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City of Alexandria, Virginia

MEMORANDUM

DATE: JUNE 13, 2005

TO: HONORABLE MAYOR AND MEMBERS OF CITY COUNCIL
THROUGH: JAMES K. HARTMANN, CITY MANAGER

FROM: EILEEN FOGARTY, DIRECTOR, PLANNING XND ZONING & (

¥1 9

SUBJECT: CONSIDERATION OF A PETITION FOR AN EXTENSION OF THE
12-MONTH PERIOD FOR A DAY LABOR AGENCY TO CEASE
OPERATIONS UNDER SECTION 12-215 OF THE ZONING
ORDINANCE.

ISSUE: Consideration of a Petition For an Extension of the 12-Month Period for a Day
Labor Agency to Cease Operations Under Section 12-215 of the Zoning Ordinance.

RECOMMENDATION: That City Council deny Ace Temporaries’ request for an
extension of the 12-month amortization period and require that Ace Temporaries cease its
operations within a reasonable time from the date of the June 21, 2005 hearing.

DISCUSSION:

Summary

This case concerns enforcement of the 12-month amortization period set forth in the City
of Alexandria’s (“the City’s”) Zoning Ordinance by which day labor agencies must
obtain a Special Use Permit (“SUP”) or cease operations. Specifically, Ace Temporaries,
Inc. and ACC, LLC (collectively “Ace™)" request an extension of the 12-month
amortization period by which its current use at 717 Pendleton Street as a day labor
agency must cease under the nonconforming use provisions of § 12-215(B) of the Zoning
Ordinance.

Ace claims that it cannot obtain a “fair and reasonable return on the investment” it has
made in the use without an extension of the 12-month period, which expired on February
24, 2005. Ace asserts that it has made a substantial investment into the establishment and
development of a day labor agency at 717 Pendleton Street, and that said sums would be

! ACC Holdings, LLC (“ACC”) is a Virginia limited liability company and is the successor in interest to
ACH, LLC.




unrecoverable if Ace were forced to cease its operations in accordance with § 12-215(B).
Ace estimates that it requires substantially longer than one year “to simply break even”
on its investment.

An analysis of financial data concerning Ace’s operations submitted in support of this
petition indicates, however, that Ace has made only limited investment in its business
operations since it opened its Pendleton Street location in April 1999. According to a
financial expert hired by the City to analyze Ace and its finances, that investment could
have reasonably been expected to have been returned prior to the October 7, 2003 date
established in the Ordinance.® Indeed, even using conservative assumptions, Ace has
received an actual rate of return significantly higher than what could be considered a “fair
and reasonable” rate of return for a day labor agency. Therefore, the Council should
deny Ace’s petition.

A. Notice of Nonconformance and Petition Procedure

In February 2004, the City Council amended Zoning Ordinance § 12-215 to provide that
any day labor agency in existence as of October 7, 2003 and not granted an SUP shall be
deemed a “nonconforming use.” See Attachment 1.

On February 24, 2004, the Department of Planning & Zoning (“P&Z”) sent Ace a letter
providing notice of its nonconforming use and requiring Ace to cease its operation within
12 months of the notice date. The letter also expressed the City’s willingness to assist
Ace in identifying another site for its business. See Attachment 2. As a result, Ace had
until February 24, 2005 to move and, if it so chose, continue its day labor operations at
another location. On February 22, 2005, the eve of the deadline, Ace petitioned an
extension of the 12-month period by which it was required to cease its operations. See
Attachment 3. That request is the subject of the instant hearing.

The Department of P&Z promptly requested additional information from Ace and
clarification of certain broad allegations made in Ace’s original extension request. See
Attachment 4. Ace, relying solely on the opinions of its stockholder and owner, Mr.
Chuck Carlton, subsequently provided limited additional data in two separate
submissions. See Attachments 5 and 6.

B. Analysis of Ace’s Financial Investment Data

The City retained the Reznick Group, a firm with expertise in accounting and business
valuation, to conduct an independent analysis of information provided by Ace and to
make its own assessment of a fair and reasonable rate of return from an investment in a

% On March 18, 2005, Ace also appealed for the second time the Planning & Zoning Department’s
determination that Ace is a day labor agency under § 2-133.1 of the Zoning Ordinance. The Board of
Zoning Appeals voted to deny that appeal on May 12, 2005. The BZA approved final findings of fact on
Ace’s appeal on June 9, 2005. See Attachment 8. A background of the Zoning Ordinance is included as
Appendix A.

* October 7, 2003 is the date from which Ace’s operation at 717 Pendelton has been deemed a
nonconforming use under the Ordinance.




business similar to Ace’s. Mr. Brent Solomon has prepared the attached analysis and will
be available to discuss his findings and to answer questions at the Council hearing on the
matter. His findings are summarized in a letter report and accompanying schedules
attached hereto. See Attachment 7. It becomes apparent, based on a review of the
Reznick report and Ace’s representations, that Ace has received a fair and reasonable
return on investments made prior to October 7, 2003 and that an extension of the
amortization period is not warranted.

As a preliminary matter, Ace bears the burden of providing information to support its
petition. To date, Ace has elected to furnish opinions from its principal owner, Mr.
Carlton, and not from a recognized expert. While Ace’s correspondence suggests that an
expert was “consulted” in the compilation of data and in the creation of certain narrative,
it stresses that the opinions expressed are solely those of Mr. Carlton. Nothing in the
record demonstrates that Mr. Carlton is qualified to express opinions concerning a return
on investment analysis. While certainly familiar with his own business, Mr. Carlton’s
lack of background in accounting matters calls into question many of the assumptions
made in support of the petition.

For example, with virtually no regard for sound accounting principles, Mr. Carlton
amended his first attempt at calculating the amount invested in Ace by the end of 2003 by
adding over $1.4 million in so-called “intangible assets.” Then, he assumed that the
entire amount of those assets would be lost when or if the business is discontinued. As
the Reznick Group report concludes, those intangible assets consist principally of
customer relationships, a trade name and, to a lesser extent, relationships with Ace’s
employees (the day laborers) and goodwill. Mr. Carlton makes no effort to explain why
those assets could not be transferred to a new location without a significant loss in value.
This assumption more than doubled Mr. Carlton’s estimate of the investment made in
Ace Temporaries. In short, the reliability of this data and Ace’s theories of investment
return should be carefully scrutinized.

Even given these serious analytical shortcomings, the Reznick Group accepted the
accuracy of the financial data provided by Mr. Carlton to determine a reasonable return
on investment for both Ace Temporaries and ACC Holdings.

For Ace Temporaries, the Reznick Group accepted Ace’s estimate of maximum available

cash flow available in 2003 (just over $217,000) and adjusted that figure for a reasonable

estimated annual growth of 5 percent. Based on its own data, Ace’s internal rate of return
was calculated at over 52 percent. This compares extremely favorably to an estimated 21

percent equity rate of return for a small business like Ace.

Although real estate holdings are typically not part of the analysis for the return of
investment in a business, because Ace cited its purchase of the property at 717 Pendleton
as part of its investment, Reznick’s analysis includes a calculation of return for the
business with and without that purchase. For ACC Holdings, the real estate holding
company and owner of the subject property at 717 Pendleton Street, the Reznick Group
applied a reasonable estimate of investments made by Ace and used figures in the




appraisal attached to Mr. Carlton’s correspondence, and concluded that during the
applicable period between April 1999 and 2003 Ace obtained a rate of return of over 37
percent. In contrast, an expected rate of return for a property similar to the subject
property would be 13 percent, using accepted industry real estate yields.

In sum, both entities could reasonably have been expected to experience a payback period
of less than 2.55 years from the time Ace opened for business in April 1999. The modest
investments made in a day labor agency (mostly improvements to the building itself and
business assets like furniture and a small amount of computer equipment) would have
been recouped prior to October 2003.

CONCLUSION

Enforcement of the nonconforming use abatement requirement for a day labor agency is
not an action the Department of P&Z takes lightly, but is plainly warranted here. Ace has
long been on notice that its operations have created substantial adverse impacts on the
neighboring residential uses. A challenge to the Department’s interpretation of the “day
labor agency” provision of the Ordinance has been before the Board of Zoning Appeals
twice in the past three years. The Council itself considered and denied Ace’s request for
an SUP four and a half years ago. Ace has no basis to challenge the process by which it
was notified about enforcement of the nonconforming use provision of the Ordinance,
nor can it complain that it was not afforded a reasonable opportunity in the four months
since expiration of the 12-month amortization period to provide information to the City
concerning this petition for an extension.

The Department of P&Z’s application of the 12-month amortization period provided by
§ 12-215 to the operations of Ace Temporaries is reasonable. Accordingly, the City
Council should deny Ace’s request for an extension of the 12-month amortization period
and require that Ace cease its operations within a reasonable time from the date of the
June 21, 2005 hearing.

ATTACHMENTS:

Attachment 1. Ordinance #4337 (February 21, 2004)

Attachment 2. February 24, 2004, Letter from Department of Planning and Zoning to
Ace Temporaries, providing notice of its nonconforming use

Attachment 3. February 22, 2005, Letter from Michael Mattock / Ace Temporaries to
Eileen Fogarty, Department of Planning & Zoning, requesting an
extension of time

Attachment 4. March 14, 2005 letter from Richard Josephson to Michael Mattock

Attachment 5. April 27, 2005, Letter from Michael Mattock / Ace Temporaries to Fred
Wagner, with attachments: Calculation of Amount Invested; and June 7,
2004, Appraisal Report of 717 Pendleton Street

Attachment 6. May 5, 2005, Letter from Michael Mattock / Ace Temporaries to Fred
Wagner, with attachments: May 5, 2005, Statement of Charles Carlton;
May 5, 2005, Ace Temporaries, Inc., Calculation of Amount Invested




Attachment 7. June 10, 2005, Financial Evaluation by Brent Solomon, Reznick Group,
P.C. and Return on Investment Analysis
Attachment 8. June 9, 2005, Findings of Fact and Conclusions, Case BZA #2005-0019

STAFF:
Ignacio Pessoa, City Attorney
Eileen Fogarty, Director, Planning and Zoning




ATTACHMENT 1.

ORDINANCE NO. 4337

AN ORDINANCE to amend and reordain Section 12-215(ABATEMENT OF DAY LABOR
AGENCIES) under Section 12-200 (NONCONFORMING USES), of Article XII
(NONCOMPLIANCE AND NONCONFORMITY) of the City of Alexandria Zoning
Ordinance (TA No. 2003-0006).

THE CITY COUNCIL OF ALEXANDRIA HEREBY ORDAINS:

Section 1. That Section 12-215 of the City of Alexandria Zoning Ordinance be, and
the same hereby is, amended to read as follows:

12-215 Abatement of day labor agencies.

Any day labor agency in existence on October 7, 2003, in a zone in which such use is neither
a permitted or special use permit use, or in a zone in which such use is a special use permit
use but for which a special use permit has not been granted, shall be deemed a
nonconforming use and shall be discontinued on or before a date 12 months from the date on
which the use was first notified of its nonconforming status, unless it obtains a special use
permit which authorizes its continuation subject to the following:

(A)  Promptly upon learning of the existence of a day labor agency categorized as a
nonconforming use under this section, the director shall notify the property owner
and, if different, the owner or operator of the nonconforming status of the use and
that the use must cease operations, or if permitted by the applicable regulations of
this ordinance, obtain a special use permit approval prior to the expiration of 12
months from the date of the notice.

(B)  No later than the expiration of the applicable 12 month time period, the property
owner or owner or operator of any such nonconforming day labor agency may seek
from city council an extension of the date by which it must come into conformity
with this section 12-215 by filing with the director a petition which sets forth in
detail the reasons why a fair and reasonable return on the investment in such day
labor agency made by the petitioner prior to October 7, 2003, cannot be obtained

prior to the expiration of the 12 month period.

(C)  Council shall conduct a public hearing on any such petition, prior to which the
director shall provide notice in accordance with the provisions of section 11-300 of
this ordinance.

(D)  Following the hearing, council may extend the 12 month period only if it finds that a
strict application of that time period will deny the petitioner the opportunity to realize
a fair and reasonable return on the investment in the nonconforming day labor agency
made by petitioner prior to October 7, 2003, in which case council shall extend the
date to a time which it determines will provide such opportunity to the petitioner.

©




Section 2. That Section 12-215 of the City of Alexandria Zoning Ordinance, as
amended by this ordinance, be, and the same hereby is, reordained as part of the City of
Alexandria Zoning Ordinance, and that the amendments made by this ordinance be, and same
here by are, declared to be severable, such that in the event this ordinance is determined to be
invalid by a court of competent jurisdiction, Section 12-215, prior to amendment, shall remain in
force and effect.

Section 3. That this ordinance shall become effective upon the date and at the time
of its final passage, and shall apply to all applications for land use or land development approval
provided for under the City of Alexandria Zoning Ordinance which are filed on and after
February 21, 2004, and are pending on and after the effective date before any city department,
agency or board, or before city council, or on judicial review, and shall apply to all other facts
and circumstances subject to the provisions of the City of Alexandria Zoning Ordinance, except
as may be provided in Article XII of said Ordinance.

WILLIAM D. EUILLE
Mayor

Final Passage: February 21, 2004
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DEPARTMENT OF PLANNING AND ZONING \ ||| ' 4
301 King Street, Room 2100
P. 0. Box 178
Alexandria, Virginia 22313
(703) 838-4666 ATTACHMENT 2.

FAX (703) 838-6393

February 24, 2004

Mr. Chuck Carlton

Ace Temporaries

717 Pendleton Street
Alexandria, Virginia 22314

Re: Abatement of Day Labor Agency use
Dear Mr. Carlton:

This is to inform you that pursuant to section 12-215 of the City’s zoning ordinance, amended by
City Council on February 21, 2004, your day labor agency at 717 Pendleton Street is considered a
nonconforming use. Under that provision, the day Jabor agency is required to cease its operation
within twelve months from today’s date. We will be happy to work with you to find another site

for your business in the city.

If you have any questions or seek additional information, please do not hesitate to contact me or
Barbara Ross of this office.

Veryauly yours,

ileen Fogarty ;

Director

cc: Catherine Puskar, Esq., Walsh Colucci
Ignacio Pessoa, City Attorney




ATTACHMENT 3.

ol

Michael A. Mattock WALSH COLUCCI
(703) 330-7400 Ext. 25 LUBELEY EMRICH
mmattock@pw.thelandlawyers.com & TERPAK PC

February 22, 2005

Via Overnight Mail .+ FEB 23 205
Eileen Fogarty, Director i

Department of Planning and Zoning | L C e
City of Alexandria b : :
301 King Street, Room 2100

Alexandria, Virginia 22313

Re: Ace Temporaries, Inc., 717 Pendleton Street

Dear Ms. Fogarty:

This firm represents Ace Temporaries, Inc. ("Ace”) and ACC Holdings, LLC
("ACC") in connection with your February 24, 2004 determination that the day labor
agency' operated by Ace at 717 Pendleton Street (“the premises”) is a non-conforming
use pursuant to § 12-215 of the City’s Zoning Ordinance (“the Zoning Ordinance”). A
copy of your February 24, 2004 determination is attached. Please accept this letter as
Ace and ACC's request, pursuant to § 12-215(B) of Zoning Ordinance, for an extension
of the 12 month time period during which the current use must cease operations.

