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INTRODUCTION

sia is emerging as a world power, and we have been fortunate to experience its immense growth

b 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 Jand 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.

vi



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:

* Bargains in U.S. real estate

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

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

*  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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USA Real Estate Performance Index 1992~2016
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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:
* Cash flow from invested capital
* Diversification of investments
* Legal protection of property rights
¢ Facilitation of U.S. visa opportunities
¢ Increase in value over time

*  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.



WHAT IS THE BUYING
PROCESS?

, teps to investing in the U.S.A.
] 1) Determine goals and objectives of investing (Chapter 2)
2) Establish a team of experts (Chapter 2)
3) Determine how to fund the Investment — financing or cash. Pre-qualify and transfer of money to
the U.S.A. (Chapter 3)
4) Select the investment (Chapter 9)
5) Make the offer to purchase (Chapter 4)
6) Exercise due diligence (Chapter 6 and 7)
7) Process the Escrow (Chapter 5)
8) Secure title insurance (Chapter 5)
9) 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
questionnaire that will assist a real estate consultant in determining the investment strategy for the

investor.



What is the Buying Process?
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Investor Questionnaire
United States Real Estate Investment
Name e-mail address

Have you been to the United States?

» If so, when was your last trip?

* How long were you in the United States?
Are you interested in EB-5 or L-1 immigration via investment opportunities? Y N
Do you currently have international investments in real estate? Y N

What are your investment interests?

= Residential? Y N
»«  Office buildings? Y N
» Industrial buildings? Y N
= Shopping centers? YN
= Tand? Y N

If single family residence:
Is the purchase for immigration? YN
Is the purchase to provide student housing? YN
Is the purchase for investment only? YN
Do you wish to be the only owner or to purchase with a partner? YN
Are you interested in pooling your funds with other partners to purchase a larger property? Y N
How many years do you expect to maintain ownership of an investment property?

What are your expectations of return on investment?

What is your scope of real estate knowledge?
None -Somewhat Knowledgeable -Very Knowledgeable

Would you be willing to travel to the United States to view potential investments? YN



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

own and must be honest with the investor to communicate the

TR
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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.

A A

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.



invest LLS.A.

PURCHASE CONTRACT FLOW CHART - ALL CASH

CASH
Offer to Purchase

To include proof of funds

Y

Period of Negotiation

Counter Offers

A
Offer Accepted

l

Open Escrow

Initial deposit is made at this time

y

Professional Property Inspection

Y

Receive, Review, Accept Seller’s Real Property Disclosures

|

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 for a

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 I 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 TIs 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.



OFFER TO PURCHASE -
STRATEGY

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:
* Price

* Down payment

* Seller Financing

* Term of the escrow period

* 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 Relerence Purpeses)
1. Buyer,

1.t Sample Buysr » (“Buyer®)
hezoby cffers to purchase tho real proparty, horeinallor described, from the ownor thereof (*Sclier”) (collsctively, the *Partles” o individuedy, a *Party™),
through an escrow CEgcrow’) lo close 30 of days after the waiver ar explration of the Buyer's Contingencies, {"Expectad Closing
Data') to ba haid by {"Escrow Holder") whose addrass is

. Phone No. » Faesimila No,

upon the terms and conditions sot forth in this agreement {"Agreement’). Buyer shall have the right to assign Buyer's rights hereunder, but any such
assignment shall not refleve Buyer of Buyar's obligelions hireln unlass Sellar oxprossly refeases Buyor.

1.2 Theierm "Date of Agroement” as Used hereln shal) bo the date when by cxecution and delivery (3 delined in saragroph 20.2) of this documant or
a subsequent countarcifur thereto, Buyar and Seflar have reachad agresment in wiiting whareby Saller agraes to sef, and Buyer dgraes fo purchase, the
Propety upon tesns accepled by bath Parties.
2.  Property.

2.1 The teal proparty (*Proparty”) that is tho subject of this offer consists of (insert a bilef physica pion) 0££ice Building

Is lecated Inthe Clty of Irvine  Gounty of Orange , State
of California , I commonly known by the strast address of 1234 Sunny Lane

ang i legally described ss:

{APN: L

22 If the legal duscrption of the Property Is nol complote or ia Inaccurato, this Agrosmert shall not be Invalid 2nd the legal deseription shal! be
completed o corrected to memt tha requiramants of
("Title Company~}, which shal issue tha title palcy hereinafter described,

23 The Property Includes, et no addiional cost to Buyer, the pesmanen! improvements theraon, including those hams which pursuant o sgpficabln low
ara a part of the proparty, as wail as tho following items, if any, cwnes by Selfer and at prosent located an the Property: dlectrical distribulion systems (powar
pangl, bus ducting, conduits, geconnects, lighting fixdures}; tofophona distribution systoms (ines, Jacks and connactions only); space hoaters; heating,
veniialing, ar conditioning equipment ("HVAC') ar lings; firo cprinkler systems; socurity and fire doloction systems; carpels; window coverings; wail
cavenngs; and

t the "Improvements™).
24 Thofira sprinklar monitor:C] s ownod by Sellsr and Inchuded In the Purchase Price, [ Is lcased by Seiler, and Buyer wil need to negotisto a now

Isase with tho fire monitering company, 1 ownership witl be datarmined during Escrow, or [ there is no fire eprinkler maaltor.
2.5 Exceptas provided [n Pasagraph 2.3, the Purchasa Price doos not include Solor's personal proparty, furmitura and furnishingsa, and

all of
which shali ba remavad by Sellar prior to Closing.
3. Purchasa Prica.
3.1 Tha purchasa price ("Purchase Price®) tp be pait by Buyer to Se'ler for the Properly shall be § , payeble as
Tollows:
{a) Cash down paymant, incfuding the Deposh as defined in paragraph 4.3 (or if 2n 2l cash
ransacton, the Purchass Price); $
{Striva if not
oppieablo) {b) Amountof “Now Loan" as defined in pamgraph 5.1, if ey g
(c) Buyer shall take title 1o ha Proparty subject Lo and/er assume tha following exsting deed(s) of
teust ("Existing Doed{s) of Trust") sacuring the exsting promissocy note(s) (*Exlsting Note(sy):
{i} An Exisiing Nofe {"Flrat Note®) with a1 unpald principal balance as of the
Clasing of approdmately: 3
Said Fiest Note is payablo at § por month,
(Strika if not Including intorast at the rate of % por annumant! pald (anddor the
apphoabia) antire unpald balance is dus on .
(i) An Exsting Note {*Secend Note"} with an unpa/d principe! balanse as of the
Closing of appresimataly. 8
Sald Second Noto Iz payable et & per month,
Including interest at tho rate of % per aanum urtil paid (andior ihe
anlire unpait balente s dus on .
{Sirike il not (d) Buyer shall give Sefter a daed of trust ("Purchase Monay Doad of Trust™ on thn
appieably) property, Yo secure the promissory note of Buyes to Selfer deseribed in paragraph 6
{"Purchase Monay Note") in the amount of; $
Tolal Purchase Price: %
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2.2 it Buyer is taking titfa to the Proporty subject to, or assuming, 2n Exdsting Daed of Trest and such decd of truat parmils the hondliciary to dermand
paymant of fees incluting, but nat Bmited to, poinls, processing fees, and appralsal fees as a condition to o transter of the Property, Buyer agrees to pay
such fees up 1o & medmum of 1.5% of the unpald priacipal bafance of the eppiicabe Exdsting Nota.

4, [Coposits.

4.1 [0 Buynr has defivered t Broker a check in the st of § » payobla 1o Escrow Heidor, 1o ba delivecad by Brokar

to Escrow Holder within 20r _ businass days after both Parties have axeculed this Agreemant and the executed Agreament has baen delivered to Escrow

Holdar, o TT within 2 or ____ businsss days afier both Parlles have cxeculod this Agreement and the exacuied Agreamont has boen delivered to Escrow
Helder Buysr shall daliver 1o Escrow Hofder & check in the sum of § « If s2id check is not recehvad by
Escrov Holder within sald tima period then Seller may elect lowr y thia fon by giving written notice of sueh election to Escrow Holder
whereupon neither Party shall have any lurther labliity 1o the other under this Agresment. Should Buyer and Seller not enter inte an agresmant for purchass
and sefe, Buyar's check or funds shall, upon request by Buyer, ba promplly relumed o Buyer.
4.2 Additional deposits:
{2} Within 5 busineas days after the Dato of Agroement, Buyer shall dapesit with Esstew Hader the addifional ssm of

3 to ba applied to the Purchase Price i the Closing.
{b} Within 5 business days after the conlingoncles discussed in paragraph 9.1 {a) Lhrough (k) are approved of walved, Buyer shall daposit with
Escrow Halder the additiona) sum of § to be applied to the Purchase Prica at the Closing,

4.3 Eacrow Holder shall daposit the funds deposited with it by Buyer pursuant 1o paragraphs 4.1 and 4.2 {coilectively the “Deposit™), In a Stale or
Foderally charterad bank in an Inlerest baaring account whose lerm (5 appropriale and conslstent with the timing requirements of thls ransaskion. Tha nlerest
therefrom shal? accnua 1o the banefit of Buyer, who hareby acinowedges thal there may be penallies or intarest forfeitures i the applicabl instrumant Is
radsomed prior lo ils specified maturity. Buyer's Federal Tax Identification Number Is . NOTE: Such inlerest bearing
account cannot be opaned until Buyer's Federal Tax Identitication Number is provided.

5, Financing Cantingency. (Sinka & not appicabla)

51 This cifer is contingent upon Buyer chialning from an: Insurance company, financial Instivtion or ather lender, a commitment to land to Buyer a sum
equal toat feast % of the Purchase Price, on terms reasonably accoptabin to Buyer, Such loan {"New Loan'} shall be secured by a first deed
of trust o morigage on the Properly. If this Agresmant provides for Seller to carry back junior financing, then Sefler shall have the right o appsave the terms of
the Naw Loan. Sallar shall have 7 days from recelpt of the commitment selting forth the propesod temns of the New Loan ta approve or disapprova of such
propesed terms. If Seiler fails to nolify Escrow Holdar, In wriling, of the disapproval within said 7 deys it shet ba conclusively presumed that Seller has

appraved tho terms of the Now Loan,
52 Buyer haroby agroos fo diligently pursua cbiaining the New Loan. B Buyor shall fall to notify its Broker, Escrow Holder and Seller, in writing
within days g the Dete of Ag $hat the New Loan has not been ebtainad, it shall ba {usivaly pi $ that Buyer

has either obtainod said New Lean or has waived this Now Loan contingency.

