are the two major pitfalls in failing to

meet the contract deadlines.
The performance of “Due Diligence” can be broken up into the following basic categories:

Examination of the property’s title. Understanding what is being purchased is key in further identifying

current or future possible uses of the property. Title examination will also define the boundaries of the

physical property and any limitations which may exist.

Examination of the properties historical uses. Previous uses of a particular parcel of real estate could

have lasting effects which, if unknown or undisclosed at the time of purchase, could contribute an undue

burden on the prospective purchaser.

Examination of the permitted land uses - current and potential. Each municipality and community

establishes zoning requirements for land within their jurisdiction. This permitted land use and zoning can
change over time and be modified to conform to current property owners and community desires. These

permitted land uses can greatly influence real estate values, especially if the structures on the property do
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not conform to current allowed uses. Likewise, land which has had its zoning changed to allow for higher

and more profitable uses may increase in value.

Examination of the property’s current uses and/or tenants. This study should determine if the

property is being used to obtain the greatest return for the property owner. Permitted land may be

amended to include additional uses. This may increase the land value of the real estate.

Examination of community and regional trends. Understanding the needs and growth of a community

is immensely important to maximizing the development of real estate. As a community expands and
changes over time, the understanding and ability to forecast what the community needs is immensely

important to maximizing potential income.

Examination of property’s financial sustainability. This is the act of studying a property’s financial

feasibility, along with projecting the needs for the building maintenance, that results in necessary budge
capital for improvements and maintenance. By reducing surprise costs and allowing for projected
maintenance there is the ability to provide for greater consistency in making monetary disbursements to

owners.

The following is a non-exhaustive list of information sources for performing due diligence which should
be coordinated by your real estate due diligence consultant/counselor:

e Title companies

e Local municipal building / planning department

e Lending institutions

e County Recorder’s office

o Local law enforcement agencies

e Environmental research companies

e Current vendors of the property (i.e. Landscaping Company, Janitorial Company, Maintenance

Company)

¢ Neighbors

e Property inspection companies

e Local real estate professionals

e Market research companies

e County economic development corporations

e Tenants

¢ Covenants, Conditions, and Restrictions
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Due Diligence

o Local laws / regulations i.e. (rent control laws)
e Local demographics including flood zones, population, fire fuel hazards (trees if near a forest),
and major local employers

e Previous utility bills (for evaluation and future budgeting)

Commercial Properties

Commercial properties are complex in nature and require a thorough review of various components. The
purchaser may elect to hire a due diligence coordinator that is experienced in assembling a due diligence
team. The buyer’s broker should assist the coordinator to obtain various documents necessary for review
prior to inspection.

The following are the documents that the buyer, his coordinator and his professional consulting team
should have for a “Due Diligence” investigation:

e Physical Information

Site plan, floor plans, building plans, mechanical and electrical specifications, list of special

items to be sold (if applicable)
e Financial Statements

Income and expense report (year-to-date and previous three years), budget for the coming year,

current tenant rent roster, current property tax bill, tax history
e Miscellaneous Documents

Property deed, management agreement, tenant leases and amendments, ground lease
agreement and amendments (if applicable), third party leases and operating agreements (if
applicable), current financing documents (if applicable), certificate of occupancy,
miscellaneous contracts, maintenance agreements, equipment leases, personal property list,

insurance policies, licenses, employee lists (if applicable)
e Property capital/[FF&E expenditures

Previous three years, budget for current year, year-to-year capital expenditures, five-year

projection
e Market information

Market statistics, demographic data, area amenities
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e Reports

Phase | Environmental Audit Reliance Letter and Phase Il (if necessary), American
Disabilities Act report, engineering reports, preliminary title report, American Land Title
Association survey, subsoil reports, development studies, previous appraisal report, copy of
any property condition survey, summary of any legal action affecting property (for example,

employee lawsuits).

A Phase | Environmental Site Assessment is a report prepared for a real estate holding which
identifies potential or existing environmental contamination liabilities. A Phase Il
Environmental Site Assessment is an “intrusive” investigation which collects original samples
of soil, groundwater, or building materials to analyze for quantitative values of various

contaminants.
e [Forms

Confidentiality agreements, proposed purchase and sales agreement and exhibits

Upon completion of the due diligence reports, the coordinator and
buyer’s broker will meet with the purchaser to determine the
soundness of subject property. If deficient items are detected and
in need of repair, the purchaser’s broker will then negotiate these
items of concern with the seller and/or his broker. Should an
agreement between both parties be reached and a sales transaction

concluded, the final steps are to secure a mortgage loan, if

necessary, and obtain a clear title to the property from a reputable

title and escrow company.
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MANAGEMENT OF THE ASSET

(44 e “good to the property and the property will be good to you.” Of the various professional
specialties involved in the real estate investment process such as the architect, broker,
appraiser, lender, leasing agent, attorney, and accountant, it is the real estate manager who is key in the

creation of value and protection of the physical asset.

Some investors spend as little as possible on maintenance and the general
appearance of their properties to increase their immediate short-term financial
cash flow; however, it is important to focus on quality and have a pride of
ownership attitude. In doing this, you would want to direct your real estate
manager to keep your property in the very best of condition. This is a long-
term strategy that will result in lower costs of major repairs, achieving the

highest rents in the marketplace, lower tenant turnover, a higher occupancy [ =

level, and a higher value of the property at time of sale.

When selecting a real estate manager, the fee should be secondary to the quality of the firm. The
experience and education of the manager is critical to the future success of the real estate. If the
management fee is too low the quality of their performance will be reflected in the profitability of the real
estate. It is best to focus on having the most qualified real estate manager who will take a personal interest

in your investment and work hard and smart to create value.

With the advent of urbanization in the United States during the 21st century, the real estate industry has
become highly specialized and sophisticated. The twenty first century will focus on energy conservation,
technology and pollution controls resulting in real estate management becoming even more complex.
Trade organizations such as The Counselors of Real Estate (CRE), Building Owners and Managers
Association International (BOMA), Building Owners and Managers Institute (BOMI), The Institute of
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Real Estate Management (IREM), and International Council of Shopping Centers (ICSC) play an
important role in promoting the exchange of ideas and best practices for the industry. The real estate
industry is constantly changing, and the real estate manager must maintain a high degree of knowledge to

best represent his client.
Following are some considerations to make in selecting a quality management company:

e Length of time the management company has been in business
o Education and experience of the real estate manager

e Geographic area managed

e Type of product managed

e Accounting and reporting

e Success of properties managed

Objectives of a Real Estate Manager

The main objectives of a real estate manager are to operate and maintain all aspects of properties on the
owner’s behalf; carry out all landlord responsibilities as per various leases and administer the provisions
of the lease, insure that the obligations of both sides in the lease are consistently and accurately met, per
the terms of the lease document; ensure that all provisions of the covenants, conditions and restrictions

are carried out by all parties subject to the documents; and maximize the value of the investment for the

property.

The real estate manager is the conduit between the owner and the tenants of the property. The manager
represents the owner in dealing with the tenants and insulates the owner from having to deal with the day-

to- day operation of the property.

It is the manager’s job to ensure that the tenants are able to function in a safe, secure, and clean
environment. The manager’s professional training, knowledge of the “best practices” and existing laws
and codes, all help to ensure that the owner’s position is properly represented and the tenants’ obligations
under the lease, are satisfactorily met. Contracts for the many products and services that are necessary to

effectively run a property are prepared and administered by the real estate manager.

The real estate manager is accountable for the efficient handling of rents, billings, and expenses that

directly impact the successful financial operation of the property. Annual budget development and regular
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financial reporting, delineating actual performance compared to budget, are of paramount importance to
the property owner. This allows the owner to have complete financial knowledge of the success of his
investment. Financial reporting can be handled electronically through the Internet, allowing the owner

continual monitoring of the manager’s accounting activities.

A tenant retention program is developed and maintained by the real estate manager. The tenant retention
program starts when a potential tenant first shows interest in becoming a building occupant and continues
until that tenant has relinquished its tenancy in the building. A solid retention program put in place by the
real estate manager will cause quality firms to want to become tenants in the property and to continue

their tenancy long after their initial lease has been renewed.

There is an old axiom in real estate management that it is much ' ‘

cheaper to retain a good, quality tenant than it is to have a tenant =

vacate and then have to find another tenant to take their place. This -’C.} v
is a very true statement, and it is the responsibility of the real estate y /}/-S’ J

manager to ensure that he is operating the owner’s property as ' ‘
efficiently as possible, while maintaining the highest level of tenant - -

loyalty and satisfaction.