A "fair and reasonable return on the investment” that Ace and ACC have made in
the use, prior to October 7, 2003, cannot be obtained without an extension of the 12
month period. As of October 2003, Ace and ACC combined had more than $1,500,000
invested in its business at the premises. Given these substantial sums, fundamental
fairness dictates that they be afforded an opportunity to obtain a reasonable return on
that investment prior to the City’s discontinuance of the operation. It is entirely
unreasonable to expect that a “fair and reasonable return” could be achieved in a mere
12 month period.

For 2003, Ace had a return on assets of approximately 27% while ACC had a
return on assets of approximately 1%. Using an estimated return on assets of 15% for
Ace and ACC combined, Ace and ACC would require approximately seven years to
simply break even, at which point a 1% annual return on assets would be achieved.
There are, of course, no guarantees that Ace and ACC would be able to sustain such
returns on assets in future years.

1 Ace and ACC maintain that the operation is not a day labor agency within the meaning of the City’s
Zoning Ordinance and in no way should this request for extension be construed as a waiver of that
position. The February 24, 2004 determination that the operation is a day labor agency will be the
subject of a separate BZA appeal.

PHONE 703 680 4664 1 FAX 703 680 6067 I WWW.THELANDLAWYERS.COM
GLEN PARK 1 ¥ 4310 PRINCE WILLIAM PARKWAY, SUITE 300 1 PRINCE WILLIAM, VA 22192

ARLINGTON OFFICE 703 528 4700 1 LOUDOUN?FFICE 703 737 3633
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While merely breaking even can hardly be construed as a “fair and reasonable
return on the investment”, the inadequacy of the 12 month period provided in § 12-215
is readily apparent when considered in light of Ace and ACC’s returns. Given these
facts, it is impossible for Ace and ACC to obtain a fair and reasonable return on their
investment within a.12 month period.

Therefore, Ace and ACC desire a hearing before the City Council on their
request for an extension of the 12 month time period and reserve the right to present
additional materials in support of their request on or before such hearing.

Please do not hesitate to contact me with any questions or concerns and |
appreciate your kind attention to this matter. ‘

Sincerely,

WALSH, COLUCCI, LUBELEY,
EMRICH & TERPAK, P.G.

Michael A. Mattock

Enclosure

cc: Ignacio Pessoa
Chuck Carlton
John H. Foote
Catharine Puskar

J:\35\3555\2004\city council petition.doc




. ‘ ATTACHMENT 4

Gty of Slerandria, Virginia

DEPARTMENT OF PLANNING AND ZONING
301 King Street, Room 2100
P.O. Box 178
Alexandria, Virginia 22313
(703) 838-4666 FAX (703) 838-6393

March 14, 2005

Michael A. Mattock
Walsh, Colucci, Lubeley, Emrich and Terpak, P.C.

4310 Prince William Parkway

Suite 300

Prince William, VA 22192

Re: Ace Temporaries, Inc., 717 Pendleton Street

Dear Mr. Mattock:

We have received your letter regarding Ace Temporaries at 717 Pendleton Street and will
process your application to City Council for its consideration after you supplement it with the
following items of information which we consider necessary to reasonably consider the request,
and which may, depending on the information provided, lead to further requests for information.

1.

Please identify the entities Ace Temporaries, Inc. and ACC Holdings, LLC,
describing their history, function, ownership and directors/membership/partners.

Please provide support for and a detailed breakdown of the $1,500,000 figure in
your letter, identifying and describing each item Ace considers an '
investment in the “business and premises,” including the identity of the corporate
entity making each investment.

Please provide a specific and detailed breakdown of your conclusion regarding a
27% and a 1% return on investment for each entity, including detail with regard to
each component of each calculation..

Please describe in specific detail Ace Temporaries’ efforts to relocate its business

since February 24, 2004, including each alternative location that Ace Temporaries
has considered.

1




5. Please describe in specific detail uses other than Ace Temporaries which have
been considered for the 717 Pendleton premises and any and all efforts to replace
the current use with a conforming one at the site.

6. Please provide an explanation for the 15% figure Ace uses as an estimate for a
combined return on assets for Ace and ACC. How did Ace arrive at the 15%
figure? What does Ace consider to be a fair rate of return on a business
investment? What "assets" are being considered in the "return on assets"
calculation referred to in the last paragraph of the first page of your letter?

7. Please provide the most recent appraisal of the subject property.
8. Please identify any expert consulted regarding the opinions in your letter.
9. Please confirm that your request for an extension of time asks for a specific

extension of seven years, or until February 2012.

10.  Please identify whatever additional information you plan to present to City
Council, as indicated in your-letter.

When we have received the above information and have had an opportunity to review and
analyze it, we will forward the matter to City Council for its consideration. In terms of
scheduling, if we have the material by March 28, we anticipate being able to docket the matter
for Council in May.

icha Kl Josephson
. Deputy Director

cc: Ignacio Pessoa
Eileen Fogarty
Fred Wagner, Esq.




ATTACHMENT 5.

of

Michael A. Mattock — ~WALSH COLUCCI

(703) 680-4664 Ext. 115 LUBELEY EMRICH

mmattock@pw.thelandlawyers.com & TERPAK PC ~
April 27, 2005

Via Facsimile and First Class Mail
Fred R. Wagner, Esq.

Beveridge & Diamond, P.C.

1350 | Street, NW, Suite 600
Washington, D.C. 20005

‘Re: Ace Temporaries, Inc., 717 Pendleton Street

Dear Fred:

| am writing in response to Richard Josephson'’s letter to me dated March 14,
2005 and in connection with our discussions regarding the submission of information for
consideration by the City Council related to Ace Temporaries, Inc.’s (“Ace”) and ACC
Holdings, LLC’s (“ACC”) request for an extension of the 12 month period contained in §
12-215(B) of the City’s Zoning Ordinance. The numbered responses below correspond
to the numbered paragraphs contained in Mr. Josephson’s letter:

1. Please identify the entities Ace Temporaries, Inc. and ACC Holdings, LLC,
describing their history, function, ownership and directors/membership/partners.

Ace Temporaries, Inc. was incorporated under the laws of Delaware on or about
February 27, 1991 and was subsequently domesticated in Virginia. Ace engages in the
business of providing employment services and temporary personnel placement to
businesses in the Metro area. During the five-year period 1999-2003, Ace generated
average annual revenues in excess of 6 million dollars per year (approximately 70% of
these revenues were attributable to Ace’s operations in Alexandria). The stockholders
of Ace Temporaries Inc. are Mr. Charles Carlton and Mr. Adam Schram, both of Fairfax
Station, Virginia.

ACC Holdings, LLC (formerly known as ACH, LLC) is the owner of commercial
real estate located at 711 Pendleton Street in Alexandria, Virginia. ACC rents its
property to Ace Temporaries, Inc. ACC has been in business in Alexandria, Virginia
since April of 1999. The members of ACC are Mr. Charles Carlton and Mr. Adam
Schram, both of Fairfax Station, Virginia.

2. Please provide support for and a detailed breakdown of the $1,500,000 figure
in your letter, identifying and describing each item Ace considers an investment in the

PHONE 703 680 4664 ' FAX 703 680 6067 ¥ WWW.THELANDLAWYERS.COM
GLEN PARK I ! 4310 PRINCE WILLIAM PARKWAY, SUITE 300 ' PRINCE WILLIAM, VA 22192

ARLINGTON OFFICE 703 528 4700 ! LOUDOUN OFFICE 703 737 3633
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“business and premises”, ircluding- the identity of the corporate entity making each
investment.

Attached hereto as Exhibit A is a detailed breakdown of the $1,500,000 figure, as
set forth in Ace and ACC'’s February 22, 2005 request for extension, representing
assets invested in the business. Note that the actual total investment figure is
described as $2,047,356. This figure may actually be understated in that the amounts
listed as investments in real property are shown at original cost, not their current fair
value as of the date of valuation.

3. Please provide a specific and detailed breakdown of your conclusion regarding
a 27% and a 1% return on investment for each entity, including detail with regard to
each component of each calculation.

The percentages listed below represent the net amount of money returned on
invested assets calculated as follows:

Ace ACC
Temporaries, Inc Holdings, LLC

Accrual basis net income

Per books — 2003 $ 124,386
Cash basis net income

Per books — 2003 $ 7,298
Invested assets

As of December 31, 2003 $ 1,144,168 $ 903,188
Rate of Return (Net income

Divided by Assets) 10.9% 0.8%

4. Please describe in specific detail Ace Temporaries’ efforts to relocate its
business since February 24, 2004, including each alternative location that Ace
Temporaries has considered.

Ace and ACC respectfully suggest that what, if any, efforts they may have made
to relocate their business are simply not relevant to the issues in this matter, namely: 1)
whether within merely twelve months from February 24, 2004, Ace and ACC can earn a
fair and reasonable return on the investment in their businesses made prior to October
7,2003; and 2) what period of time will permit Ace and ACC to earn a fair and
reasonable return on the investment in their businesses made prior to October 7, 2003.
Notwithstanding the above, Ace and ACC have been working with a realtor to
investigate the possibility of relocating their operations.

[q




5. Please describe in specific detail uses other than Ace Temporaries which héve
been considered for the 717 Pendleton premises and any and all efforts to replace the
current use with a qonforming one at the site.

Ace and ACC respectfully suggest that this question is not at all relevant to the
issues before the City Council in this matter. What, if any, other uses Ace and ACC
may have considered for 717 Pendleton Street have nothing at all to do with whether
Ace and ACC can earn a fair and reasonable return on their investment in the mere
twelve month period provided in the ordinance and, what time period would permit a fair
and reasonable return. Ace is in the business of providing employment services and
temporary personnel placement and has, therefore, not considered other uses.

6. Please provide an explanation for the 15% figure Ace uses as an estimate for
a combined return on assets for Ace and ACC. How did Ace arrive at the 15% figure?
What does Ace consider to be a fair rate of return on a business investment? What
“assets” are being considered in the “return on assets” calculation referred to in the last
paragraph of the first page of your letter?

The 15% figure contained in the February 22, 2005 request for extension was an
estimate. The 6.43% figure below is a simple average of the return figures as
calculated above in the answer to question number 3:

Combined net book income (124,386 + 7298) $ 131,684
Combined invested assets (1,144,168 + 903,188) $ 2,047,356
Rate of return (131,684 / 2,047,356) 6.43%

For this purpose, Ace considers a fair rate of return to be an amount substantially equal
to the amount currently being returned on invested assets. The “assets” being
considered are as listed on Exhibit A.

7. Please provide the most recent appraisal of the subject property.

A copy of the most recent appraisal of the subject property is attached hereto.

8. Please identify any expert consulted regarding the opinions in your letter.

The opinions contained in the February 22, 2005 request for extension are those
of Mr. Carlton. Mr. Anthony Aiken, CPA, ABV, CVA, 3975 University Drive, Suite 440,
Fairfax, VA 22030 was consulted regarding the opinions contained in this letter;
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however, the opinions contained. in this letter are those of Mr. Carlton. A business
valuation expert, Mr. Aiken’s valuation of Ace and ACC is ongoing and may require the
supplementation of the foregoing responses. '

9. Please confirm that your request for an extension of time asks for a specific
extension of seven years, or until February 2012.

The February 22, 2005 request for extension does not ask for a specific
extension of seven years; based on estimated return on assets of 15% contained in that
request, seven years would simply have permitted Ace and ACC to break even, without
considering the effect of taxes. Breaking even cannot be considered a fair and
reasonable return on the investment that Ace and ACC have made. Itis Ace and ACC'’s
opinion that an extension of more than seven years will be required in order to achieve
a fair and reasonable return.

10. Please identify whatever additional information you plan to present to City
Council, as indicated in your letter.

As noted above, Mr. Aiken’s evaluation of Ace and ACC is ongoing and it is
anticipated that the foregoing responses will require supplementation with additional
valuation information so that the Council may have a complete understanding of Ace
and ACC’s need for an extension. In addition, it is anticipated that Mr. Aiken will provide
verbal testimony at the City Council hearing and be available to answer questions that
the Council might have.

Therefore, and as we discussed, Ace and ACC respectfully reserve the right to
submit additional information prior to or during the City Council hearing in this matter.
This is particularly so given Mr. Aiken's ongoing valuation and the possibility that the
Council and staff may have additional questions concerning these issues, which are
obviously of great importance to Ace and ACC.

In light of this, and given both the staff's and your deadline for preparing a
package for the City Council by May 6, 2005, Ace and ACC would request that this
matter be deferred for a short time, perhaps to the Council's June 21, 2005 meeting, soO
that Mr. Aiken’s more complete valuation information can be provided for the Council’s
review. If a formal request for a deferral of this matter from the currently scheduled May
14, 2005 hearing is required, please let me know and | will prepare such a request.

In the meantime, please do not hesitate to contact me with questions or requests
for additional information that the City might have.

(o
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Enclosure

cc: Ignacio Pessoa
Chuck Carlton
John H. Foote

J:\35\3555\2004\wagner 4-27-05.doc
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Sincerely,

WALSH, COLUCCI, LUBELEY,
EMRICH & TERPAK, P.C.

YR

Michael A. Mattock




EXHIBIT A

ACE Temporaries, Inc.
Calculation of Amount Invested

e - -

As of December 31, 2003 the combined investment in the
business and premises is determined as follows:

ACE ACC
Temporaries, Holdings, Combined
Inc. LLC Investment

Cash and Cash equivalents

invested and available for

continuing operations 86,498 13,043 99,541
Accounts receivable (gross amounts

due from customers in

the regular course of business) 630,350 630,350
Short-term loans receivable 142,877 142,877
Investments in furniture, equipment

buildings and improvements at

at original cost 411,316 222,294 633,610
Other current assets 16004 16,004
Land 139,444 139,444
Additional value of building 385,530 385,530
Total investments at December 31, 2003 1,144,168 903,188 2,047,356
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EVALUATION AND REVIEW ASSOCIATES, INC.

18500 FIDDLELEAF TERRACE - OLNEY, MARYLAND 20832
evaluationandreview.com (301) 570-3394
Thomas P. Galtup, MAI
Member of the Appraisal Institute
Certified General Appraiser

Maryland, Virginia and The District of Columbia

June 11, 2004

Mr. Donald D. Wipf
Senior Vice President
Access National Bank

8233 Old Courthouse Road
Suite 320

Vienna, Virginia 22182

Re:  Complete, Summary Appraisal of 717 Pendleton Street; Alexandria, VA 22314

Dear Mr. Wipf:

At your request, I have prepared a Complete Appraisal, reported in the Summary Format, of the
above referenced property; the purpose of which was to form an opinion the Market Value of the
Fee Simple interest in the subject property, "As Is” as of the effective date of the appraisal.

