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Memorandum 

 
To: Dr. Ashok K. Roy, VP for Finance & Administration/Chief Financial Officer 
 
From: Kit Duke, Associate Vice President 
 Robert McMaster, Senior Property Manager 
 
Date: May 9, 2013 
 
Re: Washington DC - Condo Unit at Waterford House – Unit 711 
 
 
In response to your memorandum dated May 7, 2013, we have answered your questions 
below in the order posed.  
 

1. Who owns the property? It is my understanding that it was purchased with 
proceeds from our Inflation-Proofing fund of the Land Grant Endowment. 
As such, any proceeds from the sale of the property should go back to the 
said Endowment.  

 
Facilities & Land Management Response: 
 
The Board of Regents has the right and authority to direct any proceeds (Cash Flow / 
Sales Proceeds) per University policy and regulations. 
 

2. The Condo has been vacant for 15 months. Why did we not start the 
conversation earlier? 

 
Facilities & Land Management Response: 
 
At the time the Waterford House Condominium (“Condo”) was vacated in February 
2012, Land Management (“LM”) had only one Senior Property Manager (“SPM”) on 
staff and two open SPM positions to be filled.  Other LM business that had priority or a 
higher potential to generate University revenue was attended to before all the necessary 
steps to rent the condo could be concluded.  Additionally, the changes necessitated by 
University policy to the management company’s (“WMS”) standard property 
management agreement could only be addressed by the company’s owner and senior 
officers, as the potential management fee of $176 per month did not justify having the 
company’s legal counsel work on the agreement.  Needless to say, this particular piece of 
new business was not a high priority to WMS.  Thus, the management agreement went 
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through several rounds of “redline” exchanges and negations that were begun and 
stopped by either pressing University or WMS business. 
 

3. Your Analysis depicts an Internal Rate of Return (IRR) of 7.5%. This is 
considered marginal for real estate investment particularly one which is 
isolated.  

 
Facilities & Land Management Response: 
 
We believe the initial decision to purchase the Condo was driven more as an operating 
cost measure and not necessarily as a pure real estate investment on behalf of the LGTF.  
The limited market and financial analysis completed by former SW Land Management 
staff indicates that the escalating 2000 to 2006 Washington DC real estate market 
influenced their confidence that purchasing the Condo would not result in a poor 
investment for the University. 
 
The Washington DC real estate market is one of only a dozen or so markets that have a 
relatively stable and ingrained economic driver (US Federal Government) that makes it 
one of the most coveted and safest real estate markets in the world, similar to New York 
or London or even Houston.  This is not to imply that the DC market isn’t subject to 
bubbles or downturns, but simply that all things being equal, investors are normally 
willing to accept lower yields in these world-class markets as the perceived long term 
market risk is fairly low. 
 
Additionally, the Real Estate Research Corporation (“RERC”), one of the most 
recognized real estate research, valuation and consulting firms in the nation, produces the 
RERC Investment Survey every quarter that details actual Pre-tax Yields (“IRR%”) 
earned on all Property types, as reported by Investors, REITs, Hedge Funds, Life 
Insurance Co., etc.  The 4Q 2012 national report indicates that the current IRR% being 
sought for residential rentals ranges between 5% and 10% with the national average 
being 7.4%.  By this measure, the projected 7.4% IRR for the Condo would be 
considered a very good return for the DC market.  
 

4. Our Land Grant Endowment return for the last 9 months has been 10%. So, 
if we sell the property and invest it in our Land Grant Endowment, one could 
argue that over the long term, the Land Grand Endowment fund should out-
perform the IRR of 7.5% calculated for a sale in 2021. 

 
Facilities & Land Management Response:  
 
As part of LM’s analysis, it considered the opportunity cost of not returning the Condo’s 
capital to the LGTF for several more years.  While the last 9 months may have produced 
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a 10% return (is the 10% return a “cash on cash” return or a true IRR yield?) it would not 
be prudent to project the LGTF’s yield over the next several years based upon such a 
short term (9 mo.) result.  A more accepted methodology to forecasting yields is to apply 
historical averages or historical trends that match the future yield periods and anticipated 
economic conditions in the analysis. 
 
The LGTF’s 10 year yield ending in 2012 returned an average 5.86%.  The fund’s 20 
year average is 7.77%.  The most recent 4 year average equates to 4.48%. 
 