53 I, alter dus cifigence, Buyer shall nedify its Broker, Escrow Holdar and Solar, in writing, willin the fima specifled in paragreph 5.2 hereof, that Buyar
has not obtained sald New Loan, this Agresmant shall be terminaled, and Buyer shall ba entiied 1o tho prompt retum of the Deposlt, plus any infarest eamod
thereon, fass only Escrow Holder and Tiile Company cancellation fees ard cosls, which Buyer shall pay.

B, Seller Financing {Purchase Money Note). (Stike f not appicatia)
6.1 If Seller approves Buyer's financials (see pamgraph £.5) the Puichase Money Note shell provida for intorast on unpnid prinsipal a1 the rate of
% por annurr, with principal and intarest paid os follows:

The Purchase Mongy Nete and Purehase Monay Daed of Trust shall bp on the current forms cemmonty ised by Escrow Holder, and ba junior and subordinate
ondy to the Existing Note(s) and/or the New Loan sxprassly cafled for by this Agresment.

6.2 Tha Purchaza Monay Nota andior the Purchase Monay Daeod of Trust shall contaln provisions reganding the following (soe also paragraph 30.3 {b)x:

(@) Prapaymant. Principal may be prapald in whola o in partat any ima without panalty, at tha option of the Buyer.

{t) tats Chargs. A late changs of 6% shall be payeble with respoct 1o any payment of principal, nterest, of othar charyes, not made within 10 days
after itis dua.

(c) Due On Sale. In the event the Buyer solls or transfers iitls to the Progerty or any portion thareo, then tha Seller may, al Setler's option, require
the antire unpaid balance of said Note 1o ba paid in full.

53 If the Purchase Measy Dead of Trustis to be subordinats to ather Brancing, Escrow Helder shall, 2t Buye:s sxpensa propars s record on Selier's
behalf a request for notice of dafeult cndler sale vilh regard to each mortgage of deed of trust to which it will bo subodinata,

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

6.5 Seller’s obligation 1o provide financing is contingant upon Seller's reasonablp approvel of Buyer's finenicial condiion. Buyer to provide a curront
financial staternent and copiss of its Federal tax retums far the last 3 years to Seller within 10 days feliowing the Data of Agrosment. Seler has 10 days
Toliowing receipt of such documentation {o salisty itwelf with regard 1o Buyer's linancial condition and to notify Escrow Holdar 25 fo whether or not Buyer's
financial conditlon is accoptable. If Seiler fals 1o nolify Escrow Heider, In writing, of the disepproval of this contingancy within said tme period, It shadl be
conclusivily prosumed that Seller has approved Buyer's financial condition. If Salier js not satisflad with Buyer's financial condition: or ¥ Buyer faifs o dafiver
the required documentation then Sefler may nofify Egcrow Holder in wiitng thit Sefir Financing will not ba avallable, and Buyar shall have tha option, within 10
days ot the recelnt of such nctice, 1o either tarminete this transaction or 1o purchase the Proparty without Seller financing. 1f Buyer faiis 1o notily Eaceow Holder
within said time period of Its election to terminate this transaction then Buyar shall be conclusively presumed to have efecled 10 purchase tha Proparty without
Saller financing. [f Buyer elbcts 1o tenminate, Buyar's Deposit shall ba refunded less Tiils Gompany and Escrow Holder canceliation fees and costs, alt of
whicl shall be Buyer's cbligation.

7. Resl Esfate Brokers,

kAl Tho fctlowing real estate broker(s) {*Brakers™) and g6 relaionships exist in this tr in and are consented 1o by the Partles
{check the applicabla boxas):
represents Seller exclusivaly ("Seller's Broker™);
0 T Buyor oxtiusivaly "Buyet's Broker'); oc
[ L both Selfar and Buyer ("Dual Agency'}.

The Parties acinowledgn that Brokers are the procuring causa of this Agreemiant, Sen paragraph 24 reganting he natura of a real estale agenty relationship.
Buyer shall use T serdces of Buyer's Broker exciusivaly In connaction with sy andt a nogotiaions and cifars with respoet %o lhe Properiy for & period of 1
yoar from Lhe dala inserted for refezence puposes at the bop of page 1.

7.2 Buyar and Seller sach roprosent and warrant 10 the other that he/she/t hag had no dealings with any persen, fism, broker er finder in connection with
the negotiation of this Agreement and/or tha consummation of the purchase and sale contemplated herein, other than the Brokers ramed in paragraph 7,1, and
no broker o clher porson, firm or oniity, other than said Brokors Is/are entided o any commission or findor's fee in connection with tis transaction a8 the
rosuit of any dealings or acts of such Party, Buyor and Saller do each heraby agras to Indemnlly, defend, protoct and hald the olher havmlass from and against
any cosls, mpansas or fiabillly for compensation, commiseion or charges which may bo cloimed by any beoiter, findor of ather similar perty, othor than said
ramad Brolars by reason of any dedlings or act of the indemnilying Parly.

8. Escrowand Closing.
8.1 Upen sccopiance hareof by Seller, this Agroemenl, including any counterotiers incorporated hereln by the Pasies, shall constite not only the
g it of purchase and sale beh Buyor and Sefler, bul alto instructions to Eserow Holdar for the consummation of the Agreemant through the
Estrew, Escrow Holder shall not propare any furthar escrow instructions rastating or amonding the Agresment uniess specifically o instructed by the Partiea
or a Broker harein. Subjact 1o the reasonabls approval of the Parties, Escrow Holder may, howaver, inciuds s siandand gensrat cacrow provisions,

8.2 As soon a5 practcal after the rocaipt of this Agreemant and any relevant countoroffers, Escrow Holder shall ascerlain tha Date of Agrabmant as
defined in paragraphs 1.2 and 20.2 and advise the Parties and Brokers, in writing, of the date ascertainod.

8.3 Escrow Holder Ig hereby authorizad and instructed 1o condust the Estrow In accordance with this Agreemant, applicabie faw and custormn and
practice of the community i which Escrow Hoider 15 located, including any repatting requiremants of the Intemal Revonue Code. In the avert of a conlfet
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batween the kaw of tha stala whara the Property Is located and the law of the state whera the Escrow Holder I located, the law of the state whare the Proparty
75 located shall praval,

84 Subject to satisfaction of tha contingencles hereln deseribed, Escrow Holder shiall clese Lhis escrow (the "Closing*) by recording & general warranty

dsed {a grart deed in California) and the cther documents required io be recorded, and by disbursing the funds and documents In accordance with this
eament.

Ao 85 Buyer and Seller shof each pay ona-half of tha Escrow Holder's chaiges and Seller shal? pay the usual recording foes and any required

documentary transier taxes, Seller shalt pay the premium for a standard coverags ownor's or Joint protection policy of title insurance.

8.6 Escrow Maldar shall virify that al of Buyer's contingenclos hava been salisfied or waived prior fo Closing, The maliens contained in pamigraphs 6.1
subparagraphs (b}, {c}, {d), (s}, (o}, (), (n), and {0}, 0.4, 9.5, 12, 13, 14, 16, 18, 20, 21, 22, and 24 are, howaver, matters of agrosment between the Partios
only and ara not instniciions to Escrow Helder,

8.7 if this transaction is terminaled for non-satisfaction and non-walver of a Buyar's Corr as defined In paragraph 9.2, then naither of the Partics
shall thereatter have any liability 1o the other under this Agresment, except 1o tha extont of a breach of any affirmative covanant or warranty In this Agraemant.
In the avent of such teiminagon, Buyer shall be promptly refunded all funds deposiled by Buyer with Escrow Holder, less only Title Campany and Sscrow
Holder cancsifation fess and costs, 2l of which shall be Buysr's obligation, If this transaction Is terminated a6 a result of Seller's breach of this Agroement
then Selter shall pay the Title Company and Escrow Hetder cancelation fees and costs,

8.8 The Closing shall occur on the Expected Closing Dale, or s scon thereafter as the Escrow 15 in condition for Closing; provided, howaver, that if the
Closing does not oceur by the Expocted Clesing Date and said Dale i not exdencied by mutusl Instructions of the Parlies, & Party nat then In default undsr this

nt may nolily the olhar Party, Escrow Heldor, and Brokers, in wriing that, unleas tha Closing oceurs vithin 5 business days {ollowing sald notce, the
Escrow shall ba deemed terminated without further netice or instructions.

8.8 Except as otharwiso providsd hereln, the termination of Eqcrow shall not refieve of releate elther Party from any obligation to pay Escrow Holdpr's
fass and costs or constilute a walver, release or discharge of any bresch or defacit that has occurred in the performance of the obligations, agreoments,
covenants or warrantias contained therei.

8.30 if thls Escrow |s terminated for any reason ather than Selfer’s breach o default, then at Seller's rauest, and as & condition 1o the retum of Buyars
deposit, Buyer shall within 5 cays after writlon request defiver to Seller, at nio charge, copies of alt survays, enginearing studias, soil seports, meps, master
plars, jeasibilly sludios and oiher slmllar ikems prepared by or for Buyar that perizin lo the Propery. Provided, howaver, thal Buyer shall not be required to
daliver any such report If the writlen contract which Buyer entered Into with the consultant who prepared such repost specificaly forbids the dissenination of
the report to cthers.

9. Contingancles te Closing,

8.1 Tho Clesing of this transastien 15 conlingent upsn the salisfestion o waiver of the foliowing contingencles. IF BUYER FAILS TO NOTIFY
ESCROW HOLDER, IN WRITING, OF THE DISAPPROVAL OF ANY OF SAI0 CONTINGENCIES WITHIN THE TIME SPECIFIED THEREIN, IT SHALL
BE CONCLUSIVELY PRESUMED THAT BUYER HAS APPROVED SUCH ITEM, MATTER OR DOCUMENT. Buyar's conditional approval shall constitute
cisapproval, unless provislon is mada by the Seiler within tha tima specifind therafore by the Buyer in such conditionnd approval or by this Agraament,
whichever is later, for fha satisfaction of the condition Imposed by the Buyer, Estrow Holder shall promplly provids all Parties with coples of any writtan
cispppsovel o conditional approval which it recelves, With regard 1o subparagraphs {a) trough (i) the pre-printed ¥me pericds shall coniral unless a diferont
number of days is inseried in the spaces provided.

{a) Disclosura. Seller shall make to Buyer, through Escrow, all of the applicable disclosures required by law (See AIR Commercinl Real Eslale
Association (*AIRY) standard form entilled "Sollac's Mandalory Discioaure Stateman!’) and provide Buyer with & completed Progarty Information Sheet
(*Property Injormation Sheet”) concerning the Property, duly exacutod by or on bahalf of Seioer in tha current form or equivalent o that published by the AIR
within 10 or days foflowing the Dale of Agreament. Buyer has 0 cays from the receipt of said distiosuras to spprove o disapprava the mattera
disclosed.