The subject property consists of a single tax parcel of C-L zoned land situated on the northeastern
comer of the intersection of Pendleton Street and N, Columbus Street in the OId Town

story, plus a below-grade level, masonry office building consisting of 3,720 square feet of above-
grade Gross Building Area (GBA). As of the effective date of the appraisal, the property is
occupied by a single, owner-related tenant,

The property rights appraised comprise the Fee Simple interest in the subject properfy. In addition
to the value conclusions set forth in this report, it is my opinion that, if properly marketed at price

20




Mr. Donald D. Wipf
June 11, 2004
Page Two

Based on an inspection of the property, and the investigations and analyses undertaken, it is my
opinion that as of the effective date of this appraisal, June 7, 2004, and subject to the underlying

SEVEN HUNDRED EIGHTY THOUSAND DOLLARS
(5780,000)

The accompanying appraisal report, of which this letter is considered a part, sets forth the
identification of the subject property, pertinent facts about the area in relation to the appraised, the

leading to the conclusions set forth and the underlying assumptions and limiting conditions upon
which the values provided in this report are premised. The values provided herein are in terms
of cash,

This appraisal is intended for the sole and exclusive use of the party to whom it is addressed.
Duplication, use of the comparables, or any use other than defined in this report, is prohibited
without the written permission of the appraiser. The appraiser and Evaluation And Review
Associates, Inc. will not be Jiable for use of this report by third parties.

The following report is prepared subject to the Underlying Assumptions and Limiting
Conditions found on Pages 6 through 9. The Intended User is cautioned NOT to rely on the
report unless they accept these assumptions and limiting conditions. '

Sincerely,
Evaluation And Review Associates, Inc,

T Lt

Thomas P. Gallup, MAT
Principal
Virginia Certified General Appraiser No. 002511
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CERTIFICATIONS OF THE APPRAISER

2/04

The undersigned appraiser hereby certifies that, to the best of his knowledge and belief:

The statements of fact contained in this appraisal report are true and correct.

The reported analyses, opinions, and conclusions are limited only by the reported assumptions and
limiting conditions, and are my personal, impartial and unbiased professional analyses, opinions, and
conclusions.

I have no present or prospective interest in the property that is the subject of this report and no
personal interest with respect to the parties involved.

I have no bias with respect to the property that is the subject of this report or to the parties involved
with this assignment.

My engagement in this assignment was not contingent upon developing or reporting predetermined
results,

My compensation for completing this assignment is not contingent upon the development or
reporting of a predetermined value or direction in value that favors the cause of the client, the
amount of the value opinion, the attainment of a stipulated result, or the occurrence of a
subsequent event directly related to the intended use of this appraisal,

My analyses, opinions, and conclusions were developed, and this report has been prepared, in
conformity with the Uniform Standards of Professional Appraisal Practice (USPAP) and the
Appraisal Policies and Guidelines adopted by the Intended User.

I have made a personal inspection of the property that is the subject of this report.

Jane M. Diven provided significant real property appraisal assistance to the person signing this
certification.

I currently hold the “Certified General” Appraisal License in Maryland, Virginia and the District
of Columbia.

I certify to the best of my knowledge and belief, the reported analysis, opinions and conclusions
were developed, and this report has been prepared, in conformity with the requirements of the
Code of Professional Ethics and Standards of Professional Appraisal Practice of the Appraisal
Institute,

I certify that the use of this report is subject to the requirements of the Appraisal Institute, relating to
review by its duly authorized representatives, '




CERTIFICATIONS OF THE APPRAISER - CONT INUED
- As of the date Jof this report, I am a Designated Member of the Appraisal Institute, and I have
completed the requirements of the continuing education program of the Appraisal Institute.
- A value opinion of $780,000 was estimated for the property “As Is”,

Evaluation And Review Associates, Inc.

o

Thomas P. Gallup, MAI
Principal
Virginia Certified General Appraiser No. 002511

Ab




UNDERLYING ASSUMPTIONS AND LIMITING CONDITIONS

In conducting this apprajsal, I have assumed that:

1.

Title is marketable and free and clear of all liens, encumbrances, encroachments, easements and
restrictions, except those specifically discussed in this report. The property is under responsible
ownership and competent management and is available for its highest and best use, unless otherwise
noted in the appraisal. The information furnished by others is believed to be reliable, but no warranty
is given for its accuracy.

Unless otherwise noted in the appraisal, existing judgments, pending or threatened litigation are
assumed to have no effect on the value of the property.

There are no hidden, unapparent or undisclosed conditions of the land or of the improvements which
would render.the property more or less valuable. No responsibility is assumed for such conditions or
for obtaining the engineering studies that may be required to discover them.

The revenue stamps placed on any deed to indicate the sale price are in correct relation to the actual
dollar amount of the transaction.

The property is in compliance with all applicable building, environmental, zoning, and other federal,
state and local laws, regulations and codes, unless otherwise stated, described and considered in the
appraisal. It is assumed that the use of the land and improvements is confined within the boundaries
or property lines of the property described and that there is no encroachment or trespass unless noted
in the report. :

Unless otherwise noted in the appraisal, it is assumed that the property is not located in an area in
which the purchase of flood insurance is required as a condition for Federal or Federally related
financial assistance. The Intended User is cautioned to confirm this; the appraiser is not an expert in
flood hazard determination. '

If the appraisal is for a property with improvements to be constructed and/or renovated, such
construction and/or renovation will be completed as outlined in the report.

The appraisal does not give effect to any proposed federal income tax legislation now under
consideration. Uncertainties in the marketplace could eventually have a material affect on a
property’s market value.

The appraisal report is subject to the following limiting conditions:

1.

An appraisal is inherently subjective and represents only one opinion of a property's Market Value.
The forecasts and projections contained herein are based on current market conditions, anticipated
short-term supply and demand factors and a continued stable economy. These forecasts are,

_ therefore, subject to changes with future conditions, as is the value conclusion.

AT




The conclusions stated in the appraisal apply only as of the date of valuation and no representation is
made as to the effect of subsequent events.

No changes in any federal, state or local laws, regulations or codes (including, without limitation,
the Internal Revenue Code) are anticipated, unless otherwise noted in the appraisal.

No environmental impact studies were either requested or made in conjunction with this appraisal,
and I reserve the right to revise or rescind any of the value opinions based upon any subsequent
environmental impact studies. Required revisions, beyond the scope of the original appraisal
assignment, would be subject to a new appraisal engagement letter. If any environmental impact
statement is required by law, the appraisal assumes that such statement will be favorable and will be

approved by the appropriate regulatory bodies.

By reason of this assignment I am not required to give testimony or to be in attendance in court or
any government or other hearing with reference to the property without written contractual
arrangements relative to such additional employment being made beforehand. By accepting this
appraisal — as evidenced by compensating the appraiser in the agreed upon amount — the Intended
User hereby agrees to promptly indemnify and defend the appraiser against any damage or claim
resulting by any third party arising out of the use or the dissemination of this appraisal report (or any
portion of the contents). The Intended User further agrees to allow the appraiser to approve any
attorney employed by the Intended User to defend against such claim or cause of action.

No survey of the property has been made and no responsibility is assumed in connection with such
matters. Any sketch or survey of the property included in this report is for illustrative purposes only.
No such sketch or survey is scaled for size, unless otherwise noted in the appraisal. The appraisal
covers the property as described in this report, and the areas and dimensions set forth herein are
assumed to be correct.

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

No responsibility is accepted for considerations requiring expertise in other fields. Such
considerations include, but are not limited to, legal descriptions and other legal matters, geologic
considerations, such as soils and seismic stability, civil, mechanical, electrical, structural and other
engineering, environmental and toxic contaminans, All illustrative material in this report is included
only to help the reader visualize the property and is assumed to be correct.

If the property is improved, the distribution of the total valuation in this report between land and
improvements applies only under the reported highest and best use of the property. Any value
opinions provided in the report apply to the entire property, and any proration or division of the total
into fractional interests will invalidate the value opinion(s), unless such proration or division of
interests has been set forth in the report. The allocations of value for land and improvements must not
be used in conjunction with any other appraisal and are invalid if so used. This appraisal shall be
considered in its entirety. No part thereof shall be utilized separately or out of context.

7
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10.

11.

12,

13.

14.

15.

16.

17.

18.

19.

Neither all nor any part of the content of this report (especially any conclusions as to value, the
identity of the appraiser, or any reference to the Appraisal Institute) shall be disseminated through
advertising media, public relations media, news media or any other means of communication
(including without limitation prospectuses, private offering memoranda and other offering material
provided to prospective investors) without the prior written consent of the appraiser. Possession of
this report does not carry with it the right of publication; such right can only be granted by the
appraiser, in writing,

Information, estimates and opinions contained in this report, obtained from sources outside of this
office, are assumed to be reliable and may not have been verified.

I have not reviewed any financial statements pertaining to the property, unless otherwise noted in the
appraisal.

If the value of the property is relevant for federal income tax purposes, the methodology and/or
results of the appraisal may be challenged by the Internal Revenue Service. In the event of such a
challenge, there can be no assurance that the methodology and/or results of the appraisal will be
accepted. In particular, the methodology for appraising certain types of properties, including without
limitation government subsidized housing, has been the subject of debate among professional
appraisers and may be especially susceptible to challenge.

If the property is subject to one or more leases, any estimate of residual value contained in the
appraisal cannot take into account the condition of the economy, of the real estate industry, or of the
appraised property at the time the leases expire or otherwise terminate,

Unless otherwise noted in the appraisal, no consideration has been given to personal property located
on the premises or to the cost of moving or relocating such personal property; only the real property
has been considered. '

The current purchasing power of the. dollar is the basis for the value stated in the appraisal; I have
assumed that no extreme fluctuations in economic cycles will occur.

The soils in the area are assumed to be adequate for existing structures or construction of
improvements as proposed if any are proposed.

The existence of hazardous materials or conditions, which may or may not be present at the subject
property, was not observed by the appraiser. The appraiser has no knowledge of the existence of
any hazardous materials in or on the property, in any supplied public utility, or in or on a
neighboring property affecting the subject property. The appraiser is not, however, qualified in the
arts and sciences of environmental hazard detection and assumes no responsibility for any such
conditions. If any user of this appraisal report is concerned with the possibility of environmental
hazard, I recommend retention of appropriate experts for counsel and advice.

The Americans with Disabilities Act (ADA) became effective January 26, 1992. The appraiser has
not made a specific compliance survey and analysis of the property to determine whether or not it is
in conformity with the various detailed requirements of the ADA. 1t is possible that a compliance
survey of the subject property together with a detailed analysis of the requirements of the ADA could

8
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reveal that the property is not in compliance with one or more requirements of the act. If so, this fact
could have a negative effect upon the value of the property. Since I have no direct evidence relating
to this issue,.possible noncompliance with the requirements of the ADA was not considered in
developing the opinion of value of the property.

20.  The appraiser is not a home inspector, building inspector, or environmental inspector; the appraiser
provides an opinion of value. The appraisal does not guarantee that the property is free of defects or
environmental problems. The appraiser performs an inspection of some of the visible and accessible
areas only. Mold may be present in areas the appraiser did not, or cannot, see. It is recommended that
the user of this appraisal engage the services of a professional home inspector, building inspector, or

environmental inspector.

21, Itis assumed that there are no structural defects hidden by floor or wall coverings or other hidden or
unapparent conditions of the property; that all mechanical equipment and appliances are in good
working order; and that all electrical components and the roofing are in average-to-good condition. If
the Intended User has any questions or concerns regarding these items, it is the Intended User’s
responsibility to order the appropriate inspections. The appraiser does not have the skill or expertise
needed to make such inspections. The appraiser assumes no responsibilities for these items.

22. 1t is assumed all rental and expense information provided to the appraiser is accurate. The appraiser
assumes no responsibility for independently verifying this information. If the Intended User has any
questions regarding this information, it is the Infended User’s responsibility to seck whatever
independent verification is deemed necessary.

23.  If the subject property is encumbered, in whole or in part, by a tenant affiliated with the property

owner, it is assumed that the Intended User will have control over the level of rent paid by such
tenant and that the rent could be adjusted to a market rate at any time.

PREVIOUS APPRAISAL QUESTIONNAIRE

Has the appraiser previously appraised the subject property?: ___ Yes X No

If the appraiser has previously appraised the subject property, was the

appraisal ordered by and addressed to a Financial Services Institution?: __ Yes - No
9
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SUBJECT PHOTOGRAPHS

Front View of Subject Property

biect Property

Rear View of Su
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Interior View of Subject’s Below-Grade Storage Space
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SUBJECT PHOTOGRAPHS

Street Scene — Looking West on Pendleton Street; Subject Property is on the
Photographer’s Left

Aerial View of Subject Property
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SUMMARY OF IMPORTANT FACTS AND CONCLUSIONS

Property Description: .

Property Rights Appraised:
Highest and Best Use:

Site Area:

Census Tract Number:

FEMA Flood Map Number;
Improvements:

Zoning:

Public Utilities:

Market Value Opinion “As Is”
as of June 7, 2004:

Appraiser:

The subject property consists of a single tax parcel of C-L zoned
land situated on the northeastern comner of the intersection of
Pendleton Street and N. Columbus Street in the Old Town
neighborhood of the City of Alexandria, Virginia. The site is
improved with an office building. As of the effective date of the
appraisal, the property is occupied by a single, owner-related tenant.
The property rights appraised comprise the Fee Simple Estate.

As Improved

3,744 Square Feet

2018.01

According to FEMA Flood Map Community Panel Number 515519
0005 D (dated 5/15/91), the property lies within a' Zone X, a
designated area of minimal flooding.

The site is improved with a single-story, plus below-grade level,
masonry office building containing approximately 3,720 square feet
of above-grade Gross Building Area (GBA).

C-L (Commercial Low Zone); City of Alexandria

Public water, sewer, natural gas, electricity, and telecommumications
are available to the site.

$780,000

Thomas P. Gallup, MAT
Virginia Certified General Appraiser No. 002511
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II. GENERAL INFORMATION
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IDENTIFICATION OF THE PROPERTY

The subject property consists of a single tax parcel of C-L zoned land situated on the northeastern corner
of the intersection of Pendleton Street and N. Columbus Street in the Old Town neighborhood of the City
of Alexandria, Virginia. The 3,744 square foot site supports a one-story, plus a below-grade level,
masontry office building consisting of 3,720 square feet of above-grade Gross Building Area (GBA).

According to tax records the subject site has the street address of 717 Pendleton Street, Alexandria,
Virginia and is located in the 22314 zip code area. The subject can further be identified by its Data Bank
Number of 11641000.

