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Mr. Bill Sakelarios
Pace Academy
6711 East 2nd Street
Prescott Valley, AZ 86314
RE:

Address:

6715 East 2nd Street
Prescott Valley, Arizona 86314

Dear Mr. Sakelarios;
Pursuant to your request, we have prepared an appraisal report of the above referenced
property for the purpose of estimating the market value as of May 17, 2017 for asset evaluation
purposes.
The subject property consists of a commercial condominium building of 11,602 square feet,
currently occupied by Anytime Fitness. It is currently one of two identically sized buildings on a
site of 1.83 acres under the same parcel number; 103-08-075D. Adjacent and to the east of
parcel 103-08-075D is another parcel of essentially the same size, with two more additional
buildings of 11,602 square feet each. Thus, the subject consists of one out of four buildings in a
two-parcel commercial condominium. The entire development has a site size of 165,045 square
feet or 3.79 acres.
The purpose of this report is to develop a reasonable opinion of market value for 6715 East 2nd
Street, the southerly building on 103-08-075D, “AS IF” it were a separate parcel, divided
from the current parcel but in proportion to the development as a whole. Thus, the
subject is being appraised under the HYPOTHETICAL condition that 6715 East 2nd Street
is an individual, fully marketable parcel.
Thus, as hypothetically divided, the subject consists of an 11,602 square foot commercial
condominium building located on a site of approximately 39,857 square feet or 0.92 acres, with
an address of 6715 East 2nd Street, Prescott Valley, AZ.
The opinion of value as stated in this report is predicated upon the definition of market value
contained herein. As a result of our investigation we have formed the opinion that reasonable
representation of the data, expressed as a single point, to represent market value to a typical
buyer of the subject property "as divided, hypothetically", as of May 17, 2017 and based on a
marketing and exposure period of one year, is:
$1,175,000 – One Million One Hundred Seventy Five Thousand Dollars
The above figure is a single point representation of the data, considered to be a balanced
conclusion of the data. The upper ranges in the market are represented by nearby listings of
over $130/SF which would suggest values closer to $1,500,000, but these are current listings
with superior income and tenancy, which when adjusted for being listings and superior income
characteristics brings the value down closer to the overall conclusion. The lower end of data
would suggest a value of under $1,000,000.

Facts and information contained herein were obtained from sources that we considered reliable
and are true to the best of our knowledge and belief. This appraisal is intended to comply with
USPAP and FIRREA standards. The following report describes our methods of approach,
contains data gathered in our investigation, and demonstrates our analysis in arriving at the
estimation of market value for the subject property.
Respectfully submitted,

Eric J. Lekander
Certified General Real Property Appraiser
Certification #31072

EXECUTIVE SUMMARY
Address
Property Type

6715 East 2nd Street, Prescott Valley, AZ
Commercial condominium

Size

11,602 square feet

Year Built

2003

Parcel #
Zoning designation

Part of 103-08-075D
C-3 Commercial; Minor Industrial

Highest and Best Use:
Exposure time/marketing period

Commercial
6 to 12 months

Cost Approach
Sales Comparison Approach
Income Capitalization Approach

N/A
$1,200,000
$1,150,000

Market Value Conclusion

$1,175,000
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ASSUMPTIONS AND LIMITING CONDITIONS
The certification of the Appraiser appearing in this appraisal report is subject to the following conditions and
to such specific and limiting conditions as are set forth by the Appraiser in the report:
1.

The Appraiser assumes no responsibility for matters of a legal nature affecting the property
appraised or the title thereto, nor does the Appraiser render any opinion as to the title, which is
assumed to be marketable. The property is appraised as though under responsible ownership
and management. Existing liens or encumbrances have been disregarded, and the property has
been appraised as though free and clear of existing indebtedness, unless otherwise stated in the
report. No specific easement search has been made or noted except as maybe described in this
report.

2.

Any sketch in this report is included to assist the reader in visualizing the property, and the
Appraiser assumes no responsibility for its accuracy. The Appraiser has made no survey of the
property. The legal description used in this report is assumed to be correct.

3.

The Appraiser assumes that there are no hidden or unapparent conditions of the property, subsoil,
or structures which would render it more or less valuable. No soil tests were either requested or
made in conjunction with this appraisal, and the Appraiser assumes no responsibility for such
conditions or for engineering which might be required to discover such factors.

4.

Information, estimates and opinions furnished to the Appraiser and contained in this report were
obtained from sources considered reliable and believed to be true and correct. However,
responsibility for accuracy of such items is not assumed by the Appraiser.

5.

Disclosure by the Appraiser of the contents of this appraisal report is subject to review in
accordance with the by-laws and regulations of the professional appraisal organizations with which
the Appraiser is affiliated.

6.

On all appraisals involving proposed construction, the appraisal report and value conclusions are
contingent upon completion of the proposed improvements in accordance with the plans and
specifications submitted to the Appraiser for review.

7.

The Appraiser is not required to appear in court or give testimony by reason of completion of this
assignment without predetermined arrangements and agreements.

8.

The market value herein assigned is based on conditions which are applicable as of the date of the
appraised value. This market value may be the same but also may vary at a later date due to
changing market conditions. It is the Appraiser's opinion that the subject property would sell in an
appropriate time period should it be offered on the open real estate market at this time at about the
appraised value subject to the appraisal assumptions; but a guarantee of such sale is not implied
or warranted. Real estate sale prices are subject to a varying degree of predictability; the more
consistent the underlying data, the more reliable the estimated value. The estimated value of the
subject property is subject to a high degree of variation.

9.

Neither all nor any part of the contents of this report, especially any conclusions as to value, the
identity of the Appraiser or the firm with which he is associated, or any reference to the Appraisal
Institute shall be disseminated to the public through advertising media, public relations or news
media, sales media, or any other public means of communication without the prior written consent
and approval of the Appraiser.

10.

This appraisal report and its contents must be regarded as a whole and any excerpts from this
appraisal cannot be used separately and if used separately, invalidates this appraisal.

11.

It is assumed that there is full compliance with all applicable federal, state and local environmental
regulations and laws unless incompliance is stated, defined and considered in the appraisal report.

12.

It is assumed that all applicable zoning and use regulations and restrictions have been complied
with, unless a non-conformity has been stated, defined and considered in the appraisal report.
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13.

It is assumed that all required licenses, consents or other legislative or administrative authority from
any local, state or national governmental or private entity or organization have been or can be
obtained or renewed for any use on which the value estimate contained in this report is based.

14.

It is assumed that the utilization of the land is within the boundaries or property lines of the property
described and that there is no encroachment or trespass unless noted within the report.

15.

No environmental impact studies were either requested or made in conjunction with this appraisal,
and the Appraiser hereby reserves the right to alter, amend, revise or rescind any of the value
opinions based upon any subsequent environmental impact studies, research or investigation.

16.

Although their existence was not observed, hazardous materials, toxic waste or other potential
environmental concerns may have an effect on the value of the property. The appraiser is not
qualified to detect such influences.

17.

This appraiser assumes the site to be free of any and all environmental concerns.

18.

If the attached appraisal report considers an analysis of existing lease data, this analysis is
restricted to the lease terms as provided to the appraiser and not on our review of lease documents.
Any review of lease data is also restricted to only economic considerations and not legal
provisions or restrictions.

19.

The Americans with Disabilities Act ("ADA") became effective January 26, 1992. I (we) have not
made a specific compliance survey and analysis of this property to determine whether or not it is in
conformity with the various detailed requirements of the ADA. It is possible that a compliance
survey of the property, together with a detailed analysis of the requirements of the ADA, could
reveal that the property is not in compliance with one or more of the requirements of the Act. If so,
this fact could have a negative effect upon the value of the property. Since I (we) have no direct
evidence relating to this issue, I (we) did not consider possible non-compliance with the
requirements of ADA in estimating the value of the property.

