Summary and Cap Rate Analysis for Industrial Properties in Chicago
Summary
The provided document is a capitalization rate (cap rate) study for industrial properties in the Chicago area, prepared by Newmark Valuation & Advisory for Ryan LLC. The report includes detailed economic and market analysis, focusing on various factors affecting the industrial real estate market in Chicago.
Key Points:
1. Economic Overview:
· The national and local economies are influenced by high inflation and rising interest rates.
· Chicago's economy has been underperforming, with flat payroll employment and mixed performance across different sectors.
· Major sectors contributing to the local economy include healthcare, manufacturing, and government.
2. Industrial Market Analysis:
· The Chicago industrial market has experienced fluctuating occupancy rates and rental rates over recent quarters.
· The market saw increased vacancy rates and a slowdown in industrial sales activity due to rising interest rates and higher construction costs.
· The overall trend shows an increase in asking rents but also higher vacancy rates due to overdevelopment.
3. Capitalization Rates:
· Capitalization rates for industrial properties are influenced by various factors, including borrowing costs, investor demand, and future income growth expectations.
· Recent trends indicate an increase in cap rates due to higher interest rates and economic uncertainties.
Cap Rate Analysis
Steps to Conduct Cap Rate Analysis:
1. Determine Net Operating Income (NOI):
· NOI is calculated by subtracting operating expenses from gross rental income.
· Ensure all relevant income (e.g., rental, ancillary income) and expenses (e.g., maintenance, taxes, insurance) are accounted for.
2. Identify Comparable Sales:
· Review recent sales of similar industrial properties in the Chicago area to determine market cap rates.
· Use data from reliable sources such as market reports, real estate databases, and appraisals.
3. Calculate Cap Rate:
· Cap Rate = (NOI / Purchase Price) * 100
· Example: If an industrial property has an NOI of $500,000 and a purchase price of $10,000,000, the cap rate would be: Cap Rate=($500,000$10,000,000)×100=5%\text{Cap Rate} = \left(\frac{\$500,000}{\$10,000,000}\right) \times 100 = 5\%Cap Rate=($10,000,000$500,000​)×100=5%
4. Analyze Market Trends:
· Consider macroeconomic factors such as interest rates, inflation, and economic growth.
· Evaluate local market conditions, including supply and demand, vacancy rates, and rental trends.
5. Adjust for Property-Specific Factors:
· Adjust the cap rate based on the specific characteristics of the property being analyzed, such as location, condition, and lease terms.
6. Use Band of Investment Method:
· This method involves calculating the cap rate based on the weighted average cost of capital (WACC), considering both debt and equity components.
· Formula: Cap Rate=(LV×rd)+(EV×re)\text{Cap Rate} = \left(\frac{L}{V} \times r_d\right) + \left(\frac{E}{V} \times r_e\right)Cap Rate=(VL​×rd​)+(VE​×re​) Where:
· LLL = Loan amount
· VVV = Property value
· rdr_drd​ = Mortgage interest rate
· EEE = Equity amount
· rer_ere​ = Required rate of return on equity
Example Calculation
1. Determine NOI:
· Gross Rental Income: $800,000
· Operating Expenses: $300,000
· NOI = $800,000 - $300,000 = $500,000
2. Identify Comparable Sales:
· Property A sold for $10,000,000 with an NOI of $550,000 (Cap Rate = 5.5%)
· Property B sold for $12,000,000 with an NOI of $660,000 (Cap Rate = 5.5%)
· Average Cap Rate from comparables = 5.5%
3. Calculate Cap Rate for Subject Property:
· Using NOI of $500,000 and a comparable cap rate of 5.5%: Estimated Value=($500,0005.5%)=$9,090,909\text{Estimated Value} = \left(\frac{\$500,000}{5.5\%}\right) = \$9,090,909Estimated Value=(5.5%$500,000​)=$9,090,909
4. Adjust for Specific Factors:
· Adjust cap rate based on property specifics (e.g., location, lease terms):
· Adjusted Cap Rate = 5.7%
5. Band of Investment Method:
· Loan amount (L) = $6,000,000, Property value (V) = $10,000,000, Mortgage interest rate (r_d) = 6%
· Equity amount (E) = $4,000,000, Required rate of return on equity (r_e) = 8% Cap Rate=($6,000,000$10,000,000×6%)+($4,000,000$10,000,000×8%)=6.8%\text{Cap Rate} = \left(\frac{\$6,000,000}{\$10,000,000} \times 6\%\right) + \left(\frac{\$4,000,000}{\$10,000,000} \times 8\%\right) = 6.8\%Cap Rate=($10,000,000$6,000,000​×6%)+($10,000,000$4,000,000​×8%)=6.8%
Final Cap Rate: Based on the analysis, the final cap rate for adjudicating the industrial property tax appeals would be adjusted to reflect the current market conditions, property specifics, and investment returns, resulting in an estimated cap rate of around 6.5% - 6.8%.
This comprehensive approach ensures that the cap rate analysis is robust and considers all relevant factors for accurate property tax appeal adjudication.