The negotiation of leases should include the involvement of the real estate manager, whether directly or in
a supporting role to the leasing team. Generally, the real estate manager has the best knowledge of his
existing tenants, their demands, needs for larger or smaller spaces, their payment history with the building,
etc. Most often it is the real estate manager who can best handle the renewal of an existing lease,
ensuring that the needs of the tenant are met, while the property owner’s financial objectives are achieved.

Real estate managers are responsible for all actions that involve or influence the properties he manages.
Real estate managers are responsible for the following:
a. Planning Creating a budget and innovative management plan that describes the anticipated

operation of the property during the next year.

b. Organizing Organizing the operations of the property to produce expected results.
Establishing performance goals for the on-site managers and other supervisory
personnel so that each job is directed, with teamwork toward the objectives of the

management plan.

c. Staffing Selecting, training, and motivating on-site personnel.
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d. Directing

e. Controlling

f. Analyzing

Providing administrative support to on-site personnel who have the responsibility

for the day-to-day operation of the property.

Overseeing collection of income and the management of expenses so as to

produce the maximum economic benefit to the property.

Analyzing the operating results of the property in relationship to its management

plan and making recommendations for adjustments to the plan as needed.

g. Communicating Keeping owners advised of significant operational problems and deviations from

the management plan.

Specific Responsibilities

Ensure all funds due landlord are received in a timely manner including minimum rent,
percentage rent, impounds, real estate taxes, insurance premiums, common area

maintenance and late charges.
Maintain quality tenant relations between management and tenants.

Ensure that good relations exist between the merchants and that each merchant does not

disturb his neighbor's right to quiet enjoyment.

Respond to all tenant and customer complaints regarding center operations or lease

administration and keep detailed chronological notes regarding these items.

Keep tenants informed of all major repair work planned at the property, such as painting

or resealing the parking lot.
Maintain community relations between each property and the community.

Interface with government officials, legal counsel, insurance companies, and merchant

associations.

Encourage cooperative advertising among merchants and represent landlord in this regard.
Preserve the general well-being of the center.

Approve all invoices and expenditures for property maintenance and repairs.

Prepare annual management plan and detailed budgets for income and expense of each

property and adjust tenants' impounds, as necessary.

Calculate each tenant's pro rata share of tax liability and bill major tenants accordingly.

41



Management of the Asset

. Ensure that the assessment of real estate values by the County Assessor's office is
reasonable for each parcel of property. If assessment is determined to be unreasonable, to

protest taxes requesting re-evaluation.

. Maintain files on real estate tax assessments, bills, and correspondence.

. Prepare the calculation of year-end adjustments of impound accounts.

. Obtain a record for property summary of gross sales reports (if a retail establishment).

. Monitor trends in figures submitted on gross sales reports and take appropriate action, if
necessary.

. Interpret all leases and prepare lease abstracts.

. Re-negotiate leases with existing tenants and prepare leases for signature.

. Review, modify, and prepare for signature all equipment waivers submitted by tenants.

. Assist the brokerage in leasing efforts, such as putting up leasing signs, reviewing leases

before they are sent out, and making suggestions regarding tenant mix, etc.

. Post notices of non-responsibility on new tenant's premises. Prepare and serve Notice to

Pay Rent or Quit.

o Enforce the use clause of each lease.

o Ensure that tenants comply with all insurance recommendations by insurance carriers.

o Monitor the collection of insurance certificates from tenants.

. Handle and submit to insurance carriers all claims by customers who have sustained

damage while in the common area.
o Maintain the security of the customers in the common area.

. Monitor and control all activities in common areas, including sidewalk sales, activities by

outside groups, employee parking, Christmas tree sales, abandoned cars, etc.

. Certify air conditioning units to be in good working order for new tenants, if necessary.
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Approve all sign renderings submitted by new tenants on existing properties.

Supervise the maintenance and repair of the building and common areas of each property,
including, but not limited to, sweeping, lighting, pest control, asphalt maintenance,
striping, painting, refuse, landscaping, public restrooms, etc. This involves hiring and

firing of contractors and negotiation of maintenance contracts.

Maintain management files on all maintenance and repair aspects for each property.
Maintain chronological record books of all projects, actions, etc.

Handle all calls from new contractors soliciting work.

Ensure that general contractors honor their warranties.

Maintain vacant spaces at the property, including window washing, checking for roof

leaks, sewer gas prevention, etc.
Ensure that tenants leave spaces in an acceptable condition at the end of their lease term.

In the event a property is sold, obtain estoppel certificates from each tenant and assist in

the transfer of the management and lease records to the new owner.

Keep owner informed of operations and provide monthly financial reports in accordance

with needs of owner.

Review with owner, on a periodic basis, the status of each property.

Communication between Manager and Owner

“Real estate managers create value”

The Internet has simplified the ability to communicate between the property owner and management.

Financial statements, photos, and reporting can be completed in real time. Communication and

understanding the objectives of the owner are critical. It is important for the management company to

have associates on their staff who are bilingual and speak and write in the language of the investor.

Reporting

The real estate manager submits monthly status reports to the client. In property management, the reports

not only have to be accurate, since they concern other people’s money, but they must be timely as well.
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Types of Reports

Monthly Summary
The monthly summary is a narrative report that summarizes the events of the past month. It comments on

vacancies, delinquencies, major expenditures, budget variances, and any major problems occurring on the

property.

Balance Sheet
A record of assets and liabilities for the property is presented on the B S
Balance Sheet.

Income and Expense Report
This type of report shows a summary of rents collected and operating expenses by category (maintenance
and repair, salaries, taxes, insurance, etc.). The difference between income and expense is identified as net

operating income (NOI). If a loan payment is included in the report, it becomes a cash-flow statement.

Only the interest, and not the principal of a mortgage payment, is deductible on income taxes. This report

also includes year-to-date summaries and comparison percentages of expense items to income collected.
Income — Expenses = Net Operating Income (NOI) — Debt Service = Cash Flow

Budget Comparison Report
The Budget Comparison Report compares the actual income and expense costs compared to the budget on

a monthly, quarterly, and annual basis.

Check Register
A check register is a list of checks that includes the check date, payee, and amount.

Rent Roll

The Rent Roll lists all units in a building and provides information regarding the current tenants who
occupy those units. Information is broken down by each individual tenant and includes: square footage
per unit, name of the tenant, monthly charges, lease term, security deposit on hand, and accounts
receivable balance.

Security Deposit Balance
The Security Deposit Balance (liability) is also shown on the Security Deposit Report. This report

includes all security deposits on hand, including deposits for any former tenants. For accounting purposes,
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Security Deposits funds are considered liabilities and are reflected as such on the Balance Sheet. In some

states, these funds must be kept separate from the property operating account funds.

Aged Delinquency Report
The Aged Delinquency Report reflects amounts billed that remain outstanding (unpaid) for each tenant at
a point in time. It is sorted by tenant and provides detail of each charge, along with the total owed by

each tenant. It groups outstanding charges based on the number of days past due.

Vacancy Report
The Vacancy Report provides a list of units that remain unoccupied. These vacant units will also show as
vacant on the Rent Roll. This report may provide the following information regarding the unit: number of

days vacant, current market rent, and historical rent obtained.

Summary

When investing in commercial real estate in the United States, the role of the real estate management
professional cannot be overemphasized. It is imperative for the investor to have a quality, well-trained,
well-staffed real estate management team that will effectively represent the investor’s position. The care
and handling of one’s investment in real property cannot be passive. A competent management team is

what is needed to ensure the investment is a long-term success for the investor.
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SELECTION OF AN
INVESTMENT

nvestors should give careful consideration to the type of investment and consider how the
I investment fits into their long-term business strategy. As an example, if the investor is in
the manufacturing business, it would be logical to concentrate on the investment of industrial properties
as the investor would have basic knowledge of this product type and comfort level. Other investors may

have an interest in the purchase of retail, office, residential improved real estate or vacant land.

The following is a brief introduction of types of investment properties:

Residential Properties @ Prudential

California Realty
Residential properties are not as complex as commercial properties; however, a ‘ . \
due diligence period is warranted for such services as a home inspection, e

termite inspection, building structure review, pool inspection and any other
service that is deemed necessary to satisfy the buyer’s needs. Typical due
diligence periods run five to fifteen working days from the acceptance of the
sales contract. The length of the due diligence period is negotiable between

buyer and seller. One of the most important investments a person will make is

a residence, which may be a primary, secondary, or vacation home. In addition
to the normal expenses of utilities and general maintenance, there are a few Condominium

other costs that may not be familiar to the Asian buyer.

