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How to Get

Your Carwash Appraised f

Make sure all ‘value centers’ are taken into account.

business for any period of time,

it's likely that you have needed
to obtain an appraisal of your facili-
ty. If you originally developed the
property, you probably paid for an
appraisal prior to obtaining your
construction financing. Even if you
purchased an existing carwash, the
odds are that when you obtained
financing, either through the Small
Business Administration (SBA) or
conventional sources, an appraisal
was a part of the loan package.

But even if you have been able to
avoid lender financing altogether,
you may wish to have an appraisal
someday, if only as part of your
estate-planning process.

A qualified appraiser can help
tremendously in explaining your
business operation to an outside
lender, lawyer, buyer or IRS auditor.
A carwash operation can be a very
complex entity, with multiple profit
centers, making it difficult to under-
stand and appreciate by a third
party. Your appraiser must have a
knowledge of regulations, business
plans and the carwash industry.

If you've been in the carwash

The Lender’s Perspective

If you expect to apply for a loan,
there are some important facts you
need to be aware of. Recognize that
your carwash not only is real estate
collateral for the desired loan, but it
is also the primary source of income
for making your loan payments.

This situation is much different
from a mortgage on your home; in
that case, the house provides the
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real estate collateral. The lender
then looks at your income and your
ability to make the loan payments.
Your income is generally not gener-
ated by your home.

With so many eggs in one basket,
the lender on a carwash must look
very carefully at the basket. Further-
more, lending regulations make it

The days of “quickie”
drive-by carwash
appraisals are a thing
of the past.

necessary to separate the real estate
value from the business value.

Complying With Regulations

Your conventional lender is under
tremendous scrutiny from regulato-
ry agencies. These regulatory exam-

iners often arrive as a team to look
over each of the loans in great detail.

Financial institutions have been
put out of business with a combina-
tion of non-performing loans,
improperly documented portfolios
and/or inferior appraisals. For this
reason, the appraisal and other loan
documentation must be performed
in a thorough manner, so that they
will stand up to scrutiny.

There are very specific standards
and guidelines which have been cre-
ated as a result of congressional legis-
lation over the past few years. The
good news is that these standards
have improved the quality of
appraisals. The standards also
decrease the probability that a loan
will be made on a poorly conceived
development or a problem property.
The flip side is that the days of
“quickie” drive-by carwash apprais-
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If you are obtaining a loan from a
federally insured lender (member
of the Federal Deposit Insurance
Corperation (FDIC), for example),
the guidelines and regulations fully
apply. This includes SBA-backed
loans, aithough some variation
exists in the documentation and
processing of such loans.

If you are obtaining financing
from an insurance company, pen-
sion fund or other similar institu-
tion, you will likely find similar,
although perhaps slightly relaxed,
requirements. A private [ender
may be the least rigorous in its
appraisal requirements and docu-
mentation procedures, but many
private lenders institute the same
policies as institutional sources.

Lender Owns Appraisal

Another area in which recent leg-
islation hits close to home is that the
lender must now have their name on
the contract with the appraiser. That
is, the lender must “own” the
appraisal report. There is not much

flexibility in that respect, so there is
little point in arguing otherwise.
However, you, the borrower, can
negotiate up front to ensure that
you receive a copy of the report so
that if you decide to go with a dif-
ferent lender, it will be possible to
transfer ownership of the report to
your new lender. A loan broker can

Be aware that
the lender will probably
want the entire
appraisal fee up front.

usually serve as an authorized rep-
resentative of the ultimate lender,
thereby putting his name on the
contract. He should be aware of the
procedure for legitimately “shop-
ping” your loan.

With proposed carwashes, the
appraiser can sometimes perform
preliminary feasibility analyses for
the owner directly. Later, when oper-
ators are ready to obtain construction

financing, the appraiser produces a
complete appraisal report for the
fender, making sure that the lender
understands the existing relationship
with the borrower.

This approach reduces the uncer-
tainty, because all parties have a good
idea of approximate value before the
lender orders a full appraisal.

Be aware that the lender will
probably want the entire appraisal
fee up front before ordering the
appraisal. Sometimes, the apprais-
er receives a retainer, but frequent-
ly they are paid only after the
report is submitted.

A Proper Appraisal

When your lender calls appraisers
for estimates, you're likely to get fee
quotes ranging from $2,000 to $10,000
or more to appraise your carwash.
Part of the contrast in fees may be
Ioosely related to the widely diver-
gent quality and technical expertise
represented in the final reports.

However the primary reason for
these dramatic differences is that not
many appraisers have a firm grip on




the key components of value in a car-
wash property. Without a body of
common knowledge and standard-
ized carwash appraisal procedures
available to the profession, apprais-
ers are left to their own devices to
concoct something that might pass as
a carwash appraisal. Hence, the wide
range in fees, final report quality and
values. To a lender or carwash
owner, this is not reassuring. In fact,
it compounds the risk in an already
risky business.