20.

Acceptance of and/or use of this appraisal report constitutes acceptance of the foregoing general
assumptions and general limiting conditions.

21.

The appraiser satisfies the competency requirement. The appraiser has appraised various
commercial properties of all types in Arizona and Minnesota. Refer to the Qualifications page at
the end of this report.
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REGIONAL MAP

SUBJECT
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PHOTOGRAPHS OF SUBJECT PROPERTY

1. South and East elevations

2. West and South elevations
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PHOTOGRAPHS OF SUBJECT PROPERTY

3. Interior

4. Interior
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PHOTOGRAPHS OF SUBJECT PROPERTY

5. Interior

6. View North between all buildings in development
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PHOTOGRAPHS OF SUBJECT PROPERTY

7. Sign for the development at driveway on 2nd Street

8. North end parking
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PHOTOGRAPHS OF SUBJECT PROPERTY

9. North across 2nd Street

10. Northeast across 2nd Street
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PHOTOGRAPHS OF SUBJECT PROPERTY

11. Northwest across 2nd Street

12. West on 2nd Street
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PHOTOGRAPHS OF SUBJECT PROPERTY

13. Northwest across 2nd Street

14. West on 2nd Street
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PURPOSE AND DATE OF THE APPRAISAL
The purpose of this appraisal is to estimate the market value for asset evaluation for
potential sale purposes as of May 17, 2017. The date of the report is May 24, 2017. The
appraisal site visit was May 17, 2017. Preparation of the report commenced on May 15,
2017. The opinion of market value is predicated upon the definition of market value
contained herein.
ESTIMATE OF PROPERTY EXPOSURE TIME/MARKETING TIME
Exposure time is defined as the estimated length of time the property being appraised would
have been exposed 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 an open and competitive market. The previous exposure
time relating to the value estimate herein has been estimated at 6 to 12 months. This is
based on historical sales of commercial property throughout the metropolitan area as well as
consideration of the property type. Marketing and exposure time are considered to be the
same time frame.
INTENDED USE OF THE REPORT/INTENDED USER
The intended purpose is to estimate market value as of May 17, 2017. The intended use is
for asset evaluation for potential sale purposes.
The intended user of this report is Mr. Bill Sakelarios of Pace Academy; the ownership.
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SCOPE OF THE APPRAISAL/SCOPE OF WORK
The subject property consists of a commercial condominium building of 11,602 square feet,
currently occupied by Anytime Fitness. It is currently one of two identically sized buildings on
a site of 1.83 acres under the same parcel number; 103-08-075D. Adjacent and to the east
of parcel 103-08-075D is another parcel of essentially the same size, with two more
additional buildings of 11,602 square feet each. Thus, the subject consists of one out of four
buildings in a two-parcel commercial condominium. The entire development has a site size
of 165,045 square feet or 3.79 acres.
The purpose of this report is to develop a reasonable opinion of market value for 6715 East
2nd Street, the southerly building on 103-08-075D, “AS IF” it were a separate parcel,
divided from the current parcel but in proportion to the development as a whole. Thus,
the subject is being appraised under the HYPOTHETICAL condition that 6715 East 2nd
Street is an individual, fully marketable parcel.
Thus, as hypotheically divided, the subject consists of an 11,602 square foot commercial
building located on a site of approximately 39,857 square feet or 0.92 acres, with an
address of 6715 East 2nd Street, Prescott Valley, AZ.
It will be appraised “as is” utilizing two of the three basic approaches to valuation. The
three approaches include the Cost Approach, the Direct Sales Comparison Approach and
the Income Approach. The Cost Approach was not considered to be market relevant.
The purpose of the site visit is to gain an overall and general perception of condition, style,
functionality, and appeal within the marketplace. The appraiser is not a licensed inspector,
nor schooled in building codes, environmental issues, or hidden items.
As a result, if
further information is desired concerning condition, a professional inspection is
recommended.
The subject property was observed on May 17, 2017. The observation included viewing the
exterior and a partial view of the interior.
The appraiser has not previously appraised the subject property or provided any other real
estate related services in regard to the subject property in the past three years, nor previous
to the past three years.
We have considered easements, restrictions such as zoning, encumbrances, leases,
contracts, ordinances, or other items of similar nature if relevant and if we have been made
aware of them. These items have been reflected in the appraised market value if relevant.
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PROPERTY RIGHTS APPRAISED
The subject property was appraised as fee simple; although a leased fee viewpoint was also
considered in the analysis and considered in the overall conclusion.
APPRAISAL PROCESS
There are three basic valuation methodologies that may be used by appraisers in the
estimation of Market Value. They are: the Cost Approach, the Direct Sales Comparison
Approach and the Income Approach (if an investment property). These three approaches
analyze data from the market to develop an independent value estimate for the subject.
The Cost Approach is based on the premise that the informed purchaser would pay no
more than the cost of producing a substitute property with the same or similar utility as the
subject property. It is particularly applicable when the property being appraised involves
relatively new improvements which represent the highest and best use of the land or when
relatively unique or specialized improvements are located on the site and for which there
exists no comparable properties on the market. In this approach, the first step is the land
or site evaluation by comparison with other sites in the area that have sold in the recent past,
making adjustments for differences to indicate a site value estimate. Second, the site value
estimate is added to the cost of replacement or reproduction of the improvements, then,
reduced by the estimated accrued depreciation that has occurred.
The Direct Sales Comparison Approach has as its premise a comparison of the subject
property with others of a similar design, utility and use that have sold in the recent past. To
indicate a value for the property, adjustments are made to the comparables for differences
with the subject. This approach is most applicable when an active market provides
sufficient quantities of reliable data and is unreliable in an inactive market.
The Income Approach is the procedure in appraisal analysis which converts anticipated
benefits (dollars and amenities) to be derived from the ownership into a value estimate.
The Income Approach which is widely applied in income-producing properties anticipates
future income and /or reversions and discounts this to a present value through the
capitalization process.
Normally, these three approaches will each indicate a different value. The final step for the
appraiser is to analyze the strengths and weaknesses of each approach and correlate a final
value estimate.
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MARKET VALUE DEFINED
The most probable price which a property should bring in a competitive and open market
under all conditions requisite to a fair sale, the buyer and seller each acting prudently and
knowledgeably, and assuming the price is not affected by undue stimulus. Implicit in this
definition is the consummation of a sale as of a specified date and the passing of title from
seller to buyer under conditions whereby:
1.

buyer and seller are typically motivated;

2.

both parties are well informed or well advised, and acting in what they consider
their best interest;

3.

a reasonable time is allowed for exposure in the open market;

4.

payment is made in terms of cash in United States dollars or in terms of
financial arrangements comparable thereto; and

5.

the price represents the normal consideration for the property sold unaffected
by special or creative financing or sales concessions granted by anyone
associated with the sale.

Market Value and Fair Value are considered to be the same
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PROPERTY DESCRIPTION
The subject property consists of a commercial condominium building of 11,602 square feet,
currently occupied by Anytime Fitness. It is currently one of two identically sized buildings on a
site of 1.83 acres under the same parcel number; 103-08-075D. Adjacent and to the east of
parcel 103-08-075D is another parcel of essentially the same size, with two more additional
buildings of 11,602 square feet each. Thus, the subject consists of one out of four buildings in
a two-parcel commercial condominium. The entire development has a site size of 165,045
square feet or 3.79 acres.
The purpose of this report is to develop a reasonable opinion of market value for 6715 East 2nd
Street, the southerly building on 103-08-075D, “AS IF” it were a separate parcel, divided
from the current parcel but in proportion to the development as a whole. Thus, the
subject is being appraised under the HYPOTHETICAL condition that 6715 East 2nd Street
is an individual, fully marketable parcel.
Thus, as hypothetically divided, the subject consists of an 11,602 square foot commercial
building located on a site of approximately 39,857 square feet or 0.92 acres, with an address
of 6715 East 2nd Street, Prescott Valley, AZ.
A legal description was not included; it is not relevant to the development of value, and there is no
actual legal description as appraised as of the date of the appraisal.