(b) Physical inspaction. Buysr has 10 or days from The receipt of the Proparty information Sheat or the Daln of Agroement, whichevor is
tater, to satisfy teell with regard to the physical aspects and size of the Progerty.

{c) Hezardous Subsiance Conolions Repor, Buyer has 30 or days trom tha receipt of the Proporly Information Sheet or the Dato of
Agreamont, whichever is later, fo safizly isell with regard 1o the environmantal aspects of the Properly. Seller reconmands that Buyos obtaln a Hazardous
Subslanca Conditions Report conceming the Proparty and refevant acjoining properties. Any such report shall be paid for by Buyer. A *Hazardous
Substance® for purposes of this Agresment Is delined as any substance whose nalure andfor quantity of axislonce, use, manufecture, disposal or affect,
ronder il subject to Federal, slate or focal regulation, investigation, remediation or removal as potantialiy iniurious to public health or wellwe. A *Hazardous

Subatance Conditien”® for purpezas of this Agroementis defined as the st on, Lndor of rel iy adjacent to tha Proparty of a Hazardous Subsiance
that wolld requira remediation andfor removal undar spplicabta Fetoral, stata or lecal iow.
{d} Sed ingpeciion. Buyer has 30 or days from the receipt of tha Proparty Information Sheat o the Datoe of Agrasment, whichaver is later,

to satisfy itself with regard to the condition of the solfs on the Propedy. Seller recommends that Buyer obtain a soil fest eaport, Any such report shall be pald for
by Buyar. Seller shall provide Buyar copiis of any solls report that Selier may have within 10 days of the Dato of Agresmant.

{8) Governmenial Approvals. Buyer has 30 & days from the Date of Agreemont to aatisty itsell with regem to approvals and permits
from govammental agencles or departments which have o may have Jurisdiction ovar the Properly and which Buyer deems necessary or dosirable in
connnction with {ts inlendad usn of the Property, Including, but ot limited to, permits and approvals requirad with respect to zoning, planning, building and
safaty, fire, police, handicopped and Americans wilh Disabiliies Act requiremants, ransportation end environmental matters.

{f) Conaltions of Tito. Escrow Holder shall cause a curront commitment for titla insuranca {"Title Cammitment™) cancerming the Property issuad by
the Tillo Company, a5 woll ac legite coplas of all documents reforred to in tha Title Commitmant {"Underiying Dotuments®), and a scalod and dimensioned
plot shewing the location of any oasements 10 ba deflvared to Buyer withie: $0 or daya following he Dota of Agreement. Buyar has 10 days from tho
receipt of the Tite Commitrment, the Underlying Documonts and tha plot plan lo satisfy fiaelf wilh rogans 1o the concition of tifn. The claapprwval by Buyer of
any monotary encumbrance, which by tha torms of this Agreamant is not to ramain against the Proporty atier the Ciosing, shall not ba congidored & failkuro of
Ihfs contingency, as Seiler shal have the obligation, at Sellor's expease, 1o satlsfy and ramovae such disapproved monetory ancumbirnca at of befora the
Glosing. .
() Survey. Buyer has 3D or days from the receipt of the Title Commitment and Underlying Documants to satisfy itself with regard to any
ALTA title supplement based upon a survay prepared o Amardean Land Titla Assoclaton ' ALTA®) standards for an owner's poilcy by a ficensed survayor,
showing the lagal description and boundary fines of the Property, any easements of record, and any improvemants, polas, structures ang things located within
10 fpet of ellher side of the Property boundary inas. Any such survey Shall be prepased at Buyor's diroction and expense. If Buyer has oblalned a sunoy and
approved the ALT A tile supplemant, Buyar may slect within the perlod atlowad for Buyer's approval of a survey to bave an ALTA extended coverage awiors
form of iite policy, In which event Buyar shall pay any addicna! pramium attributable thareto,

{hy Existing Loases and Tenancy Sisfemants. Sellor shail within 10 or days of ihe Date of Agreeman provida both Buyer and Escrow
Halder with fagitla copies of all leases, sublensas or rental germens ¥ isting Leasas®) affactng the Proporly, and with a tenancy
statamant ("Estoppel Cartiticate®) In the latest form ar equivalent to that published oy tha AIR, executed by Seller andlor sach tenant and subtanant ¢f the
Property. Seller shall use its bost efforts to have each tenant complets and oxecute an Estoppsl Certficale, If any tenant falls o rofuses to provida an Estoppal
Certificate then Seiler shail complete and execute an Estoppel Carlficale for that tenancy. Buyer has 10 days from the receipt of said Existing Leases and
Estoppel Certificates to sallsfy itself with regard to tha Existing Loases and any ofher lenancy [ssues,

G} Olhar Agreemonts, Sallar shall within 1 or days of the Date of Agreamant provide Buyer with leglbia coples of & olher agreemonts
("Othor Agteements”) kriown to Seller that wil affect te Property alter Glosing, Buyer has 10 days from the seceipt of said Other Agreements 1o satlsfy itsalf
with regard lo such Agreaments.

() Faancig. Il paragraph 5 hereol dealing with & financing contngency has not been stricken, the satisfaction or walver of such New Loan
contingency.

(k} Existihg Notes. If pasagraph 3.1{g) has not been stricken, Sefler shall within 10 or days of ha Date of Agreement provide Buyer with
iegible coples of tho ExXsting Notes, Exsting Deatls of Trust and related ag {ex ly, *Loan D '} to which the Propasty will remain
sublact after the Closing, Escrow Holder shall promptly request from the holdars of the Existing Notes a baneficlary statement (*Baneficlury Statement’)
confirning: (1} the amount of the unpaid principal balance, the curent interaat rate, and the date fo which intevest iz pald, and {2) the naturo and amount of any
Impoynds bedd by 1ha beneficlary in connection with such loan. Buyer has 10 of days from the receipt of the Loan Decuments and Bensficiary
Statemunts o satisTy {isoll with ragard to such financing, Buyer's cbigation 1o close fs conditionad upon Buyer being ablo to purchase the Preperty without
accaleration or change I the terms of any Exlsing Neles or chargos to Buyer except us olhervdse provided in this Agrosment or approved by Buyer, provided,
however, Buyar shall pay the transfer foe refamed toin parngraph 3.2 harogt.

{1) Porsonal Property. In the event that any personal proparty s Includad In the Purchase Prite, Buyer has 10 or days from the Dats of
Agreement to salisly dsalf with regand to tha e condifon of such personal property. Seller recommends that Buyar obiain 8 UCC-1 report. Any such report
shall be pald for by Buyer. Seflar shall provids Buyer coples of any lans or encumbrances affecting such personal propsrty that it Is awara of wilhin 10 or

- PAGE3OF S
INITIALS INITIALS
@2003 - AIR COMMERCIAL REAL ESTATE ASSOCIATION FORM OFA-Gi-8/0GE

15




Offer to Purchase - Strategy

days of B¢ Date of Agreement.

{m} Destruction, Damage or Loss. There shall not have cecured prior to the Clasing, a destruction of, or damage o toss 1o, the Properly or any
portion thorodd, from any cause whatsosver, which would cost mora than $19,000.00 1o repair or cure. If tha cest of repair or cura Is $19,000.00 or less, Seller
shall zepelr or cure the loss pricr to the Closing. Buyer shalt have 1he optien, within 10 days after receipt of wiitten rictice of a less costing mare than
$10,000.00 o repair o curs, to either terminate this Agreement or to purchase the Proparty notwithstanding such loss, but without deduction or offsat against
the Purchase Price. [t the cost to repair or cura s more than §10,000.00, and Buyer does not elsct o terminate this Agreement, Buyer shal be entited te any
Inzuranca proceeds appBeable {o such logs. Unless etherwise notifled in wiiting, Escrew Holder shall assuma no such destruction, damage or loss has
oceurrad priof to Glosing,

(n} Materal Change. Buyer shall have 18 days following receipt of writter nolice of a Matedal Change within wiich to satisty itsell with regard to
such change. "Meteclal Change® shall mean a changain the status of the use, occupency, tenants, tile, or cendilion of the Property that occurs afler the date
of this offer and prier to the Closing. Unfess cthenaise notified In wifling,. Escrow Holder shall assume that ne Matetiad Change has eccured prior to the
Closing.

{0) Selar Poricrmance, The delivery of all documents and the due pedformance by Seller of each and every undertaking end agresment 1o ba
parformed by Saltar under this Agresment,

{p) ¥ That each rep ton and ly of Saller herain be true and correct as of the Closing. Eserow Holder shadl assume that this
condiion has been satisfied urless netifiad to tha contrary in wiiting by any Party prior to the Closing.

() Brokeraga Fee. Payment at tha Closing of such brokeraga fee &3 is specifiied in this Agraement or falar wiiiten Instructions to Escrow Holder
axscuted by Sailar and Brokers ("Brokerage Fee'). It & agread by the Partles and Eserow Holder that Brokers are a third party beneficlary of this Agreement
Insofar as the Brokerage Fea is concemed, and that no chenge shall be made with respect o the payment of the Brokerage Fee specified In this Agraement,
without ihe writlen consent of Brokers.

8.2 All of the continguncies specified in subparagraphs (a) through {p) of paragraph 9.1 arg for the benefit of, and may be waivad by, Buyer, and may be
elsewhore herein raferrad o as *Buyer's Contingencies,”

23 i any of Buyar's Contingencios or any other malier subjsct to Buyer's approval is disepp i as providad for hargin in a Emely manner
('Blaopproved Item®), Sciter sholl have the right within 10 days follewing the recelpt of nolico of Buyor's disapproval o elett o cure such Disppproved Yem
pricr to the Expected Closing Dato ["Sellar's Elaction*). Sellar's failure to give to Buyer within such poriod, writtan notice of Seller's commitment 1o cure such
Disapproved ltem on or befora the Expacted Cloging Date shall be canclusively prasumed to be Sefler's Election not te cure such Disapproved tem, If Sallor
elects, aither by vaittan netice or failura o give written notice, not to cure a Disepproved Hem, Busysr shall have the right, within 10 days after Sellar's Eloction fo
aither accept title 1o tha Property subject 10 such Disapprovad (tem, or to larminais this Agreament. Buyer's failure (o nolify Sellar In writing of Buyar's ainction
to accept ditle to the Proparty subject to the Disapprowad Item without deduction or offsat shalf constirta Buyer's glection fo tarminale this Agreement, Unlass
expressly provided olhemvise hereln, Sellar's right to cure shall not spply 1o the remedialion of Hazardous Substence Geaditfons or to the Financing
Contingency. Unless the Parifes mutually ingtiuct otherwise, If the e periods for the satisfaction ¢f conlingencles or for Seller's and Buyar's elactions would
expire on a date after the Expeclec Closing Date, the Expected Slosing Dala shall ba deemed extended for 3 business days following the expirgiion of: (2) the
applicable contingancy pariod|s), (o) the period within which the Seller may afect 1o cure the Disapproved Itam, or (¢) if Seller elocts not to cure, the petiod
within which Buyor may dect to preceed with this transaction, whichever is lalor.