HISTORY OF SUBJECT PROPERTY

Research was conducted to identify, analyze and consider: a) any agreement of sale, option, or listing of
the property being appraised, and b) any prior sale of the property that occurred in the three years
preceding the effective date of this appraisal.

To the best of the appraiser’s knowledge, as of the effective date of this appraisal, legal title to the subject

property was vested in the name of ACC Holdings LLC. Historically, the subject has been an office
building.

According to the public records searched, the subject property has not changed hands during the three
years preceding the effective date of this appraisal. As of the effective date of the appraisal, the property
is occupied by a single, owner-related tenant.

The above should not be construed as a report of title. The information provided is only a
recitation of information the appraiser believes to be accurate.

PURPOSE OF THE APPRAISAL

The purpose of this appraisal was to form an opinion of the Market Value of the Fee Simple interest in the
subject property. The opinion of value rendered herein is expressed in terms of cash.

In my opinion, this appraisal report has been prepared in accordance with the appraisal guidelines,
regulations and conditions set forth by the Office of the Comptroller of the Currency, Access National Bank,
and according to guidelines as established by the Appraisal Institute. This appraisal has also been prepared to
conform to the Uniform Standards of Professional Appraisal Practice (USPAP) as adopted by the Appraisal
Foundation. This appraisal was specifically intended to meet the criteria of a Complete, Summary report as
defined in Standard 2-2 of USPAP.

INTENDED USER OF THE APPRAISAL

The Intended User of this report is Access National Bank. No other user is acknowledged or authorized to

view the opinions and conclusions contained herein. Any party who uses or relies upon any information
15
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or conclusions in this report, without the appraiser’s written consent, does so at their own risk.
Discussions with the Intended User indicated they will use the report in proper loan underwriting or loan
classification and that they are generally knowledgeable in real property appraisal techniques and procedures.

FUNCTION OF THE, APPRAISAL
The purpose of the appraisal was to establish a value of the real estate for use as collateral in proper loan

underwriting or loan classification, Knowledge of this finction is not, and in no way should be, considered
as a source of bias with regard to the values presented herein.

PROPERTY RIGHTS APPRAISED
The property rights appraised comprise the Fee Simple estate in the property. It is assumed that the property

is free and clear of any outstanding liens and encumbrances not referred 1o in the appraisal, and that the
property has a marketable title. ‘ '

DATE OF VALUE OPINION AND APPRAISAL DATE
The effective date of this appraisal is June 7, 2004 for the “As Is” value opinion. This date coincides with
the most recent detailed inspection of the property and is the date to which all data collected and analyses
performed is oriented. This appraisal was prepared on or about June 1 1,2004.
SCOPE OF THE ASSIGNMENT
As part of the investigation and appraisal development, a number of independent investigations and analyses

were made.  Also, in-house data from appraisal files were relied upon, which are updated regularly. Listed
below are the most important data sources, '

Site Description and Analysis - The subject site was physically inspected and photographs of the property
and surrounding area were taken. A Site Plan was reviewed.

Improvements Description and Analysis - The subject property is improved with an office building. The

property was physically inspected on the previously cited date of appraisal. A Copy of the Building’s Floor
Plans were reviewed.

16
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Valuation - The property was appraised using two of the three traditional approaches to value; the Sales
Comparison Approach and the Income Approach. Data peraining to comparable sales was collected from
public records and verified by market participants, brokers, and appraisers. Data pertaining to comparable
leases and expenses was collected from in-house files and other sources and verified by market participants,
brokers, and appraisers.’

Jane M. Diven assisted in the property inspections, data gathering, economic analysis and report preparation.

DEFINITIONS

Appraisal - "(n.) The act or process of developing an opinion of value; an opinion of value {adj.) Of or
pertaining to appraising and related functions such as appraisal practice or appraisal services.”

Appraisal Report - "The written or oral communication of an appraisal; the document transmitted to the
client upon completion of an appraisal assignment. Reporting requirements are set forth in the Standards
Rules in Standard 2 of the Uniform Standards of Professional Appraisal Practice.””

Development Procedure - "A technique for valuing undeveloped acreage which involves discounting the
cost of development and the probable proceeds from the sale of developed sites. "

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

Fractional Interest - A term “...often used in association with multiple ownerships, such as tenancy by
the entirety, joint tenancy, tenancy in common, and community property. Tenancy, in this case, is not the
right associated with a lease, but refers to the form of ownership involv.

Leased Fee Estate - "An ownership interest held by a landlord with the rights of use and occupancy
conveyed by lease to others. The rights of the lessor (the leased fee owner) and the lessee are specified by
contract terms contained within the lease"®

Leasehold Estate - "The interést'he]d by the lessee (the tenant or renter) through a lease transferring the
. rights of use and occupancy for a stated term under certain conditions".

'Appraisal Institute, The Dictionary of Real Estate Appraisal, Fourth Edition, (Chicago: Ai)praisal Institute, 2002), p. 15.
?Appraisal Institute, The Dictionary of Real Estate Appraisal, Fourth Edition, (Chicago: Appraisal Institute, 2002}, p. 16.
*Appraisal Institute, The Dictionary of Real Estate Appraisal, Fourth Edition, (Chicago: Appraisal Institute, 2002), p. 82.
"Appraisal Institute, The Dictionary of Real Estate Appraisal, Fourth Edition, (Chicago: Appraisal Institute, 2002), p. 113.
*Appraisal Institute, Appraising Partial Interests, (Chicago: Appraisal Institute, 2002), p. 59.

®Appraisal Institute, The Dictionary of Real Estate Appraisal, Fourth Edition, (Chicago: Appraisal Institute, 2002), p. 161.
? Appraisal Institute, The Dictionary of Real Estate Appraisal, Fourth Edition, (Chicago: Appraisal Institute, 2002), p. 162.
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REASONABLE EXPOSURE AND MARKETING TIME
Exposure Time is definéd as:

"The estimated length of time the property interest being appraised would have been offered
on the market prior to the hypothetical consummation of a sale at market value on the
effective date of the appraisal; a retrospective estimate based upon an analysis of past events
assuming a competitive and open market. Exposure time is always presumed to occur prior
to the effective date of the appraisal. The overall concept of reasonable exposure
encompasses not only adequate, sufficient and reasonable time but also adequate, sufficient
and reasonable effort. Exposure time is different for various types of real estate and value
ranges and under various market conditions.”’

There are two basic ways to ascertain the Exposure Time of a property:

1. inference from statistical data regarding how long similar, recently sold properties
were on the market before selling;

2. information gathered through sales verification and interviews with market
participants.

Exposure Time data obtained for recent comparable sales is probably the best indicator of the Exposure
Time for the appraised property. The subject of this appraisal is an office building. There was little
documented market evidence from which to infer the likely exposure time for the subject. Therefore, indirect
evidence of the expectations of market participants was sought. The brokers and leasing agents interviewed
during the appraisal process indicated that they believed the subject would sell within twelve months if the
property were properly marketed, at an appropriate price. Based on this, it is my opinion that the Exposure
Time for the subject, assuming marketing efforts equal to those typical for properties of this type in the local
submarket, and, further assuming that it was offered for sale at the market value estimated herein, would
have been about one year.

Marketing Time is defined as;

"Reasonable marketing time is an estimate of the amount of time it might take to sell an
interest in real property at its estimated market value during the period immediately after the
effective date of the appraisal; the anticipated time required to expose the property to a pool
of prospective purchasers and to allow appropriate time for negotiation, the exercise of due
diligence, and the consummation of a sale at a price supportable by concurrent market
conditions, Marketing time differs from exposure time, which is always presumed to precede
the effective date of the appraisal."'*

Y Appraisal Institute, The Dictionary of Real Estate Appraisal, Fourth Edition, (Chicago: Appraisal Institute, 2002), p. 105.

"Appraisal Institute, The Dictionary of Real Estate Appraisal, Fourth Edition, (Chicago: Appraisal Institute, 2002), p. 175.
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Marketing Time is best projected by using the information employed to estimate Exposure Time. However,

since Marketing Time is dependent upon future events and circumstances, general and specific market trends
must be projected.

As suggested above, sales price and Exposure Time are not independent of each other. Marketing Time is
also dependent upon the price at which a property is marketed. The implication for the subject is that if the
property were placed on the market as of the date of this appraisal it would have to be marketed at a price
close to the value estimate arrived at in this report if it were to be successfully marketed within a reasonable
time period, one year. It is my opinion that if the subject were marketed at the value estimated in this
appraisal, with marketing effort typical of this property type, it would sell within one year. This is supported
by the marketing time indicated by comparable sales of other similar, buildings known to the appraiser which
have occurred within the subject’s surrounding market area. Additional support was provided by discussions
with knowledgeable market participants.

Further support is provided by the Korpacz Investor Survey'® and the Real Estate Outlook'. Korpacz
reports the average marketing period for the suburban Virginia office property market surveyed was
approximately 6.5 months in the Second Quarter 2004 Survey. Cushman & Wakefield report the average
marketing period for suburban office properties in the Washington, D.C. market was approximately 5.25
months in the Spring/Summer 2003 survey. :

" Korpacz Real Estate Investor Survey, Vol. 17, No. 2 (Second Quarter 2004). PricewaterhouseCoopers, LLLP. Islandia, NY.
'® Real Estate Outlook, Spring/Summer 2003. Cushman & Wakefield, NY, NY.
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III. NEIGHBORHOOD AND MARKET ANALYSIS
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REGIONAL MAP
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NEIGHBORHOOD, DISTRICT AND MARKET ANALYSIS

NEIGHBORHOOD ANALYSIS

Social, economic, governmental and environmental forces influence property values in the vicinity of a
subject property, which affect the value of the subject property itself. The area of influence is the area
within which the forces affect surrounding properties in the same way they affect the property being
appraised. The area of influence is commonly called the neighborhood. 4 neighborhood is defined as a
group of complementary land uses. A Neighborhood Map delineating the subject’s location is
included on the preceding page.

Nei hborhood Boundaries and Composition
The following boundaries make up the neighborhood within which the subject property resides:

Northern Boundary: Slater Lane

Southern Boundary: 1-495/95

Eastern Boundary: Potomac River
Western Boundary: CSX/Metrorail Tracks

The immediate area is comprised of a variety of land uses; however, commercial and residential are primary
among them. Land use patterns within the neighborhood consist mostly of retail buildings, converted
single-family residences and mid-rise office buildings surrounding the municipal complex and along the
primary roadways (Patrick Street, King Street, Duke Street, Washington Street, etc.). Surrounding these
commercial developments, the neighborhood supports a prevalence of urban town homes of mostly
moderate- to upper-income single-family homes and multi-family dwellings.

Neighborhood Change

The neighborhood appears to be in the re-developing-to-mature stage of its Life Cycle. Little new
commercial construction has occurred in the last three years other than re-development mixed-use projects
around the Metrorail stations and the northern end of the waterfront. Land use patterns have remained
stable since at the 1980’s when renovation and re-development of many under-improved properties
increased significantly. These patterns are not expected to change dramatically over the next few years.
The overall maintenance/appearance of the properties within the neighborhood is considered average-to-
good.

Social Considerations

Economie Considerations
The average occupant income levels have improved substantially in the last three years. 2003 HUD
estimated annual median family income is now $ 125,232 — up from $106,694 in 2000 and similar to the
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estimated MA/non-MA median family income of $84,800. Fifty four percent of neighborhood homes are
owner-occupied and the age of the average housing stock is 33 years.

Governmental Considerations

The local tax burden' relative to services provided is considered to be higher compared to other
Washington MSA jurisdictions. The sales tax is 4.5% versus the MSA average of 4.83%; the property tax is
$1.08 per $100 of assessed value versus the MSA average of $1.119. No significant zoning or building
code restrictions or moratoriums are expected to affect the neighborhood in the immediate future. Fire and
public safety, police, schools and most local governmental services are provided by the City of Alexandria
and are considered to be slightly superior in comparison to surrounding jurisdictions.

Environmental Considerations

No nearby environmental nuisances or hazards were identified during the data gathering for this appraisal;
however, the Intended User is directed to page 4 of the Underlying Assumptions and Limiting Conditions.
Land Use, roadway and traffic patterns in the area are typical of suburban locations and do not present any
negative influences. The subject is within a commercial zone, which borders a residential zone. A small
number of legal uses might be restricted by this proximity (machinery noises, strong odor producing
activities, etc.) but this is not considered a strong likelihood. Access to public transportation is average-to-
good. Bus routes run along Monroe Street. The nearest Metrorail station is King Street, located fifteen
blocks to the southwest. The nearest interstate road is 1-495/95, located one mile to the south. The quality
and availability of utilities (water, sewer, electricity, telephone and gas) is good.

NEIGHBORHOOD CONCLUSION

In conclusion, the subject is located in an urban neighborhood that is in the developing to mature phase of
its economic life-cycle. Presently, the surrounding land use is a mix of residential and commercial uses.
Very little change is expected in the surrounding land use over the next five years. Property values in the
neighborhood appear to be stable. Neighborhood characteristics are not expected to have a significant
value modifying affect on the subject in the near future.

DISTRICT AND MARKET ANALYSIS

The unique quality of districts requires that special factors be considered in their analysis since they can
ofien have a value influencing effect on a subject property. A District is defined as a type of
neighborhood that is characterized by homogenous land uses. In this analysis, the term District and
Market are used interchangeably and refer to the group of properties with similar uses as the subject and
subject to the same influences as the subject. The Market may be made up of retail, office, industrial or
special-purpose properties. In the case of the subject, the Market is considered to be made up of similar,
nearby retail properties.

Market Boundaries

The market of commercial properties competing with the subject is generally referred to as the Old Town
Alexandria area. This would include the area north of the Beltway area and south of Arlington. It would
include all office properties, both existing and proposed.
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Market Supply, Demand and Vacancy

The subject property is improved with a office building. According to CoStar Realty Information, Inc.
(publishers of the CoStar Reports — see Addenda), the market for all office properties in the Old Town
Alexandria area included 376 buildings with a total of 11,663,618 square feet. Currently, there are
905,044 square feet of space available for lease on the market (including sublet space). This suggests a
market vacancy rate of 7.8%. A face rent analysis of the current market suggests office space leases at an
average rate of $29.94 per square foot (on a full-service basis).

The subject has average-to-good visibility, is in average condition, adequately constructed with a below-
grade storage area; these factors suggest an expected performance that should be near the market average.

Availability of Financing

Financing for non-institutional grade properties like the subject is generally obtained from local
commercial banks and thrifis. A recent survey of Washington, D.C. area banks was conducted by the

- appraiser. It was concluded that financing for properties in the $1 to $10 Million in value range is readily
available — for both owner occupied and “For Rent” projects. Projects that are not owner-occupied are
generally required to be at least 75% leased. Typically, loan terms are 20 to 25 year amortizations with
three to five year maturities. Fixed Rates currently range from 6.5 to 8.0%. Non-recourse loans are rare
and typical Loan-to-value ratios are between 75 and 80%. Financing is not currently considered an
impediment to the marketing of commercial properties like the subject.