TAXES AND ASSESSED VALUES
Tax
Year
2013
2014
2015
2016
2017
2018

Total assessed
Value
N/A
N/A
N/A
N/A
$2,461,303
$2,2,600,957

Taxes
$31,910
$28,719
$11,691
$11,756
N/A
N/A

Hypothetical
allocation
$15,955
$14,360
$5,846
$5,878
$1,230,652
$1,300,479
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HISTORY
Yavapai County records list the owner as Pace Preparatory Academy Inc.
Pace Preparatory Academy purchased the entire property of which the subject is a part (50%)
on August 15, 2014 for $1,800,000, or $900,000 per building, or $77.57 per square foot.
The subject building has been occupied by Anytime Fitness since around 2005. Thus, they
were a tenant when Pace purchased the property.
Anytime Fitness has reportedly not been paying the monthly rent of $9,000 per month. The
Anytime Fitness lease expires in April 2018. The owners intend to sell the property rather than
retain the current tenant.
ZONING
The purpose of the C3 (Commercial; Minor Industrial) District is to establish and preserve areas as the
locations for the heaviest type of commercial activities, including warehousing, wholesaling, and light
manufacturing and related uses of such a nature that they do not create serious problems of
compatibility with other kinds of land uses.
Permitted Uses: The following uses are permitted in C3 district as conditioned in
Subparagraph (A)(9) below.
1. All permitted uses in C2 district
2. Business or Professional
3. Retail Sales
The zoning ordinance spells out the many uses and related details.
Bottom line, the zoning is not considered to be an impediment to typical area uses or the current use.
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DISCUSSION OF THE CITY/AREA
STATE:
The subject property is located in Prescott Valley, Arizona. Arizona has been one of the
fastest-growing, most dynamic economies in the nation, with Phoenix now the nation’s sixth
most populous city. The 2010 population of Arizona was 6,392,017, up 24.6% from a 2000
population count of 5,130,632.
The major employment sectors in Arizona include aerospace, electronics and semi-conductor
manufacturing. Tourism, business services and back-office operations are also important
sectors. Arizona’s original export activities - agriculture and mining - remain significant in many
rural parts of the state. Based on sheer size, the real estate and rental industries, the diverse
tourism sector, and government are the largest economic sectors in Arizona. Relative to the
national average, the construction sector is also unusually large because of the state’s rapid
growth in most recent years. The recession resulted in many construction job losses, but with
the new construction market in recovery, there have been some labor shortages in this sector.
However, the unemployment picture has been improving now for more than one year. The
following table summarizes the unemployment rates for the area from 2006 into 2016: The
unemployment rate started to decline as of 2010, after peaking in 2009.
Summary of Unemployment Rates
Year

United States

Arizona

Phoenix MSA

2006

4.6%

4.1%

3.6%

2007

4.6%

3.8%

3.3%

2008

5.8%

5.5%

4.9%

2009

9.9%

10.8%

9.5%

2010

9.4%

10.0%

8.5%

2011

8.5%

9.0%

7.9%

2012

8.1%

7.9%

7.2%

2013

6.7%

7.6%

6.9%

2014

5.5%

6.6%

5.8%

2015

5.0%

5.9%

4.7%

2016

4.6%
5.0%
4.4%
Source: US Bureau of Labor statistics
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Arizona’s most famous tourism draw is the Grand Canyon. Other tourism draws include the
Sedona area, as well as a high concentration of golf courses and resorts, drawing in large
numbers of tourists in the fall to spring months.
The outlook for the state appears to be good for the long term, the state experienced a more
severe downturn in the real estate market than the nation as a whole. Residential real estate
prices lost about 50% to 60% of their value from a few years previous. The epicenter of the
real estate crash was late 2008, followed by price stabilization in the next 3 years, a substantial
recovery in late 2011 through 2013, with stabilization and/or rising prices in the past 3 to 4
years.
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Region:
The subject is located in Prescott Valley, Arizona, in Yavapai County. The county seat is
Prescott.
Following is a population summary of Maricopa and Pinal Counties, as well as some of the
major suburbs. Well over half of the state’s population resides in Maricopa and Pinal Counties.
The 2014 population estimate for Yavapai Count was 218,844, a 3.7% increase since 2010.
1990

2000

2010

State of Arizona

3,665,228

5,130,632

6,392,017

Yavapai County

107,714

167,517

211,073

Cottonwood

6,012

9,385

11,164

Clarkdale

2,303

3,400

4,089

Chino Valley

4,837

7,835

10,817

Prescott

26,455

33,938

39,827

Prescott Valley

9,349

24,421

38,822

Sedona

7,844

10,252

10,048

Camp Verde

107,714

167,517

211,073

Cities in Yavapai County

Yavapai County is located between the Phoenix Metro area to the south, and Coconino County
and the city of Flagstaff to the north, in the central portion of Arizona.
Yavapai County has four major population centers; the Prescott/Prescott Valley/Chino Valley
area; Cottonwood/Clarkdale and Jerome; Camp Verde; and Sedona.
According to Wikipedia, Yavapai County was one of the four original Arizona Counties created
by the 1st Arizona Territorial Legislature. The county territory was defined as being east of
longitude 113° 20' and north of the Gila River. Soon thereafter, the counties of Apache,
Coconino, Maricopa, and Navajo were carved from the original Yavapai County. Yavapai
County's present boundaries were established in 1891.
The county is named after the Yavapai people, who were the principal inhabitants at the time
that this area was annexed by the United States.
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According to the U.S. Census Bureau, the county has a total area of 8,128 square miles
(21,050 km2), of which 8,123 square miles (21,040 km2) is land and 4.4 square miles (11 km2)
(0.05%) is water. It has about 93% of the area of the U.S. state of New Jersey. It is larger than
three U.S. States; Rhode Island, Delaware & Connecticut, and the District of Columbia.
The county's topography makes a dramatic transition from the lower Sonoran Desert to the
south to the heights of the Coconino Plateau to the north, and the Mogollon Rim to the east.
The Highest point above sea level (MSL) in Yavapai County is Mount Union at an elevation of
7,979 ft (2,432 m) and the lowest is Agua Fria River drainage, now under Lake Pleasant.
Land ownership and management


Private ownership: about 25% of Yavapai County's land (by area) is privately owned.



Public land: about 75% of the county's area is publicly owned, including


Federal ownership: about 50% of the county's area is owned by the Federal
government of the United States, including



National Forest lands, managed by the US Forest Service: 38% of the county's
area



Federal lands managed by the U.S. Bureau of Land Management: 11.6% of the
county's area



Small areas of Federal land are managed by the U.S. Bureau of Indian Affairs
and the National Park Service: less than 0.5% of the county's area.

