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EMPlOY tHE DEvElOPMENt COst APPrOACH  
tO vAluE AN AtYPiCAl tAkiNg

By: Christopher J. stockness

On August 1, 2007 the Interstate 35W bridge 
spanning the Mississippi River collapsed 

during rush hour. As a result of the catastrophic col-
lapse and subsequent reconstruction of the bridge, 
the State of Minnesota and the Minnesota Depart-
ment of Transportation invoked the power of emi-
nent domain to acquire several adjacent land parcels 
to facilitate the reconstruction of the bridge and sur-
rounding area. The project was completed ahead of 
schedule and the new bridge opened on September 
18, 2008. However, a number of business concerns 
and land parcels were adversely affected as a result of 
this taking.

One of the acquisitions was a 1.35-acre vacant 
land parcel located at the Southeast corner of Uni-
versity Avenue and Interstate 35W. At the time of the 
taking, the landowners were in the advanced stages 

of implementing plans for a proposed retail devel-
opment, Varsity Crossings, and anticipated breaking 
ground in the fall of 2007. Shenehon Company was 
hired to determine damages to the Varsity Crossings 
development project. To accurately identify damages, 
the appraiser first determined an appropriate market 
value for the subject interest before-the-taking. A 
second analysis was performed to establish an after-
the-taking value.

As part of the new bridge design, the southeast 
off-ramp at Interstate 35W and University Avenue 
was reconfigured. The new design resulted in the 
taking of a 2,807 square foot parcel of land from 
the subject property. As part of the same taking, the 
entire site was encumbered with a 40-month tempo-
rary easement. Determining just compensation for 
Varsity Crossings was somewhat atypical because the 
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In This Issue …Market trends and indicators

Office Buildings G 10%

Retail Centers G 15%

Industrial Buildings G 5%

Apartments G 5%

New Housing Starts G 29%

Productivity G 1.9%

Composite PE A 20.2

US Unemployment A 10.2%

Consumer Confidence Index G 47.7
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Sources: National Real Estate Index (2009), Appraisal Institute; F.W. Dodge Division, Business Week, Value Line, U.S. Chamber of Commerce, Standard & Poors, Investment Dealers 
Digest, U.S. Government Census, Yahoo Finance, Bureau of Labor Statistics.
Shenehon Company makes every effort to ensure the accuracy of the information published in Valuation Viewpoint. Shenehon Company uses only those sources it determines are 
accurate and reliable, but no guarantee or warranty with regard to the information is made or implied.

MArkEt trENDs AND iNDiCAtOrs

Investment Current
30 Year Treasury 4.3%
Aaa Bond 5.2%
Bbb Bond 6.2%
Commercial Mortgage 6.75–7.75%
Institutional Real Estate 7.75–9.0%
Non-Institutional Real Estate 10.5–12.5%

Investment Current
Speculative Real Estate 14–18%
S & P Equity (Ibbotson) 10.8%
Land Development 20–30%
Equipment Finance Rates 12%
NYSE/OTC Equity (Ibbotson) 14.6%
NYSE Smallest Cap. Equity (Ibbotson) 20.3%

rAtEs Of rEturN AND risk HiErArCHY

ECONOMiC iNDiCAtOrs
        
Indicator (5 yr. avg.) 1995 2000 2004 2005 2006 2007 2008 current
Inflation 3.1% 3.4% 2.7% 3.4% 2.0% 4.1% 3.8% .6%
Productivity 1.5% 2.9% 4.0% 1.8% 1.5% 1.6% 2.8% 9.5%
GDP 2.7% 3.9% 4.4% 2.9% 2.8% 2.0% 1.3% 3.5%
Consumer Confidence 99.2 128.6 104 107.2 105.6 87.9 56.6 47.7

uNEMPlOYMENt
        sep
 1990 1995 2000 2005 2006 2007 2008 2009
US 5.4% 5.6% 4.0% 5.2% 4.7% 4.6% 4.9% 10.2% (oct)
Northeast 5.0% 6.0% 4.0% 4.9% 4.7% 4.4% 4.7% 9.0%
Midwest 5.7% 4.5% 3.5% 5.7% 5.15 5.0% 5.3% 9.8%
South 5.4% 5.4% 4.0% 5.2% 4.6% 4.3% 4.6% 9.3%
West 5.1% 6.6% 4.6% 5.5% 4.8% 4.5% 5.2% 10.6%
Minnesota 4.6% 3.6% 2.9% 4.5% 4.2% 4.5% 4.8% 7.3%