Real Estate Taxes. In most states, property taxes are paid annually, usually in two installments due in
April and November. In some cases, the lender will collect the property tax from a buyer each month
along with the mortgage payment and will make the tax payment to the taxing authority when due. In

California property tax is approximately 1.2% of the value of the real property.
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Home Owners Insurance. Insurance is required if the home is encumbered by a mortgage; and like
taxes, the premium may be collected by the lender and paid annually. Insurance would normally cover

losses due to fire, burglary, or visitors who may be injured on your property.

Homeowners Associations. It is not uncommon in new developments, especially in urban areas, that the
property being considered for purchase may belong to a home owner’s association. In this situation, you
and your neighbors share in the expenses, such as common area landscaping, a community swimming

pool, building insurance, general maintenance, and management. The homeowner’s association fees vary.

It is always a good idea to inspect the neighborhood both during the day and at night to confirm that there

is not a concern with such items as noise, crime, parking, or traffic.

During the due diligence period the buyer may wish to request any of #&&

the following:

1. An independent home inspection
2. A natural hazard disclosure report

3. An environmental hazards and disclosure report

4. An insurance loss history report

5. A review of all building permits for the address

6. Home Owner’s Association Rules and Regulations

The Office Building

An office building can be defined as a property that provides facilities (space) to
a tenant engaged in services (legal, accounting) rather than a location where
goods are sold (shopping center) or manufactured (industrial building). An

investor needs to review the past history of the property and make allowances for

increase in the cost of power consumption, tenant improvement expenditures,

and expense to lease vacant space. Office Building

Supply and Demand

Developers build office space dependent on two types of demand.

1. Space-created demand. Typically, developers build only when the vacancy rate drops below 7 percent
or when they anticipate a declining vacancy.

2. Money-created demand. Developers build because lenders have money to lend. The availability of

money for their projects encourages developers to proceed with development. This results in high
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vacancy rates as it ignores basic principles of supply and demand.

Desirability
Why are some office buildings at full occupancy with high rental rates while others are half empty at
bargain-basement rents? The answer is “desirability and good management.” Office desirability is divided

into four categories or grades. The grades are achieved by ranking 12 criteria.

1. What are the benefits of the location? Based more on prestige than geographic area.

2. What are the benefits of the neighborhood? Based on appearance and upkeep of other buildings in
the surrounding area.
Transportation. Are freeways and rapid transit systems convenient?

4. Prestige of building. Does the reputation of the tenants enhance the building and vice versa?

5. Appearance. Does the building have an attractive facade and entrance (so-called “curb appeal”) which

enhances an older building?

Lobby. Is it clean, neat, and cheerful? Is the directory neat and organized?

Elevators. Are they conveniently located? Are they clean? Are they high-speed?

Corridors. Are the colors and design coordinated? Are they cheerfully decorated and well- lighted?

© ®© N o

Office interiors. Do offices have window views, good column spacing, and sufficient ceiling height?

10. Tenant mix. What is the reputation of the tenants (i.e., attorneys, CPAs, etc.)? Are their services
compatible?

11. Tenant services. Are the janitorial and security services of high quality? Does the building have built-

in telecommunications?

Retail — Shopping Centers

Shopping centers are a relatively new phenomenon and did not have a dominant presence until after
World War I1.

More than 42,000 shopping centers exist in the United States, which represents a 15-fold increase in the
last three decades. California leads the way in malls with over 5,300; Florida has over 3,000; Texas, over

2,800; and New York has approximately 1,550 to round out the top five states.

Shopping center retail sales are approximately $950 billion per year and account for 55 percent of all
nonautomotive retail sales. Leasable space totaled 5 billion square feet, (which equates to over 18 square

feet (or 1.69 square meters) of retail space for every United States resident.
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Shopping Center Classifications

Strip Center

1.

2
3.
4

Neighborhood Center

Strip centers are small in size, consisting of several stores.

Strip centers are usually laid out in a straight line, L, or U shape.

Strip center trading area is usually the immediate neighborhood.
Strip centers frequently have a convenience store as a typical =
anchor tenant.

The function of the strip center is to provide convenient and

accessible one-stop shopping.

Strip Center

The focus of a strip center is strictly on location and community

convenience.

Neighborhood centers are normally 25,000 to 125,000 square
feet insize
A neighborhood center normally has one anchor (main) tenant

such as a supermarket or discount store.

The trade area for a neighborhood center is usually up to two  Neighborhood Center

miles.

Community Center

1.
2.

The typical size of a community center is 125,000 to 300,000 square feet
A community center contains two or more anchors such as a home improvement store, junior
department store, discount store, variety store, or supermarket.

The trade area is usually over three miles.

Regional Center

1.

2
3.
4

The size of a regional center is up to 1,000,000 square feet.
A regional center normally contains apparel, jewelry, and one or two department stores.
The trade area for a regional center is over five miles.

A regional center is often an enclosed mall.

Super-Regional Center

1.

A super-regional center is over 1,000,000 square feet.
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2. Super-regional centers are usually built as an enclosed mall.

3. Super-regional centers contain at least three department stores.

4. A super-regional center features specialty women’s and men’s
apparel stores and specialty shops of all kinds.

5. A super-regional center usually contains fast-food locations
and one or more restaurants.

6. Super-regional malls frequently contain community or
cultural centers; i.e., library, music center, etc.

7. The trade area for a super-regional center is 15 miles or more.

Specialty Center Super-Regional Center
1. A specialty center is usually small in size with a maximum of 100,000 square feet.

2. Specialty centers do not have an anchor or large tenant.
3. A specialty center contains unique stores and boutiques.
4. A specialty center may contain one or more restaurants.
5

Specialty centers are usually located near high-income areas or major tourist attraction centers.

Other Centers
Promotional, off-price, discount, factory outlet, and “power” centers which flourish through heavy

advertising and low prices that produce high-volume dollar sales are a growing trend.

Marketing Retail Space

The marketing of a new center must start at project conception. Prospective anchor (key) tenants must be
convinced that the proposed or existing site will offer sufficient retail sales potential. Unless
commitments from anchor tenants are obtained prior to development, financing the project will be
difficult.

Trade Area

The trade area is the area from which 70 to 80 percent of the typical retail sales will be attracted. A
regional center usually needs a primary trade area of at least 150,000 in population. Driving time must
usually be less than 20 minutes, depending on the proximity to competing centers and the customer

loyalty to certain stores.
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Topographical factors, including rivers, mountains, airports, and railroad tracks, may be a barrier to the
trade area. A major center may also have a secondary trade area from which customers are attracted. This

area may extend 30 to 50 miles and have a driving time of up to one hour.

Populations and Income Data
Population multiplied by per-capita income equals total income for each census tract. Adding up the

census tracts in the trade area gives total area income.

Retail Sales and Income
Because a close correlation normally exists between personal income and the percentage of income spent
in retail sales, total retail sales are derived by multiplying the trade-area income by the ratio of retail sales

to personal income.

This demographic analysis can sometimes be misleading. Psychographic analysis may determine, for
example, that the trade area is a well-established, conservative, “old money” community that spends less
than normal ratios for retail merchandise. Also, proximity to a tourist attraction or vacation resort may

contribute many additional shoppers not reflected in demographic studies of permanent residents.

Market Share
The market share should be based on estimates of both existing and projected competition. New centers
usually do not create increased buying power but reallocate expenditures among existing businesses. A

leakage or displaced sales from the trade area into other trade areas can occur.

Tenant Mix

Shopping centers, even more so than office buildings, need to have a balanced, predetermined tenant
makeup. The three characteristics that matter most to owners and tenants in a shopping center are traffic,
traffic, and more traffic. A good tenant mix helps attract and retain customers. The goal of a good tenant
mix is having a variety of stores that work well together to enhance the performance of the entire center
as well as the success of each individual store. The key is determining what types of tenants work well

and have a symbiotic relationship.

When determining the tenant mix, the real estate manager starts with location, competition, and customer
base. These factors determine the center’s orientation, and the property manager then pursues appropriate
anchor and satellite stores that complement each other. For example, desirable satellite tenants for a
neighborhood center with a supermarket as the anchor tenant might include a florist, stationery or gift
store, barber or beauty shop, dry cleaner, pizza parlor, and so on. This would be called a “needs-based

center.” Research shows that clothes shopping is usually done on a separate shopping trip from needs-
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based shopping. In a “fashion center,” complementary stores would include shoe stores, men’s and

women’s apparel stores, children’s stores, and accessory stores.

For a regional center with a major department store as the anchor, desirable complementary tenants would
include women’s and men’s apparel stores, jewelry stores, specialty gift shops, and so on. The rental rate
per square foot is usually higher in a regional center than in a smaller center, so in addition to being
complementary, the tenants must have either higher markups on their goods or higher sales volumes in
order to afford mall space. Regional centers tend to focus on fashion and apparel. Specialty businesses
such as furniture stores may wish to cluster together to benefit from a wider draw. While two florists in a
center would vie for business, certain retail uses benefit from proximity to one another, such as clothing,

shoe, and jewelry stores.