MARKET CONCLUSION

In conclusion, market conditions appear to be stable at the present time. Supply and demand for
commercial space, as evidenced by similar property vacancy rates are in balance. Market reports from
local sources are not predicting any significant value influencing trends in the immediate future. Financing

for properties similar to the subject is readily available and not expected to change dramatically in the next
few months.
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SITE PLAN
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SITE DESCRIPTION AND ANALYSIS

GENERAL

The subject property consists of a single tax parcel of C-L zoned land situated on the northeastern corner
of the intersection of Pendleton Street and N. Columbus Street in the Old Town neighborhood of the City
of Alexandria, Virginia. The 3,744 square foot site supports a one-story, plus a below-grade level,
masonry office building consisting of 3,720 square feet of above-grade Gross Building Area (GBA). A
Site Plan can be found on the preceding page.

SHAPE AND FRONTAGE

The subject lot is a regular shape, generally rectangular, with approximately 93 linear feet of frontage along
Pendleton Street and approximately 40 linear feet of frontage along N. Columbus Street.

TOPOGRAPHY

Surface topography of the site is generally level. Surface water run-off is controlled by curbs and storm -

drains. Drainage on the site appears to be adequate. Topography does not pose any discernible physical
limitation to the use of the site.

CENSUS TRACT DATA AND FLOOD INFORMATION

The subject is situated in Census Tract 2018.01. According to HUD Flood Map Panel Number 515519
0005 D {dated 5/15/91), the property lies within a Zone X, a designated area of minimal flooding.

INGRESS AND EGRESS

There is no vehicular access to the subject site. Pedestrian access is via brick sidewalks that run along
Pendleton Street, at the front (southern perimeter) and N. Columbus Street, at the side (western perimeter)
of the subject site. Street parking is available along Pendleton Street and N. Columbus Street.

VISIBILITY AND ACCESSIBILITY

The subject property is readily visible from Pendleton Street, which is a secondary, east-west two-lane
roadway serving the Old Town Alexandria neighborhood. The property is also visible from N. Columbus
Street, a north-south two-lane roadway serving the Old Town Alexandria neighborhood. Through
connections to other transportation arteries (Washington Street [George Washington Parkway], US Route
1, 1-495, etc.), the property is accessible to all parts of the Washington Metropolitan Area.
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As a result of these roadway’s linkages to other major transportation arteries, the property is accessible to

all parts of the greater Washington Metropolitan Area. Visibility and accessibility is considered to be
average-to-good.

EASEMENTS AND ENCROACHMENTS

Other than normal utility, drainage and access easements, the subject site - to the appraiser’s knowledge -
is not encumbered by unusual restrictions, covenants or other encroachments. The existence of normal
easements is not considered to have a negative impact upon value,

The foregoing should not be cobstrued as a title report or title abstract, but merely a recitation of
information the appraiser believes to be accurate. :

SOIL AND ENVIRONMENTAL CONDITIONS

No evidence of adverse soil or other conditions that would impair the property’s continued use was
identified during the appraiser’s physical inspection of the site.

Notwithstanding the foregoing, the appraiser assumes, and it is a limiting condition of this report
(see Statement of Assumptions and Limiting Conditions earlier in this report), that soil conditions
are adequate for the subject property. Additionally, it is assumed there are no hazardous conditions
or contamination of air, water, or soil that exist on the subject site, or on an adjacent site or parcel
in the immediate vicinity of the subject that would adversely affect the value of the subject.

There is no vegetation on the site. No signs of erosion, settlement or land subsidence were observed at the
site by this appraiser.

UTILITIES

The subject property is adequately served by natural gas, electricity and telephone services, all of which
are provided by privately owned, public utility companies. In addition, the property is served by public
water and sewage facilities.

SUMMARY

In summary, the subject’s underlying site appears physically adequate in support of the existing
commercial improvements. The property is a regular shape and enjoys a suitable topography and
configuration, as well as sufficient area upon which its existing improvements are adequately supported.
In addition, the property is located within an established commercial district and enjoys good accessibility
with convenient proximity to primary transportation arteries. In consideration of these characteristics, it is
my opinion that the site underlying the subject property is physically adequate in support of its existing
mprovements. :
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ZONING AND TAX ASSESSMENT DATA
ZONING

The appraised property is zoned CL (Commercial Low Zone) under the City of Alexandria zoning
ordinance. The CL zone is intended to provide for small scale retail and service uses offering pedestrian

Permitted uses in this category include, not exclusively, residential uses, medical offices, business and
professional offices, retail shopping establishment and public schools. The following table shows the
setback and area requirements in the CL zone: :

Setback Requirements None Specified

Height Restrictions None Specified

Density None Specified

Parking Requirements Office — One space per 500 SF of Floor Area
Source: Zoning Ordinance, City of Alexandria

ZONING SUMMARY

On the basis of a review and inspection of the subject with respect to existing zoning rcgiﬂaﬁons, it

appears that the property’s utilization is in conformance or has been “grandfathered” under the provisions of
the current ordinance. '

TAX AND ASSESSMENT DATA

All real estate in the State of Virginia is assessed every year (as of January 1) at a nominal 100% of market
value in fee simple. Tax rates are reset every year by the City of Alexandria Board of Supervisors. One-half
of the annual tax bill is due on June 5th and the remaining one-half is due on December 5th.

The subject’s assessment and taxes are summarized in the following table:
31
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Tax Value
Land Value $280,800
Improvement Value $463,200
Sub-Total $744,000
TOTAL REAL ESTATE TAX BILL $7,700
Tax Equivalent (per SF of GBA) $2.07

The total tax bill for the subject for 2003 was $7,700. It is assumed that the subject property’s taxes are paid
current.
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GENERAL

DESCRIPTION OF IMPROVEMENTS

TR el L S DI AN AR TRATST

In this section of the report, an examination of the plans and specifications for the improvements was made
to establish the building’s quality, design, Jayout, construction details, size, structural components, materials
and mechanical systems. A thorough understanding of the physical characteristics of the buildings is
necessary for the identification and selection of appropriate comparables. This description is based on an
inspection of the site and interviews with parties related to the subject property. A Copy of a Sketch of the
Building Floor Plans can be found on the preceding page.

BUILDING IMPROVEMENTS

The subject property consists of a masonry office building containing an above-grade level improved for
office use and a below-grade level initially improved for office use but currently being utilized for storage.
The building is summarized in the following table:

$s

' - BUILDING DESCRIPTION —
709 - 717 PENDLETON STREET ALEXANDRIA, VIRGINIA
Amount/Description Condition
No. of Floors : Two
One Above-Grade; One Below-Grade
Gross Building Area 3,720 Square Feet each level
Space Use . Above Grade: Offices Average Overall
Below-Grade: Storage
Structural System Masonry Average-to-Good
Roof Flat, Sealed Membrane Average-to-Good
- (Assumed)
Floor Concrete Slab Average
Exterior Walls Brick Veneer/Masonry Average-t0-Good
Interior Walls Painted Drywall Average
Fenestration Double Hung Windows in Wood Frames Average
covered with Painted Iron Bars
Floor Coverings Carpet/Tile Fair-to-Average
Ceilings "|. Acoustical Tile with Tube Fluorescent and Average
Incandescent Recessed Lighting :
Sprinklered Yes
HVAC Five Gas-Fired, Forced Air Heating and Average-to-Good
Electric Air Conditioning units
34




FUNCTIONAL UTILITY AND EFFECTIVE AGE

The subject property constitutes typical office space on the street level and typical office space, currently

used only for storage, on the below-grade level. The floor plans are functional for this use or other, similar
uses. '

current property owner renovated the above-grade level space in 1999. Part of the renovation included pass-
throughs within the five units. The below-grade level, which has no windows, is improved for office use but
was not part of the recent renovation, The current condition of the below-grade space is more suitable for
storage.

The subject property suffers from a moderate level of physical depreciation. The building’s current condition
would require cosmetic updating in order to achieve a market standard. Based on life expectancy guidelines
contained in the Marshall Valuation Service cost manual and a physical inspection of the property, the
subject’s effective age is estimated at 15 years with a remaining economic life of 25 years. However, routine
maintenance could significantly prolong the economic life.

SITE IMPROVEMENTS

The building and parking area at the subject property cover approximately 95% of the site. There is a minor
amount of under-story growth behind the building improvements,

IMPROVEMENTS SUMMARY

The site improvements appear to be adequate for their use as offices. They are harmonious with surrounding
uses and are in average overall condition,
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V. HIGHEST AND BEST USE
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HIGHEST AND BEST USE
GENERAL

Analysis and interpretation of highest and best use is an economic study of market forces focused on the
subject property wherein the appraiser identifies the most profitable, competitive use to which the property
can be put. Highest and best use is undoubtedly the most important concept of any appraisal report. It is the
foundation on which the market value of the subject is premised. The determination of highest and best use
guides appraisers in the collection and analysis of data, and is the primary consideration on which value is
based.

Highest and best use is the basis on which all valuation assignments rest, and is the foundation for analyzing
feasibility, the reasonable likelihood that a property will satisfy specific objectives. General market and
specific property data collected and analyzed to form an opinion of the property value provide the evidence
on which the highest and best use conclusion is based.

Highest and best use answers the basic question with regard to the subject property; how should the property
be used?

In other sections of this report, the market environment and behavior of the economic forces which constitute
supply and demand were analyzed. It is those market forces which create market value and are the driving
force behind highest and best use analysis. In this section of this report, an examination of the highest and
best use has been made as it relates to the subject property.

Highest and best use is defined as:

"The reasonably probable and legal use of vacant land or an improved property, which is
physically possible, appropriately supported, financially feasible, and that results in the
highest value. The four criteria the highest and best use must meet are legal permissibility,
physical possibility, financial feasibility, and maximum profitability."”

Implied in this definition is that the determination of highest and best use takes into account the contribution
of a specific use to the community and community development goals as well as the benefits of that use 1o
individual property owners. Hence, in certain situations, the highest and best use of land may be for parks,
greenbelts, preservation, conservation, wildlife habitats, and the like.

A study of the highest and best use of a property is the most important, fundamental, and critical of all the
valuation steps. Highest and best use analysis identifies the most profitable, competitive use to which the
property can be put. This analysis actually involves two separate and distinct studies; analysis of the subject
property "As if Vacant" and available to be put to its highest and best use; and analysis of the property "As
Improved". Regardless of whether the subject is vacant land or improved, the property must meet four basic
criteria. The highest and best use must be 1) physically possible, 2) legally permissible, 3) financially
feasible, and 4) maximally productive.

Y The Dictionary of Real Estate Appraisal, Fourth Edition, (The Appraisal Institute, Chicago, 2002), p. 135.
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SUMMARY ANALYSIS AS VACANT LAND

In ascertaining the highest and best use of a site, cach of the four criteria delineated in the foregoing was
studied. The analytic process involves a careful study of both the impact and relationship of each factor to
the subject property, and the best use conclusion reflects the optimal combination of them. Because land is a
residual factor of production, land value is analyzed in terms of being available to be put to its highest and
best use.

In my opinion, the highest and best use of the subject, as though vacant, would be development of
commercial improvements to the highest density permitted by zoning which would benefit from the current
demand within the immediate area.

SUMMARY ANALYSIS AS IMPROVED

As was indicated in the Description of Improvements section of this report, the subject is improved with a
single-story, masonry office building with a below-grade level. The building is occupied by a single, owner-
related tenant. The building improvements are in average condition and are considered to be functionally
adequate for their intended use, although they would likely require cosmetic renovations to return the
building to a market acceptable level. The building improvements in place are substantial and no alternative
use of the land could economically justify their removal in favor of a more profitable use. The building
suffers a minor physical obsolescence.

Further, a conversion of the building improvements to any other type of space (i.e., retail) would not likely

produce a higher return to the land than the present configuration. Thus, the highest and best use of the
property as improved is therefore continued utilization “As Improved”.
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THE APPRAISAL PROCESS

GENERAL

In earlier sections of this report, the valuation problem and property characteristics were defined. Information
regarding the social, economic, governmental and environmental influences as they affect the appraised was
analyzed, and the highest and best use of the subject was established. The value sought was identified as the
Market Value of the Fee Simple interest in the subject property. '

In the sections of this report that follow, general and specific data will be analyzed using the three traditional
approaches to value to arrive at the market value of the subject property. Value indications from these
approaches will then be reconciled into an indication of the final market value of the property.

THE COST APPROACH

The cost approach is founded on two basic principles, substitution and contribution. The cost approach is
generally considered applicable to new or special purpose properties. “The principle of substitution uses
the premise that an informed and rational purchaser (investor) will pay no more for an existing improved
commercial property than the cost of producing a substitute property with the same utility. Contribution
holds that the present worth of the improvements, as of the valuation date, is a measure of their
contribution to total property value, in addition to the independently estimated value of the site. The cost
approach treats the property as a physical entity, separable for valuation purposes into a site and
improvements, and adds both site value and the present worth (contribution) of the improvements to
derive an indication of value for the property. The site is valued as if vacant and available to be put to its
highest and best use as of the valuation date.

Due to the age of the subject’s building improvements, it would be difficult to accurately estimate all forms
of accrued depreciation. Further, discussions with market participants have indicated that they would be
unlikely to develop a cost approach to value when formulation a purchase offer for a property with the
subject’s characteristics. Given these considerations, the cost approach has be¢n abandoned. The
abandonment is ot considered a departure from the non-binding provisions of USPAP nor is it considered a
departure from the specific guidelines of USPAP since the approach is not applicable and would not
typically be used in developing the value opinion. When an appraisal does not depart from the non-binding
provisions or specific guidelines of USPAP, the appraisal is considered to be a “Complete Appraisal”. See
USPAP Standard 1-4, 2-2, SMT-7 and AO-15.

THE SALES COMPARISON APPROACH

The sales comparison approach is based primarily on the principle of substitution and is premised on the idea
that an informed, prudent and rational purchaser {(investor) would pay no more than the cost of acquiring a
similar, competitive property with the same utility, as of the valuation date. This approach assumes there is
an active market for properties similar to the subject and that the prices paid for similar competitive
properties, which represent bona-fide arm's-length transactions, are indicative of the most probable sale price
for the subject, as of the valuation date.
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THE INCOME APPROACH

The income approach to value is based on the principle of anticipation, and the premise that the value of a
property is the present worth of future benefits, in the case of the subject, the present worth of future net
income receipts over a specific period of time. The net income is then converted to an indication of value
using the process of capitalization. The income approach involves analysis of the potential income of the
subject, taking into account existing leases (if applicable), market rents, analysis of the costs of ownership
which must be incurred to generate that income, and selection, development and application of appropriate
capitalization techniques to arrive at indications of value for the subject as of the valuation date.

