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* Analyze the above to determine how the data translates into value
indications for the subject.

* Due to the scale of the subject development, research was limited to the
local market. Regional financial indicators and investor requirements are
also relevant.

The foregoing list represents an overview of the major items that constitute the
scope of work of this appraisal. Additional items that are relevant to the
definition of the appraisal scope will be found in other portions of the appraisal
text, where they reference appraisal procedures or market analysis issues. The
appraisal is sufficient in scope to develop credible assignment results.

INTENDED USER AND INTENDED USE

The report is intended for use only by Bank of Ann Arbor as client. There areno
other intended users. The appraisal is being prepared for the client and is
intended only for collateral evaluation purposes. This report is not intended for
any other use.

TYPE AND DEFINITION OF VALUE

This report estimates the market value of the property. As used herein, the term
"market value" is based on the definition generally used by agencies that regulate
federally insured financial institutions in the United States.

“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 are the

consummation of a sale as of a specified date and the passing of title from

seller to buyer under conditions whereby:

e Buyer and seller are typically motivated;

e Both parties are well informed or well advised, and acting in what they
consider their own best interests;

e A reasonable time is allowed for exposure in the open market;

e Paymentis made in terms of cash in U.S. dollars or in terms of
financial arrangements comparable thereto; and

e 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.”!

1 “Interagency Appraisal and Evaluation Guidelines; Notice” - “Federal Register /Vol. 75, No.237
Friday, December 10, 2010/ Notices” — “Appendix D-Glossary of Terms” — page 77471
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Further, the term “as-is” market value is identified to be:

“The estimate of the market value of real property in its current physical
condition, use, and zoning as of the appraisal’s effective date.”2

PROPERTY RIGHTS APPRAISED

Fee Simple Estate Defined

The definition of fee simple estate according to The Dictionary of Real Estate
Appraisal is as follows.

“ 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.”3

ASSUMPTIONS & LIMITING CONDITIONS

The opinions of market value are predicated on the following extraordinary
assumption, which might have affected the assignment results.

o The subject contains visible signs of mold in the basement. Terzo &
Bologna appraisers are not environmental analysts. Remediation has
been estimated for valuation purposes and is assumed to be limited to
the visible areas with the assumption that there is no defect in the
foundation or structure of the existing improvements. If found to be
contrary to this assumption, the value conclusions will be affected and
we reserve the right to modify the value conclusions.

This report has been made with the following general assumptions:

1. No responsibility is assumed for the legal description, legal matters, or title
considerations. Title to the property is assumed to be clear and marketable,
and it is assumed that there are no recorded or unrecorded matters or
exceptions to title that would adversely affect marketability or market value.

2. Unless otherwise stated, no consideration is given to liens or encumbrances
against the property.

3. Responsible ownership and competent property management are assumed.
An analysis of owner or management effectiveness and current or anticipated
actions that will affect property operations is beyond the scope of this report.

2 Ibid.
3 Appraisal Institute, The Dictionary of Real Estate Appraisal, 6th ed., s.v. “fee simple estate”.
(Chicago: Appraisal Institute, 2015).
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Conclusion: Hold for future retail or office development with
improvements ranging from 5,000 to 10,000 square
feet.

HIGHEST & BEST USE AS IMPROVED

The subject property is currently improved with a use that conforms to the
highest and best use of the land as if it were vacant but the improvements exceed
the density that would be legally permissible on the vacant site under the current
zoning. The improvements add considerable value to the land as if vacant and,
in fact, generate a higher value than the property would if it were modified to
conform to the legal density. It therefore does not make sense (not feasible) to
raze all or a portion of these existing improvements only to modify the
development to achieve a lower, “legal” density. The zoning ordinance allows
the current improvements to remain intact so long as the extent of the non-
conformance is not increased. Further, the three parcels and structures
effectively operate as one economic site, so splitting the property into its discrete
legal components would complicate operations and likely decrease the overall
value.

As to the utility and design of the improvements, mold has been identified in the
basement and a cost to cure was estimated. Based on the valuation that follows,
the mold issue is concluded to be curable, as the market value of the subject upon
curing and stabilization exceeds the underlying land value, less demolition. The
office suites are constructed within the general expectations of the market so no
major modification or enhancement, aside from some modest updating, is
dictated to maximize value.