ECONOMiC iNDiCAtOr
     3Q
 2005 2006 2007 2008 2009
New Housing Starts—Yearly Totals 357,400 279,500 211,700 136,500 72,500

P/E rAtiOs iN sElECt iNDustriEs

Reporting categories changed in spring of 2006. Data for the current categories is presented for the Years: 2006, 2007, and 2008; and Q1, Q2 and 
Q3 2009.
    1Q 2Q 3Q
Industry (Year end) 2006 2007 2008 2009 2009 2009
Basic Materials 13.7 14.1 15.2 8.9 16.2 42
Conglomerates 20.1 18.4 15.8 10.5 8.3 9.7
Consumer Goods 25.8 24.4 16.3 14.5 8.7 15.8
Financials 14.3 13.7 11.7 12.8 9.2 5.2
Healthcare 38.8 40.0 26.0 34.9 63.2 77.1
Industrial Goods 25.1 19.5 19.5 16.3 27.4 20.7
Services 25.6 28.7 24.2 19.3 20.0 20.1
Technology 26.3 38.4 23.8 12.8 14.2 15.7
Utilities 24.0 20.0 15.3 15.2 11.8 6.0
Composite 24.4 24.0 18.7 15.9 21.0 23.6
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A conservation easement creates a land preser-
vation agreement that is legally enforceable, 

extends in perpetuity, and is intended for public ben-
efit. Specifically, a conservation easement is defined as 
“a restriction that limits the future uses of a property 
to preservation, conservation, or wildlife habitat.”1 A 
conservation easement is a legally binding contract 
between a landowner and the conservation easement 
Trustee. Most conservation easements are granted to 
governmental bodies, land trusts, or other charitable 
entities that engage in conservation or preservation 
activities.

In order to understand the process of valuing a 
conservation easement, one must have an under-
standing of fee simple interests. “A fee simple estate 
implies absolute ownership unencumbered by any 
other interest or estate, subject only to the limita-
tions imposed by the governmental powers of taxa-
tion, eminent domain, police power, and escheat.”2 A 
conservation easement must be of a property owned 
in fee simple by the owner, with the exception that 
the fee simple ownership does not necessarily need 
to retain mineral rights. This adjustment is made to 
accommodate many fee simple-owned properties in 
the United States where the Federal Government 
retains mineral rights in all instances. “An easement 
represents the conveyance of use in real property, but 
not the ownership.”3

The right to convey a conservation easement 
can take many forms. A simple conservation ease-
ment may restrict land to an open space use only—
no development is permitted. Alternatively, it may 
restrict the level of development to designated uses. 
In all instances, the primary purpose of a conser-
vation easement is to preserve and protect natural 
resources by restricting the right to build on the 
property and/or the right to alter to the land. Thus, 

wildlife habitats, clean air and water, open spaces, 
scenic views, and riparian habitats are retained for 
public benefit. An easement may be crafted in such 
a way that it provides for a specific use in perpetuity. 
For example, land may be designated as agricultural, 
timber, trail, park, or golf course use only. The ease-
ment may also provide for limited human alteration 
if it facilitates a particular use such as fencing, wind 
breaks, or other necessary improvements to sustain an 
agricultural conservation easement. Finally, in some 
instances, the easement may include and protect 
existing improvements. Archaeological structures, 
historic monuments, or other human improvements 
of public significance sited on the land in their origi-
nal form are included in this category. 

The decision to make a conservation easement 
donation is entirely voluntary. The landowner who 
gives up development rights, in the form of a con-
servation easement, continues to own the land. In 
accordance with Treasury Regulations, such an ease-
ment is perpetual and binding not only for the pres-
ent owner, but also for future owners of the site. The 
restrictions are permanently associated with the title 
and are clearly outlined in a legal document and 
recorded in land records.