RECONCILIATION OF THE APPROACHES APPLIED

The final step in the valuation process is the reconciliation or correlation of the value indications produced
by the approaches to value applied. After arriving at indications of value from each of the approaches
applied, the results are correlated into an indication of value based on the quantity, quality, and reliability of
the data analyzed. The approach which is considered to be the strongest and which most accurately mirrors
the analytical process of typical market participants is assigned the most weight in arriving at a final value
opinion.
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THE SALES COMPARISON APPROACH

GENERAL : '

The Sales Comparison Approach is based primarily on the principle of substitution and compares the subject
to recently sold similar properties. A major premise of this approach is that the market value of a property is
directly related to the prices of comparable, competitive properties.

As applied to the Sales Comparison Approach, the principle of substitution holds that the value of a given
property is suggested by the price that would be paid to acquire an equally desirable substitute having similar
utility. The Sales Comparison Approach is applicable to most all types of properties and to most all types of
property interests when sufficient reliable sales transactions are available to indicate value patterns in the
market.

The subject property requires cosmetic renovations in order to return to a level of market acceptance. Since
an insufficient number of sales of buildings in similar condition as the subject could be located, the search
focused on sales of office buildings in average-to-good condition in order to develop an opinion of value “As
If Painted and Carpeted”. In a later section of this report, the value opinion “As Is” will be developed by
extraction.,

The following procedure was used to form an opinion of the market value of the subject “As If Painted and
Carpeted” using the Sales Comparison Approach:

1. Research the market for recent sales of properties with similar utility. In the case of
the subject, the market was searched for office buildings in average-to-good condition
in the Old Town Alexandria and surrounding areas of Northern Virginia. Several
sales were identified as comparable to the subject.

2. Verify the collected sales data to ensure the sales represent arms-length transactions.
3. Select units of comparison and develop a comparative analysis for each sale.

4, Relate the comparable sales to the subject using the elements of comparison
developed, and adjust the sale's price of each comparable, if and where appropriate.

S. Reconcile the various indications produced from the analysis of the comparables into a
single value indication for the subject.

IMPROVED SALES

The subject consists of a single-story, plus below-grade level, office building. Sales of buildings were
researched for recent sales of properties with similar utility to the subject as if it has been re-painted and re-
carpeted in order to meet a market level. The identified sales, included herein, are considered to be most
comparable to the subject. Each of the selected sales conveyed a similar interest, were comparably located,
had similar functional utility, and were similar in zoning classification.
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An Improved Sales Location Map indicating the location of each sale used in relation to the subject is
found on the next page. Subsequent pages provide a more thorough description of each sale. An
Improved Sales Adjustment Grid is provided at the end of this section.

A discussion of the adjustments that were made to the comparables is also included. Finally, adjusted

comparable sale prices are reconciled, and a conclusion regarding the market value of the subject, based on
its retail space, is formed.
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COMPARABLE IMPROVED SALE ONE

807 — 809 Cameron Street

b

Location:
Alexandria, Virginia
Improvement Description: Office Building
Grantor: Michael J. Miller
Grantee: DC Smiles, LLC
Recording Reference: 030039867
Date of Sale: September 23, 2003
Consideration: $950,000
Evidence of Favorable Financing: Yes: No: X
Land Area: 4,730 Square Feet
Gross Building Area; 4,490 Square Feet
Price per Square Foot: $211.58
Year Built: Not Available
Zoning; CD; City of Alexandria
Comments:
Distance from Subject: [ 5] Blocks Direction: [ SW_]
Location Compared to Subject: Similar | X Inferior Superior
Condition Compared to Subject: Similar Inferior | X Superior |
Size Compared to Subject: Similar | X Inferior Superior
Quality/Use Compared to Subject: Similar | X Inferior Superior
Zoning Compared to Subject: Similar { X Inferior Superior
Visibility/Access Versus Subject: Similar | X Inferior Superior
Other (On site Parking): Similar Inferior Superior
Other (Below Grade Storage): Similar Inferior { X Superior
{ Comments:
45
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117 Oronoco Strest

Location:
Alexandria, Virginia

Improvement Description: Office Condominium

Grantor: Ronald J. & Jo Ellen Banks

Grantee: Presidential Classroom for Young Americans

Recording Reference: 030034672

Date of Sale: August 15, 2003

Consideration: $495,000

Evidence of Favorable Financing: Yes: No: X

Land Area: Not Applicable

Gross Building Area: 1,694 Square Feet

Price per Square Foot; $292.21

Year Built: 1981

Zoning: OC; City of Alexandria

Comments;

Distance from Subject: Blocks Direction:

Location Compared to Subject: Similar | X Inferior Superior

Condition Compared to Subject: Similar Inferior | X Superior

Size Compared to Subject: Similar | X Inferior Superior

Quality/Use Compared to Subject: Similar | X Inferior Superior

Zoning Compared to Subject: Sintilar | X Inferior Superior

Visibility/Access Versus Subject: Similar | X Inferior Superior

Other (On site Parking): Similar Inferior Superior | X

Other (Below Grade Storage): Similar Inferior { X Superior
[Qomments:
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Location: 2849 Duke Strect
Alexandria, Virginia
Improvement Description: Office Condominium
Grantor: Richard & Yu-Wen Lee
Grantee: Esam & Badira Omeish
Recording Reference: 030020575
Date of Sale: May 15, 2003
Consideration; $315,000
Evidence of Favorable Financing: Yes: No: X
Land Area: Not Applicable
Gross Building Area: 1,697 Square Feet
Price per Square Foot: $185.62
Year Built: 1985
Zoning: CL; City of Alexandria
Comments:
Distance from Subject: Miles Direction: [ SW_|
Location Compared to Subject: Similar | X Inferior Superior
Condition Compared to Subject: Similar Inferior | X Superior
Size Compared to Subject; Similar | X Inferior Superior
Quality/Use Compared to Subject: Similar | X Inferior Superior
Zoning Compared to Subject: Similar | X Inferior Superior
Visibility/Access Versus Subject: Similar | X Inferior Superior
Other (On site Parking): Similar Inferior Superior
Other (Below Grade Storage): Similar Inferior | X Superior
| Comments:
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Location: 507 Wythe Street

Alexandria, Virginia
. Improvement Description: Office Condominium
Grantor: Independent Electrical Contractors, Inc.
Grantee: Forest Lake, LLC
Recording Reference: 020037235
Date of Sale: November 12, 2002
Consideration: $403,000
Evidence of Favorable Financing: Yes: No: X
Land Area: Not Applicable
Gross Building Area: 1,860 Square Feet
Price per Square Foot: $216.67
Year Built: 1692
Zoning: CD; City of Alexandria
Comments: :
Distance from Subject: E Blocks Direction: [ NE_ |
Location Compared to Subject: Similar | X Inferior Superior
Condition Compared to Subject: Similar Inferior | X Superior
Size Compared to Subject: Similar | X Inferior Superior
Quality/Use Compared to Subject: Similar | X Inferior Superior
Zoning Compared to Subject: Similar | X " Inferior Superior
Visibility/Access Versus Subject: Similar | X Inferior Superior
Other (On site Parking): Similar Inferior Superior | X
Other (Below Grade Storage): Similar Inferior { X Superior
[L(!mmems:
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ANALYSIS OF THE COMPARABLE SALES

A survey of office buildings was conducted in Northern Virginia; the search focused on Old Town
Alexandria and other similar neighborhoods. After reviewing all sales of office buildings that occurred in
these areas since July 2002, in the appraiser’s opinion, the sales cited above are the best and most recent
sales available to compare to the subject. ‘

The appropriate unit of comparison for the sales is the price-per-square-foot of above-grade Gross Building
Area.

An Improved Sale Adjustment Grid showing how the comparables were adjusted to arrive at an
indication of value for the subject appears at the end of this section.

Before adjustments, the comparable building sales similar to the subject property formed a range from
$185.62 to $262.99 per square foot of above-grade GBA. After adjustments, the comparables indicated a
range of value for the subject of $176.00 to $250.00 per square foot. Considering all. factors influencing the
value of the subject, the appropriate dollar amount to apply to the subject was estimated to be $220.00 per
square foot for the 3,720 square feet of above-grade GBA or $818,400.

3,720 Square Feet of Above-Grade GBA X $220.00 per Square Foot = $818,400

Based on the Sales Comparison Approach, the Market Value of the Fee Simple estate in the subject, “As If
Freshly Painted and Carpeted” was estimated to be $820,000 (rounded).
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THE INCOME APPROACH

available for analyzing the projected income for income producing properties, direct capitalization with an
overall rate (OAR) and the discounted cash flow analysis (DCF).

Direct capitalization involves estimating the gross income of the subject property for a typical or "stabilized"

ear. From this amount deductions are made for stabilized vacancy to arrive at effective gross income (EGI).
Stabilized expenses incurred in operating the property are subtracted from EGI to arrive at net operating
income (NOI). The NOI is then divided by an appropriate overall capitalization (OAR) rate to arrive at an

opinion of value. The overall rate is derived from sales of similar properties and/or estimated using other ’

market data. Any applicable rent loss is estimated and deducted from the capitalized value.

The DCF method involves projecting estimates of actual cash flows, income, expenses, and resale proceeds
over the time a typical investor would own a property similar to the one being appraised, the holding period.
These cash flow estimates are discounted to present value using a discount rate that is derived by analyzing
investments similar to the subject or using other market data. '

Both methods are widely used. The direct capitalization method has the advantage of simplicity, and is most
often used in cases where the income and expenses are likely to be constant or change at a constant rate over
the projected holding period. It is also more frequently used when there are a limited number of leases to
consider, as in the case of the subject property.

In contrast, the DCF method is usually more time consuming and complicated. However, it has the
advantage of being more sensitive to changes in numerous variables (such as vacancy, rent levels, rental
concessions, etc.) and can be used to estimate the impact on value of a variety of possible situations.
Furthermore, since actual cash flows are estimated, the effect of leases or encumbrances can more accurately
be incorporated into the analysis. This makes the DCF method a better tool for estimating partial interests in
properties, such as the leased fee estate,

The method which is applied in a particular instance should be based on how the typical purchaser/investor
would evaluate the property. The subject of this appraisal historically has been an office building with a
small number of tenants. Several factors were taken into consideration in deciding the appropriate method
for analyzing the projected net income:

* Discussions with several knowledgeable market investors and brokers regarding how they would
analyze the property indicated they would most likely use a direct capitalization;

* Based on the likelihood of limited tenants and tenant tumover, it is assumed that minimal
fluctuation in income and expenses will occur over the next few years.

Given the above, the Direct Capitalization technique was used in this report. Outlined below are the major
steps involved in applying the direct capitalization method:
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1. Estimate the potential gross income based on contract rent, market rent and other
income, if any.

2, Estimate effective gross income by estimating and deducting an average vacancy and

credit loss factor.

Estimate-and deduct expenses of operation to arrive at the net operating income.

4, Estimate and apply the appropriate capitalization rate to the net operating income
estimate to arrive at the final opinion of value.

had

POTENTIAL GROSS INCOME ESTIMATE
Existing Leases

‘The entire propefty was leased to a single, owner-related tenant as of the appraisal’s effective date. As such,
an arms-length, third party lease agreement does not encumber the subject property.

ESTIMATE OF MARKET RENT

In this analysis, it was necessary to estimate the market rent the subject would likely command when space
becomes available for rent. Lease encumbrances above market rates present additional risk; should the
tenant become unable, or unwilling, to continue paying more than the market rate, the associated income
becomes less stable. Lease encumbrances below market rates give rise to a leasehold estate that detracts
from the value of the Leased Fee owner’s estate, Contract rents were used until their maturity, assumptions
about renewal thereafier are described later in this section.

Rental information was gathered on office space in the market area which was considered comparable to the
subject. Sufficient data was found from which to derive an estimate of market rent. The comparables used
are presented on the following pages.

Rental Comparables

A map illustrating the location of each rental comparable in relation to the subject is presented on the
following page, Subsequent pages contain a brief outline of each rental comparable.
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COMPARABLE RENTALS
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COMPARABLE RENTAL ONE

Property Address: 625 Slaters Lane

Alexandria, Virginia
Tenant: Dentsply International, Inc.
Space Description: Office
Size of Space Leased: 1,400 SF
Lease Term: 11/03 - 10/07
Lease Rate: $25.00 per Square Foot
Lease Expense Provisions Full Service
Escalations: CPI Annually (Assumed)
Concessions: None
Comments:
Distance from Subject: Blocks Direction: [ NE |
Condition Compared to Subject: Similar | X Inferior Superior
Visibility Compared to Subject: Similar | X Inferior Superior
Access Compared to Subject: Similar | X Inferior Superior
Size Compared to Subject: Stmilar | X Inferior Superior
Functional Usefulness of T
Space Leased Compared to
Subject: Similar Inferior [ ] Superior [ |
[ Other Comments: This property has on site parking but no additional storage. 1
54




e e L AN L T S TN T A AL SRS TN

COMPARABLE RENTAL TWO

Property Address: 625 Slaters Lane
Alexandria, Virginia
Tenant: American Public Communications Council
Space Description: Office
Size of Space Leased: 4,248 SF
Lease Term: 06/04 — 05/14
Lease Rate: $25.50 per Square Foot
Lease Expense Provisions . Full Service
Escalations: CPI Annually (Assumed)
Concessions: None
Comments:
Distance from Subject: Blocks Direction: [ NE |
Condition Compared to Subject: Similar | X Inferior | - Superior
Visibility Compared to Subject: Similar | X Inferior Superior
Access Compared to Subject: Similar | X Inferior Superior
Size Compared to Subject: Similar | X Inferior Superior
Functional Usefulness of C
Space Leased Compared to
Subject:  Similar Inferior [ | Superior [___|
{ Other Comments: This property has on site parking but no additional storage. ]
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COMPARABLE RENTAL FOUR

Property Address: 300 N. Lee Street
Alexandria, Virginia
Tenant: Scott Management, Inc.
Space Description: Office
Size of Space Leased: ' 5,875 SF
Lease Term: 01/04 - 12/08
Lease Rate: $19.25 per Square Foot
Lease Expense Provisions Full Service
Escalations: : CPI Annually (assumed)
Concessions: None .
Comments:
Distance from Subject: Blocks Direction: [ SE_|
Condition Compared to Subject: Similar | X Inferior Superior
Visibility Compared to Subject: Similar | X Inferior Superior
Access Compared to Subject: Similar | X Inferior - Superior
Size Compared to Subject: Similar | X Inferior Superior
Functional Usefulness of "
Space Leased Compared to
Subject: P Similar Inferior [ ] Superior [___]
[ Other Comments: There is on site parking, but no additional storage space here. ]
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Discussion of Rental Comparables
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A survey of office rental space in the Old Town Alexandria and surrounding area was performed. A
summary of the comparable rental properties, and their adjustments to the subject property’s retail space is

as follows:
COMPARABLE OFFICE
RENT ADJUSTMENT GRID
Rent Rent Rent Rent
Comp 1 Comp 2 Comp 3 Comp 4
Space Use Office Office Office Office
Contract Rate of Lease $25.50/SF | $25.00/S $19.00/SF $19.25/SF
F
Terms of Lease 0 0 0 0
(Full Service Basis)
Date Signed 0 0 0 0
Quality/Use 0 0 0 0
Size 0 0 0 0
Location/Access 0 0 0 0
Physical Characteristics - - 0 0
Condition
Storage + + + +
Parking - - 0 -
Summary of Changes - - + -
Indicated Full Service Rent $23.00/SF | $23.00/S $20.00/SF $18.00/SF
F
Market Rent Conclusion $18.25/SF - $23.00/SF

Based on the cited rental comparables, after adjusting for dissimilarities, the market rent and typical lease
terms for space similar to the subject’s space, was estimated as follows:

Office Rents
Face Rent per Square Foot: $20.00
Expense Provisions: Full Service
Term: 3 -5 Years
Escalations: Annual CPI
increases
Rental Concessions: None

Based on this information, the potential gross income for the subject property is estimated to be $20.00 per

square foot, on a full service basis. Based on the building’s historic use and its most

net rentable area is assumed to equal the above-grade gross building area.