There are basically four compo-
nents that contribute to the value of
a carwash: the land, the building
improvements, the equipment or
fixturization and the business
value. An appraiser who does not
have a good understanding of car-
wash valuation methodology will
probably gather a few sale “comps”
of comparable land sites, add in
some standardized costs out of a
cost-estimating handbook, and use
these figures to value the wash, The
fee for this type of appraisal is usu-
ally $2,000 or $3,000.

The problems with this simplified
approach are significant. First, car-
washes seldom sell for just land
value plus building and equipment
costs, They almost all sell with the
business component as well.

The Business Cemponent

Like a hotel, motel, restaurant or
other specialty property type, a trans-
fer of the property will include a
transfer of the business. A glorified
cost approach will falf far short of the
mark in estimating the sales price of a
good carwash in the real world.

But there is a more pervasive
problem in such a simplified
approach. Without a business com-
ponent in the valuation, nothing
will be said about the carwash’s
ability to generate the kind of
returns necessary to sustain the
investment in land, improvements
and equipment, or to repay the
loan. If the business fails because
there are five other highly competi-
tive carwashes nearby, any money
spent or lent on building or equip-
ment will be for naught.

To disregard the business end of
a carwash would be like apprais-
ing a leased retail center without
assessing the credit-worthiness of
the tenants. The problem is magni-
fied even more with the carwash,
however, because there is always
some other purpose to which a
vacant retail building could be
applied. Not true with a carwash.
If it doesn’t materialize into a
viable operation, what are the
alternative uses for carwash
improvements? Not many.

One of the reasons appraisers
don’t generally get into the details
of valuing all the components in a
carwash facility is that it is very dif-
ficult to obtain reasonably accurate
information on a carwash which
may have been involved in a recent

sale transaction. Owners contacted .

for comparisons are hesitant to
share sensitive operating data.

Gash Not Reported

As a cash-intensive business,
real income of carwashes is, unfor-
tunately, not always reported.
The tremendous physical varia-
tions among carwash propgrties
make adjustments very hard to
determine. .

For example, some carwashes are
of the old standard steel canopy
design, while newer carwashes can
have convenience stores, lube sta-
tions, 24-hour gas and so forth.
They may be of concrete block or
stucco and are usually extensively
landscaped.

Although sales data are difficult
to obtain, an experienced apprais-
er must have at least a few market
indicators from actual sales, in the
form of gross income multipliers
or overall capitalization rates. The
appraisal valuation then becomes
a matter of estimating revenues
and expenses.

These values are what a buyer
would consider most relevant in
determining a market value pur-
chase price. The analysis should
be structured in a way to permit
the separate valuation of the busi-
ness component from the real
estate portion. The appraisal pro-
cess then should be described to a
level of detail that provides com-
fort to the members of the execu-
tive loan committee at the lending
institution as well as any regulato-
ry examiners who may enter the
picture down the road.

A poorly done appraisal
or an inflated, unrealistic
estimate of value will
probably be rejected in
the review process.




A Fair Fee

Because it is so important for a
carwash appraisal to accurately
reflect the contribution of the real
estate and business components to
total project value, it requires spe-
cific expertise on the part of the
appraiser. A certain amount of mar-
ket data required to convert project-
ed income into a value estimate also
must be available.

It takes time to deal with all of the
pertinent issues. In most circum-
stances, an appraisal fee toward the
middle of the $2,000-$10,000 range
should do the job.

A $2,000 fee may indicate the
appraiser will not spend sufficient
time on the assignment to ade-
quately address both real estate and
business values. A poorly done
appraisal or an inflated, unrealistic
estimate of value doesn’t do any-
body any good — it will probably
be rejected in the review process.

A $10,000 fee indicates the
appraisers are either very busy with
a healthy backlog or they are build-
ing time into the assignment for
training in this specialization. Natu-
rally, there will be complicated
deals with multiple-profit centers
and other factors which could result
in a $10,000 fee, but that will typi-
cally be the exception.

Generally speaking, borrowers
can help themselves by being quick
to contribute income and expense
statements, blueprints, cost esti-
mates and contacts in the local mar-
ketplace which may lead to compa-
rable sales data. Make sure the
appraiser understands the physical
plant — the mechanical systems,
various profit centers, efficiencies in
operation, advantage over the com-
petition and a description of the
typical customer.

Recognize that the appraiser will
probably not be able to discuss his
conclusions with you without the

permission of the lender (who is the
client). Although you may not be
able to directly influence the choice
of the appraiser, you can politely
request that your lender ensures
that the appraiser understands all
of the components that contribute
to the value of a carwash.

Go over the accompanying list
with vour lender (see sidebar). If
handled properly, obtaining an
appraisal can be a very meanfingful,
relatively painless, unbiased evalua-
tion of your facility. Q

Steven Schmidt Herron is president
and [effrey. M. Key is vice president of
5.5. Herron and Associates, Inc., an
independent appraisal firm specializing
in carwash valuation in Anaheim, CA.