Appraisal Methodology for  
Conservation Easements
Once the decision has been made to set up a conser-
vation easement, the first step is to identify the larger 
parcel that is owned fee simple by the individual 
wishing to make the donation. A conservation ease-
ment may not extend over the entire parcel that is 
owned by the donor. Thus, there remains contiguous 
land relative to the conservation easement parcel that 
must be valued as part of the conservation easement 
analysis. In order to value the easement, one must 
determine the value of the larger contiguous parcel. 
The appraiser conducts both a before-the-easement 
appraisal and an after-the-easement-appraisal. Trea-
sury Regulations guiding the valuation of conserva-

APPrAisiNg CONsErvAtiON EAsEMENts
By scot A. torkelson

1. The Dictionary of Real Estate Appraisal, Fourth Edition
2. The Dictionary of Real Estate Appraisal, Fourth Edition
3. The Dictionary of Real Estate Appraisal, Fourth Edition
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tion easements require the valuation of 
the larger contiguous parcel in addi-
tion to the portion being encumbered 
with the Conservation Easement. 

Because it is the fee simple inter-
est that is subject to valuation, any 
enhancement that may accrue to the 
remaining contiguous land site owned 
by the donor and not associated with 
the conservation easement must be 
considered in the before and after 
valuations. As a result of its proxim-
ity to an undevelopable parcel of land, 
the remaining land may become more 
desirable to developers. Even in cases 
where the conservation easement 
will encumber the entire contiguous 
parcel, it is recommended that a before 
and after valuation be conducted. 
Land parcels subject to conservation 
easements retain some market value 
because the fee simple value of the 
land (that is subject to the conservation easement) is 
yet retained by the owner. This value is distinct from 
and should not be comingled with the conservation 
easement value. 

Before and After Valuations (Federal Rule)
In simplified terms, the before and after method used 
when valuing conservation easements is as follows:

Initially, the appraiser considers the market value 
of the subject land parcel before the conservation 
easement, including the portion being restricted and 
any contiguous land under fee simple ownership with 
the donor. Next, it is necessary to obtain a full valu-
ation of the land parcel reflecting the development 
restrictions created by the conservation easement. 
The difference in value between the before and after 

scenarios represents the market value 
of the conservation easement. 

Treasury Regulations pertaining to 
conservation easements also stipulate 
that the appraisal must include two 
distinct highest and best use (HBU) 
discussions. The first is based on the 
HBU before the conservation ease-
ment donation. The second reflects 
the HBU of the parcel giving full con-
sideration to the impact of all restric-
tions/enhancements associated with 
the conservation easement.

As an example, let’s consider the 
valuation of a forested and ecologically 
significant land site with total area of 
5,000 acres. It is suitable for immedi-
ate subdevelopment with residential 
housing, but a conservation easement 
is made over 3,000 acres of the larger 
contiguous parcel. The area subject to 
the conservation easement now pro-

hibits the anticipated residential development. How-
ever, the remaining 2,000 acres of the land parcel 
owned in fee simple is still available for development. 
In the before situation, the HBU of the 5,000-acre 
parcel is for residential development. In the after 
condition, only the 2,000-acre larger parcel retains 
the HBU of residential development. In the after 
scenario, the value of the 3,000-acre donation rep-
resents the loss in value attributable to the conserva-
tion easement (highest and best use before condition 
vs. highest and best use after condition). 

Treasury Regulations require two distinct before 
and after condition analyses, under two HBU sce-
narios, because the impact of the conservation ease-
ment relates to the larger contiguous parcel. The 
before and after methodology is the only method-
ology that takes into account all the impacts of the 
donation, including the lost value of the conserva-
tion easement and special benefits/enhancements to 
the remaining contiguous parcel. It’s possible that 
the remaining 2,000 acres could be developed with 
higher density housing, and/or the resulting hous-
ing units may take on higher values due to their 
proximity to a significant amenity—a conservation 

Estimated Market Value of Larger Contiguous 
Parcel (full development rights)

(Less) – Market Value of Larger Parcel after 
Consideration of the Easement Restriction

Market Value of the Conservation Easement

“Even in cases where 

the conservation 

easement will 

encumber the entire 

contiguous parcel, 

it is recommended 

that a before and 

after valuation be 

conducted.