EFFECTIVE GROSS INCOME ESTIMATE
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Loan/Value Ratio x Mortgage Capitalization Rate
+ 1 —Loan/Value Ratio x Equity Capitalization Rate
= The Overall Capitalization Rate

Local lending institutions deemed possible lenders for a property such as the subject were surveyed. Also
considered were the terms used by investors as surveyed by the Appraisal Institute. Based on the

foregoing, the terms and conditions included in the following table are indicative of the current financing
market.

Loan to Value Ratio ..o 80%
Equity Dividend Rate..................o....... %
Current Interest Rate ..........................__ 6.25%
Interest Constant .........oooooovoooooo 8.771%
Amortization Term............ooovveeeooon, 20 years

Using the foregoing components, a capitalization rate for the subject using the mortgage equity analysis is
developed as shown in the following table.

Mortgage Component X Equity Component = Result

~ Mortgage: .80 X 08771 = 0.07017
Equity: .20 X .09000 = 0.01800
Total 0.08817
Rounded To 8.80%

Published Statistical Data

The Cushman & Wakefield Real Estate Outlook, National Investor Survey and The Korpacz Real Estate
Investor Survey, publish capitalization rates of commercial properties. According to these sources, the
average capitalization rate for commercial properties is found in the following table.

| PROPERTY T
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VII. RECONCILIATION AND FINAL VALUE OPINION
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RECONCILIATION AND FINAL VALUE OPINION

The purpose of this appraisal was to form an opinion of the market value of the Fee Simple interest in the
subject property. Two of the three traditional approaches to value were developed. The indications of value
by these approaches are’recapped as follows:

COST SALES INCOME
| APPROACH | COMPARISON | APPROACH
N APPROACH :
“AS IF FRESHLY PAINTED
AND CARPETED” Not Developed $820,000 $525,000
MARKET VALUE

The Cost A;Sproach is thought to be reliable for value opinions of new or special purpose properties. In the
case of the subject, the cost approach was not developed.

The Sales Comparison Approach is thought to be reliable when there are truly comparable sales to analyze.
As previously indicated, there were several sales of comparable office buildings in the area from which to
derive a valuation based on the direct sales comparison approach.

The Income Approach estimate of value was derived by measuring the present worth of future benefits from
the subject property. The quantity, quality and durability of the income stream that could be generated by the
property were examined. The estimate of value was a result of capitalizing a stabilized net operating income
that the subject property should be able to generate.,

The Sales Comparison Approach is believed to better reflect the actions of buyers in the market for
properties similar to the subject. The subject has historically been occupied by a single, owner-related
tenant. Many other buildings in the area of a comparable size are similarly occupied. Given the unit’s size,
location and functionality it is well suited for this use. Therefore, in the final reconciliation of estimates,
most weight was given to the Sales Comparison Approach as an indicator of the market’s estimate of value.

Based upon an inspection of the property and the investigations and analyses undertaken, subject to the
underlying assumptions and limiting conditions set forth in this report, it is my opinion that the Market

Value of the Fee Simple interest in the subject property, “As If Freshly Painted and Carpeted”, as of June
7, 2004 is estimated to be: '

EIGHT HUNDRED TWENTY THOUSAND DOLLARS

($820,000)

MARKET VALUE “AS IS”

From the “As If Freshly Painted and Carpeted” value opinion, the costs required to renovate the existing
office space into a market acceptable level must be deducted to derive an “As Is” value for the subject.
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Currently, the subject is occupied by a single tenant and is considered to be structurally sound. Renovation
costs are anticipated to be mostly cosmetic - new paint and carpet and the erection of several non-bearing
walls to configure the building to its original five unit layout. Based on information contained in some cool
book that Tom has, the costs to do this are estimated to be $10.00 per square foot. Only the above-grade
level requires the renovation; the below-grade is assumed to be best utilized as additional storage. Thus,

Market Vatue Opinion “As If Freshly $820,000
Painted and Carpeted”

Cost to Renovate (3,720 SF X $10 per $37,200
SF)

Market Value Opinion “As Is” $782,800

The resulting “As Is” value opinion is considered to be $782,800, or $780,000 (rounded).

Therefore, based upon an inspection of the property and the investigations and analyses undertaken, subject
to the underlying assumptions and limiting conditions set forth in this report, it is my opinion that the Market
Value of the Fee Simple interest in the subject property, “4s Is” as of June 7, 2004 is:

SEVEN HUNDRED EIGHTY THOUSAND DOLLARS

(8780,000)
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VIIL. QUALIFICATIONS AND ADDENDA
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QUALIFICATIONS OF THE APPRAISER
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QUALIFICATIONS OF THOMAS P. GALLUP, MAI

GENERAL

August 1991 - Present

Principal and Senior Review Appraiser

Evaluation and Review Associates, Inc. - Olney, MD )

* Appraising all types of income-producing real estate including office buildings, shopping centers,
commercial/industrial buildings and unimproved land,

¢ Clients include National and State Chartered Banks, Institutional Investors, Federal, State and Local
Govemnment Agencies and Private Investors.

PROFESSIONAL AFFILIATIONS — PAST AND PRESENT

Member of the Appraisal Institute (MAI) No. 11768 - ‘

Member of the Board of Directors of the Appraisal Institute - Washington, D.C. Chapter
Member of the Foundation of Real Estate Appraisers (FREA) .

Member of the Risk Management Associates (RMA) - Potomac Chapter

Member of the Washington Area Self Storage Association

Member of the Greater Washington Board of Trade -

Member of the Maryland-National Capital Building Industry Association

PROFESSIONAL CERTIFICATIONS

Certified General Real Estate Appraiser - State of Maryland (License #04-5908)
Certified General Real Estate Appraiser - Washington, D.C. (License #10241)
Certified General Real Estate Appraiser - Commonwealth of Virginia (License #00251 1y}

GENERAL EDUCATION
——_=3ALLDUCATION

The American University - Washington, D.C,
Kogod College of Business Administration
M.S. - Finance, December 1986

The Pennsylvania State University - University Park, PA
College of Health and Human Development
M.S - Facilities Management, March 1981

The Pennsylvania State University - University Park, PA

College of Health and Human Development
B.S. - Liberal Arts, June 1979
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QUALIFICATIONS OF THOMASP, GALLUP, MAI - CONTINUED

PROFESSIONAL EDUCATION
St UNAL KDUCATION

The Appraisal Institute; {(Continuing Education Certified Through August 2006)
Real Estate Appraisal Principles
Real Estate Appraisal Procedures
Report Writing
Highest and Best Use and Market Analysis
Capitalization Techniques (Part A and Part B)
Advanced Applications (Formerly Case Studies)
Standards of Professional Appraisal Practice
Understanding Limited Appraisals and Appraisal Reporting Options
Separating Real Property From Intangible Business Assets
Appraising From Blueprints and Specifications

Other Education Providers: Appraising The Oddbal]

Mortgage Bankers Association: Introduction to Construction Lending
Mortgage Bankers Association: Income Property Finance I
AIB/ABA: Commercial Lending School

RMA-OMEGA: Commercial Loans to Business

PROFESSIONAL EXPERIEN CE
=oAL KXPERIENCE

June 1992 - January 1997
Vice President and Examiner-In-Charge - Credit Review Division
NationsBank - Baltimore, MD

 January 1994 - December 1995
Associate Appraiser
Libeg, Moroney & Associates, Inc. - Rockville, MD

January 1990 - December 1993
Associate Appraiser
PhilipR. Lamb & Co. - Silver Spring, MD

March 1988 - May 1992
Senior Vice President and Senior Lending Officer
Metropolitan Bank, N.A. - Washington, D.C.

June 1987 - March 1988
Director of Financial Operations
Benco Enterprises, LTD. - Bethesda, MD

1983 - May 1987
Assistant Vice President
First American Bank of Maryland - Silver Spring, MD
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QUALIFICATIONS OF THOMAS P. GALLUP, MAI - CONTINUED
REPRESENTATIVE APPRAISAL CLIENTS .

National and State Chzi;'ter Banks, Savings Banks and Thrifts, Institutional Investors, Federal and Local
Government Agencies, Attorneys and Private Investors

REPRESENTATIVE TYPES OF PROPERTY APPRAISED

Office Buildings Shopping Centers Retail Buildings

Vacant Land Industrial Buildings Self Storage Facilities
Apartment Projects Mixed-Use Projects Warehouse Condominiums
Churches Subdivision Development  Office Condominiums
Service Stations

OTHER

Gallup, Thomas P. "Lending Lessons Learned During Recessions Don't Change With Time" Commercial
Lending Newsletter, July 1992, Robert Morris Associates. Philadelphia, PA,

Gallup, Thomas P. "Two Approaches to Valuing Contaminated Real Estate” Commercial Lending
Newsletter, June 1996, Robert Morris Associates, Philadelphia, PA.

Gallup, Thomas P. "An Appratsal Update - Questions and Answers for Users of Appraisals and Evaluations”
Prime Interest, Summer 1997, Robert Morris Associates. Charlottesville, VA.

Panelist Loan Review Providers Roundtable Maryland National Capital Area Field Office — Comptroller of
oy (Wi ot
the Currency (Washington, D.C.), September 2001.

Member Grievance Committee of The Ethics and Counseling Department Appraisal Institute, Chicago,
1llinois 2003-2004. . _
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ADDITIONAL MAPS
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DEMOGRAPHIC AND MARKET REPORTS
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Geocode Search Result
for 2003 HMDA/CRA Reportmg :
Street Address §7l’i PENDLETON ST MA Code o . 8840‘
—é:yName B N{ALEXANDRIA i - .StnteCode - l 51
.sm;At;bremmn' o va |CountyCode | 510
,z.}fé;ae ) o - ITrctcode | 201801
Census Population Information
TractPopulation | 49?77%?4&1&&83@po,,.;};;(;}.’ 1284 |
Tragl\_/lmonty% - ""53_16  American Indjun Population | 6|
Number of Families 906 :z;:::‘ftllz:auan/l’aclﬁc Islander 104
-I:{;l;l:e:oi;;-tt’;lvlo;d;_--'Mmm _ k*ZE;; Black Populatlon o _ 921
'\_?V—h:t: I;t;;)_uﬁl;iwn - _: 3443’ Hnspamc Populahon - - 190
- I | Other/Tw or More Ral;'p?,.;;.i;&;“" Y

Census Income Information

Tract Income Level Up per : Tract Median Family Income % |  147.68 !
Income § i :
2000 MAIstatewule non-MA Medﬁn | - 2000 Tract Median Family
| Family Income $12.247 || ome $106,694
2003 HUD Esttmated MA/non—l;iA n -~2003 Estimated Tr;ct Median
232
{ Median Family Income $84,800 Family Income $125,23
S B e atu TS S
% below Poverty Line | 1113 | 2000 Tract Median Houschold $66,646 |
! Income :
Census Housing Information
Total Housmg Umts : 3 126 Owner-Oocupled Unils i 1675 i
1 to 4 Fanuly Umts i ]397 Renter Occupled Umts . 1328 ;
Medlan Year Structure Bmlt s 1971 ! Vacant Umts . 123 i
Insnde Central Clty" : No Owner Occupled ]- to 4- Famrly Umts ' 1022 '
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Alexandria Neighborhood Profile

Demographics

Poputation of Alexandria

Median Age

Median Household Income

Percentage of Single Households

Percentage of Married Households

Percentage Families (households with children)
Average Household Size

Perceniagé College or Better

Percentage White Collar

Alexandria, VA
24664

38.4 years
$70,527
70.2%

29.8%

39.6%

1.78 people
71.0%

79.4%

T e e e AT S AT IR

National Average

11571
37.41years
$39,728
44.72%
55.27%
69.28%
2.57 people
25.99%
47.07%

Cost of Living

Natlonal Average

Cost of Living Index

Average Yearly Utility Cost

Average Household Total Consumer Expenditures
Average Household Education Expenditures
Average Household Entertainment Expenditures
Average Househoid Transportation Expenditures
Average Household Retail Expenditures

Average Household Non-RetailExpenditures

Quality aof Life

Alexandria, VA
1518

5160

$64,555 per year
$1,133 per year
$3,534 per year
$13,341 per year
$37,422 per year
$27,142 per year

102.76
3250.42

$41,554 per year
3729 per year

$2,183 per year
$8,682 per year
$24 1 98 per year
$17,353 per year

Average Winter High Temperature
Average Winter Low Temperature
Average Summer High Temperature
Average Summer Low Temperature
Average Annual Precipitation |

Air Quality Index

Total Crime Index

Personal Crime Index

Culture Index

15

Alexandria, VA
44.2 degrees
24.3 degrees
87.3 degrees
65.2 degrees
45.8 inches
540

7.0

7.0

190.0

Natlom:nl Average
41.17 degrees
22.80 degrees
86.46 degrees
62.23 degrees
38.69 inches

44.69
3.47
3.40
93.56
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Old Town Alexandria Office Rent Analysis Report

DIRECT BPACES BUBLET 8PACES TOTAL
# Bpaces Min Avg Max | #8peces n Avg ™) Avg

+Elsc & Cidan 1 $1800{ 1800 $18.00 [1} - - - $18.00
Plus Al Utilties 1| #1750 s17s0|  si7.s0 ()} - - - $17.50
Full Service 1| $2750] sars0| g7 0 - - - $27.50
Negotiabie 2 - - - 0 - - - -
Triple Net 5 $1200] s2032| somo0 0 - - - $20.32
+Elec & Cloan 1] $1900] $1900| s$1900 0 - - - $19.00
Double Net 2 $1700f s2:67] 2500 0 - - - $2367
Full Service 169)  $1200f s2884| s37.00 2 $300]  s21.44] 33100 $28.85
Nogotable 2| 200 $200| s$2200 4] $1800] s2000] w200 $20.10
Plus Al Utiites 5 %1200 $1520] s2000 0 - - - $15.20
Pl Clesning 1] $1200]  $1200| 31200 0 . - - $12.00
Plus Electric 0] $1700] sa171|  segop 0 - - - s$21.71
Triple Net 12} $17.00] sn28| sxm 2] $2400( 3$2400] s$2400 $23.47
Utiites & Char Vi 31900 s$1900]| s1900 0 - - - $19.00
Full Servics 1 33400] 3400 $3400 0 - - - $34.00
Nogotiable 10 . - - 0 - - - -
Triple Net 0]  s2400| 33138 s4000 1] $800] so800] somon 31.25
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Access National Bank

progressive business banking

Mezy 10, 2004

Thomas P. Gallup

Evaluation & Review Associates, Inc.
18500 Fiddleleaf Terrace

Olney, MD 20832

Re:

Appraisal Request

7,440 sq.ft. Office Building
717 Pendleton Street
Alexandria, Virginia

Dcar Tom:

2.