8.4 Buyor understands and agrees that untd suth lima as all Buyor's Contingencies have boen satisfied or walvest, Sellor anclor It agents may solicl,
anterizin and/or atcept back-up offers to purchesa the Property.

95 The Parties acknowlodga that adensive local, stafa and Fedaral legis!odion estmblish broad liability upon owners andlor users of real property for the

igation and digtion of + Substances. The detemination of the axistence of a Hazarsous Subgtance Condition and the avaluation of tha
impact of such a condiion are highly technical and beyond the expertise of Brokers, The Parllos acknowledge that they have baen advised by Brokers o
consult thelr own: technical and legal wports with respect to the possibfe presente of Hazardous Substances on the Property of adjeining propertiss, and
Buyer and Seller are not relying upon any investigetion by or statemnent of Brokers wilh respect therelo. The Partiss heroby assume ait responsiblity for the
Impact of such Hazardous Subsiances upon their respactive interosts herein.

10. Documenta Raqulred at or Bafore Closing:

10.1 Fiva days prior o tha Cloging date Eacrow Bolder shail obtain an updaled Tile Commitment conceming the Preparty from Ihe Title Company and
provide copies thareof o such of tha Partles,

10.2 Selles shall deliver to Egcrew Halder in iima for delivary to Buyer at the Clesing:

{a) Grant or goneral warranty deed, duty execuled and In recordable form, conveying fee tile 1o tha Froparty to Buyer.

(b) Il applicabla, the Benaficlary Stalements conceming Exisling Nete(s),

(e} If appticable, the Existing Leasas and Other Agraaments togaiher with duly exetulad assignmants thoreof by Sefier and Buyer, The assignment
of Existing Leases shall be on the most recent Assignment and Assumplion of Lessor's Interest in Lease form publishad bythe AIR of its equivalant.

(c) Il appiceble, Estoppel Certificatos execuiod by Sefler andlor the tenant(s) of the Property,

(9} An affidavit executed by Sellor to the eHoct that Seller is not 3 *foreign person” within the meaning of Intornal Ravenue Code Section 1445 or
succesgor statules. if Sellor doos not provide guch affidavit in form ressonably safislactory to Buyor af least 3 business days pricr to the Closing, Escrow
Heldor shall at tho Clesing deduct from Sellor's procosds and remit to the Intemat Rovenua Senica such sum as is required by appliicablo Fedare lav with
Tagpect o purchagas from foreign sollars.

{f) If the Property is located in Colifomia, an affldavit execuled by Sallar to the effect that Sefier Is not a "ner wilkin the ing of
Calliornia Rovenus and Tax Cods Saclion 18862 of succassor stalutes. If Seiler dost not provida such atfidavit in form reasonably sasisfactory fo Buyer at
laast 3 business days prior te the Clesing, Eseraw Holdar shall af the Closing daduct from Seliers procesds and remit to the Franchise Tax Boand such sum
as s required by such statste.

(G) If applicabla, a bilf of sale, duly executed, conveying tilfa to any inchsded personal propenty to Buyar,

{h} If the Seller Is a corporation, a duly exacuted corporate reschilion aulhasizing the execution of this Agreement and the sale of the Propery.

1.2 Buyar shall detiver to Seller through Escroa

{a) Tha cash portion of e Purchase Price and such additionat sums as are required of Buysr under this Agresment shali ba depositad by Buyer
wilth Eacrew Holdes, by fodaral funds wire transter, or any cthar mathod acceptabls to Escrow Holder in immedintely collectable funds, no later than 2:00 PM.
on 1he businass day pricr to the Expoected Closing Dale.

{b) If a Purchasa Money Mote and Purchage Money Deotl of Trust are called for by this Agreemant, tho duly executed odginals of those documents,
the Purchase Monay Daed of Trust boing In recordable form, together with evidence of fire Insurance on the improvarnents In the amount of tho full
replacement cost naming Saller ak a marlgage foss payes, and a 7eal estate tnx serice contract (at Buyer's expense), assuring Selter of notice of the status of
payment of real proparty 1eves during the iife of tha Purchase Money Note.

(£) The Asslgnment and Assumption of Lessor's Interest in Lease form speciffed in paragraph 10.2(c} above, duly exacuted by Buyar,

(d) Assumpticns duly exacisted by Buyer of the cbligations of Seller that accrue after Closing Lnder any Qther Agkeernents.

{s) if applivable, a wrilien aseumpiion duly exocutod by Buyer of the loan docurments wilh respact to Existing Notes.

{f) If the Buyor 5 = corporation, o duly exeouted cor resolution f2ing the fon of this Ag and the purchass of the Property.

10.4 At Closing, Escrow Holdor shall cause to ba issued fo Buyer a Go (or ALTA Jed, if electod pursuant to 9.1(g)) cwner's form
policy of titls insuzance effoctive as of the Closing, lesued by the Tille Company in the full amount of tho Purchass Price, insuring titie to the Property vested In
Buyer, subjoct oaly to the axceptions approved by Buyer. In the evant thare Is a Purchase Monay Dead of Trust in this trancaciion, the pelicy of fite insurance
shall be & joinl protection policy Insuring both Buyer and Salier.

IMPORTANT: i A PURCHASE OR EXCHANGE OF REAL PHOPERTY, IT MAY BE ADVISABLE TO CBTAIN TITLE INSURANCE IN CORNECTION
WITH THE CLOSE OF ESCAOW SINCE THERE MAY BE PRIOR AECORDED LIENS AND ENCUMBRANCES WHICH AFFECT YOUR INTEREST IN
THE PROPERTY BEING ACQUIRED, A NEW POLICY OF TITLE INSURANCE SHOULD BE QBT AINED IN ORDER T ENSURE YOUR INTEREST IN
THE PROFERTY THAT YOU ARE ACQUIRING.

i1, Prorations and Adjustments.

1.1 Taxss. Applicable real property taxes and special aassssmant bonds shall be promtad through Estrow as of the date of the Closing, based upon
the latest tax bl available. The Partios agree to promte as of the Closing ony taxs assessed ageinst the Prepery by supplamental bill levied by reason of
pvania occurring prios o the Closing. Payment of the proratad amount shall be made promply in: cash upon 1eceipt of & copy of any supplemental big.

112 msvrence, WARNING: Any insurance which Selfer may have mainisined will fenvinate o the Closing. Buyer Is advisod ta oblain appropriale
Insurance to covar the Property,

11.3 Aanlals, Interest and Expenses. Scheduled rentals, interast on Existing Notes, uliities, and operating expenses shell be prorated a5 of tha date of
Closing. The Parties agroe to promplly adjust betwean themselves outsids of Essreny any rents received afar tha Cloging.

11.4 Securiy Doposit, Security Deposlis held by Soller shall be given to Buyer as a credt to the cash vequired of Buyer at the Clesing.

115 Posi Closing Matless. Ary item to be prorated that is not dalermined or detenminable at the Closing shall be prompily adjustid! by tha Parties by
4ppropriate cash payment oulside of the Escrow when the amount dua Is determined.

11.6 Varalions & Existing Note Balances. In the averst that Buyer s purchasing the Property subject to an Exisling Desd of Trusi{s), and in the event
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that a Bansficiary S& at Io tha applicable Existing Note(s) discioses that the unpald principal hafance of such Existing Nete(s) at the cicsing wil ba
more or Jess than the amount set forth In paragraph 3.1{c) herecd ("Existing Note Variation™), than the Purchese Money Note(s) shall bs reduced o
Increased by an amount equal lo such Existing Note Yardaton. f thers Is to be ne Purchase Money Nots, the cash required el the Closing per paragraph 3.1(a)
shalt ba raduced or Increased by the amount of such Existing Note Variation.

1.7 Varialions in Now Loan Balance. In the event Buyer is obtaining a New Loan and the amount ullimately obiained exceads the amount set forth In
paragraph 5.1, then the amount of the Purchase Monny Nete, if any, shall ba reduced by tha amount of such excess.
12. Represeniations and Worrantivs of Saller and Disclainsers,

12.1 Scile’'s warranties and ropresentations shall sunvve the Closing and delivary of the dead for a pariod of 3 years, ard, are true, materlal and raiied
upon by Buysr and Srokers In 2 respects. Sallar haraby makes the follewing wasrenles and seprasontations 1o Buyar and Brokers:

(a} Authority of Soffer. Seliar fs the awner of the Property andlor has tha full right, power and suthodly to sell, convay and trnsfer the Property to
Buyer as provided herein, and to perlorm Sellar's oblgations hereundar,

{b) Mainlenance Durng Escrow and Equipment Condifion Al Closing. Except as olharwise providod in paragraph 9.1(m) hersof, Salier shali
maintain tha Property untl the Clesing in it prasent condilion, erdinery wear and lear oxcepled.

{c) Hazardous Substances/Storage Tanks. Seller has no knowledgs, exoep! as ohenyise disclozed to Buysr In writhng, of the axstence or prior
existence on the Property of any Hazardous Substance, nor of the existence or prior extstence of any abkve or below ground storage tank.

{d} Ci Seller has no knomladge of any aspect or condition of the Property which viclales applicable laws, Tuiss, regulations, codes or
covenanls, conditions: of sostrictions, or of improvoments or aliemtions made to the Propaity withoul a permil where one was required, or of any unlulfilled
order or directive of any applicable governmental agency or casualty insurance company requiring any investigalion, remaciation, repalr, maintenance or
Improvement be performed on the Proparty.

(e} Changos in Agreomonts. Prior to the Closing, Soiler will not victate or modily any Existing Leasa or Other Agreement, or craata any now leatos
or olbwr agrecrnents affecting the Proparty, without Buyer's wrltten approval, which approval will not be errsrzonaly withheld,

() Pessassory Rights. Sellar has na knovdedge that anyone will, at the Closing, hava any fight 10 possession of the Proparty, except as disciosad by
this Agresmant or clherwise in writing 1o Buyer,

(g} Machapics' Lions. Thera are no unsatisfed mechanics' or materialmans' lien rights conceming the Property.