”
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easement that precludes additional development in 
the area. The market may or may not recognize an 
increased value due to the adjoining conservation 
easement amenity, and/or higher allowed densities. 
However, if there is an enhancement or loss to the 
remaining contiguous parcel, it must be taken into 
consideration. Likewise, the appraiser must factor in 
the loss of value due to restricted development rights 
on the 3,000 acres associated with the conservation 
easement itself.

Conclusion
Valuing conservation easements is a complex process. 
Depending on the terms of the conservation ease-
ment, the fee simple parcel in the before scenario 
may be different from the fee simple parcel in the 
after scenario. Easement valuations have been chal-
lenged by the Internal Revenue Service. The two 
most common reasons for rejection are that the 
appraiser uses an incorrect methodology or neglects 
to value the entire fee simple parcel of the donor. The 
appraiser must select the appropriate methodology 
and apply it correctly. V V

BEfOrE

Larger Parcel: 
5,000 acres

AftEr

Contiguous Unrestricted: 2,000 acres

Conservation Easement:  
3,000 acres
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owners were entitled not only to compensation for 
the land taken, but also for damages resulting from 
the temporary easement which delayed the project 
for several years. 

Specific to this taking, the appraisers identified 
key points to address in order to determine the fair 
market value of the subject interest. 

•	 What	impact	would	the	fee	simple	taking	have	on	
the proposed development? 

•	 How	would	the	taking	impact	market	value?	

•	 What	type	of	impact	would	the	40-month	tem-
porary easement have on the proposed develop-
ment? 

•	 What	issues	must	be	considered	when	you	have	
a temporary easement encumbering the entire 
property?

In the ordinary taking of vacant land, the appraiser 
would apply the sales comparison approach to ana-
lyze the subject’s before and after values to arrive at 
the fee simple loss in value as well as a ground lease 
analysis on the temporary easement to determine the 
total damages due to the taking. In this case, however, 
the landowners were actively developing the site for 
the proposed Varsity Crossings retail development. 
To fully capture the losses, the appraiser employed an 
additional approach to value: the development cost 
approach. By using two methods, the appraiser fully 
quantified not only the damages to the subject land 
but also captured the damages to the proposed devel-
opment. 

An appraiser is required to consider three impor-
tant validity tests to determine if the development 
approach is applicable: 

•	 The	land	is	ripe	for	development;

•	 The	owner	can	reasonably	expect	 to	secure	 the	
necessary zoning and other permits required for 
development	to	take	place;	and	

•	 The	development	will	not	take	place	at	too	remote	
of a time. 

The subject land was one of very few vacant land 
parcels in the area. The area is densely populated 
and benefits from being adjacent to the University 

of Minnesota East Bank Campus. The owners were 
actively working on developing the subject property. 
They planned to break ground for a retail develop-
ment project in the fall of 2007. The developer’s 
plans were in full compliance with zoning ordinances 
and were in the final stages of receiving approval. 
The owners had already secured a broker who was 
actively marketing the development. Thus, the sub-
ject property met the three conditions for using the 
development cost approach.

To make certain that the appraisers fully under-
stood all aspects of the project, several meetings and 
discussions involving the developers, planners, archi-
tects, engineers, con-
tractors, and brokers 
took place. Because 
the planning was well 
underway, most of the 
information necessary 
to complete a before-
the-taking analysis of 
the project was read-
ily available. Next, the 
appraisers had to focus 
on identifying how the 
taking would affect the 
value of the develop-
ment for the after-the-
taking analysis.