Therefore, the highest and best use of the property as improved is recognized to
be for a continuance of the present improvements as one economic site, with
curing of the mold deferred maintenance.

&BOLOGNA INC. Real Estate Counselors and Appraisers
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Economic Rents

Selection of Comparables

Economic rent to the subject can be extracted from other properties in the market
that are being offered for lease or that have actually leased. In selecting the
comparables available data was scrutinized based on relevance to the analysis.
Emphasis was placed on:

¢ Recentness of data;
¢ Similarity of physical characteristics;
¢ Proximity to the subject.

The survey for comparables was extensive, including a visual survey for listings
along the Mack Avenue corridor; a CoStar survey along the corridor and the
submarket; phone calls and conversations with brokers and owners active in this
market; discussions with third-party appraisers; and internet searches for listings
and leases in the area.

The local office market is fairly static, in that, many of the occupancies -
especially along this stretch of Mack Avenue - are local operators that stay in
their spaces and renew for extended periods of time. The result is that there is
minimal new leasing activity. Further, the submarket is fairly small in terms of
square feet of inventory so leasing activity is naturally lower.

Referencing the market analysis, for example, the Detroit MSA showed 8,532,178
square feet of leasing activity within 186,605,404 square feet of existing space
over the prior 12 months - a rate of almost 4.6 percent. The subject’s submarket
showed 21,583 square feet of leasing activity in 1,368,074 over the same period -
a rate of almost 1.6 percent.

Because of these factors, we were unable to uncover truly comparable leases in
the local area, so geographic parameters were expanded until sufficient data
were found to perform a credible lease analysis. The comparables that were
concluded to provide the best indicators are shown on the following pages with
a map identifying their locations in relation to the subject.
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TERZO & BOLOGNA, INC. MARKET DATA: LISTING OF OFFICE

Land to Building Ratio: .59 to 1
Current Space Available: 1,500 - 6,552 square feet
Comments: The building is currently vacant. The listing is for either part
of the building or for the entire space.

T&B # 2630
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Adjustments
The following chart shows the comparisons and applies adjustments to arrive at

a market-supported rental rate for the subject.

Transactional adjustments must be considered first.

Conditions of Lease — All leases were arm’s length with no unusual
motivation on the part of the Lessor or Lessee, so no adjustment is
required.

Market Conditions - Based on market observations, an adjustment of three
percent per year is applied.

Tenant Expenses - All comparables are reconciled to “market terms”. This
is defined as ‘modified gross’, in which tenants are responsible for suite
utilities such as gas, electricity, and water/sewer while the landlord is
responsible for all other operating expenses such as real estate taxes,
insurance, and common area maintenance. Comparables varying from
this norm are adjusted to reflect the difference in operating expenses for
which the tenants are responsible.

Lease Length/Escalators — Economic rent was estimated based on a three-
to-five year term with two percent annual escalators; comparables that
vary from this norm are adjusted based on the estimated mathematical
difference between their terms and those forecast for the subject.

Property adjustments are the next set of adjustments to consider.

Location — Comparables#1 and #2 are along the subject’s Mack Avenue
corridor, and no adjustment is required. Comparables #3 and #4 are
located in better office locations, so downward adjustments are necessary.
Comparable #5 is located in a less desirable office submarket and is given
an upward adjustment.
Physical Characteristics -
o Suite Size — All suites are reasonably similar, therefore no
adjustment is needed.
o Condition and Appeal — The comparables are adjusted based on
their effective age, condition, and appeal.
o Quality-Type of Improvements — All properties are similar in this
regard, warranting no adjustment.
o Functional Utility — All comparable are considered similar in this
regard.
o Parking — All of the comparables provide an adequate number of
parking spaces in relation to their sizes, so no adjustments are
warranted.

¢ Non-Realty Components — Neither the subject, nor the comparisons

include non-realty components, so no adjustments are needed.
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Sales Comparison Reconciliation

Within the indicated range, Comparables #3 sets the high end. This parcel was
to be developed to a Tim Horton's fast food use, and the seller had a buyer in
hand; this observation logically sets the high end of the range. Comparables #1
and #2 are more reasonable indicators of a probable land value to the subject. A
rate of $7.00 is concluded. Valuation is as follows.