Tenant Selection

If tenant selection is poor, the center loses money in lost rents and also suffers from a loss of goodwill and
image. Empty or boarded-up stores that have gone bankrupt or out of business can stigmatize other
merchants. Additional information can be obtained from Dollars and Cents of Shopping Centers,
published by the Urban Land Institute, Washington, D.C.

Layout of Shopping Centers

When a center is designed, the physical layout should reflect the types of merchants and customers it
hopes to attract. Shopping should be a fun, exciting, and convenient event. The developer, owner, and

property manager should try to evoke those feelings in the layout of the center.

Power Centers

A recent trend is toward power centers in which each retailer is a dominant merchant in its merchandising
area. These are called category killers and would include such names as Toys R Us and Home Depot.
Such centers may contain four or five large anchors and only a few small tenants. The term power center
comes from the ability to attract customers from a much wider radius than similarly-sized community

shopping centers.

Space Planning
Undesirable “bowling alley” centers exist when the developer tries to maximize floor space by making
long, narrow retail spaces. Such designs eliminate the large window display space desired by tenants and

usually create wasted space in the rear of the stores.
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Hide-and-seek spaces located around corners or behind columns are also undesirable to the merchant and

confusing for the customer.

Enclosed malls are very desirable and almost a necessity for the regional center today. Lighting, flooring,

and décor should be coordinated to make the mall cheerful and bright.

Layout Measurements
Space is usually measured from the center of each wall, except freestanding spaces, which are measured
to the outside of the outer wall. Some developers measure from the end of the eaves or overhang. The real

estate manager should be familiar with the space sizes and how they were measured.

Rental Rates

Rental rates for retail commercial space vary depending on location. The location of retail enterprises
depends on the need for traffic, either foot or vehicular. For example, it has been customary for banks to
be located in the high-rent, prime space of the first floor. In today’s society, with the advent of checks and
credit cards, the majority of banking transactions are done by mail, courier, phone, or computer and no
longer require physical pedestrian traffic to a bank. Thus, some banks are locating in less-desirable

locations, such as the second floor of downtown office buildings, in order to reduce rental costs.

Common Area Maintenance

Common-area maintenance (CAM) charges are expense reimbursement, paid by the tenant to the property
owner, for maintaining, improving, and supplying common areas in a retail strip or mall. These costs
include taxes, security services, insurance, repairs, landscaping, utilities, and so forth, and are charged
back to the tenant. The concept of CAM is that the manager and tenant need to act in a partnership in
order for both to be successful. Each tenant relies on other tenants and a clean, cheerful center to generate
consumer traffic and contribute to the overall success of the shared environment. CAM costs can range
from $.10 per square foot to over $2.00 per square foot per month. The tenant must be aware of and
budget for these costs, which are added to the base rent. From the owner’s position, being able to pass on

these CAM costs and any increases ensures profitability on the lease.

Industrial

Industrial Building Characteristics
The trend of the United States economy has been away from manufacturing and toward more service-
oriented industries. Even though industrial property includes all land and facilities used for heavy and

light manufacturing, today’s emphasis is related to the storage and distribution of goods. Throughout
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history, most industrial buildings have been owned and managed by the occupant manufacturer who

endeavored to locate close to the source of raw materials.

As the trend changed from the production of goods and toward
that of services, the size of industrial buildings changed. Newer
facilities became single-story as opposed to multistoried.
Locations were found closer to freeways and employee sources
rather than to raw materials. Modern building layouts became
more streamlined, and automated handling of goods by forklift

and pallet became common practice. Many of the new buildings

were conveniently located in industrial parks rather than on  Industrial Buildina

single-entity sites.

Classification of Industry by Locational Orientation

There are six basic categories of industry.

1.

Market-oriented-finished products are sold directly to consumers; for example, food, beverages,
electronics, and printing. Locations tend to be close to population centers in order to reduce
transportation costs.

Raw materials and resource-oriented companies that fall into this category need to be close to sources
of raw materials to reduce transportation costs; for instance, aluminum, steel, and grain elevators.
Transportation-oriented companies in which freight, storage, and inventory costs are a major
influence.

Labor intensity-oriented where labor rates and productivity are dominant factors. This can range from
furniture assembly requiring cheap, unskilled labor, to high-tech computer assembly requiring highly
skilled technicians.

Energy-oriented companies that use large amounts of fuel, such as electricity and coal, tend to be
located near their sources to reduce costs.

Nondescript-oriented companies that do not fall into the other five categories, such as transportation,
labor costs, or raw materials are not dominant, and these companies can locate in most areas. These

companies are sometimes lured by tax incentives to certain communities.

An assessment of a proposed project or activity must be made to determine whether it will have

significant environmental effects on the man-made or natural environment. Some significant

environmental effects are as follows:

1. The displacing of existing homeowners or tenants, and
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The altering or disrupting of a scenic, recreational, or historical sites,
The altering or disrupting of air or water quality,

The changing of land use or the causing of traffic congestion, and

o &M D

The threatening or endangering of rare animals or plants

In order to comply with environmental quality laws, the developer may be required to undertake
mitigation measures such as dedicating park land, building roads, or having an archaeologist on site

during grading.

Multifamily Residential

Approximately 35 percent of the U.S. population rents the home in which they live. The key to the
success of an apartment community is its proximity to jobs and transportation, along with attractive
pricing, and professional property management. It is common for rental agreements to be month to month

or one year in duration,

Garden Apartments

Garden apartments are usually spread-out, low-rise (two to three
story), walk-up apartments containing one-and two-bedroom units.
They are of low density (25 units per acre) and located mostly in the
suburbs due to lower land costs. The main characteristics of garden

apartments include amenities such as pools, tennis courts, ample

parking, recreation rooms, extensive landscaping, central laundries,
and individual air-conditioning. Garden apartments are usually arden Apartment

individually metered.

Mid-Rise

Mid-rise apartments are usually found on the edge of urban areas and are of medium density. These
apartments usually have elevators and can be four to nine stories in height. More often, these buildings
are being developed in the suburbs as a result of high land cost in the urban areas. The main
characteristics of the mid-rise include parking structures, central lobby areas, pools, recreation or exercise

rooms, and central air-conditioning.

High-Rise
High-rise apartments are usually found in major metropolitan areas where land costs are very high and
high density is a resulting necessity. They have the highest density per acre. The main characteristics of

the high-rise include elevators, central air-conditioning, security, and swimming pools. The size can
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exceed 25 stories. Prestigious locations and views are extremely important as many of these buildings are

marketed as luxury apartments.

Other Types
Other types of residential buildings include duplexes, triplexes, walk-up apartments, and single-family
rental houses. In these types of properties typically there is no on-site manager due to cost considerations.

Management is therefore difficult and time consuming.

Classifications of Apartment Buildings
Investors and lenders are now classifying apartment buildings into four basic types.

1) Class A apartment buildings are generally larger buildings and include newer buildings in prime
areas with amenities such as garages, in-unit washer/dryers, pools, spas, exercise gyms, etc. They
are usually owned by institutions.

2) Class B apartment buildings are located in good areas with many amenities, but not as nice as
Class A buildings and usually over 10 years old.

3) Class C apartment buildings are older buildings that are well maintained, in blue-collar areas.
Square footage in units may be smaller; have fewer amenities than Class B buildings.

4) Class D apartment buildings are older buildings in marginal areas with higher vacancies, deferred

maintenance. The unit mix has more efficiency units with few, if any, amenities.

ey

R e el
oo o o

i
E
]
I
]
]
}
]
}
]
n

Hiah-Rise Apartment

56



LEASING

« E verything is an expense until vacant space is leased.” One of the major functions of a real estate

manager is to rent and lease the property for the owner. The manager must then be familiar with

the duties, rights, and terminology involved in leasing. Successful leasing enhances appreciation and

value. The manager may be involved either directly, as the leasing agent, or as a supervisor over

independent leasing agents. In either case, a firm knowledge of leases and their effect on the property is
mandatory.

Historically, leases have been drawn by attorneys or a Counselor of Real Estate. These documents should
be reviewed periodically to confirm they reflect updates and changes in the law and business practice.
The property manager is given authority through the management agreement and can usually sign leases
and rental agreements as an agent on behalf of the owner.

Types of Leasehold Estates

Estate for years

An estate for years is an agreement between a lessor (owner) and lessee (tenant) for a fixed period of time.
The estate for years has a specific beginning and ending date. If the term is for more than one year, the
lease agreement must be in writing. As the length of time on a commercial lease may be for several years,

a very detailed lease agreement frequently is used.