In the appraisal 
analysis for the before 
condition, it was 
assumed that: devel-
opment would start, 
as planned, in the fall 
of	2007;	be	completed	
in	the	spring	of	2008;	
and be fully leased by 
the end of the year. In 
the after condition, the 
development would 
be reduced in size due 
to the loss of land and 
the project would be delayed 40 months due to the 
temporary easement that encumbered the entire 
property. Not until December 1, 2010, would the 

continued from page 1

“Determining just 

compensation for 

Varsity Crossings was 

somewhat atypical 

because the owners 

were entitled not only 

to compensation for 

the land taken, but 

also for damages 

resulting from the 

temporary easement 

which delayed the 

project for several 

years.

”
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developer be in a position to continue with plans to 
develop the property. 

Basically, there were two damage issues: dam-
ages resulting from a reduced developable area and 
its impact on the development and damages due to 
delaying the development for 40-plus months over 
the term of the temporary easement. It should be 
noted that the property owners will receive ground 
rent from the condemning agencies. Rent paid to the 
owners will partially offset the burden of delaying the 
development and is reflected as an adjustment to the 
total damages in the final appraisal report.

Varsity Crossings—Before 
In the before condition, Varsity Crossings was 
designed as a 17,214 square foot multi-tenant 
retail center with tenant spaces ranging in size from 
approximately 500 square feet to 2,400 square feet 
The plans submitted for approval maximized the site 
for the retail development and required no zoning 
variances. Clearly, any reduction in site size would 
impact the entire development from the size of the 
building to the number of parking spaces the site 
could accommodate. 

Given its location, a highly visible intersection 
in a heavily populated area of Minneapolis, a retail 
use was determined to be the highest and best use 
(HBU) of the site. Therefore, the development proj-
ect represented a financially feasible and maximally 
productive use of the site and met the conditions for 
HBU. Additional uses, such as residential were also 
analyzed but were considered to be either specula-
tive or not maximally productive uses of the subject 
property.

As mentioned previously, the appraisers reviewed 
site information for the proposed development and 
interviewed the developers, planners, contractors 
and brokers involved. Following that, they com-
pleted independent research to verify and validate 
the components of the development. Conformance 
with zoning was verified and the owner’s estimated 
construction costs were supported by cost informa-
tion found in Marshall & Swift Valuation Service. 
Discussions with the owner’s retail brokers provided 
the necessary insight to make assumptions on the 
leasing of the subject. 

Based on reliable market information and inde-
pendent analyses, we derived market-supported 
assumptions and completed a Discounted Cash Flow 
(DCF) analysis for the 
subject based on a ten 
year holding period. We 
included the construc-
tion and development 
costs anticipated for the 
development in Year 
1 in the DCF analysis 
and began to absorb 
lease space during the 
last six months of the 
first year of analysis. 
Development costs, as 
of the date of taking, 
were applied and a 
market rent of $28 
per square foot was 
concluded. Addition-
ally, we applied market 
operating expenses, a 
vacancy rate of 5%, and 
anticipated an annual 
increase for rental rates and operating expenses of 
3% annually. 

After applying an appropriate discount rate, we 
determined that the subject land, as vacant, had a 
market value of approximately $2,600,000, roughly 
$44.00 per square foot. As a check on our value, we 
also completed a comparable sales analysis that indi-
cated the subject’s value fell within the range of the 
few available comparable sales. 

Review of the Taking
As a result of the I-35W bridge taking, the subject 
development was impacted not only by the fee simple 
loss in land area, but also by the temporary easement 
encumbering the entire property. The Varsity Cross-
ings site no longer accommodated the retail develop-
ment plans or the projected development timeline. 
Additionally, revised site plans could not be submit-
ted for review and approval until the temporary ease-
ment expired. 

“By using two 

methods, the 

appraiser fully 

quantified not only 

the damages to the 

subject land but also 

captured the damages 

to the proposed 

development.

”
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As a result of the 40-month temporary easement 
encumbering the property until December 1, 2010, 

development of the subject would be delayed until at 
least spring of 2011. Table 1 summarizes the Before 
and After conditions.