The appraiser agrees to prepare a Complete Summary Appraisal Report of subject property.

The purpose of the appraisal is to estimate the market value of the property. The function of
the appraisal is to assist the Bank in real estate valuation.

The contents of this report shall conform to the Uniform Standard of Professjonal Appraisal
Practice as promulgated by the Appraisal Standards Board of the Appraisal Foundation. The
report shall also conform to Access National Bank Standards for Reports attached hereto as
Exhibit 1 and the definitions used therein shall coincide with those in Exhibit 2 attached
hereto. :

The appraiser agrees to deliver two (2) original Complete Summary Appraisal Reports to the
Bank on or before June 16, signed by the appraiser. The appraiser also agrees to provide a
letter or verbal estimate of value approximately one week prior to that date. This deadlines
may be waived should circumstances beyond the appraiser's or Bank’s control preclude
delivery by the above completion date, providing you seek prior approval from the Bank in a
timely fashion.

The Bank agrees to pay the appraiser, as total compensation for the professional services
required to perform herein, an agreed upon appraisal fee of { Your fee will be paid by
the Bank upon review of the reports for compliance with the terms of this agreement, which

Direct phone 703-564-7585  fax 703-448-2045
8233 Old Courthouse Road, Suite 320 Vienna, Virginia 22182
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review will be campleted no Jater than thirty (30) business days after delivery of the report to
the Bank.

6. To assist the appraiser in completing these reparts, and provided the required informavion is
nm'oﬂ:emiaoavailcblcvotbeappuiscr.tthmkagreutomake every rcasonable effort to
provide the appraiser with information pertinent to the property that is nesessary to complete

7. Thenppraisacmiﬁu&at,whikoﬂmsout}wappraix:’sstaﬂ'maypmﬁcipneinthc
Preparation of the report, the undersigned sppraiscr will personally inspect the property, will
participate in the analysis contained in the report and will review and cortify in accordance
with USPAP requirernents.

8. This engagement lotter and alt attachments hereto will be included within the appraisal
Teport.

9. Flease contact Adam Schramen at 703-929.1020 to request any sdditional property relsted
information and 10 arrange for an inspection of the properties.

If the terms end conditions of this letter and attachments meet with your approval, please return to
my attention by fax at 703-448-2045.

Donald D. Wipf
Senior Vice President

Enclosures

The undersigned appraisey acocpts the terms and conditipns of this engagement Jetter:

Ewnluahn. il i s oo bt g
e ;T s )
By: e LAt Date: 2+ %Y
Thomes P, Gallup  ©
fro -
83
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Exhibit 1
STANDARDS FOR REPORTS

Appraisals performed for Access National Bank are required to meet the appraisal standards and
licensing requirements of the Federal Deposit Insurance Corporation, the Board of Governors of

I. Conform to the Uniform Standards of Professional Appraisal Practice (“USPAP”) adopted by
the Appraisal Standards Board of the Appraisal Foundation, except that the departure
provisions of USPAP shall not apply to federally related transactions;

2. Be sufficiently descriptjve to enable the reader to ascertain the estimated market/fair value
(as specified in the engagement letter) and the rationale for the estimate as well as provide
detail and depth of analysis that reflect the complexity of the real estate appraised;

3. Disclose any steps taken that were hecessary or appropriate to comply with the Competency
Provision of the USPAP;

4. Clearly identify the property rights being appraised;
5. Be based upon the definition of value (markeUfair, etc.) as set forth in the engagement letter;

6. Analyze and report in reasonable detail any prior sales of the property being appraised that
occurred within the following time periods;

L For 1-to-4 family residential property, one year preceding the date when the appraisal
was prepared; and

2. For all other property, three years preceding the date when the appraisal was
prepared.

7. Analyze and report data on current revenues, expenses. and vacancies for the property ifit is
and will continue to be income-producing;

8. Analyze and report a reasonable marketing period for the subject property;

9. Analyze and report on current market conditions and trends that will affect projected income
or the absorption period 1o the extent they affect the value of the subject property;

10.  Analyze and report appropriate deductions and discounts for any proposed construction or

84
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11.

12.

13.

14,

Is.

16.

17.

I8.

19.

20.

Contain sufficient supporting documentation with all pertinent information reported so that
the appraiser’s logic, reasoning, judgment, and analysis in arriving ata conclusion indicate to
the reader the reasonableness of the market value reported;

Include a legal description of the real estate being appraised, in addition to the descriptions
required by the USPAP;

When valuing distressed property solely on a land value basis that implies demolition or
removal of improvemepts, the cost of demalition and/or removal should be netted against the
land value with the estimated cost of removal so reflected;

Note dny potential environmental hazards; i.c., underground storage tanks, storage containers
of known or unknown contents, evidence of waste disposal such as sludge, paints, chemical
residues, oil spillage, asbestos content in building material, etc. All environmental problems
that may affect the value of the subject property must be dealt with in the appraisal;

Identify and comment on any special flood hazard areas;

Include comparables on land, improved sales and leases/rents and photographs of the subject
property;

Identify and separately value any personal property, fixtures, or intangible items that are not
real property but are included in the appraisal, and discuss the impact of their inclusion or
exclusion on the estimate of value;

Follow a reasonable valuation method that addresses the direct sales comparison, income,
and cost approaches to market value, reconciles those approaches, and explains the
climination of each approach not used; and

If information required or deemed pertinent to the completion of an appraisal is unavailable,
that fact shall be disclosed and explained in the appraisal.

85
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Exhibit 2

Appraisal means 2 written statement independently and impartially Prepared by a qualified

appraiser setting forth an opinion as to the market value of an adequately described property as of
a specific date(s), Supported by the presentation and analysis of relevant market information.

Complex 1-t0-4 Family Residential Property Appraisal means one in which the property to be
appraised, the form of ownership, or market conditions are atypical.

noa owance for carrying costs such as taxes, insurance, interest charges, or
other cost of production, marketing costs, sales commissions, financing, or profit. The Zross retail
value is not discountegd to reflect the time value of money.

A reasonable time ig allowed for exposure in the open market;
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thereto; and

Liquidation Value means the price that an owner is compelled to accept when a property must be
sold without reasonable market exposure.

" Real Estate Related Financial Transaction means any transaction involving:

21.  The sale, lease, purchase, investment in or exchange of real property, including interests in
property, or the financing thereof: or

22. The refinancing of real property or interests in real property; or

23.  Theuseofreal property or interests in property as secwrity foraloan or investment, including
mortgage-backed securities.

issued or endorsed by the Appraiser Qualifications Board of the Appraisal Foundation, In
addition, the Appraisal Subcommittee must not have issued a finding that the policies, practices,

State Licensed Appraiser means an individual who has satisfied the requirements for licensing in
a State or territory where the licensing procedures comply with Title XI of FIRREA and where the

State or territory are inconsistent with Title XI. The OCC may, from time to time, impose
additional qualification criteria for licensing appraisers performing appraisals in connection with
federally related transactions within its jurisdiction.

Use Value means the value a specific property has for a specific use.

Value As Is means the value of specific owrership rights to what physically exists and is legally
permissible regarding an identified parcel of real estate as of the effective date of the appraisal.
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fe Reznick Group, P.C. Tel:(301)652-9100

fj:‘:': : ReanCk 7700 Old Georgetown Road Fax:(301)652-1848

e Group Suite 400 www.reznickgroup.com
Bethesda. MD 20814-6224 i

A\

June 10, 2005

[gnacio Pessoa, Esq.
City Attorney

City of Alexandria

301 King Street
Alexandria, VA 22314

Subject: Ace Temporaries, Inc. and ACC Holdings, LLC.
Dear Mr. Pessoa:

Pursuant to your request, we have performed an analysis related to Ace T emporaries, Inc.
(“Ace”) and ACC Holdings, LLC. (“ACC”) in order to assist the City of Alexandria (the “City”)

in evaluating:
¢ A fair and reasonable rate of return from an investment in similar businesses:
o The rate of return on investments made in Ace and ACC prior to October 7, 2003.
Our analysis included the following procedures:
e We analyzed the following documents:

- Letters dated April 27, 2005 and May 5. 2005 (the “Letters”) from Ace’s attorney,
Michael A. Mattock of Walsh, Colucci, Lubeley, Emrich & Terpak, P.C., to Mr.
Fred R. Wagner, Esq.;

- A real estate settlement statement dated 4/1/1999 of ACC Holdings, LLC’s
(“ACC”) purchase of the commercial real estate located at 717 Pendleton Street in
Alexandria, Virginia (the “Real Estate Property”);

- An appraisal of the Real Estate Property prepared by Evaluation and Review
Associates, Inc. as of June 7, 2004;

Atlanta = Baltimore # Bethesda = Charlotte # Sacramento /OS




- Rezmick
... Group

Ignacio Pessoa, Esq.
June 10, 2005
Page 2

e We analyzed certain calculations of investments in Ace and ACC as reflected in Exhibit
A of the Letters;

* We adjusted Ace and ACC’s invested capital to reflect reasonable investments:

e We developed the appropriate rate of return required for an investment in Ace and ACC;

e We calculated the actual rate of returns over the Return on Investment Period for Ace
and ACC;

e We performed a site visit and toured the business location of Ace.

In performing our analysis, we relied upon information provided to us without
independent verification. We did not audit or review this information and, accordingly, we do
not express any form of assurance on this information. Additionally, the information provided to
us was not a sufficient amount of historical data from which to complete an analysis.
Accordingly, we were forced to make certain assumptions in completing our analysis and these
assumptions are detailed in this report as footnotes to Exhibit 1.

The following summarizes our findings:

Ace Temporaries, Inc.

Ace is a day labor agency, which is defined as a place where assignments for employment
are made characterized by the daily gathering of workers. A day labor agency operates a dispatch
to which at least some workers physically report, apply and wait for work daily, and return to
receive their paychecks daily. Day labor is labor that is occasional or irregular at which the
person is assigned for not longer than the time period required to complete the work assignment.
The majority of day labor workers are not assigned clerical or professional employment.

Ace has been in business since February 27, 1991 it has operated from various business
locations. In 1999, Ace entered into a lease agreement with ACC, a related party, and relocated
its operations to 717 Pendleton Street. Ace generated a weighted average from 1999 to 2003
after tax cash flow from 1999 to 2003 in the amount of $217,702 per year. The stockholders of
Ace Temporaries, Inc. are Mr. Charles Carlton and Mr. Adam Schram.

/00
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Page 3

We estimated Ace’s return on investment by estimating Ace’s after tax cash flows during the
Return on Investment Period and comparing it to our analysis of investments made in Ace. The
followings are our results (See Tab 2, page 3).

IRR 52.74%
Payback Period (years) 1.94

Our analysis of the return on investment made in ACC does not include any appreciation in
the value of the business. Mr. Carlton is of the opinion that the value of Ace is $2.4 million, of
which $1.4 million is intangible asset value. These intangible assets consist principally of
customer relationships, a trade name, and to a lesser extent relationships with temporary workers
and goodwill. In our opinion, all of these intangibles could be transferred to a new location
without a significant loss in value.

ACC Holdings, LLC

Formerly known as ACH, LLC, ACC is the owner of the Real Estate Property. ACC
purchased the Real Estate Property on April 1, 1999 and rents the entire property to Ace. The
members of ACC are Mr. Charles Carlton and Mr. Adam Schram. In 2003, ACC generated net
income in the amount of $7,298 on a cash basis.

In contrast to Ace, which is an operating business, ACC is a real estate holding company.
Real estate assets are substantially less risky than operating businesses and, accordingly,
investors require a lower rate of return. Investors in real estate expect to get part of their required
return from market appreciation. Additionally, the value of real estate is not specific to a
particular tenant, and the value of the Real Estate Property is not dependent upon Ace as a tenant.
Accordingly, we have included the significant appreciation in the Real Estate Property in
determining that the return on investment made in ACC.

To determine the return on investment made in ACC during the Return on Investment
Period, we first estimated the investment made in ACC in the amount of $121,091, net of the
mortgage. We then estimated the value of the Real Estate Property as of May 1, 2005 in the
amount of $804,024 by adjusting the appraised value as of June 7, 2004 for the appreciation
expected in the local real estate market. We then estimated the value of equity in ACC in the
amount of $464,024 by subtracting the estimated mortgage balance from the value of the Real
Estate Property. Our computation of the return on investment was based on the cash flow from
the property and the appreciation in value. The following is our estimated return on investment
made during the Return on Investment Period (See Tab 2, page 4).

Return on Investment 37.11%
Payback Period (years) 2.55
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Fair and Reasonable Rate of Return

We computed a fair and reasonable rate of return for Ace and ACC using observable
market rates of return for comparable investments. We adjusted the returns as necessary to
reflect the risk inherent in these investments.

o We estimate the appropriate equity rate of return for an investment in a business
similar to Ace’s business in the amount of 21.0 percent (See Tab 2, page 7);

e We estimate the appropriate equity rate of return for an investment in a real estate
property similar to ACC’s property in the amount of 13.0 percent (See Tab 2, page 6).

Conclusion

It is our opinion that the owners of Ace and ACC have received an actual rate of return
that is significantly higher than a fair and reasonable rate of return on their investment made prior
to October 7, 2003.

The following summarizes this analysis:

ACE ACC
Actual Return on Investment 53% 37%
Fair and Reasonable Return 21% 13%

We reserve the right to modify our analysis should additional information come to our
attention. If you have any questions regarding these matters, or need additional assistance in
analyzing your strategies, please call us.

Very truly yours,

REZNICK GROUP, P.C.

/ - e
P e

p o

Brent S. Solomon MSF, CPA, CVA, CM&A
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