Estate at Sufferance

An estate at sufferance occurs when a tenant holds over (stays) on the premises after the lease has expired
or after the tenant has been given notice to vacate. If the landlord or manager accepts rental payments, the
lease will revert to a periodic tenancy. The period of such tenancy will usually be month to month, or in

some cases for the period of time between rental payments that are specified in the original lease.

Estate from Period to Period
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A periodic tenancy is most commonly referred to as a month-to-month rental agreement and is used
primarily for residential properties or for small commercial spaces. The periodic tenancy has no specific
ending date and can be terminated by either party giving notice usually equal to the period of time

between rental payments.

Types of Leases

Gross Lease

Under a gross lease, the tenant pays the owner a fixed monthly rental sum that may include the landlord’s
taxes, as well as the costs of maintenance, insurance, and utilities in the gross fee. This is the common
form of residential lease as maintenance and repairs are part of habitability which cannot be delegated to
the tenant by the owner. It also is frequently used for small commercial sites when the lease term is for
short periods of time and the lessor and lessee desire a simpler form of rental payment. A definite
advantage accrues to the tenant in that the predetermined rent can be budgeted without worrying about

increases in building maintenance costs.

Net Lease

Under a net lease, the tenant pays a minimum rental rate and then pays a prorated share of taxes,
insurance, and maintenance. A single net lease refers to the tenant paying one of the above-mentioned
items. A double net would pay for two of the above costs and triple net is whereby the tenant would pay
for all three expenses of taxes, insurance and maintenance. Frequently, the lease will specify that the
tenant pay for professional management or a percentage for supervision of the billings in addition to the
common area charges. This supervision fee can accrue to the property management firm as part of its
management fee. Sometimes this additional fee is referred to as a quadruple net lease. Because of the
residential habitability issue, net leases refer to commercial leases and are not used in residential

Mmanagement.

Percentage Lease
Under a percentage lease, the tenant pays the higher of either a minimum base rent or a percentage of total
sales each month. Used in larger shopping centers, it is primarily a retail lease. Nowhere else is the

partnership relationship between the owner and tenant more evident than in a percentage lease.

A successful tenant will contribute to the shopping center being successful along with financial rewards

for the property owner.

While the percentage lease is used primarily with large, national tenants, it is helpful in charting the

success of small tenants. The required percentage sales reports help the manager chart the success of the
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tenant. Are sales going up or down? What effect does a particular tenant have on the others? What sort of

rental increase can be affected? Should the lease be renewed?

Another major consideration when writing a percentage lease should be the assignable use. The expected
rent from a major supermarket could be adversely affected if assignment is made to another use that

produces lower monthly sales and does not draw in large numbers of shoppers to the center.

Requirements of a VValid Lease

Lease and rental agreements vary in size and content. The requirements for a valid lease are similar to
those for a valid contract. Both parties must have legal capacity to enter into a mutual agreement that is

legal in nature. The items listed below outline the specifics with which the property manager should be

familiar.

1. Description of property. The property manager should indicate address, a plot plan, and a
layout diagram when needed to adequately describe the space.

2. Names of parties. Both lessor and lessee must be named. If a corporation is a party to the lease, a

corporate resolution may be necessary to validate the lease. As lessor, it may be prudent to
require a “personal guarantee” from a corporate officer when dealing with small or individually

owned corporations.

3. Signature. The signature of all parties should be obtained. Payment of rent and taking possession
is sometimes considered sufficient acceptance. Common sense dictates, however, that all parties

sign and be knowledgeable of the lease contents.

4, Written agreement. This is required for terms of over one year, but a property manager would

be prudent to have all rental and lease agreements in writing.

5. Term of lease. The term of the lease should specify the duration. Automatic renewal options, if

any, should be in bold type.

6. Rental rate. The rental rate and accelerations, thereof, should be specified along with payment

dates and the location where the rent should be paid.

7. Legal purpose. The “use” of the lease must be legal in nature.
8. Competence of parties. Individuals must be over 18 years of age and competent to negotiate.
_ _ /4
General Considerations: -
o8
“If a property looks successful it will be successful” - h

LY
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The Marketing Survey

The success of a property in meeting the goals and objectives set forth by either the property manager or
owner depends primarily on the quality of the tenants occupying the property. Each building is unique
and will attract different types of tenants. The property manager must examine the property to determine
its strengths and weaknesses, along with highest and best use, before a management plan can be written

for operating the property.

Location
Location is always paramount in real estate. If an office building is near the courthouse, it will attract
attorneys as clients. A hospital-proximate building has a distinct advantage in attracting physician tenants.

Location is the key to most investment success and the most important factor in the purchase decision.

Appearance
Appearance cannot be underestimated as people like to live and work in nice surroundings. Banks and
institutions like to be located in prestigious, high-image buildings. An apartment building that is not well

maintained will not attract renters who can afford to pay more for a “nice” place to live.

Government
Restrictive zoning and parking requirements for office/retail use could deter potential tenants. On the
other hand, being next to a well-used bus line or in a city, which has good police, fire protection, and

schools, is a plus.

Demographics
Where are your tenants coming from? If near a freeway interchange, your office building will attract
sales-oriented businesses or companies that need easy transportation access for their employees. If an

apartment building is located in a depressed area, it will be difficult to attract good tenants.

Competition
Who and where is your competition? What are their rental rates and incentive programs (e.g., free rent,

free parking)?

Vacancy Rate
What is the vacancy rate in your area? The local apartment association and investment brokers for both

commercial and residential are good sources of information.
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Amenities
Does your property provide services and features not provided by the competition? Rental rates cannot be
compared without taking a survey to determine how your amenities stack up compared to those of the

competition.

Tenant Mix
The tenant mix is important in retaining and attracting new tenants. The property manager must be careful

not to discriminate on the basis of race, age, religion, sex, nation of origin, or handicap.

Management
Potential tenants are attracted to a well-managed building. Are the lobbies, elevators, and restrooms clean?

Is management responsive to tenant questions and problems and maintenance reports?

Measuring the Building
The two most common methods of measuring building size are those developed by Building Owners and

Managers Association International (BOMA) and Institute of Real Estate Management (IREM).

Gross Area of Entire Building
This is the total sum of the areas of each floor, including lobbies and corridors, within the outside faces of

the exterior walls.

Gross Rentable Area
The gross rentable area includes all areas within the outside walls, less pipe shafts, vertical ducts, elevator

shafts, balconies, and stairs.

Net Rentable Area
The net rentable area is computed by deducting the following from gross rentable area: public corridors,
washrooms, janitorial and electrical closets, air-conditioning rooms, and other rooms or areas not

available to the tenant and the tenant’s employees.

Setting the Rent Schedule
When setting the rent schedule, the property manager must take into account the criteria for ranking the

building, additional amenities, general economic conditions, and the owner’s break-even point.

Market Survey

The property manager should conduct a market survey of the competition. The rental rate measure most

commonly used is “cost per square foot.” On the West Coast, this is usually quoted on a monthly basis,
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but in other parts of the country it is annualized. For example, if the rent is $4,000 per month on 2,500
square feet of space, on the West Coast, the quoted rate would be $1.60 per square foot, per month. The
rate in the East would be twelve months times $1.60 or an annualized rate of $19.20 per square foot. The

cost is really the same; the only difference is in the semantics.

Break-Even Analysis

A break-even analysis determines the minimum rent needed to pay all of the building’s expenses and

costs, as well as the owner’s expected return. The formula to calculate the break-even rent is as follows:

Break even rent = expenses + mortgage + return on the investment + square feet of rentable area

Tenant Selection

The selection of commercial tenants is different from and can be much more important than the selection
of residential tenants due the long term of the leases and the large rental rates that are involved. A mistake

can be very expensive.

Major Tenants

Major tenants can be checked by using Dun & Bradstreet (D&B) reports and ratings, contacting tenant’s
bank account managers, and checking with tenant’s vendors and landlords at other locations. Also, copies

of tenant financial statements can be obtained and analyzed.

Small Tenants

Small tenants usually are not rated and may not have other locations. With smaller tenants, look more to
the individuals than the business. Run credit reports on their personal credit histories. Also contact their
banks and vendors. Additionally, ask for business plans (verbal or written) to ascertain their goals and
objectives. To ensure rent payment, the property manager should in some cases ask for a “personal
guarantee”, much as a bank does, if the entity is a corporation. The property manager should obtain

written permission from the prospective tenant before checking credit to avoid violating privacy laws.