26,484 sq.ft. x $7.00  /sqft.=  $185,388
Land Value by Sales Comparison (Rounded)  $185,000

CONCLUSION

For the valuation of land, the sales comparison approach is concluded the most
applicable and reliable methodology. Based on sales comparison approach, the
market value of the fee simple estate in the subject’s underlying land as of
December 5, 2018 is concluded to be

ONE HUNDRED EIGHTY FIVE THOUSAND DOLLARS
($185,000).

Exposure Time

The estimated value presupposes the property had been exposed on the market
for a reasonable period of time. This retrospective observation is based on
analysis of past events presuming a competitive and open market. In this
instance, exposure time has been observed from past sales. The estimated value
predicated on these observations presumes an exposure time of 12 to 24 months.
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7.0 CERTIFICATION OF THE APPRAISERS

I certify that, to the best of my knowledge and belief:

1

the statements of fact contained in this 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 tﬁe 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.

I have not made a personal inspection of the property that is the subject of this report.

Isaac S. Burgess was instrumental in providing the research, doing the analysis, and writing
the enclosed report. Joseph R. Calvaneso supervised and assisted the analytical and writing
process, provided technical and analytical counseling, and performed the review for the final
product. I performed the review for the final product.

The reported analyses, opinions, and conclusions were developed, and this report has been
prepared, in conformity with the Code of Professional Ethics and Standards of Professional
Appraisal Practice of the Appraisal Institute.

the use of this report is subject to the requirements of the Appraisal Institute relating to
review by its duly authorized representatives, and is subject to review by governing State
agencies.

as of the date of this report, I have completed the continuing education program for
Designated Members of the Appraisal Institute.

to the best of my knowledge, neither I, nor Terzo & Bologna, Inc., has performed any services
as an appraiser or in any other capacity, regarding the property that is the subject of this
report within the three-year period immediately preceding acceptance of this assignment.

in Michigan, appraisers are required to be licensed and are regulated by the Michigan
Department of Licensing and Regulatory Affairs, P.O. Box 30018, Lansing, Michigan 48909.

Andrew J. Exline, MAI, SRA, MRICS
Certified General Appraiser - Michigan #1201008315
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I certify that, to the best of my knowledge and belief:

the statements of fact contained in this 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.

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

Isaac S. Burgess was instrumental in providing the research, doing the analysis, and writing
the enclosed report. I supervised and assisted the analytical and writing process, provided
technical and analytical counseling, and performed the review for the final product. Andrew
J. Exline performed the final review.

The reported analyses, opinions, and conclusions were developed, and this report has been
prepared, in conformity with the Code of Professional Ethics and Standards of Professional
Appraisal Practice of the Appraisal Institute.

the use of this report is subject to the requirements of the Appraisal Institute relating to
review by its duly authorized representatives, and is subject to review by governing State
agencies.

as of the date of this report, I have completed the continuing education program for
Designated Members of the Appraisal Institute.

to the best of my knowledge, neither I, nor Terzo & Bologna, Inc., has performed any services
as an appraiser or in any other capacity, regarding the property that is the subject of this
report within the three-year period immediately preceding acceptance of this assignment.

in Michigan, appraisers are required to be licensed and are regulated by the Michigan
Department of Licensing and Regulatory Affairs, P.O. Box 30018, Lansing, Michigan 48909.

v

Joseph R. Calvaneso, MAI
Certified General Appraiser — Michigan #1201074008
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ANNEX

LETTER OF ENGAGEMENT

APPRAISER LICENSES

INTRODUCTION TO TERZO & BOLOGNA, INC.
QUALIFICATIONS OF THE APPRAISERS
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* INTRODUCTION TO TERZO & BOLOGNA, INC.

Terzo & Bologna, Inc,, is a real estate consulting group with offices in Indiana
and Michigan that specializes in analysis of commercial properties throughout
the Midwest. The firm has a well-established reputation and is recognized for
its ability to resolve complex valuation issues in an objective and impartial
manner.

The primary goal of Terzo & Bologna, Inc,, is to build long-term relationships
by providing high quality real estate analysis that is timely and of value to its
clients.