(M} Actions, Suls or Proceedings. Seller has no knewledgs of any actions, suits or proceedings panding or threatenad before any commission,
Doard, bureau, agency, arbitrator, court or tribunal that weuld affect the Proparty or the right 1o oceupy or utilize sama.

(i} Notlze of Ghanges. Sellar wAll promptly nolify Buyer and Brokars In wiiting of any Matorlal Change (san paragraph 9.1(n)} affeciing tha Proparty
‘hat becomes known fo Safler prior to the Clesing.

() No Tenant Gankruplcy Froceedings. Soller has no notice or knowtedga that any tenant of the Proparty is the subject of a bankruplcy or
insolvancy procesding.

(k) No Saker Bankruplcy Procescings. Selier |s not tha subject of a bankruptay, Insolvanicy or probate procesding. .

(1) Parsona! Proparty. Seller has no knowledge that anyona will, at the Closing, bave any right to possession of any personal property included in the
Purct Prica nor Ancign of any liens or :) Ifecting such personal property, except as disclosad by Ihis Agroemant or clharwise in wiling to
Buyar.

122 Buyor heroby acknowledges that, sxcept as otherwise siated in thie Agresment, Buyer Is purchasing the Propary In fis existing condition and will,
by the time callod for horein, make or have waived all inspeclions of the Propédy Buyer believas are necessary to protect its own interast In, and its
centempiated use of, the Propery, Tha Partios acknowledge that, excapt as olheredse sialad in this Agreement, ne reprosentations, inducomants, promises,
agreements, assurances, ol of willten, conceming the Propesty, or any aspoct of the occupational sedety and health faws, Hazardous Substance laws, or any
cther act, ordinance of law, have been made by efther Party o Brokers, 9r relled upon by elther Party herate,

123 In the event thal Buyer learns that & Seller representation or warranty might be untrue prior 1o ths Closing, and Buysr elects to purchase the
Property anyway then, and in that evant, Buyer valves any right that it may have o bring an action or procaeding against Seller or Brokers reganding said

raprasontalion or warranty.
124 Any eawironmental reports, soils reposds, surwys, and other similar documents which ware prepared by third parly consultants and provided 1o
Buyer by Selfor or Saler's rep fvas, have been dali as on accor dation to Buyer and wihout any representation or wartanly a3 to the

sufficiency, accuracy, complolenass, andfor validity of said documents, all of which Buyer reffes on at Iis own dske Sollsr belioves seid documents o ba
accumts, but Buyor is advised to rolain appropriate consullants 1o review said documents and investigate the Froposty.,
13. Pogsession,
Posgesslon of the Property shall be ghven to Buyar at ths Closing subjact to the rights of tenants undar Existing Leases.
14, Buyer's Entry,
At any Uim diring the Escrow petiod, Buyar, and ils agents and reprasentatives, shaii have the right at roasonable times and subject to rights of terants, to
erder wpon tha Proparty for the purpose of making Inspections and tests spacified i (s Agreement. No destructive testing shall be conduclod, however,
without Seller's pricr approval which shall not be upreasonably wilhheld. Following any such eafry o work, unless otherwise directed in wiiling by Sefter, Buyer
shall relumn thix Property to the condition It was in prior to such entry or work, including tha recompaction or remaval of any disrupied soil or materal as Sefer
may reasenably diract, Al such Inspactions and 1ests and any other work cenduscted of malariols lumishod with respact to tha Preperly by or for Buyer ahll be
paid for by Buyer a5 and whon due and Buysr shall inclomnify, defond, protect and hold harmless Selior and the Property of and from any and al claims,
linb#iting, losses, axpenses (including n bl ys' foes), damagas, including thoso for injury to pereen or proparty, areing out of ar relafing to any
such wok of malerials or the acts or omissions of Buys, its agonis or employses in ' A
15. Furthor Documants and ASBurances.
The Farties shall aach, difgently and in good falth, underiake alf actions and procadures ressorably required (o place the Escrow in condition for Glesing as
and when required by (hls Agreement. The Parties agrae to provitfa &l further infermation, and to executs and daliver all further documents, roasonably
required by Escrow Holder or the Tilla Company.
15, Attorneys' Fees,
IFary Party or Broker brings an action or proceeding {including arisitration) invehing tho Property whather founded in tort, contract of edquily, o to daclare fights.
hercundos, tho Prevalling Party {as hersafter definod) in any such pracesding, clion, or appeal therson, shall be entited 10 reasonalile attomys’ fpas. Such
foes may be awerded In the sama eult of recovered I 21 separato sult, whether or not such action or proceading is pursued to decislon or judgment, The tam
“Prevaiting Parly" shaif incide, without limilation, a Parly or Broker who substantially chising or defeats the raliel sought, as the casa may bo, whothor by
compromise, seilonent, judgmant, or tha shandonment by the other Party or Broker of its clalm or defense. The altomeys' fecs award shall et be compusied
In accoedanca with any court fea sehadule, but shall ba such as to fully relmbursa i attomeys' fees reasonably Incurred,
17. Prior Agreamants/Amencments.

17.1 This Agreement suparsedes any and all price agreamants betwaen Seller and Buyar regarding the Proparty.

17.2 Amandmanis to this Agreement ara effective anly If made in wriling and execuled by Buyer and Seltor.
18. Broker'z Righls.

18.1 if this sale i not consummiated dus to the default of sither the Buyor or Seller, tha defauttng Party shall ba flable 1o and shall pay 1o Brokers the
Brokgrago Fox that Brokee would hizver receivad hiad the sale boon consummalad. 3 Buyer is (he defauling party, paymen of sojt Brokerage Fea s In addition
to any obligation with respect Lo liquidated or other damages.

18.2 Upon the Closing, Brokers ara authorized to publicize the facts of this transaction,

19. Notices.

18,1 Whenaver any Party, Escrow Holder or Brokers herein shall dosire o give of serva any notice, deman, requesl, appraval, disapproval or othor
communication, each such communication shall be I writing and shail bo defivered personally, by massengat or try mal, postaga prepalt, tothe address et
Torth in this Agreement or By facsimile transmission,

19.2 Service of any such communieation shall be desmed made an the dale of actual recaipt If personally defiverad. Any such commimication sant by
regulas mail shall be doamed givan 48 houts after the sama is maited. Communicalions sent by Urited Stales Expross Mall ar ovemight courfer that guarantse
niewt day delivary shall be deemed dellvered 24 hours after defivery of the same to the Postal Serdee or courier, Communications transmitted by facsimiie
trangmission shall be deemed deliversd upon telephonic confirmation of raceipt (confimmation report from fax mashina is sulficlent), provided a copy is also
delivered via dallvery or mall. If such ion Is fvedon a y, Sunday or legal hlicay, it shall be deemad received on Lhe nest business day.

19.3 Any Parly or Beoker hereto may from time to #ma, by notica in wiiling, designate a Gifferent address 1o which, or a dillarent persan or addifional
porsons to whom, il communications aro tharealter tobe made.

20, Duration of Offer.
20.1 If this eifor is not acceptod by Seller on or bafore 5:00 P.M. according 1o the b standard applicable o the clty of

on the date of

it shall ba desmed automatically reveked,
202 Thes acceptance of this offer, or of any subsequant counteroffer horeto, that creates an agreement botweon the Parfies as deseribad in paragragh
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1.2, shall ba desmed mada upon delivery 10 tha ethar Pany or sither Broker henain of a duly amsculed witing unconditionally accepling the tast outstanding
offer or countercifer.

21. LIQUIDATED DAMAGES. idated Damages bargdraph is appllcable only If Initialed b s,

THE PARTIES AGREE THAT IT WOULD BE IMPRACTICABLE OR EXTREMELY DIFFICULT TO FIX, PRICR 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 [N THE AMOLUNT OF . HPON PAYMENT
OF SAID SUM TO SELLER, BUYER SHALL BE RELEASED FROM ANY FURTHER LIABILITY TO SELLER, AND ANY ESCROW
CANCELLATION FEES AND TITLE COMPANY CHARGES SHALL BE PAID BY SELLER.

Buyar Initials Sollor Initials

22, ARBITRATION OF DISPUTES. (Thls Arbilration of Dispulos paragraph Is applicable only i initisled by both Parties.)

22.1 ANY CONTROVERSY AS TO WHETHER SELLER IS ENTITLED TO THE LIQUIDATED DAMAGES AND/OR BUYER IS
ENTITLED TO THE RETURN OF DEPOSIT MONEY, SHALL. BE DETERMINED BY BINDING ARBITRATION BY, AND UNDER THE
GCOMMERGIAL RULES OF THE AMERICAN ARBITRATION ASSOCIATION ("COMMERCIAL RULES®), ARBITRATICN HEARINGS
SHALL BE HELD IN THE COUNTY WHERE THE FPROPERTY IS LOCATED. ANY SUGH CONTROVERSY SHALL BE ARBITRATED
BY 3 ARBITRATORS WHO SHALL BE iMPARTIAL REAL ESTATE BROKERS WITH AT LEAST § YEARS OF FULL TIME
EXPERIENCE IN BOTH THE AREA WHERE THE PRCPERTY IS LOCATED AND THE TYPE OF REAL ESTATE THAT IS THE
SUBJECT OF THIS AGREEMENT. THEY SHALL BE APPOINTED UNDER THE COMMERCIAL AULES. THE ARBITRATORS
SHALL HEAR AND DETERMINE SAID CONTROVERSY IN ACCORDANGE WITH APPLICABLE LAW, THE INTENTION OF THE
PARTIES AS EXPRESSED IN THIS AGREEMENT AND ANY AMENDMENTS THERETQ, ANE UPON THE EVIDENCE PRODUCED
AT AN ARBITRATION HEARING. PRE-ARBITRATION DISCOVEAY SHALL BE PERMITTED IN ACCORDANGCE WITH THE
COMMERCIAL RULES OR STATE LAW APPLICABLE TO ARBITRATION PROCEEDINGS. THE AWARD SHALL BE EXEGUTED
BY AT LEAST 2 OF THE 3 ARBITRATORS, BE RENDERED WITHIN 30 DAYS AFTER THE CONCLUSION OF THE HEARING,
AND MAY INCLUDE ATTORNEYS' FEES AND COSTS TG THE PREVAILING PARTY PER PARAGRAPH 16 HERECF. JUDGMENT
MAY BE ENTERED ON THE AWARD IN ANY COURT OF COMPETENT JURISDICTIGN NOTWITHSTANDING THE FAILURE OF A
FARTY DULY NOTIFIED OF THE ARBITRATION HEARING TO APPEAR THEREAT.