Residential

Market Analysis

The property manager and on-site manager must know the geographic area, competition, schools,
transportation, population, and income statistics. Rental value, except in areas of rent control, is
determined by supply and demand. Supply and demand is determined by ascertaining the vacancy rate

within the market area. Under uninfluenced supply and demand, rents will increase until prospective
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renters can find a cheaper form of housing (purchase, doubling up with family or friends, etc.).Shopping

competitive properties is one of the best methods of analyzing the market.

The Rental Agreement
As with credit application, we recommend a standard form for the rental agreement. Both credit

application and rental agreement should be signed and dated.

The rental agreement lists the parties, terms, and conditions of the rental. There may be clauses in the
agreement, such as prohibiting a renter from having pets or a waterbed without prior written consent of
the landlord or manager. The rental agreement should be signed and dated with a copy given to the
resident. Waiver of resident rights are prohibited, and even if included in the agreement, are invalid.
Residential landlords must retain rental applications and eviction records for two years. Also, landlords
must retain rental records until a final determination of any discrimination case has been made. Property
managers, however, must keep records in compliance with their state Department of Real Estate

regulations.

63



Invest U.S.A.

Sample Residential Rental Application:
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RENTAL APPLICATION

Page 1 of 2

Thank you for applying to rent with us. Please provide us with all the information requested below.
Incomplete information only delays the processing of your Rental Application. PLEASE PRINT CLEARLY.

NAME DATE OF BIRTH
First Middle Last Jr, Sr, L1 Me / Yr / Day
DAYTIME PHONE SOC. SEC. #
Home Work
SPOUSE SOC. SEC. # DATE OF BIRTH
First Middie Last Mo / ¥ / Day
FULL NAME (ALL OTHERS) AGE RELATIONSHIP
PLEASE LIST YOUR RENTAL HISTORY FOR NO LESS THAN ONE YEAR:
1) CURRENT ADDRESS
Number Street Apt. No. Gity State Zip
OWNER/MGR.
Full Name Number Street Apt. No. City State Zip
MORTGAGE CO. (IF OWNED)
Name Address Loan Number
FROM TO AMT RENT PAID OWNER/MGR OR MORTGAGE CO.
Marvr Mo/Yr Area Code & Phone Number
REASON FOR LEAVING
2) PREVIOUS ADDRESS
Number Street Apt. No. City State Zip
OWNER/MGR.
Full Name Number Street Apt. No. City State Zip
MORTGAGE GO. (IF OWNED)
Name Address Loan Number
FROM TO AMT RENT PAID OWNER/MGR OR MORTGAGE CO.
Ma/yvr Marr Area Code & Phone Number
REASON FOR LEAVING
3) PRIOR ADDRESS
Number Street Apt. No. City State Zip
OWNER/MGR.
Full Name Number Street Apt. No. City State Zip
MORTGAGE CO. (IF OWNED)
Name Address Lean Number
FROM TO AMT RENT PAID OWNER/MGR OR MORTGAGE CO.
MorYr Mo/t Area Code & Phone Number
REASON FOR LEAVING
CURRENT
EMPLOYER ADDRESS
Company Name Street City State Zip
GROSS
MONTHLY SALARY POSITION HOW LONG?
Mo / ¥r
SUPERVISOR
Full Name Position Area Code & Phone Number
MILITARY (SEPARATION DATE) RANK RATE BAQ: YES NO COM RATS: YES___
FULL MILITARY COMMAND
SPOUSE'S
EMPLOYER ADDRESS
Company Name Street City State Zip
GROSS
MONTHLY SALARY POSITION HOW LONG?
Ma /Y
SUPERVISOR
Full Name Position Area Code & Phone Number
BANK (CHECKING)
Bank Name Branch City Phene Account No.
BANK (SAVINGS)
Bank Name Branch City Phone Account No.
CREDIT UNION
Bank Name Branch City Phone Account No.

The information on this application is true and correct to the best of my knowledge. | hereby authorize
verify the above information and obtain either a consumer or investigative credit report. | understand that the $
this rental application is not a deposit or rent and will not be applied to future rent, or refunded, even if this application to rent is declined.

NOTE: ALL APPLICANTS MUST SIGN BELOW

DATE

or its agents to
fee for verifying

DATE
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Sample Residential Lease Agreement:

Initial

Initial

RESIDENTIAL LEASE

This is a legally binding agreement — read it carefully before signing.

owner/owner's authorized agent (hereinafter referred to as “LESSOR”) agrees to rent/lease to

(hereinafter “LESSEE"), and LESSEE, jointly and severally, agree to lease from LESSOR the premises located at

and any designated common areas immediately adjacent thereto.

1. TERM: This lease shall take effect on ,20 , and continue: (check one)
A for a fixed term until 20 . Thereafter it shall become a month-to-month
tenancy, unless proper notice to terminate or renew is served pursuant to paragraph 13 of this Lease.
B. on a month-to-month basis until terminated by either party by serving the other party proper written notice of intention to
terminate at least 30 days prior to the date of termination.
LESSEE is responsible for payment of all rents due during the term of this Lease.

2. RENT: Base rent shall be $ per month, payable in advance, along with any Additional Rents described below, on the
day of each month.
Additional Rents:

Changes to the above rents, if any, may occur upon proper 30-day notice to LESSEE from LESSOR.
Payments of rent and other charges are to be made at:

or at such other place as may be designated in writing by LESSOR. Cash will not be accepted. A $ service charge will
be applied to all LESSEE checks returned by the bank for any reason whatsoever.

3. LATE CHARGE: Tenant acknowledges that late payment of rent may cause landlord to incur costs and expenses, the exact amount of
such costs being extremely difficult and impracticable to fix. Such costs may include, but are not limited to, processing and accounting
expenses, late charges that may be imposed on landlord by terms of any loan secured by the property, costs for additional attempts to collect
rent, and the preparation of notices. Therefore, if any instaliment of rent due from tenant is not received by landlord within calendar
days after due date, tenant shall pay to landlord an additional sum of $ as a late charge which shall be deemed as additional
rent. The parties agree that this late charge represents a fair and reasonable estimate of the costs that landlord may incur by reason of tenant’s
late payments. Acceptance of any late charge shall not constitute a waiver of tenant’s default with respect to the past due amount, or prevent
landlord from exercising any other rights and remedies under this agreement and/or as provided by law.

4. SECURITY DEPOSIT: LESSEE has deposited $ as a deposit to secure LESSEE's full compliance with all the terms
and conditions of this Lease. Said security deposit shall be held interest free by LESSOR during the term of this Lease. Upon 30 days notice
from LESSOR, LESSEE agrees to increase the deposit by an amount equal to any future increases in rent, or any amounts necessary to
reimburse LESSOR for expenses or costs incurred by LESSEE's breach of this Lease, including the costs of enforcing the terms and
conditions of this Lease, or owed to LESSOR under the terms of this Lease. Upon termination of this Lease, the full amount of the security
deposit will be refunded or accounted for pursuant to California Civil Code Section 1950.5.

5. OCCUPANTS: Only the LESSEES named in this Lease and the individuals named below may occupy the premises without prior written
consent of the LESSOR.

Guest(s) staying more than 15 days without the written consent of LESSOR shall constitute a material breach of this Lease.
6. PETS: No pets or animals of any kind may be kept on or visit the premises, except:
Any breach of this condition shall be considered a material breach of this Lease.

7. USE: The premises are rented for residential use only. LESSEE shall not violate any Governmental law in the use of the premises, commit
waste or nuisance, annoy, molest or interfere with any other tenant, neighbor, or person on the premises, or cause or allow any noise or
activity on the premises or its common areas which might disturb the peace and quiet of other tenants or neighbors.

8. UTILITIES: LESSEE agrees to pay for all utilities used by the premises except
9. LESSEE’s HOUSEHOLD BELONGINGS: None of the following items shall be kept or stored on or about the premises: water-filled
furniture; any receptacle containing more than ten gallons of liquid; highly combustible materials, item(s) of unusual weight or dimension; or
any item which may represent a danger to lives or property, or which may adversely affect LESSOR’s insurance rates. Should LESSOR
consent in writing to accept any item otherwise restricted by this paragraph, that consent can later be withdrawn upon 30-day written notice.
In the event such consent is given, LESSOR may require payment of additional rents and security deposits and/or proof of specific insurance
in an amount satisfactory to LESSOR.
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10. PARKING: If any parking space(s) are designated for LESSEE's use on LESSOR's property, they are to be used exclusively for parking
LESSEE's passenger automobiles and/or other vehicles as listed on LESSEE's Rental Application and approved by LESSOR. Said space(s)
shall not be used for the washing, painting, or repair of vehicles. No other parking space(s) shall be used by LESSEE. LESSEE is responsible
for oil leaks and other vehicle discharges and for any cleaning thereof deemed necessary by LESSOR. Guests may not park in spaces
designated for tenants only.