Market Information
When valuing a taking, it is important to remember 
that market information used in the value analysis 
should be consistent with the market expectations as 
of the date of valuation, not predicated on informa-
tion available subsequent to the date of the taking. In 
this case, one might argue that if we were appraising 
the subject property today, the proposed development 
would not be considered a prudent investment. It is 
quite likely that the recent economic recession would 
have adversely affected the performance of the sub-
ject retail center. In fact, it is possible that the owners 
actually benefited from the taking. One could also 
argue that, due to the recession, construction costs 
did not increase from 2007 to 2011 as anticipated. 
Nevertheless, damages are determined as of the date 
of the taking. The appraiser must rely 
on the market conditions most repre-
sentative of what an investor would 
anticipate as of the date of the taking. 

In the case of the subject, although 
the general retail market had shown 
signs of softening, given the subject’s 
desirable location (a high profile inter-
section, a highly populated area, near a 
major university, and on-site parking), 
demand for the subject was expected 
to remain strong. Additionally, the 
developer had already identified a 
broker who was actively marketing the 
development for a spring 2008 con-

struction start. Market conditions clearly indicated 
that there was a demand for this type of retail devel-
opment prior to breaking ground on the project. 

After Condition 
To determine the subject’s value in the after con-
dition, one must first determine whether or not 
the taking altered the HBU of the site. The taking 
resulted in a small loss in the development’s size and 
the number of parking spaces. However, we con-
cluded that the subject’s proposed use still repre-
sented the HBU of the subject in the after condition. 
It was the 40-month temporary easement that posed 
the greatest impediment to this retail development 
project. The most difficult task was to value the dam-
ages (risks) associated with developing in the future 
versus developing in the near term.

As was the case in the before condition, we com-
pleted a DCF analysis factoring in the reduced build-
ing area and the 40-month delay. The assumptions 
used in the before condition were also applied in the 
after condition. For example, rental and operating 
expenses increased at approximately 3% annually 
throughout the holding period including the period 
when the site was vacant and encumbered by the 
temporary easement, and the vacancy rate remained 
at 5%. 

The DCF analysis in the after condition again 
utilized a 10-year holding period, but with the first 
40 months capturing our estimated ground rent. 
Once the temporary easement expired, development 

and construction costs were estimated 
and applied in Years 4 and 5 with leas-
ing taking place in Year 5. Absorption 
of the development, in the after con-
dition, is estimated at a rate similar 
to that used in the before condition. 
However, we extended the develop-
ment period slightly, in the after con-
dition, to reflect the additional time 
necessary to revise the plans, submit 
them and receive approvals. 

Ultimately, our value conclusion 
for the after condition reflects what a 
buyer would pay for the site which had 
the ability to collect ground rent for 40 

tABlE 1

 BEFORE AFTER

Site Area 58,863 sq. ft. 56,056 sq. ft.
Gross Building Area 17,214 sq. ft. 16,078 sq. ft.
Parking Stalls 71 stalls 64 stalls 
Anticipated  
Groundbreaking Fall 2007 Spring 2011

“The assumptions used 

in the before condition 

were also applied in 

the after condition.

”
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months and delivered the right to develop a slightly 
smaller shopping center at the end of the easement 
period. We reflected the additional risk of developing 
the site four years into the future by adding 50 addi-
tional basis points to the applied discount rate and 
estimated a market value of $1,900,000 in the after 
condition. When all the consequences of the taking 
were considered, the DCF analysis indicated an esti-
mated value of $34 per square foot. 

Summary
With a value in the before condition of $2,600,000 
and a value in the after condition of $1,900,000, we 
estimated the fee simple damage loss of the subject 
at approximately $700,000. Additionally, our anal-

ysis of the temporary easement indicated that the 
present value of leasing the subject for 40 months 
was $725,000. Therefore, total damages were esti-
mated at $1,425,000. Ultimately, the Commission-
ers relied on Shenehon Company’s valuation. The 
hearing resulted in an award to the property owners 
of $1,200,000 and reimbursement of reasonable 
appraisal fees. The issue of whether a retaining wall 
was damaged as a result of the taking is undecided at 
this time. Additional compensation may be appro-
priate in the future unless the site work is actually 
underway. The Commissioners’ decision assumes 
that additional work will not be necessary. If this is 
not the case, the owner’s may submit the additional 
costs to MnDot for reimbursement. V V

BEfOrE AftEr
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AGA Medical Holdings, Inc.
AGA Medical Holdings, Inc. makes a variety of occlu-
sion devices to repair structural defects in the heart and 
blood vessels. Headquartered in Plymouth, Minnesota, 
the company has approximately 470 employees. For 
twelve months ending Dec. 2008 and the first six months 
of 2009, the company reported net sales of 167 million 
and 9 million in profits. Shenehon Company has been 
involved in valuations and other corporate issues for AGA 
from its inception in 1995.