22,2 BUYER'S RESORT TO OR PARTICIPATICN 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 SPAGE BELOW YOU ARE AGREEING TO HAVE ANY DISPUTE ARISING OUT OF THE
MATTERS INCLUDED IN THE "ARBITRATION OF DISPUTES" PRQVISION DECIDED BY NEUTRAL ARBITRATION AS
PROVIDED BY CALIFORNIA LAW AND YOU ARE GIVING UP ANY RIGHTS YOU MIGHT POSSESS TO HAVE THE DISPUTE
LITEGATED IN A COURT OR JURY TRIAL. BY INITIALING IN THE SPAGE BELOW YOU ARE GIVING UP YOUR JUDICIAL
AIGHTS TO DISCOVERY AND APPEAL, UNLESS SUCH RIGHTS ARE SPECIFICALLY INCLUDED IN THE "ARBITRATION OF
DISPUTES" PROVISION. IF YOU REFUSE TO SUBMIT TO ARBITRATICN AFTER AGREEING TO THIS PROVISION, YOL! MAY
BE COMPELLED TO ARBITRATE UNDER THE AUTHORITY OF THE CALIFORNIA CODE OF CIVIL PROCEDURE. YOUR
AGREEMENT TQ 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® PAOVISION TO NEUTRAIL ARBITRATION.

Buyaer [nitials Selier initinls

23, Miscellancous,

23.1 Binding Etfact.  This Agreomant shail be binding on the Parties without ragard 1o whother or not paragraphs 21 and 22 are initialod by beth of
the Parfias, Paragraphs 21 and 22 are each Incorporated Info this Agresment cnly if Initialed by both Parfies at the timo that the Agrosment is cxocuted,

232 Applisable Law.  This Agroemant shall be govemned by, and paragraph 22.3 is amaended to rafar to, the laws of the slate n which the Proporty is

lacatod.
23.3 Timo of Essence, {ime |5 of tha essence of this Agreement.
234 C 5 Ag may be executed by Buysr ant Sellor In counterpants, each of which shall ba deamed an originl, and &l of

which logather shall constitule one and the same insirument. Escrow Holder, eftar verlfying that the counterparts are Identical exeapt for the signaturas, is
authorized and instructed ta combine the signed slgnature pages on ene of 1he countorparts, which shall then constiluie the Agreement.

235 Walver of Jury Trial. THE PARTIES HEREBY WANE THEIR RESPECTIVE RIGHTS ¥O TRIAL BY JURY IN ANY ACTION OR
PROCEERING INVOLVING THE PROPERTY OR ARISING OUT OF THIS AGREEMENT,

236 Conflict, Any confiiot beteoan the printed provislons of this Agroamant and the typewritton or hangwritten provisions shalt be controlled
by the typawritien or handvwaitten provisions.

23.7 1031 Exchange.  Both Seller and Buyer agres lo cooperate with each other in 1ha event that eilher or bolh wish 1o pasticipata n = 1031 axchange.
Any parly Initiating an exchange shadl bear &l costs of such axchange.

24, Disclesuros Regarding The Nature of a Heaf Estate Agenoy Reiatfanship.

24.% The Parfins and Brokers agree that thelr relationship(s) shall be govemed by the principles st forth in the applicabla sections of the Califomta, Givi)
Loda, as summasized in paragraph 24.2,

24,2 Whan enlering Inlo a discusslon wilth a real estate agont mgarding a real eslate transaction, & Buyor or Seller should from the outset undarstand
whatt ype of agency rolationship or raproseniation It has with the agert or agonis In the transaction. Buyer ard Seller ackmowladge baing advisnd by the
Brokers In this frangaction, as follows:

(8) Sefars Agant A Sallar's agent under a lIsting agroement with the Seller acts as the agent for the Seller only. A Sellor's agent or subagen! has
the following effirmative chiigations: (1) To the Sefer: A fiduciary cuty of utmost eare, integrity, honesty, and (vyalty kn deallngs with the Sellez, (2) To the Buyer
and the Sefor: & Diligent exarcise of reasonable skills and case in performanca of the agent’s duties. b. A duty of honest aad fair daaling and good falth, ¢ A
duty to disclose all facts knoam to thi agent matecally alfecting the valua or desimbility of tha propénty that are not knewn 10, o7 within the tRligent sttention and
obsanvalion of, the Paries. An agent is not obligated to reveal 1o either Party any confidential information obialned from e olher Party which does not involvo
the alfirmative dutias set forth abova.

(b) Buyer's Agent. A selfing agent can, with a Buyer's consent, agres 1o act as agent for tho Buyer only. In these situations, tho agent Ia not the
Seller's agent, evan if by agroement tha agoat may receive compansntion for services rendared, silher i full of In part from the Sefier. An agent acting only for
aBuyer has the lcilowing affimative chilgations. (1} To the Buyer: A fiduclary duly of ulmest care, inbegrity, honesty, and foyalty in danfings with the Buyer. {2}
To the Buyer and the Seifer: a. Diligent exercise of reasonable skills and cars In parformance of the agent’s dutios. b. A duty of honest and falr dealing and
good falih. <. A duty to ciscloze 2k facts known to tha agent materially atfacting 1ho value or deairahilily of the property that arn not known to, or wihin the
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dillgent attention and obsesvation of, tha Parties. An agent Is not chiigaled to reveal to sither Parly any confidantial information obtained from tha other Party
which does not invalve the aflimmative dulies set forlh above.

{¢) Agent Represanting Both Seer and Buyer. A teal estate agent, eithar acting directly or fvough one or mone associate licanses, can legally be
the agent of both he Sefer and the Buyer Iy a transacdon, but only with the Jmowledge and consent of both the Selfor and the Buyer. (1) In & dual agency
situalion, the agient has the {diowing aflirmativa obfigations to bath the Setler and the Buyer; a. A fiduciary duly of utmost cars, Integrity, honesty and loyalty in
the dealings with alther Seller or tha Buyer, b. Other duties to the Sellar and the Buyer a6 stated above in their respactive soctions {a} or (b} of this paragmph
24.2, (2) in reprosenling bolh Sellor and Buyer, the agent may nat without the axpress permission of the respective Party, disclose 1o the othar Parly that the
Seller will accept a prico lase than the listing price or that the Buyer will pay 2 prica groster than the price offered, (3 The above dutios of the agent In a reck
cglate transaction do not reliave a Seller or Buyor from the responsTbility 1o protect their own interests, Buyer and Selfer should carefully read ali agresmonts lo
assure that tay sdaquately exprese fair une of the A rog! esizte agent Is & parson quaifled 1o advise about real estate. If legal or tax
athvice Is desired, consult a compelent professionat.

Further Diselasunes. Trroughout this iansaction Buysr and Seller may receive mona than ona disclosure, degending upen tha numbar of agants
assisting in the transaction. Buysr and Ssiler should aach read its conterts each time It Is presented, considering the relationship botween tham and the real
astate agsnt In this transaction and that disclosurs, Brokers have no responsibilty with respect to any delault or breach hereof by aither Party, The Partles
agrae that no lawsull or other lagal proceeding invohing any broach of duly, error or omission relating to this transaction may be brought against Broker mere
Lhan ona year after the Date of Agreement and that the llability {including cowrt costs and attomeys' ess), of any Broker wilh respect fo any breach of duly,
armof or omiasicn reiating to this Agresment shall not exceed the fee recuived by such Broker pursuant to this Agreemont; providad, howaver, that the forogoing
limitation on each Broker's liabity shall not be applicable to any gross negligance or witiu! misconduct of such Brokor,

24.3 Confidontial Information: Buyer and Sefier agres 1o identify to Brokers as "Conlidential* any communication o infrmalion given Brokers that s
considetad by such Party tobo confidontial,
25, Canstructian af Agreament. [n construing this Agreement, ail headings and titles are for e convenlenca of the Partles only and shall not be
considaced a part of this Agreemant. Whenevar required by tha conle, the singular shall fciude the plum! and vice varsa. Uniess otharwise spacifically
indicatac to the contrary, the word “days® as used in th's Agreement shall mean and refer lo calencar days. This Agreemant shall not be construsd as if
prepared by ona of the Parias, but rather according to Its falr meaning as & whole, as [f both Partlas had prapared It
26 Addltlonal Provisiona:
Additional provislons of this offer, if any, are as follows or are attached hereto by an addendurs conglsing of paragraphs

through - {If those are no addilonal provisions write "NONE")

TTENTION: NO REPRESENTATICH OR RECOMMENDATION 15 MADE BY THE Al COMMERCIAL REAL ESTATE ASSOGIATION OR BY ANY|
ROKER AS TO THE LEGAL SUFFICIENCY, LEGAL EFFECT, OR TAX CONSEQUENCES OF THIS AGREEMENT OR THE TRANSACTICN TO|
HHCH [T RELATES. THE PARTIES ARE URGED TO:

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

RETAIN APPRCPRIATE CGNSULTANTS TO REVIEW AND MIVESTIGATE THE CONDITION OF THE PROPERTY. SAID INVESTIGATION|
HOULD INCLUDE BUT NOT BE LIMITED TQ: THE POSSIBLE PRESENCE OF HAZ ARDDUS SUBSTANCES, THE ZONING OF THE PROBERTY,
HE INTEGRITY AND CONDITIOCN OF ANY STRUCTURES AND OPERATING SYSTEMS, AND THE SUITARILITY OF THE PROPERTY FOR
BUYER'S INTENDED USE,

ARMING: 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 |S LOCATED.

ROTE:

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

2 iF THE BUYER IS A CORPORATION, IT IS RECOMMENDED THAT THIS AGREEMENT BE SIGNED BY TWC CORPORATE
OFFICERS,

The underaigned Buyer offors and agroos to huy tho Proparty on the terms and conditions stated and acknowledges receipt of a copy hereof,

EROKER: BUYER:

PAGETOQF &
INIMALS INITIALS
©2003 - AR COMMERCIAL REAL ESTATE ASSOCIATION FORIA OFA-6-8/06E
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Offer to Purchase - Strategy

Attn: By
Title: Datet
Address: Name Printed:
Titie:
Telaphonai{__ ) Teiephone:
Fagsimilex( ) Facsimite:{__ )
Emall:
Fodarat 1D No. By
Oate:
Namao Printed:
Title:
Address:
Telaphene:! ]
F: { }
Email:
Fedarmi 10 No.