11. CONDITION OF PREMISES: LESSEE acknowledges that he has inspected the premises, furnishings and equipment, if applicable, and
has found them to be in satisfactory condition. All plumbing, heating and electrical units are operative. All furniture, if any, as inventoried on
the attachment hereto as page and incorporated herein by reference, has been inspected by LESSEE and found to be in
satisfactory condition. LESSEE agrees to keep the premises and all items mentioned in this paragraph in good order and condition, and to
immediately pay for any damage caused by LESSEE, his guests and/or invitee. '

12. ALTERATION AND IMPROVEMENTS: LESSEE agrees not to make any alteration of, or make or add any improvement of any kind to the
premises without LESSOR's written consent.

13. TERMINATION: If this Lease is for a fixed term, it will terminate automatically at the end of the term specified in paragraph 1. Any
extension or renewal thereof must be agreed to by LESSOR in writing at least 30 days before termination of this Lease. If this is a month-to-
month Lease, it can be terminated by either party serving upon the other proper 30 day written notice.

14. POSSESSION: LESSEE takes possession of the premises as of the effective date specified in paragraph 1 of this Lease, and shall be
considered to continue In possession until all areas, including storage areas, are clear of LESSEE’s belongings, and all keys and other
property furnished for LESSEE's use are returned to LESSOR. LESSEE s responsible for all rents due and payable under the terms of this
Lease and cannot avoid that responsibility by vacating the premises prior to the proper termination of the Lease.

15. RIGHT OF ENTRY AND INSPECTION: LESSOR may enter, inspect and/or repair the premises at any time in case of emergency or
suspected abandonment. In other cases, LESSOR shall give 24 hours advance notice and may enter during normal business hours in order
to show the premises to prospective renters, buyers, lenders, for smoke alarm inspections, for normal inspections and repairs, or any other
legitimate purpose.

16, ASSIGNMENT AND SUBLETTING: No portion of the premises may be sublet, and this Lease may not be assigned without LESSOR’s
pricr written consent.

17. ATTORNEY’s FEES: If any legal action or proceeding be brought by either party to this agreement, the prevailing party shall be
reimbursed for all reasonable attorney's fees and costs in addition to other damages awarded.

18. NOTICES: All notices to LESSEE shall be served at the premises specified in this Lease, and all notices to LESSOR shall be served at

19. NOTICE: PURSUANT TO CIVIL CODE, SECTION 1785.26, YOU ARE HEREBY NOTIFIED THAT A NEGATIVE CREDIT REPORT
REFLECTING ON YOUR CREDIT RECORD MAY BE SUBMITTED IN THE FUTURE TO A CREDIT REPORTING AGENCY, IF YOU FAIL TO
FULFILL THE TERMS OF YOUR RENTAL/CREDIT OBLIGATIONS IN ANY WAY. THIS IS THE ONLY NOTICE THAT YOU WILL RECEIVE IN
THIS REGARD.

20. LIABILITY: Resident agrees to hold harmless and indemnify and defend Owner and its agents from all claims or loss for damage to
property and injury or debt to persons caused by the negligent or intentional acts of Resident, his children, guests or invitees, occurring on
or within the premises and/or property.

21. PERSONAL PROPERTY: All items of personal property placed by Resident in any apartment or public or private storeroom within the
property are so placed at Resident’s sole risk, and Owner shall have no liability for any loss or damage of or to said property whatsoever.
Owner does not insure personal property of the Resident. It is recommended that Resident secure insurance on household goods.

22. RULES AND REGULATIONS: Tenant agrees to comply with all CC&R’s, By-Laws, reasonable rules or regulations, decisions of owners
associations and/or the landlord which are at any time posted on the premises or delivered to tenant, and tenant further agrees to be liable
for any fines or charges levied due to violations thereof.

23. The undersigned LESSEEs, whether or not in actual possession of the premises, are jointly and severally liable for all rent incurred during
the term of this Lease, and for all damages to the premises caused or permitted by LESSEES, their guests and invitees.

24. ADDITIONAL PROVISIONS: LESSOR AND LESSEE further agree as specified below:

EXECUTED on the day, month, and year first above written.

LESSOR LESSEE
By Authorizing Agent LESSEE
LESSEE
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REFERENCES Page 2 of 2
FAMILY
Full Name Number Street
City State Relationship Phone
Gity State Relationship Phone
EMERGENCY
Full Name Relationship Phone
PETS
Number Description
WATER-FILLED FURNITURE
Description

AUTOMOBILES/MOTORCYCLES/BOATS TO BE PARKED ON PREMISES:

Make Modei Year License Number

Make Model Year License Number
HAVE YOU EVER BEEN DELINQUENT IN PAYMENT OF YOUR RENT OR ANY OTHER FINANCIAL OBLIGATION? IF YES, PLEASE EXPLAIN:

HAVE YOU EVER BEEN A DEFENDANT IN AN UNLAWFUL DETAINER (EVICTION) LAWSUIT OR DEFAULTED (FAILED TO PERFORM) AN
OBLIGATION OF A RENTAL AGREEMENT OR LEASE? IF YES, PLEASE EXPLAIN:

OPTION TO RENT

The undersigned wishes to rent the property located at

and has made the above application in connection thereof. The
Landlord hereby grants the undersigned an option to rent said property in return for the payment of $ which will be credited to the
first month's rent or returned if the applicant is not accepted as a resident. It is understood that said amount is separate and distinct from any sum
paid to the landlord for any verification of the rental application. If applicant is accepted as a resident and subsequently does not move in on the
starting date for tenancy, the amount received is hereby acknowledged as liquidated damages for non-performance and will be forfeited by the
applicant as compensation for holding the apartment off the rental market.

Applicant

Applicant

NOTE TO MANAGER: Verify driver's license number and advise applicants to authorize employers, banks, and landlords to release all relevant

information.

APPLICANT D/L#

APPLICANT D/L#
VERIFICATION RESULTS - FOR OFFICE USE ONLY

INVOICE # RESULTS DATE

REMARKS

MOVE IN DATE UNIT # UNIT TYPE RENT

NOT ACCEPTED: REASON

ADVISE APPLICANTS
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TAXATION

Treatment of Income

Active. This is income actually earned, including wages, tips, salaries, bonuses, etc.
Portfolio. This includes interest, annuities, dividends, and royalty income.

Passive. The Omnibus Budget Reconciliation Act (OBRA) of 1993 eased the passive activity loss
(PAL) rules for those in the real property business for tax years beginning January 1, 1994. All rental
activity is now always classified as passive, even if it’s the investor’s sole business activity. These
passive losses are suspended and carried forward until disposition of the property. Under new rules
(OBRA), a taxpayer can deduct losses from rental activities against non-passive as well as passive
income if the taxpayer is in one or more real property business and the taxpayer materially
participates. The term real property business includes most real property “trades or businesses,” such
as construction, rental, management, leasing, brokerage, acquisition, conversion, etc. The

requirements for material participation include the following:

Other Tax Changes

1.

2.

Capital gains: on assets held more than one year, the tax rate remains unchanged at 15 percent.

1031 tax-deferred exchange rules. These were left in their existing format. This will result in more

sellers considering exchanges rather than selling in the future

Property tax. A tax levied by local governments, assessed on property owned, such as real estate that
is based on the value of property. Property tax on real estate is the main source of financing for local

governments and school districts.

State Income Tax. An income tax is levied by each individual state. Some states choose to impose no

income tax ( Alaska, Florida, Nevada, South Dakota, Texas, Washington, and Wyoming). Most
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states have a progressive income tax, where the rate rises as income gets larger. State income taxes
are levied in addition to the Federal income tax. Some state income taxes are deductible for Federal

tax purposes.
Examples of state taxes:

¢ Hawaii —The State Income Tax rate ranges from 1.40% to 8.25% and is based on income and

filing status.

e California —State Income Tax rates begin at 1% for the first $6,827 of taxable income and rise to
9.3% for incomes at $44,814 and above. In 2005, California added a mental health tax of 1% on
incomes greater than $1,000,000, making the marginal income tax rate in California 10.3% at the

extreme income ranges

5. Federal Income Tax. A tax levied by the United States Internal Revenue Service (IRS) on the annual
earnings of individuals, corporations, trusts and other legal entities. Federal income taxes are applied
on all forms of earnings which comprise a taxpayer's taxable income, such as employment earnings or

capital gains. Federal tax rates range from 10% to 35% and are based on income and filing status.

6. Capital Gain or Capital Loss. The difference between the amounts you sell a capital asset for and your

purchase price.