LM stands by its recommendation to hold the Condo for 2 to 4 years in order to achieve 
the projected 7.4% IRR yield.  The answer to question 7 below further demonstrates that 
holding the Condo for a 7.4% return results in a better financial position than selling the 
Condo today and investing the proceeds in the LGTF. 
 

5. Crystal City is a high end area. However, if we hold it for 15 years the Condo 
will become very old resulting in significant re-modeling costs.  

 
Facilities & Land Management Response: 
 
LM does not agree with the statement above.  Professional management companies, like 
WMS, normally craft a capital improvement program for units under their control that 
anticipates system failures, appliance life cycles, etc.  If the Board decides to hold the 
Condo for an additional 7 – 10 years, LM would create a Replacement Reserve program 
with WMS that escrowed funds from annual operational income, so that as capital 
improvements were incurred in the future, the Replacement Reserve escrow would have 
the funds to keep the Condo preforming in order to maximize the market’s rental rate.   
 
LM believes that the Condo’s location in Crystal City and close proximity to the DC mall 
area and transit facilities is a far more important factor to the property’s future price 
appreciation then whether the Condo has updated cabinetry, fixtures or appliances. 
 
LM recommends holding the Condo for another two to four years to ride the gathering 
price appreciation upsurge and not to hold the Condo for the 15 year holding period.  LM 
completed the 15 year IRR table as part of its sensitivity analysis to reach an optimum 
hold period.  LM included that analysis to demonstrate that holding the Condo for only a 
few more years essentially equals the yield that a longer term strategy would produce. 
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6. While your analysis is rigorous, we are skeptical of basing a decision on 

housing prices escalating over the next couple of years. Moreover, renting the 
condo will require management oversight and expenses. Does the university 
want to be in the rental business? 

 
Facilities & Land Management Response: 
 
LM is not sure what your skepticism is based upon.  Do you have other data sources that 
counter the prevailing wisdom of the DC real estate industry?  LM has numerous other 
sources that indicate the DC housing market is entering one of its proven historical 
upswings.  It did not provide these additional data sources, as we did not anticipate doubt 
in the face of the historical trending data provided with our initial memo. 
 
For instance, a Kiplinger report from January 2013 indicates that the “One-year change in 
home prices” was a positive 13.3%.  It further states that the DC “… economy and 
housing recovery are undergirded by population growth and employment in government, 
defense and tech.”  RealtyTrac reported on February 18, 2013 that the 36% drop in 
available homes from January 2012 to January 2013 “… is fueling double-digit rises in 
home prices.”  We would be happy to send you some of these other data sources for your 
review. 
 
LM does not want to be in the rental business, hence the hiring of WMS to handle the 
actual property management of the unit, which for a fee of $176 per month is a bargain. 
 
 

7. Under Option #1 and Option #2 you depict Net Sales Proceeds as $410,840 
and $602,000. Then in the last paragraph you recommend “selling the Condo 
in an appreciating market in 2015/16”. We have to believe it will appreciate. 
Also, what are the opportunity costs for proceeds when we sell? 

 
 
Facilities & Land Management Response: 
 
Please see the answer to the question above concerning doubt about value appreciation.   
 
We have attached a simple analysis that demonstrates that the opportunity cost is higher 
if we sell the Condo in today’s market and reallocate the proceeds to earn the LGTF’s 
average return even if the LGTF’s short term rate of return of 10% is used for comparison 
purposes.  Question 4 above assumes that the projected 7.4% IRR for the recommended 
10 year hold period is linear (the same for each year), when in fact the annual Return on 
Investment (a one year snapshot) accelerates substantially from 2012 to 2015.  This is 
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why the IRR for the 7 year hold period is 4.65%, but holding the investment for just an 
additional 3 years during an appreciation upswing changes the IRR from 4.65% to 7.4% 
over the entire life of the investment.  The attached “IRR Comparison” analysis 
comparing the projected IRR’s for the LGTF and Condo investments starting with the 
same beginning and end dates results in a higher IRR for the recommended Rent & Hold 
strategy than by moving the Condo investment to the LGTF in 2013.    
 
 

8. Under Option #2, the Potential Rental Rate ($2,200 per month) does not 
change. Why is there no escalation? 

 
 
Facilities & Land Management Response: 
 
Unlike commercial leases that will often have annual escalation clauses, residential lease 
agreements are typically limited to one year.  If the tenant elects to remain in the unit for 
another year a new lease is executed and if the management company believes it can 
increase the rent it will do so in the new lease. 
 