27. Accepipnce,

27.1 Selier accapls the foregoing offer to purchasa the Property and harehy agroes 10 sell the Property 1o Buyér on the tes and conditions therein

spocilisd,

27.2 Seller acknawledgas that Srokers have been retained todocate a Buyar and ara the procusing cause of the purchase and sale of the Property set
Torth In this Agreement. In consideration of real estala brokerzge service rendered by Bickers, Seller egrees 1o pey Brokers a real estate Brokeraga Fea in a
sum equal to % of the Purchase Prce to be divided equally betwsen Seller's Broker and Buyer's Broker. This Agreemant shall serve as an
Irrevocable instruction to Escrow Holdnr tepay such Brokerage Fee o Brokers out of tha proseads accruing to the account of Sellsr at tha Cloging,

27.3  Seller acknowladges receipt of a copy here! and aulhorlzas Brokers to deliver a signed copy 1o Buyor.

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

BHOKER: SELLER:

Attr: By

Tille: Dale:

Addross: Nama Prnted:
Tithe:

Telephanei( } ‘Fela?h?ne:{__m }

Frogimile:( ) F S

Emall;

Fedaral D No: By
Dale:
WName Printed:
Title:
Address:
Talephone:( )
f )
Emait;
Fodoral ID Now:

NOTICE: Thaes forins are ften modiiled to meet changing requirements of faw and indusiry neede. Always write or call 1o maka sure you are
uilizing the most currend form:  AIR Cominarcial Real Estate Assoclation, 800 W Bth Street, Suite 800, Los Angeles, CA 90017, Telephone No,

{213) 687-8777. Fax Neo.: {213) 687-8616.

& Capyright 2003 By AR Commerclal Real Estate Association.

All rights reserved.

No part of these works may be reproduced in any form without pesmiselon in writing.

J—— PAGEBOF B
IHITIALS
GR003 - AIR COMMERCIAL REAL ESTATE ASSOCIATION

INITEALS
FORM OFA-6-8/06E
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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 fo 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.

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

* 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.

* 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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Invest U.S5.A.

Sample Closing Statement

GOLD COUNTRY ESCROW, INC.

18184 Yorba Linda Boulevard, Sulie 503, Yorba Linda, CA 92886
{714} 579-35%1 - FAX (714) 579-3525

SELLER'S CLOSING STATEMENT

Final

Escrow Number:
Escrow OfFcer:

Buoyer/Borrower:
Seller:

Property:

Title Order Number:
Date:
Closing Date:

TOTAL CONSIDERATION 460,000.00
PRORATIONS/ADIUSTMENTS:
FProperty Tax (@ 2,977.62 per § month{s) 5/14/2010 to 70172010 79392
Listing and Scllinp Apcnt Contribution to 2nd 2,200.00
COMMISSION(S):
Listing Broker: The Reoun Group $3,800.0
Selhug Broker; White Realty A 13,800.0(
! TITLE CHARGES
Sub Escrow Fee: Advantage Title Company £2.50
Scller Reimb, - awners title policy: Advastage Tile Company 1,481,004
Seller Reimb, - County Transfor Tax: Advantape Titls Company 506,04
ESCROW CHARGES TO: Gold Country Escraw, Ine,
Encrow Fee 1.936.0¢
LENDER CHARGES
Seller Contsit To 2nd: Wells Fargo POC $4,970.00
LOAN PAYOFF: Weils Fargo
Extra Proceeds 80642
Digcharge of Mortgage 417,565.00
Wire 2540
Total Loan Payoll 41839643
LOAN PAYOEF: Wells Farge - Znd Morigage
Wire 25.00
Discharge of Mortgage 20,822,00
“Total Loan Payofl 20,847.00
ADDITIONAL BISBEURSEMENTS:
Naturat Hazard Report Fee: JCP-L.GS 565.00
TOTALS 469,993.93 469,993 .92
AGENTS COPY
GOLD COUNTRY ESCROW

THIS I8 A FINAL CLOSING STATEMENT
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Invest U.S.A,

4 OMB Ne. 2502.8265

A. US. DEPARTMENT OF HOUSING AND URDAN DEVELOPMENT
« SETTLEMENY STATEMENT

GOLD COUNTRY ESCEDW iNC.

TEHIE Fordm L

Batorard Sude
IR m((ruu..‘l.ﬂsa

B IYPE OF

LOAR

[N
a ] va

211w
5. ] CONV.INS

3. (%] conv.umins,

6. FILE NUMBER:
59728 378054

T LOAN NUMBER

5. MORTGAGE [NS. CASENO.:

€. HOTE: This form is firnished to pive you a ehloment efactual seillement costs. Ameunts paid ta ond by the setllemenl sgenl sz abown. ltemst

marked "{p.o.c.

D. NAME & ADDRESS
OF BORROWER:

were pald sudide the tlosing: the

are shown here for infomsatianal gy

29 and are nat included in the 1auals,

E. NAME & ADDRESS
OF SELLER:

F. NAME & ADDRESS
OF LENDER:

G. PROPERTY LOCATICN:

H. SETILEMENT AGENT:

PLACE OF SETTLEMENT:
1. SETTLEMENT DATE: S/E4/2010  Final
3. Suramary of Boprower's Transaetion .9 Summary of Seller's Transaction
E 100. Grogs Amount Due From Barrawer: 400, Grogs Amount Due To Sellers

104, Conbmet sules price ! 401. Contrat eales price 460,000.00|
102, Pestonal property i 402, Peryonal proparty

103, Seitlemen) charges 1o bormwer: (line 1409) i 403,

D4, : A0,

505 405,

Adjustme 1erng Pald By Seller In Advance: t  Adlestiments For Ttenys Taid By Seller In Advance:

105, Ciryitawa laxes 1 406, City/lerw laxes )

107, County taxes 1o 407. County taxes 0514110t 0201140 79153
103. Asszasrnmls (] 408 Assasmnty L]

wL oo 409. Linlng and Salling Apau Contrib ta Ind 4.200.60
110 410,

i3 LH

2 A1z N

1. 413 H

T, 414, i

Lis 418

HE, LHY

126, Gross Amonnt Due From Barrawer: 420. Gross Amourt Due To Sdlen 4£69,593.02

. Amnunt: if Bv Or Arrdwer; 5 ra

291, Doposit oresrnest maney 581, Exceae deposil (see instructionz)

202, Principal amaunt of new Toanfe) 502, Setfiement chaspes o geller (line 1400) { .. 2876350
203, Existing loanfs) taken subleet 1o £0). Existing loan{s) taken subjecito

204, 304. Fuyoll 15l bitp, Ln. Wells Fargo 41530642
205. 505, Payoll 2nd Mig Ln, Wells Fasgo - 2nd Monpage 2084700
206. 506, Seller Reimb. - pwners titlo palicy 1,481.00
207 307, Sellar Relind. - Couaty Transfer Tax S06.00
208, 408 Seller Contribulion Te 2nd- POCS  $457900

2090, 5.

Adjustments For Items Urpaid By Seller: Adjustezents For ltems Unpald By Sellers

210, Cityilown taxes ta $10. Citpfiows taies [

211, Counaty irves L) _ S, Coumty taxes 1)

2124 i) 512, Assesioments W

213 512,

214, 514

215, S18,
214, 516,
217, 507,
215 513,
219 519,

e o
3 It Li awer: £00, Caxh At Sattlement Yoo To Sellers
381, Gross amount due from borewer {line 120) 601, Gross amoun: dus to seller (line 420) - 469.995.97
303, Lees amount paid bydifor arrower (Hne 220) 602, Lezs redustions in amount dus selter {Tine $20) 469,093 .92
303. Cash ([JrrOM) £70) Rorrower: 080 6as. a5 {_tro) CIrRom) Selters 0.0

‘the Publiz R

‘,Burdcxsfurlhu {eetion of i lan is et

4 &1 35 miniutes per getponse for collecting, reviewing, and reporting the data. This sgency

may net caliest this infermaten, and you are nel required Lo complote this form, uniess it d.:p]:yu :us-mnlly valié OMB control nunder. No eonfidentiality is atsures;
this diselesure s mandatory  This it desipned Io provide the partles to 3 RESPA covered with 2

Previous editions are cbsolor:

during the process.

Page Lol 3

HUD-
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Escrow

L. SETTLEMENT CHARGES Escrow: 59728

700. Total Real Estate Broker Fees Patd From Patd From

Borrower's Seller's

wsi Fands Funds
Al At

Scttlement Setticment

A nutmission {line 7
201.% 13,800.00_to. The Remm Group

702. % 13.800.00 to White Realty Associates
|_703. Commission paid at setifement 27,60:0.00]
704
| 800, Ytems Poveble Tn C tion With T.oan:

801, Qur prigination chargs {from GFE #1)
| 802 Your erediter shargs (noints) for thy spegifis inleresl rate ¢hogon S {itom. GFE #2)
1 803, Your adiusted origination charees (from GEE AL
.. 804, Appraissl fee 1o {from GFE #3)
805, Credit report to from GER#3)

| RGE8 Tax service to {from GFE #3)
tipn, {from GFE #3.

208
809,
810
811
512,
Bi3
814,
815
816
&17
218.
319,
| 900, Ttoms Reaniced By Lender To Be Paid Iz Advoncs;

| 201, DPailv interest charges from 1o G E fday (O davs) {from GEFE #1G}
i i for _mo.to (from GFE #3)

202, Morigage insuranss promium
903, Homeowners insurance. for,. . yis. to, (from GFE#11}
| 904, Flood insurnnce premiurm for yis. to
903
2056,

|. 1001, Initial deposit for vour escrow uccount (fram GFE #9)
_Lm_ﬂqmmmngcimmww__&mnmhs_@ $ .00 por month .
1003, Morigap Cmonths @& § 11,00 per month

[ 1004, City. p,r.o s .00 per month
Munmmmm___o_mmum@

5 $.00 pec month
_mummuﬂmm&mmﬁ_@ ] £.00 per month,
O months G2 8 .00 per month

1 0{}8 0 montha (&5 2,00 088 month

Mmmgndcﬁs title insurance (from GFE #4)
|-1102. Semtlement.ar slesing fee o Gold Country Escrow, Ing }.036.00
1303, Dwn 19 tfrom GEE 5%
1104, Lendecs title i

| 1105, Ecnders title polipy limit §

| 1106. Owners tils paliey Jimic$

1107. Agent's portion of the total #itle insurance premium

1108, Underwriter's portion of the total fitle insurance premium

199. Sub Ercrow Fee to Advantage Title O ny §2.50

1110
1114,
1112
1113,
1114,
| 1200, Govornment Becordine and Transfer Chappes:

1201, Government recording shorges ({raem GFE #7)
| 1202 Troed® 000 TMorte

e E 9.00 Reld 5 200

| 1203, Trwslor fazes (from GFE #%)
204, City/Couw f5ta 5 0.00 Morigage §  0.00

- 1205, State tax/stamns Degl g .00 Mongage £ 0.00

| 1301, Required services that you ¢an shop for (frarg GFE #5)

1302 Pest ingpoct
1304, Natural Hazard Report Fee to JCP-T.GS £5.00
1306,

1307.
1460, Totfal Settlement Charge (Esteron ling 1032, Section J- qnd - line 502, Section &) 28.763.30

Previous editions are obsalete Page 2 of 3 HUD-1
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- ATTACHMENT TO HUD 1
Settlement Date:  5/14/2010

Escrow No.:
Title No.:

Page:

59728

1163516
1

EXHIBIT A: (JIUD Scction 5003

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

Wells Fargo

Extra Proceeds To: Wells Fargo
Discharge of Mortgage To: Wells Fargo
Wire To: Wells Fargo

Total;
Wells Fargo - 2nd Mortgage
Wire To: Wells Fargo - 2nd Mortgage
Prischarge of Mortgage To: Wells Fargo - 2nd Mortgage

Total:

Seller Amount

80542
417,565.00
25,00

413,396,422

25.00
20,822.00

20,847.00
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REAL ESTATE APPRAISAL

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

!