Yavapai County is popular for recreation and tourism. Prescott is well known for its’ traditional
downtown area. Sedona is world famous for its’ red rock scenery and is a very popular tourist
destination.
Yavapai County is also becoming a well known wine producing region and has several well
established vineyards and wineries.
Although population growth slowed in Yavapai County in the wake of the 2008 real estate
crash, the population statistics indicate that population growth has been moderate since 2010.
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CITY/NEIGHBORHOOD
The subject property is located in Prescott Valley, Arizona, which is about 85 miles northwest
of downtown Phoenix and about 60 miles northwest of the nearest contiguous major
development of the Phoenix Metro area in Anthem, along Interstate 17.
Prescott Valley is part of a growing metropolitan area which includes the cities of Prescott,
Dewey, and Chino Valley as well. There are over 100,000 residents in the area. The 2010
population of Prescott Valley was 38,822, with the most recent 2016 estimate at 45,500 per
Wickipedia.
The adjacent city of Prescott was designated as the capital of Arizona Territory in 1864; lost
the distinction to Tucson in 1867; and was again the capital from 1877 until Phoenix became
the capital in 1889. As one of the older established cities in the state, Prescott has a well
preserved downtown area with vintage housing and buildings dating from the early 1900’s. The
epicenter is Courthouse Square, with an old courthouse and park. Off the square is
Montezuma Street and Whiskey Row, with an array of restaurants and bars.
Prescott is a popular tourist destination due to the well preserved downtown and surrounding
areas, as well as amenities such as golf, hiking, and fishing, with the Bradshaw Mountains
located to the south of town.
Prescott enjoys a moderate climate, in contrast to the nearby Phoenix Metro to the south, with
an average high of 88.9 degrees in July, compared with well over 100 for Phoenix. The
average high in December is 51.5 degrees. The city enjoys all four climates, and averages
17.75 inches of precipitation per year.
Educational facilities in Prescott include the Embry-Riddle Aeronautical University, Yavapai
College, and Prescott College.
Prescott Valley, where the subject is located, is the major suburb of Prescott and now has a
higher population than Prescott. Whereas Prescott dates to the late 1800’s and early 1900’s,
Prescott Valley is a modern and suburban area, developing to a large degree in the 1990’s and
later.
While population growth was dramatic in the early 2000’s, the area was hit by the housing
crash like most other areas around 2008. This brought development to a near halt, but
development has been active again for years, especially judging by the population growth
since 2010.
Highway 69 is the major thoroughfare through Prescott Valley; it leads from Cordes Junction at
Interstate 17 and runs through Mayer and Dewey-Humboldt on its way to Prescott Valley and
Prescott.
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Commercial development along and near Highway 69 includes the typical mix of strip malls,
offices, and other service businesses.
Prescott Valley has modern retail development as well, along with major retailers such as
Walmart, Target, Home Depot, Fry’s, Safeway, and many other major retailers and franchise
restaurants.
Prescott Valley's economy consists of industrial, manufacturing, retail and service businesses.
Many retirees live here due to relatively inexpensive housing and the mild climate. Recent
major community additions include a $61M regional medical center and a $15M regional
rehabilitation hospital, and $22M Public Library. Northcentral University is based in Prescott
Valley.

Top employers
According to the Town of Prescott Valley, the top employers in the town are:
#

Employer

# of Employees

1 Humboldt Unified School District

753

2 Yavapai Regional Medical Center

498

3 Walmart

312

4 MI Windows and Doors

288

5 Town of Prescott Valley

254

6 Mountain Valley Regional Rehabilitation Hospital

210

7 Ace Hardware Retail Support Center

206

8 Fry's Food and Drug

180

9 Sam's Club

164

10 Lockheed Martin

140

11 Yavapai College- Prescott Valley Campus

134

12 PrintPak Inc.

131

13 Home Depot

126

14 Superior Industries

110

15 Safeway

106

The outlook for Prescott Valley and the area appears to be good; the area is growing again;
and the appeal of the older, historic areas of Prescott are a community asset and tourist
attraction which should continue to be of benefit to the area.
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DISCUSSION OF SUPPLY AND DEMAND – MARKET ANALYSIS
The economy appears has been in a recovery phase in the last several years after the most
severe downturn since the great depression.
The year 2009 saw the U.S. unemployment rate peak at over 10%. Since 2009, real estate
was on a general downward trend, with some periods of slight increase as well. Overall, the
Phoenix Metro area saw a decline in the median price of a single family home of between 55%
and 60%. From 2009; the real estate market was in a period of low prices, foreclosures, and
short sales, the precursors of recovery. Though it varies by area, the Arizona real estate
market is considered to have hit bottom in late 2011, followed by a remarkable recovery in
2012 and 2013. Since this time, prices have been generally upward, with some ups and downs
depending on the specific location.
Following is a snapshot of single family home price trends in Prescott Valley:
Total number of sales
Number of active listings
Months of housing supply
Median comparable sale price
Median sales days on market

Prior 7-12 months
569
168
1.77
$285,000
63

Prior 4-6 months
207
131
1.90
$335,000
81

Current – 3 months
233
153
1.97
$314,500
54

Residential home prices appear to be trending upward, lower than the previous quarter but
higher than the period of 7 to 12 months ago.
The median price of a home in Prescott Valley at over $300,000 is higher than the approximate
$250,000 in the Phoenix Metro area, which houses about 2/3 of the state’s population.
Following are demographics for the area around the subject property from 2015.

Population
Median Household Income
Average Household Income
Per Capita Income

1 mile
3,348
$42,402
$53,429
$17,873
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3 miles
34,148
$41,8580
$52,165
$20,348

5 miles
44,026
$42,825
$53,019
$20,381

UNEMPLOYMENT
Summary of Unemployment Rates
Year

United States

Arizona

Prescott

Phoenix MSA

2006

4.6%

4.1%

3.5%

3.6%

2007

4.6%

3.8%

4.2%

3.3%

2008

5.8%

5.5%

8.4%

4.9%

2009

9.9%

10.8%

11.2%

9.5%

2010

9.4%

10.0%

10.3%

8.5%

2011

8.5%

9.0%

8.9%

7.9%

2012

8.1%

7.9%

8.1%

7.2%

2013

6.7%

7.6%

6.7%

6.9%

2014

5.5%

6.6%

5.8%

5.8%

2015

5.0%

5.9%

5.0%

4.7%

2016

4.6%
5.0%
4.3%
Source: US Bureau of Labor statistics

4.4%

The unemployment rate has been on the decline for the past few years. The rate in the
Phoenix Area is has reached more traditional levels of unemployment. The rate in the Prescott
area was 4.3%, lower than the state of Arizona rate of 5.0%.
COMMERCIAL MARKET:
Although there is no published information available on vacancy rates and rental rates in
Prescott, the local market appears to be healthy. Vacancy appears to be moderate to low in
the Prescott Valley area, and demand appears to be good. Driving by many multi-tenant as
well as single tenant properties saw occupancy rates which seem to be in balance; some
buildings are full, some have low vacancy and a few have high vacancy; overall, the picture
appears to be normal, when compared with newer suburban areas of Phoenix.
Prescott Valley has many larger chain type retailers, located nearby such as Target, WalMart,
Lowes, and Home Depot, along with many other retailers.
The retail vacancy rate in the Phoenix Metro area has dipped below 10%, and with housing
prices and activity, population growth, and an unemployment rate even lower than the Phoenix
area, the economic conditions in Prescott Valley appear to be relatively healthy for commercial
real estate.
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AREA MAP

SUBJECT
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AREA MAP

SUBJECT
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DISCUSSION OF THE SITE
The hypothetical subject site consists of about one fourth of the condominium development of
which it is a part of.
The total development has a lot size of 165,049 square feet or 3.79 acres. Dividing the size of
the subject’s parent parcel in half results in a hypothetical site size of 0.92 acres or 39,857
square feet.
The total development has 253 parking spaces, which leaves an allocation of 63 spaces for the
subject.
The total development is surrounded by commercial to the north across 2nd Street, a storage
facility to the south and west, and an industrial property to the east.
The site is paved and landscaped and parking spaces are marked. The entrance is from 2nd
Street; the subject site sits at the rear of the overall development.
Thus, the hypothetical subject parcel is 39,857 square feet and has 63 parking spaces.
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Parcel map