* PROBLEM SOLVING IS OUR STRENGTH

The success of any real estate analysis rests on knowledge of local markets.

No two properties are alike. Each presents its own unique challenge to
analysis. Similarly, client objectives are not all alike. Some clients require
analysis leading to property valuation; others require analysis directed to
specific investment or disposition strategy.

The firm considers the uniqueness of each property and assignment in
providing services that are responsive to the specific needs of the client. No
matter how intricate the real estate problem, Terzo & Bologna, Inc., has the
experience to solve it.
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* STAFF APPRAISERS AND COUNSELORS

Well-educated and experienced professionals form the backbone of the firm.
Staff appraisers and counselors have established backgrounds in a wide range
of real estate related fields such as finance, mortgage banking, city planning,
brokerage, construction management and property management. Each is
involved in a continuing education program. The multiple perspectives
provided by this professional diversity enhance the quality of the analysis that
is provided to each dlient.

Services are provided in accordance with the ethics and standards established
by the Appraisal Institute. Services are unbiased, knowledgeable and
confidential. Professional affiliations held by individual members of the staff
include:

* Appraisal Institute
* Royal Institution of Chartered Surveyors

Staff members of Terzo & Bologna, Inc., are currently licensed in the following
states.

Indiana
Michigan
Ohio
Kentucky
Nllinois

Licensure in other states can be obtained at the client's request.
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ANDREW J. EXLINE

Andrew ]. Exline, a principal of Terzo & Bologna, Inc., has been active in the real
estate industry since 2000 providing valuation and consulting services to local,
regional, national and international clients. His experience encompasses an array
of property types including vacant land, single and multi-family residential,
subdivision/condominium developments, retail, restaurant, office, industrial,
general commercial and special use properties. Having also worked abroad in
the Caribbean, Exline has experience across various professional standards, both
domestic and international.

Since joining Terzo & Bologna, Inc. in 2006, Exline has been a key contributor and
team leader for several property-teams of the firm’s Michigan office including
multi-family residential, industrial, office and its going-concern valuation group
concentrating on the valuation of hotels and recreational properties.
Additionally, Mr. Exline has been retained as a valuation expert for tax appeal,
acquisition/planning, and eminent domain assignments.

Mr. Exline is a graduate of the University of Michigan — Dearborn and earned a
Bachelor of Business Administration with a concentration in finance. Moreover,
he has been awarded the Appraisal Institute’s MAI and SRA designations, both
highly respected in the real estate valuation industry, as well as the MRICS
designation from the Royal Institution of Chartered Surveyors all of which not
only highlight Exline’s knowledge and experience, but commitment to
professionalism and ethical standards as well.

Andrew J. Exline is licensed as a Certified General Real Estate Appraiser in
Michigan, license number 1201008315.
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JOSEPH R. CALVANESO

Joseph R. Calvaneso is a Senior Appraiser with Terzo & Bologna, Inc. He
attended Oakland University, where he graduated with a Bachelor of Science
degree with a concentration in Finance, and graduated with School Honors.

Mr. Calvaneso’s experience encompasses all the core real estate sectors including
retail, office, industrial and multi-family, with a specialization in retail and multi-
family valuation.

In the retail sector, Mr. Calvaneso has appraised the full spectrum of property
types ranging from build-to-suit single-tenant net-lease (STNL) assets existing
and proposed to 300,000-SF+ shopping centers. His multi-family experience is
just as vast, including existing and proposed market-rate housing, subsidized
and LIHTC properties, student housing, and senior independent living facilities.

Though focused primarily in Michigan and Ohio, Mr. Calvaneso has appraised,
consulted, or analyzed real estate in 13 states and Europe, providing guidance
and opinions of value under a variety of scenarios including market, insurable,
disposition, liquidation, investment, and go-dark values for acquisitions,
dispositions, speculative development, build-to-suit development, distressed
assets, fundamental market analyses, and completion and stabilization scenarios,
among others.

Mr. Calvaneso has earned the MAI designation awarded by the Appraisal

Institute, and is licensed as a Certified General Appraiser in Michigan
(#1201074008) and Ohio (#2015003292).
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