LM chose to hold the rent constant over several years in order to be somewhat 
conservative in its future projections.  It should be noted that the standard rental income 
escalation rate used by the residential rental industry in multi-year pro-formas is 1%. 
 
 

9. The Washing DC Real Estate Forecast (which you have included) shows a 
forecast of “3%”. This appears to contradict the argument to “hold” the 
property where you say the forecast indicates an annual price appreciation of 
“8% to 11%”. Also, if “3%” is accurate, then why should we not sell the 
property and invest in the Land Grant Trust Fund? 

 
 
Facilities & Land Management Response: 
 
The 3.04% rate that you note above is based upon the 2008 – 2011 trailing average.  The 
date of this report is December 18, 2012 and the 3% forecast was for September 2013.  
Other data sources, see answer #6 above, demonstrates that this forecast was not reliable 
as appreciation in 2012 exceeded 13%.  LM include this report for the 30 year historical 
trending patterns and not for the flawed forecast based upon 4 of the worst years in DC 
real estate history.  
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IRR Comparison - Holding DC Condo vs. Selling and Investing in LGTF 

Condo Sales Scenarios Sell Condo in Sell Condo in Sell Condo in

July-13 December-15 June-21
Projected Sales Price of Condo $452,596 $602,406 $796,501
less Make-Ready Costs ($5,000) ($5,000) ($5,000)
less RE Sales Commission (7%) ($31,682) ($42,168) ($55,755)
less other Closing Costs ($4,526) ($6,024) ($7,965)
Net Sales Proceeds - Amount Invested in LGTF $411,389 $549,213 $727,781

Investment Scenarios

LGTF 
Investment LGTF LGTF 

DC Condo 
Investment

DC Condo 
Cash Flow RE Value Avg.

DC Condo 
Investment

DC Condo 
Cash Flow RE Value Avg.

Basis as of 
2013 Cash flow for

Annual 
Appreciation

Basis as of 2013 Available for 
Reinvestment

Annual 
Appreciation

Basis as of 
2013

Available for 
Reinvestment

Annual 
Appreciation

2.5 yr IRR Reinvestment IRR Stack 10.0% 2.5 yr IRR IRR Stack 9.0% 8 yr IRR IRR Stack 8.9%
FY 14 Condo Net Sales Proceeds or Current Value ($411,389) $0 ($411,389) $41,139 ($452,596) $15,907 ($436,689) $45,260 ($452,596) $15,907 ($436,689) $45,260
FY 15 Investable Cash Flow from Investment $0 $0 $41,139 $15,907 $15,907 $49,786 $15,907 $15,907 $49,786
FY 16 Condo Net Sales Proceeds & Annual Cash Flow 514,236        $0 $514,236 $20,569 $549,213 $7,954 $557,167 $27,382 $15,907 $15,907 $54,764

FY 17 Reinvestable Cash Flow from Investment IRR 11.8% IRR 14.8% 15,907         $15,907 60,241                
FY 18 Reinvestable Cash Flow from Investment 15,907 $15,907 66,265
FY 19 Reinvestable Cash Flow from Investment 15,907 $15,907 21,867
FY 20 Reinvestable Cash Flow from Investment 15,907 $15,907 23,199
FY 21 Condo Net Sales Proceeds & Annual Cash Flow $727,781 (2,293) $725,488 0

IRR 10.2%

1)  FLM recommends renting the DC Condo until 2015/2016, then selling it.  All things being equal, this scenario represents the highest potential investment return.  
2)  The reason the "8 yr IRR" (15 yr hold period) scenario is less then the "2.5 IRR" (7 yr hold period) scenario is due to the RE value appreciation rate during the last
      3 years of the hold period is projected to decrease to 3%/yr from 10%/yr based upon DC Metro historical RE price trends. 

Year

Sell DC Condo during Summer of 2013 and 
Invest in LGTF at Projected 10% Annual Return 

on Investment
Rent DC Condo until Selling it in December 2015 Rent DC Condo until Selling it in June 2021

Note:  

Waterford Hs Condo - Washington DC - IRR Analysis - Updated 5-8-13.xlsx
DC Hold vs LGTF Investment 1 of 1 Printed:  5/9/2013
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