SUBJECT

34

AERIAL VIEW

SUBJECT
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DESCRIPTION OF IMPROVEMENTS
The subject improvements consists of an 11,602 square foot commercial condominium
building built in 2003. The measured size was 11,589 square feet; so close to the officially
reported size that the size of 11,602 was used as the basis of comparison. The measured
dimensions were 168.5 feet by 66 feet plus 72 X 6.5 feet.
It is an attractive building with painted Masonite siding, 17 foot walls, and a standard gable
roof with decorative dormers, a look more in line with the Prescott area and the higher
elevations and pines, as opposed to the nearby Phoenix area within the desert environment.
The building is occupied by a fitness facility; as such, it has a fairly basic finish; a few large,
open rooms with simple finishes of epoxy, rubber mats, etc. It also has suspended lighting
and is fully sprinklered. The building also has 100% HVAC.
It also has locker room facilities and some other rooms.
An ample amount of windows bring in plenty of natural light.
Overall functionality is average to good; the space has minima interior build-out, which could
make it easier to adapt to a wide variety of uses.
.
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HIGHEST AND BEST USE DEFINITION
The following definition of Highest and Best Use is taken from Real Estate Appraisal
Terminology, Byrl N. Boyce, Cambridge, MA: Ballinger, 1984, p.127.
That reasonable and probable use that will support the highest
present value, as defined as of the effective date of the appraisal.
Alternatively, that use, from among reasonably probable and legal
alternative uses, found to be physically possible, appropriately
supported, financially feasible, and which results in highest land
value.
The definition...applies specifically to the highest and best use of
land. It is to be recognized that in cases where a site has existing
improvements on it, the highest and best use may very well be
determined to be different from the existing use. The existing use
will continue, however, unless and until land value in its highest and
best use exceeds the total value of the property in its existing use.
The four tests of Highest and Best Use are those outlined above, i.e. physically possible,
legally permissible, financially feasible, and maximally productive.
Highest and Best Use for the subject property is examined on an "as vacant" and "as
improved" basis. The criteria for the Highest and Best Use for the subject are set forth in
The Appraisal of Real Estate, Eleventh Edition, Appraisal Institute, 1996, p.p. 297-319.
The following tests must be met in estimating the Highest and Best Use of a vacant parcel:
there must be a profitable demand for such use and it must return to the land the highest net
return for the longest period of time. These tests have been applied to the subject site and
are discussed as follows.
AS THOUGH VACANT
Physically Possible - One of the first constraints imposed on the possible use of a site, as if
vacant, is dictated by its physical characteristics. Size, shape, area and terrain affect the
uses for which a site may be developed. Utility of a parcel may depend on its frontage and
depth. Consideration must also be made of its potential use rather than its actual use.
Legally Permissible - We have considered the uses which are permitted by public and
private restrictions of the site. The effect of zoning and the uses allowed by current zoning,
or the reasonable probability that a change in zoning could or would be effective within a
reasonably probable period of time must also be considered.
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Financially Feasible - After satisfying the first two tests, and considering the potential uses
possible based on the physical and legal limitations of the site, the uses must be analyzed to
determine if they are indeed financially feasible.
Maximally Productive - Of the financially feasible uses, the use that produces the highest
price or value consistent with the rate of return warranted by the market is the Highest and
Best Use.
CONCLUSION
Highest and Best Use, as if Vacant – The highest and best use as vacant would be
development with a retail or office use compatible with other uses in the development and
the area, consistent with market demand.
Highest and Best Use, as Improved – As improved, the current use as a commercial facility
is a reasonable use. Industrial and residential are ruled out. Commercially oriented uses
including commercial service (such as the current use), retail, or office are considered the
highest and best use of the property.
The highest potential value, judging by trends in the current market, would be signing
a credit tenant to a long term lease on NNN lease terms and marketing the property to
an investor; NNN leased properties are generally garnering the highest prices in the
current market.
Note: A complete highest and best use analysis was not prepared since it is beyond the
scope of the appraisal assignment. A complete analysis would include a feasibility study
which would thoroughly illustrate area demographics, legal conformity and surrounding land
uses, neighborhood growth, and physical capabilities.

38

LAND VALUE ESTIMATE
A land value analysis was not included; it is irrelevant to the calculation of market value. The
subject is part of a condominium; not an independent property. There is just no clear basis
for providing this approach.
THE COST APPROACH TO VALUE
The Cost Approach is not recognized as market relevant for this property type in this
location, as implied above.
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DIRECT SALES COMPARISON APPROACH
The indicated value by the Direct Sales Comparison Approach is $1,200,000.
This portion of the appraisal process involves the direct comparison of the property being
appraised to similar properties having sold in the same or similar market in order to arrive at
an indicator of value for the subject property. This approach is also called the Market Data
Approach.
Among the basic real estate principles reflected in this approach is the principle of
substitution which states, in part, that the value of a property replaceable in the market tends
to be set by the cost of acquiring an equally desirable substitute property assuming that no
costly delay is encountered in making the substitution.
The application of the approach involves market research to obtain recent sales of properties
as similar as possible to the subject. The sale prices of those properties deemed most
comparable tend to set the range in which the value of the subject property will fall.
Differences between the comparable sales and the subject are analyzed based on market
reaction to these differences. The following analysis is a presentation of the comparable
sales that are considered to possess the highest degree of similarity to the subject property
and therefore provide an adequate reflection of the estimated market value of the property.
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Comparable 1
Address:
City:
Parcel:
Age:
Size - SF:
Site – SF:
Land/Bldg:
Sale Date:
Price:
Price per sq ft:
Financing:
Verification:
Comments:

6426 E State Route 69
Prescott Valley
103-07-181A
1990
4,770 SF
13,939 SF
2.92 to 1
03/30/2017
$437,000
$91.61
$250,000 down, seller loan
County records, MLS, Doc#17-0015412
Nearby, multi-tenant, frontage road, better visibility, lower quality
building. About 50% vacant.

.
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Comparable 2
Address:
City:
Parcel:
Age:
Size - SF:
Site – SF:
Land/Bldg:
Sale Date:
Price:
Price/sq ft bldg:
Financing:
Verification:
Comments:

8133 E State Route 69
Prescott Valley
103-05-152
2001
6,560 SF
19,602 SF
2.99 to 1
03/15/2017
$715,500
$109.07
Assumption of loan
2017-0012743, MLS, county
Commercial property with four suites; about 75% occupied. Includes a tanning salon and
an H&R Block.
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Comparable 3
Address:
City:
Parcel:
Age:
Size - SF:
Site – SF:
Land/Bldg:
Sale Date:
Price:
Price per sq ft:
Financing:
Verification:
Comments:

8098 East Valley Road
Prescott Valley
103-22-043A
2002
3,093 SF
12,197 SF
3.94 to 1
03/06/2017
$400,000
$129.32
Conventional
2017-0010928, MLS, County
This 5 suite commercial building is 100% leased. It is located one block back of
the 69 frontage Road
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Comparable 4
Address:
City:
Parcel:
Age:
Size - SF:
Site – SF:
Land/Bldg:
Sale Date:
Price:
Price per sq ft:
Financing:
Verification:
Comments:

8603 East Eastridge Road
Prescott Valley
103-05-009P
2005
14,035 SF
56,628 SF
4.03 to 1
05/20/2016
$1,350,000
$96.19
$1,100,000 down, seller loan.
Doc#16-0024110, County Records, MLS
Newer masonry commercial building with high ceiling heights, four units. Includes
office, former retail, and shell space.
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Comparable 5
Address:
City:
Parcel:
Age:
Size - SF:
Site – SF:
Land/Bldg:
Sale Date:
Price:
Price per sq ft:
Financing:
Verification:
Comments:

3050 N Navajo
Prescott Valley
103-02-003Y
1994
8,230 SF
39,640 SF
4.82 to 1
05/05/2016
$647,500
$78.68
Conventional
MLS, county, Doc #16-0021462
Multi-tenant office and commercial; including “Curves.” Sold 60% occupied.
Lower visibility than the subject.
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Comparable 6
Address:
City:
Parcel:
Age:
Size - SF:
Site – SF:
Land/Bldg:
Sale Date:
Price:
Price per sq ft:
Financing:
Verification:
Comments:

8655 East Eastridge
Prescott Valley
103-05-009W
2007
6,375 SF
26,136 SF
4.10 to 1
08/20/2015
$615,000
$96.47
Conventional
Doc#15-0039644, County Records, MLS
This property has a similar degree of visibility.
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Comparable 7
Address:
City:
Parcel:
Age:
Size - SF:
Site – SF:
Land/Bldg:
Sale Date:
Price:
Price per sq ft:
Financing:
Verification:
Comments:

6520 E 2nd Street
Prescott Valley
103-08-041C
2002
7,497 SF
39,640 SF
5.29 to 1
Pending as of 05/08/2017
$799,000 asking, original list was $839,000, days on market is 86
$106.58
N/A - Active
MLS, county records.
In very close proximity; 32% occupied; 68% vacanct.
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Comparable 8
Address:
City:
Parcel:
Age:
Size - SF:
Site – SF:
Land/Bldg:
Sale Date:
Price:
Price per sq ft:
Financing:
Verification:
Comments:

6669 E 1st Street
Prescott Valley
103-08-054A, 044X
2000
21,763 SF
49,658 SF
2.28 to 1
Active
$2,995,163
$137.63
N/A - Active
County records and Loopnet
Single tenant; Mattress & Furniture Gallery, leased, 8% cap rate. Very close.
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Comparable 9
Address:
City:
Parcel:
Age:
Size - SF:
Site – SF:
Land/Bldg:
Sale Date:
Price:
Price per sq ft:
Financing:
Verification:
Comments:

6650 E 2nd Street
Prescott Valley
103-08-054B
2003
14,130 SF
42,689 SF
3.02 to 1
Active
$1,890,000
$133.76
N/A - Active
County records, observation.
Tenants are; Sherwin Williams; and Fitness for $10. The asking cap rate
is 6.38%.
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DISCUSSION OF DIRECT SALES COMPARISONS
We have compared the subject property to 6 sales, 1 pending, and 2 listings.
Following is a summary of the sale information.
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1

2

COMPARABLE SALES SUMMARY GRID AND ADJUSTMENTS
3

4

5

6

7

8655Eastdrige

6520 E 2

8098 Valley

8603 Eastridg

3050 Navajo

Size – SF 11,602

4,770

6,560

3,093

14,035

8,230

6,375

7,497

21,763

14,130

Land/Bldg Ratio 3.44

2.92 to 1

2.99 to 1

3.94

4.03

4.82

4.10

5.29

2.28

3.02

Price/SF - $

91.61

109.07

129.32

96.19

78.68

96.47

106.58

137.63

133.76

Property rights

0

0

0

0

0

0

0

-10%

-5%

Sale Date

Sale conditions
Market conditions

1990

03/2017
0

0

2001

03/2017
0

0

2002

03/2017
0

0

2005

05/2016
0

+5%

1994

05/2016
0

+5%

2007

08/2015
0

+10%

2002

Pending
-5%
0

2000

Active
-10%

0

6650 E 2nd St

2003

Active
-10%

0

0

0

0

0

+5%

+10%

Location/visibility

-10%

-10%

0

+5%

+5%

+5%

Land/Building ratio

+5%

+5%

-3%

-3%

-7%

-3%

-7%

+7%

+5%

-8%

-12%

0

0

Size

Appeal/functionlty/age
Net adjustments

Indicated Value/SF

Range:

91.61
-5%

+15%

+10%

$100.77

109.07
0

0

-5%

$103.62

129.32
-10%
0

-13%

$112.51

101.00
0

0

+2%

$103.02

$84.97 to $113.70 Median = $103.02 Average = $101.72
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82.61
0

+10%

+8%

$84.97

-20%

st

TOTAL ADJUSTMENT
Indicated value/SF

-5%

6669 E 1 St

9

8133 E 69

Age – 2003

St

8

6426 E 69

Location

nd

-15%

106.12

101.25

110.10

113.70

0

0

+3%

0

-10%

$97.63

Midpoint = $99.34

-5%

0

$89.10

-10%

0

$110.10

-5%

0

$113.70

CORRELATION OF THE DIRECT SALES COMPARISON APPROACH
The subject was compared to several sales and listings of similar properties in Prescott Valley, in
close proximity to Highway 69, some with Highway visibility.
Older sales were adjusted up for changes in market conditions, which have generally been up.
Adjustments were made for differences in land to building ratio as well.
Comp 1 is an inferior building surrounded by less appealing properties, but is visible from Highway
69, as it is on the frontage road. It was adjusted up for being less appealing overall.
Comp 2 was adjusted down for the highway visibility.
Comp 3 is a smaller, fully leased building adjusted down for smaller size. The full occupancy likely
contributed to the higher price per unit.
Comp 4 is one of the better sales; similar in quality and scale overall; as well as fairly similar
exposure.
Comp 5 is a multi-tenant, 60% occupied. Visibility is considered somewhat lower.
Comp 6 was adjusted down for higher overall quality with more interior build-out.
Comps 7, 8 and 9 are in close proximity.
Comp 7 was adjusted down for being a listing, and down for visibility; it is on 2nd Street, but the other
side of the building fronts on 1st Street, which gives it direct highway visibility.
Comp 8 is 100% occupied on a net lease netting $11.01 per square foot in net operating income,
based on the cap rate. Assuming a higher credit tenant, and a likely reduction for being a listing, it
was adjusted down for property rights and for being a listing.
Comp 9 has two tenants; Sherwin Williams and Fitness for $10. Sherwin Williams would be
considered a better tenant than the subject tenant. Comp 9 is listed with a 6.38% cap rate,
somewhat aggressive, though the rental rate is not that high. It was adjusted down for listing status
and likely having higher credit tenancy.
The data suggests a value in the $80 per square foot range on the low end, to the lower $100 range
on the upper end.
The adjusted data was used to settle on a single point of $100.00 to $105.00 per square foot.
11,602 square feet x $100.00 per square foot = $1,160,200, rounded to $1,160,000.
11,602 square feet x $105.00 per square foot = $1,218,210, rounded to $1,220,000.
ROUNDED: $1,200,000
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INCOME APPROACH
This approach to value involves an analysis of the property in terms of its ability to produce an
income stream. This net income is then discounted at a rate commensurate with the relative
certainty of its continuance and the risk involved in ownership.
The following pages contain some comparable rentals.
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Rental Comparable 1
Address:
Size - SF:
Date:
Rate per sq ft:
Comments:

6550 E 2nd Street
2,528 SF
Leased 10/28/16
$12.00 MG (Modified Gross)
Nearly across street from subject. New tenant is a physical therapy
business situated between Pet Dental and Masters Touch Travel. It was
listed at $13.20/SF
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Rental Comparable 2
Address:
Size - SF:
Lease Date:
Rate per sq ft:
Comments:

6616 E 2nd Street
3,396 SF
Leased 06/30/2015
$9.96 NNN
Nearly across the street from subject. Appears to be full.
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Rental Comparable 3
Address:
Size - SF:
Date:
Rate per sq ft:
Comments:

6669 E 1st Street
21,763
Current as of 05/2017; property is listed for sale.
$11.01 NNN
This building is located nearly across the street; it has a long term occupant;
Mattress and Furniture Gallery, and is being advertised with an 8% cap rate as
an investment property.
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Rental Comparable 4
Address:
Size - SF:
Date:
Rate per sq ft:
Comments:

6650 East 2nd Street
14,130 square feet
Current average rate
$8.53 modified NNN
Across from the subject; Sherwin Williams and Fitness for $10. The leases
expire in 2018 with renewals for Sherwin Williams for 2 additional 5 year terms.
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Rental Comparable 5
Address:
Size - SF:
Date:
Rate per sq ft:
Comments:

2710 North Glassford Hill Road
10,300 square feet
Leased 12/15/2015
$10.00 NNN
Nearby commercial building; the asking rate was $12.00/SF NNN.
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Rental Comparable 6
Address:
Size - SF:
Date:
Rate per sq ft:
Comments:

2485 N Great Western
2,010
12/01/2015
$9.00 NNN
One space in a 4 tenant commercial building; the address is Great Western
but is has direct visibility along Highway 69. It was listed at $12.00/SF. By
Culver’s Restaurant
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Rental Comparable 7
Address:
Size - SF:
Date:
Rate per sq ft:
Comments:

6594 E 2nd Street
1,488
Active
$11.00 NNN
Vacant retail space, nearby across the street. The NNN or CAM charges are
an additional $6.28/SF.
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Rental Comparable 8
Address:
Size - SF:
Date:
Rate per sq ft:
Comments:

6616 East 2nd Street
1,262 to 3,396 SF
Active
$11.00 NNN
Available retail space, very close to the subject.
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Rental Comparable 9
Address:
Size - SF:
Date:
Rate per sq ft:
Comments:

6520 E 2nd Street
5,100 max contiguous; 1,100 and 4,000 SF
Active
$10.80 NNN
Vacant commercial space. NNN charges are $2.52/SF
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Rental Summary (All in Prescott Valley, mostly very near)
#
1
2
3

6550 E 2nd St
6616 E 2nd St
6669 E 1st St

Size
SF
2,528
3,396
21,763

4

6650 E 2nd St

14,130

NNN

$8.53

5
6
7
8

2710 N Glassford Hill
2485 N Great Western
6594 E 2nd St
6616 E 2nd St

10,300
2,010
1,488
1,262 to
3,396
5,100
11,602

NNN
NNN
NNN
NNN

$10.00
$9.00
$11.00
$11.00

Leased 10/2016
Leased 06/2015
Current rate, Mattress and Furniture
Gallery, 8% Cap rate
Nearby 2 tenant; Sherwin Williams and
Fitness for $10. 6.38% Cap rate
Leased 10/2015
Leased 12/2015
Active listing
Active listing

NNN
MG

$10.80
$9.31

Active; 1,100 and 4,000 SF
Subject lease rate at $9,000 per month

9
Sub

Address

6520 E 2nd St
6715 E 2nd St

NNN = Triple net.

Lease
Type
MG
NNN
NNN

$/SF
12.00
$9.96
$11.01

FS = Full service, also known as gross.

Comments

MG = Modified gross

RECONCILIATION:
The above rates are calculated on NNN and MG bases. In NNN, the tenant pays all
expenses including property taxes and insurance. In MG leases, the tenant typically pays
the utilities with the landlord paying the other expenses. In full service leases, the owner
pays all the expenses including utilities. Logically, full service leases will typically have the
highest rates and NNN the lowest, but there is always variation.

SUBJECT LEASE:
Tenant
Anytime Fitness

Size - Monthly
SF
rent
11,602 $9,000

Annual
$/SF
rent
$108,000 $9.31

Terms
In since 2005, expires 04/2018.
Tenant pays utilities. The owner
pays taxes, insurance, and exterior
maintenance.

The subject tenant is reported to have a poor payment record; as a result the owner does
not intend to renew the lease. The subject is considered to be inferior to a fully net leased
commercial property on an economic basis.
The indicated net rate on the above space is estimated at with taxes at $0.51/SF. Insurance
estimated at $0.25/SF, and miscellaneous and maintenance estimated at $0.50, for an
estimated Net rate of around $8.00/SF NNN.
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CONCLUSION:
The subject is leased at $9.31/SF Modified gross, which would be around $8.00/SF or
possibly less on a NNN basis.
The comps are generally in the $8.50 to $11.00 range on a NNN basis; they appear to
center around $10.00 per square foot.
The subject building is of good quality and appeal, but because it sits on the south side of
2nd Street at the rear of the development; it is possible that the lower visibility places it on
the lower side of the market in terms of rental rates, because the space would be lee likely
to attract tenants who want or need good street visibility, though the buildings and entrance
have pretty good visibility.
Bottom line, a reasonable rate appears to be above the subject’s current rate, but on the low
end of the comparable rates, estimated at $9.00 per square foot NNN.
11,602 square feet X $9.00/SF NNN = $104,418
EXPENSES:
The expenses are quite low at the subject; 2016 taxes were $11,756, which is only $0.51
per square foot on two buildings of 11,602 square feet each.
Insurance is estimated at $0.25 per square foot, or $2,900.
Even though the subject is a condominium, there is no HOA. The two owners deal with
expenses on a case by case basis.
An allowance for maintenance was estimated at $1.00 per square foot.
An additional $0.50/SF was added for miscellaneous.
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VACANCY RATE
The Fourth Quarter 2016 Retail Report from Colliers reported that the retail vacancy rate is
9.5% in the Phoenix Metro, a barometer of the state, to a limited degree. The Prescott
Valley/Prescott area is considered one of the culturally and economically vibrant urbanized
areas outside of the Phoenix and Tucson Metro areas, along with Flagstaff and Sedona.
Other areas such as Sierra Vista, Yuma, Winslow, and others are depressed in comparison,
with much lower levels of economic activity and price levels.
Although there is no published information for Prescott Valley for commercial vacancy rates,
observation of many buildings found healthy vacancy and occupancy levels and an active
market. Many multi-tenant buildings are full, others with 1 vacancy, and others with higher
vacancy.
Enough information is available through observation to conclude that an investor would
apply typical pro-forma rates of 5% to 10%, estimated at 7.5%.
Gross Scheduled Rent
ADD: Expenses
Taxes
Insurance
Maintenance
Miscellaneous and reserves
Management 3%
Total Expenses
TOTAL INCOME
LESS: 7.5% vacancy
EFFECTIVE GROSS INCOME
EXPENSES
Taxes
Insurance
Maintenance
Miscellaneous and reserves
Management 3% Rent less 7.5%
Total Expenses
NET INCOME

$104,418
$5,878
$2,900
$11,602
$5,801
$3,133
$29,314
$133,732
$10,030
$123,702
$5,878
$2,900
$11,602
$5,801
$2,898
$29,079
$94,623

SELECTION OF CAPITALIZATION RATE
Capitalization rates are selected on the basis of market data. The capitalization rate is
derived for each sale by dividing the net income by the sale price. The capitalization rate
selected is based on the individual rates for which this information was available. After
determining a net operating income attributable to the subject property, it is necessary to
determine an appropriate overall capitalization rate.
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ACTUAL RATES:
Following is a list of some actual cap rates in the area.
Address

City

Size
SF

1
2

6669 E 1st Street
6650 E 2nd Street

Prescott Valley
Prescott Valley

3
4
5
6
7
8
9
10

8098 E Valley Rd
8556 E Hwy 69
7527 E Florentine
1042 Willow Creek Rd
6871 E 1st Street
5840 N Pecos Cir
1151 W Iron Springs
8168 E Florentine

Prescott Valley
Prescott Valley
Prescott Valley
Prescott
Prescott Valley
Prescott Valley
Prescott
Prescott Valley

–

Type

Sale
Date

Price - $

$/SF

21,763
14,130

1 tenant retail
2 tenant comm.