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

1, Estimate the value of
the land.

4, Add the estimated land

cost of the building.

2. Estimate the current cost
of replacing the building.

3. Estimate and deduct the
amount of depreciation.

value to the depreciated

Market Comparison
Approach

1. Locate comparable
properties in the same
or similar neighborhooeds.

2, Compare the selected
properties with the subject
properly and make the
appropriate adjustments.

3. 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.

i)

Correlate the Approaches to Value

L

Complete the Appraisal Report

27




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:

¢ The extent to which the property is identified,;

* The extent to which tangible property is observed;

* The type and extent of data researched; and

* 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 lessce (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 fo 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:

* Physical deterioration- due to basic wear and tear from regular use
* Functional obsolescence- due to a flaw in design, function and/or utility
* 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 af 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 exfracts 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) + 81,000,000 (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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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 Appraigal, fourth
edition
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DUE DILIGENCE

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

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

OWneErs.

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:

* Title companies

* Local municipal building / planning department

¢ Lending institutions

*  County Recorder’s office

* Local law enforcement agencies

* Environmental research companies

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

Company)

* Neighbors

* Property inspection companies

¢ Local real estate professionals

* Market research companies

* County economic development corporations

°* Tenants

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

¢ 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:

*  Physical Information

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

items to be sold (if applicable)
* 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
* 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)
* Property capital/FF&E expenditures

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

projection
¢  Market information

Market statistics, demographic data, area amenities
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*  Reports

Phase I Environmental Audit Reliance Letter and Phase II (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 I Environmental Site Assessment is a report prepared for a real estate holding which
identifies potential or existing environmental contamination liabilities. A Phase II
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.
*  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

o DTl SEde

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

¢¢ 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
impertant 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:

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

*  Geographic area managed

* Type of product managed

*  Accounting and reporting

* 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
is a very true statement, and it is the responsibility of the real estate

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. Staffin Selecting, training, and motivating on-site personnel.
g g g g P
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d. Directing

e. Controlling

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.

f. Analyzing 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.
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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.

Enforce the use clause of each lease.

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

42



Invest U.S5.A.

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

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:

@ Prudential

Residential Properties
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,
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:

An independent home inspection
2. A natural hazard disclosure report

An environmental hazards and disclosure report

4. An insurance loss history report
5. Areview 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,

nd expense to lease vacant space. ' e
anc exp P 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.

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 convenijent?
4. Prestige of building. Does the reputation of the tenants enhance the building and vice versa?
Appearance. Does the building have an attractive fagade 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?

A

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 IL.

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. Strip centers are small in size, consisting of several stores.
2. Strip centers are usually laid out in a straight line, L, or U shape.
3. Strip center trading area is usually the immediate neighborhood.
4. Strip centers frequently have a convenience store as a typical
anchor tenant.
5. The function of the strip center is to provide convenient and
accessible one-stop shopping. S niltes
6. The focus of a strip center is strictly on location and community
convenience.
Neighborhood Center
1. Neighborhood centers are normally 25,000 to 125,000 square
feet in size
2. A neighborhood center normally has one anchor (main) tenant
such as a supermarket or discount store.
3. The trade area for a neighborhood center is usually up to tWo  Nejshborhood 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

L

2
2
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

L.

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 &3¢ ’@
facilities became single-story as opposed to multistoried. o o .
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 Building

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.

2. 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.

3. Transportation-oriented companies in which freight, storage, and inventory costs are a major
influence.

4. 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.

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

6. 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:

i The displacing of existing homeowners or tenants, and
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2 The altering or disrupting of a scenic, recreational, or historical sites,
3 The altering or disrupting of air or water quality,

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

5

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 Garden 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.
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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
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.

"
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LEASING

1%

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 suiferance 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.
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Estate from Period to Period

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 Iessor 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

management.

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.
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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
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 Valid 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 individuaily

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.
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General Considerations:

“If a property looks successful it will be successful”

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)?
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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.

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 arcas of each floor, including lobbies and corriders, within the cutside 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.
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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,
but in other patts 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.
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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
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.
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Sample Residential Rental Application:

RENTAL APPLICATION

Page 1o0f2

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

NAME

DATE QF BIRTH

Firzt Middie

DAYTIME PHONE

R-uN
80C. SEC

Last

Hame

Work
50C, SEC. #

SPOUSE
First Midde

FULL RAME {ALL OTHERS)

AGE

DATE OF BIRTH
AELASONSHIP

Mo ¢ ¥t 1 Day

L #

Bay

i FROM

PLEASE LIST YOUR RENTAL HISTORY FOR NO LESS THAN ONE YEAR:

1) CURRENT ADDRESS

Nomber

Stree! AL Ny Gity

State ;]

Numzer

OWNER/MGR,
Full Hama
MORTGAGE CO. (IF OWNED)

Stree! ApL o Ciry

State Ly

Mame
FROM TO AMT RENT PAID
Mofrr Mofr

REASON FOR LEAVING

Addrezs
OWNER/MGR OR MORTGAGE CO.

Loan Number

Araa Coda & Phone Number

2) PREVIOUS ADDRESS

Number

Strcet Agt, Mo, City

Staty Zip

OWNERMGR.
Fuft Name
MORTGAGE CO. (IF OWNED)

Number

Sreet Apl No. City

Sata Zip

Name
FROM TO_ .. AMT RENT PAID

Harvr e
REASON FOR LEAVING

Address.
OWHNER/MGR CR MORTGAGE GO,

Loan Humber

Area Code & Phone Number

3) PRIOA ADDRESS

HNumber
OWNER/MGR.

Apt Ho. Gy

Sereet

Sinte

Full Nare HNumber
MORTGAGE COQ., {IF OWNED)

Street Apl, No. City

Elale

HName
TO AMT RENT PAID,
HaYe Mo¥r

AEASON FOR LEAVING

Addrans
OWNER/MGR OR MORTGAGE CO.

Leas Humber

Area Code & Phone Number

L
Q
M
E
N
N

CURRENT
EMPLOYER

ADDRESS

Company Hamie

GROSS
MONTHLY SALARY

Ttrest

POSITION

SUPERVISOR

City Hiale Zip
HOW LONG?
Mo £ Yr

Fudl Name

Position

RANK, RATE

MILITARY (SEPARATION DATE)
FULL MILITARY COMMAND

Arga Code & Phane Number

BAQ: YES ___ NO____ COM RATS: YES_

SPOUSE'S
EMPLCYER

ADDRESS

Caempany Hame

Strect

POSIMON

GAROSS
MONTHLY SALARY

Cay
HOW LONG?

State Zip

Mo /Yt

SUPERVISOR
Full Name

Pesition

Ama Code & Fhant Number

BANK {CHECKING})

Bank Name

BANK {SAVINGS)

Branch Cry

Pnone ALCOUN Mo

8ank Name

CREDIT UNION

Branch City

Phane Acoaunt Na.

Bank Nameo

Branch City

The information on this application is frue and correct to the best of my knowiadga. | hereby authorize

verify the above information and obtaéa either a consumer or Investigative credit repont. | understand that the $

Phone Account No.

or ils agenis o
fee for verifying

this rental application is nat a deposit or rent and will not be applied to {uture rant, or refunded, even if this application to rent is declined.

NOTE: ALL AFPLICANTS MUST SIGN BELOW

DATE

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 landiord 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 landiord by terms of any loan secured by the property, costs for additional attempts to collect
rent, and the preparation of notices. Therefore, if any installment of rent due from tenant is not received by landlord within calendar
days after due date, tenant shall pay to landiord 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 iterns 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 upen the other proper 30 day written notice.

14, POSSESSION: LESSEE takes pc ion 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 is 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
prior 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.

28. The undersigned LESSEESs, 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
o By Authorizing Agent LESSEE
B LESSEE
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REFERENCES Page 20t 2
FAMILY
Fusl Name Humber Street
Ciry Siwln Relitisnship Phone
City State Ratationzhip Phong
EMERGENCY
Full Name Relationzhip Phont
PETS
Humbas Cescrption
WATER-FILLED FURNITURE
Description

AUTOMOBILES/MOTORACYCLES/BOATS TO BE PARKED ON PAEMISES:

Hake Madel Year Licanse Humber

3ake Hodol Year Lizense 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
OBLIGATICN QF A RENTAL AGREEMENT OR LEASET? IF YES, PLEASE EXPLAIN:

OPTION TO RENT

The undersigned wishes to zant the properly kocated at
and has made the abave application in connection thereof. The

Landlerd hereby grants the undarsigned an option 1o rent sald property in return for the payment of § which wili be credited to the
first month's rent or raturnad if the applicant is not accepted a3 & resident. [t is understood that said amount Is separate and distinct from any sum
pald to the landlord for any verification of the rental application, If applicant Is accepied as a resident and subsequently does not move in on the
starting date for tenancy, the amount receivad Is hereby acknowledged as liquidated damages for non-performance and will be forfeited by the
applicant as compensation for holding the apartment off the rentat market.

Apphoant

Appricant

NOTE TO MANAGER: Venty dnver's license number and agvise applicants to authorize employers, banks, and landiords 1o ralease ai relevant

information.

APPLICANT. D/

APPLICANT, DL
VERIFICATION RESULYTS - FOR OFFICE USE ONLY

INVOICE # RESULTS DATE

REMARKS

MOVE IN DATE UNIT # UNIT TYPE RENT

NOT ACCGEFPTED: REASON

ADVISE APPLICANTS
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TAXATION

Treatment of Income

1.

2.

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

68



Invest U.S.A.

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.

* 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 resuitant 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 -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 Qcean.

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