7. Capital Gains Tax. Tax assessed by the IRS on profits realized from the sale of a capital asset, such as
real estate. While you must report all capital gains, you may deduct only capital losses on investment
property, not personal property. Appreciated assets sold for a gain after being held for less than a

year receive the least favorable capital gains tax treatment.
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LEGAL OWNERSHIP

Types of Ownership

Individual Ownership. These are assets owned in a person’s sole name, without any other owners. The
individual owner has sole control over disposition of the property and is the sole recipient of any benefits

or income, such as rent.

Corporation. A legal entity that is separate and distinct from its owners. Corporations enjoy most of the
rights and responsibilities that an individual possesses; that is, a corporation has the right to enter into
contracts, loan and borrow money, sue and be sued, hire employees, own assets and pay taxes. The most
important aspect of a corporation is limited liability. Shareholders have the right to participate in the
profits, through dividends and/or the appreciation of stock, but are not held personally liable for the

company's debts.

Limited Liability Company. A company in which shareholders limit their liability exposure to their
percentage of ownership or equity interest in the company. Shareholders' personal assets are protected in
the event of business-related lawsuits. The tax situation for this type of company is much like that of the
partnership in that it acts as a pass-through tax entity. A tax return for a partnership is filed with the IRS
for information purposes only. All income and expenses are attributed to the stockholders of the LLC.
According to the LLC agreement, the stockholders can allocate income and its resultant tax liability the

same way as partners in a partnership.
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UNITED STATES VISA
OPPORTUNITIES

EB-5 Visa

The EB-5 Visa for Immigrant Investors is a United States visa created by the Immigration Act of 1990.
This visa provides a method to obtain a green card for foreign nationals who invest money in the United
States. To obtain the visa, individuals must invest at least $1,000,000 USD, creating at least 10 jobs. By
investing in certain regional centers with high unemployment rates, the required investment amount is
only $500,000. The Immigrant Investor Pilot Program was created by Section 610 of Public Law 102-395
on October 6, 1992. This was in accordance with a Congressional mandate aimed at stimulating economic
activity and job growth, while allowing eligible aliens the opportunity to become lawful permanent
residents. This "Pilot Program" required only $500,000 of investment in exchange for permanent resident

status. The investment could only be received by an economic unit defined as a Regional Center.

A Regional Center is defined as an economic unit, public or private, engaged in the
promotion of economic growth, improved regional productivity, job creation, and
increased domestic capital investment. Prior law required the investment in the

Regional Center to generate an increase in export sales; however, statutory

amendments in 2000 and 2002 no longer require this increase. The individual
receiving the visa is not required to actively manage the business investment. For investors who wish to
invest in a new or existing business, have an active role in the management of the operation, and have at
least one million US dollars to invest, then the traditional EB-5 visa is the best option. But for those who

would prefer a passive role in the management of their investment, do not wish to be involved in the
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creation of the 10 U.S. full time jobs, and would rather limit their investment to $500,000 USD, then the

Regional Center, or EB-5 Pilot Program is the better immigration option.

L-1 Intra-Company Transferee Visa

The L-1 intra-company transferee visa allows executives, managers, and employees with specialized
skills to transfer from the foreign company to a U.S. office, subsidiary, or affiliated company to perform
temporary services. L-1 visas are granted initially for one to three years with extensions available in

three-year increments, with a total stay not to exceed seven years.

To qualify for an L-1 visa you must have been employed outside the U.S. as a manager, executive, or
person with specialized knowledge for at least one out of the past three years, and you are to be
transferred to the U.S. to be employed in a similar position. The U.S. company to which you are
transferring must be a branch, subsidiary, affiliate, or joint venture partner of your non-U.S. employer.
The non-U.S. company must remain in operation while you have the L-1 visa. A non-U.S. company is a
company that is physically located outside the U.S. Such a company may well be a foreign division of an
American-based business or it may have originated in a country outside the U.S. Either one fits our

definition of a non-U.S. company.

L-2 Dependent Visa

The spouse and dependent children under 21 can obtain an L2 Visa. They are allowed to reside in the U.S.

for the duration of the L-1 visa holder's authorized duration of stay. L2 visa holders can work in the

United States once they are physically present in U.S., with EAD (work authorization) approved from the
USCIS.
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SUMMARY

“Twenty years from now you will be more disappointed in what you did not do than what you did do.

Cast away from the safe harbor and explore.” Mark Twain

In the 20* century the growth and cultural influence in the United States was mainly from Europe with the
focus on the East Coast of the U.S. In the 21* century the United States will experience a much closer
alliance with the countries of Asia. The western United States will grow as a partial result of immigration

and increase in trade from the across the Pacific Ocean.

California’s population is projected to grow 75% in the next 40 years. The demand for existing improved
real estate will continue to increase in value. There is very little vacant land in Southern California that is

easily developable. Residential property will increase in value as cost of construction and land increases.

It is estimated that 10 million visitors from the People’s Republic of China will be visiting the United
States by 2020 in addition to additional tourists from Korea, Japan, and Vietnam. Hotel properties near

tourist destination areas will be in demand in California and Hawaii.

Development of real estate near the ocean or inland lakes will be difficult due to environmental concerns.
The result will be increase in land values, especially for developed properties or those with governmental

entitlements in place.

Investment in the United States real estate is a good hedge against inflation and brings opportunity for

property owners.

73



INVEST U.S.A.

The REMM Group and REMM Pacific give their appreciation to the
following people for their assistance with this book:

Contributing Editors

Christine Dales, CEO, The REMM Group

Stephanie Yamaguchi, Yamaguchi & Yamaguchi, Inc.
G.A. “Chip” Julin 1ll, RPA, Affiliate, The REMM Group
Lu Gao, Affiliate, The REMM Group

Guanghua Chen, Zhong Yin Lawyer

The REMM Group Business Partners

Prudential California Home Sales

Carolina Center for Foreign Investment (CCFI) — Regional Center
Eric Zhang, C.P.A., M.S.T., Chan & Zhang LLP

Kingdy Parking

505 South Villa Real, Suite 201, Anaheim Hills, California 92807 [www.remminternational.com | Phone: 714-974-1010, ext. 214

74



	about the authors
	Chapter
	WHY INVEST IN THE UNITED STATES?
	Chapter
	WHAT IS THE BUYING PROCESS?
	Determine Goals and Objectives of Investing
	Establish a Team of Experts
	Avoid Mistakes
	Creation of Value

	Chapter
	FUNDING THE INVESTMENT
	Transferring of Funds to the United States
	Risk Analysis

	Chapter
	OFFER TO PURCHASE - STRATEGY
	Price
	Down Payment
	Seller Financing
	Term of the Escrow Period
	Guarantees
	Identifying What is Important to the Buyer

	Chapter
	ESCROW
	Chapter
	REAL ESTATE APPRAISAL
	1.  Estimate the Land Value
	2.  Estimate the Replacement Cost
	INCOME APPROACH
	Direct Capitalization Method
	Net Operating Income (NOI) ÷ Sales Price (SP) = Capitalization Rate (Cap Rate)
	Example:   $100,000 (NOI) ÷ $1,000,000 (SP) = 10% (Cap Rate)
	Net Operating Income (NOI) ÷ Capitalization Rate (Cap Rate) = Market Value (MV)
	Example:   $100,000 (NOI) ÷ 10% (Cap Rate) = $1,000,000 (MV)
	In a perfect world, with perfect data the Direct Capitalization Method of appraising would be the most accurate method of appraising commercial properties.  Most commercial properties differ in location, size, design, architecture, purpose, tenant lea...
	Chapter
	DUE DILIGENCE
	Commercial Properties

	Chapter
	MANAGEMENT OF THE ASSET
	Objectives of a Real Estate Manager

	Communication between Manager and Owner
	Reporting
	Types of Reports
	Summary

	Chapter
	selection of an investment
	Residential Properties
	The Office Building
	Retail – Shopping Centers
	Shopping Center Classifications
	Marketing Retail Space
	Layout of Shopping Centers
	Common Area Maintenance

	Industrial
	Multifamily Residential
	Chapter
	LEASING
	Types of Leasehold Estates
	Types of Leases
	Requirements of a Valid Lease
	General Considerations:

	The Marketing Survey
	Market Survey
	Break-Even Analysis

	Tenant Selection
	Major Tenants
	Small Tenants
	Residential
	Market Analysis
	The Rental Agreement

	Chapter
	TAXATION
	Treatment of Income
	Other Tax Changes

	Chapter
	legal ownership
	Types of Ownership
	Chapter
	UNITED STATES VISA OPPORTUNITIES
	EB-5 Visa
	L-1 Intra-Company Transferee Visa
	L-2 Dependent Visa
	Chapter
	SUMMARY