Active
Active

2,995,163
$1,890,000

137.63
133.76

8.00%
6.38%

3,093
6,000
25,076
165,065
7,514
4,557
7,644
4,000

5 tenant comm.
Multi-tenant comm.
Goodwill, new 2014
Safeway Center
AAMCO
Light Indus,3 tenant
Multi-tenant office
4 tenant comm.

03/2017
Active
06/2014
Active
Pending
Pending
05/2015
04/2015

$400,000
$780,000
$5,270,000
$13,750,000
$865,000
$439,000
$959,500
$400,000

$129.32
$130.00
$210.16
$83.30
$115.12
$96.33
$125.52
$100.00

7.87%
5.76%
6.90%
7.47%
7.97%
7.00%
8.48%
8.75%

MARKET REPORTS
Per Q4 2016 Colliers Retail Report, “Cap rates compressed to close 2016. The average cap
rate in transactions during the fourth quarter was 6.5 percent, down from 6.8 percent in the
third quarter. For the full year, cap rates averaged approximately 7 percent, 70 basis points
lower than 2015.” Of course, this refers to the Phoenix Metro area.
Because the subject does not have a long term tenant, the subject would have a higher cap
rate, which definitely rules out the sub 7% range, with the 8% range more likely. We have
estimated a cap rate of 8.00% to 8.50%.
DIRECT CAPITALIZATION METHOD
Indicated Value =

Net Operating Income (NOI) divided by the Overall Capitalization Rate

Indicated Value =
Indicated Value =

$94,623(NOI) divided by 8.50% = $1,113,211 rounded to $1,115,000.
$94,623 (NOI) divided by 8.00% = $1,182,787 rounded to $1,180,000.

The two results average $1,147,500, based on differing calculations of NOI. A reconciled
value of $1,150,000 was used.
The value indicated by the Income Approach is $1,150,000.
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RATE

RECONCILIATION AND FINAL ESTIMATE OF VALUE
In summary, the value indications for the approaches to value utilized in this appraisal are as
follows:
COST APPROACH:
DIRECT SALES APPROACH:
INCOME APPROACH:

N/A
$1,200,000
$1,150,000

In the appraisal process, the replacement cost new generally tends to set the upper limit of
value for a property, as an informed buyer will pay no more for an existing property than it
would cost for him to construct a new building of equal quality and utility. This approach was
not considered to be market relevant.
The Direct Sales Comparison Approach was based on the analysis of sales of generally
comparable office properties. These sales were analyzed and adjustments were made for
those dissimilarities between the comparable sales and the subject property. The sales
approach provided a reasonable basis for value and was given substantial weight; a little
more weight because there are actual sales of single level retail in the same center.
The Income Approach is generally emphasized in the appraisal of income producing
properties. A potential buyer or developer is primarily interested in the income producing
capability of a property, while the underwriters are similarly interested in the income
producing aspects, as a measure of its ability to properly cover the mortgage debt service.
The income approach was given consideration as well, since it is has been operating as an
income producing property.
A reconciled market value of $1,175,000 was chosen to represent the data as a single point.
THE INDICATED VALUE AFTER CONSIDERING ALL APPROACHES IS:
$1,175,000
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DISCUSSION OF MARKETING TIME
A reasonable marketing time is the estimate of time to sell a property at the estimated market
value during the period immediately after the effective date of an appraisal. The marketing
time analysis uses some of the same data that the exposure time analysis uses and is not
intended to predict the date of the sale. The estimate may be expressed as a range and can
be based on one or more of the following:
*
*
*
*

Statistical information about days on market;
Information gathered through sales verification;
Interviews of market participants; and
Property type

Properties with a high degree of comparability and demand tend to have the shortest
marketing times. For example, homes in a tract subdivision with relatively few differences
will typically sell between 30 and 180 days, with 30 to 90 days being common, as long as
they are priced appropriately. Properties such as office, retail, industrial, and apartments will
typically have longer marketing periods due to the less homogeneous nature of these
properties. However, owners typically expect to sell these properties in one year or less,
and this expectation is reasonable as long as they are priced appropriately.
An example of a property which may have a longer marketing period may be a large industrial
property which is outdated and located in a limited market area. For example, a 500,000
square foot industrial property located far outside of a major metro area will have an
unpredictable and small pool of potential buyers. The subject falls into the typical
commercial category, where a property is typically expected to sell within one year or less.
This type of property has good demand, evidenced by sales in the marketplace, and the
existence of other similar properties.

68

CERTIFICATION
I certify that, to the best of our knowledge and belief............
-

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

-

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

-

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

-

neither my engagement to make this appraisal (or any future appraisals for this client) nor any
compensation are contingent upon the reporting of a predetermined value or direction in value
that favors the cause of the client, the amount of the value estimate, the attainment of a
stipulated result, or the occurrence of a subsequent event.

-

my analyses, opinions, and conclusions were developed, and this report was written to be in
conformity with the requirements of the Uniform Standards of Professional Appraisal Practice.

-

Eric J. Lekander made a personal inspection of the property that is the subject of this report.

-

no one provided significant professional assistance to the person signing this report.

-

I am currently certified under the requirements of the State of Arizona general certification and
continuing education program of real estate appraisers.

-

The appraiser has not previously appraised the subject property or provided any other real
estate related services in regard to the subject property in the past three years, nor previous to
the past three years.

Based on the information contained in this report, and other data considered in this analysis, it is our
opinion that the Fee Simple Market Value of the subject property and based on a one-year marketing
and exposure period, as of May 15, 2017 is: $1,175,000

Eric J. Lekander
Certified General Real Property Appraiser
Certification # 31072

Eric J. Lekander
4255 East Desert Forest Trail · Cave Creek, AZ 85331 · (480)650-7343 · Fax (480) 563-7574
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QUALIFICATIONS OF: Eric J. Lekander
Certified General Real Property Appraiser
AZ Certification #31072
TYPES OF APPRAISALS:
All categories of real estate including:
Shopping Centers
Industrial
Apartments
Office
Restaurants
Farms
Vacant Land
Single Family Residential
Churches
Special use
Residential Subdivision Development
Office
BUSINESS EXPERIENCE:
Independent Commercial Fee Appraiser - 1993 to present
Residential and Commercial Appraiser - Precision Appraisals of Arizona - 2001 to 2003
Commercial Appraiser - Lyons Valuation Group LLC, Phoenix - 2002 to present
Commercial Appraiser - Orion Appraisals of Minnesota - 1993 to 2001
Financial Planner - American Express Financial Advisors - 1991-1992
Investor in Residential Income Property
EDUCATION:
University of Minnesota - Bachelor of Arts in Psychology
SPECIALIZED EDUCATION:
Office and retail appraisal
Investment property appraisal
Advanced yield capitalization
Mortgage lending
Investment and financial analysis
USPAP courses through the Appraisal Institute
Many other specialized courses
REFERENCES:
Theo Krammer; Orion Appraisals, St. Paul, MN 651-636-1339
David Lyons, MAI, Lyons Valuation, Scottsdale, AZ 602-369-3206
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PARTIAL LIST OF CLIENTS
Performance Mortgage
Access Buyers Security Mortgage
Suburban Mortgage
Mercury Real Estate Services
Bayview Financial
Sonoma National Bank
BNC National Bank
Stearns Bank
Northland Financial
Goodhue County National Bank
U.S. Bank
JEBCO, Inc.
Department of Natural Resources
Marquette Bank
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ADDENDA
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