In the bio-engineering development sector, the com-
pany and its products are quite remarkable. 

AGA first filed to go public in 2008. The initial appli-
cation was rejected by the investment community due to 
the decline in the financial markets. By the fall of 2009,  

 
the markets had recovered somewhat and the company 
made another bid to go public. However, the stock price 
was reduced from the original range of $19 to $21 per 
share to $15 to $16 per share. We understand AGA’s ini-
tial public offering (IPO) of stock was $14.50 per share—
the price at which the stock opened on October 21, 2009. 
The November 4, 2009 closing price of $13.43 reflects a 
7.4% decline in two weeks.

Through 2008, the company made significant profits. 
However, more recently, the company has been pre-occu-
pied with a host of patent infringement cases brought 
by AGA to protect its patents. Additionally, there are a 
number of lawsuits claiming that AGA infringed on others’ 
patents. In our opinion, the lawsuits are more to blame 

for the decline in per share value than 
the state of the markets. Using 2008 
numbers, AGA posts a price to earn-
ings (P/E) ratio of roughly 34. With 
no profits for the first nine months of 
2009, a P/E based on current financial 
results cannot be calculated. This may 
have contributed to a reduction in the 
stock price when the company went 
public. In addition, AGA’s debt burden 
becomes more of a factor when earn-

ings are down. Nonetheless, 
the company has an outstand-
ing line of products with very 
high profit margins. Provid-
ing the company can keep its 
house in order, AGA should 
perform well. 

It is more likely that the 
decline in AGA’s stock price 
was due to the costs of defend-
ing and pursuing patent 
infringement cases than to 
market conditions.

Figure 1 illustrates the per-
share data for AGA, as found 
in its Prospectus:

We provided income state-
ments for 2006 through Sep-
tember 2009 in Figure 2. V V

MArkEt trANsACtiON: BusiNEss vAluAtiON

figurE 1

Pro Forma Weighted Average Shares Outstanding 21,482,000*
IPO Market Cap $311,489,000
Nov. 4 Market Cap $288,503,260

*Assumes 2,062,500 Underwriter Options Not Exercised

 12/31/2008 FYE 9/30/2009 TTM
 EPS $0.42 $(0.05)
 IPO Price $14.50 $14.50
 Nov. 4 Closing Price $13.43 $13.43
 Implied IPO P/E 34.24  N/A
 Implied Current P/E 31.72  N/A

figurE 2

AGA MEDICAL statement of operations data
    2009 TO
  2006 2007 2008 SEP. 30TH

Net Sales 127,529 147,255 166,896 144,540
Cost of Goods Sold 24,985 22,819 26,635 23,603

Gross Profit 102,544 124,436 140,261 120,937
Selling, General and Administrative 37,515 50,190 65,669 71,897
Research and Development 12,096 26,556 32,760 24,905
Amortization of Intangible Assets 12,682 15,233 15,540 14,972
Change in Purchase Consideration 0 0 0 -1,051
Loss (Gain) on Disposal of Equipment 709 -3 68 -23

Operating Income (Loss) 39,542 30,460 26,224 10,237
Investment Income (Loss) 754 -751 -1,202 -2352
Interest Income 1,174 432 230 80
Interest Expense -22,893 -21,213 -16,492 -12,143
Other Income, (Expense), Net 957 -1006 722 1595

Income (Loss) Before Income Taxes 19,534 9,922 9,482 -2,583
(Provision) Benefit for Income Taxes -6,909 -3,844 -386 -573

Net Income (Loss) 12,625 6,078 9,096 -2,010
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	 Property:	 Syngenta	Seeds	Headquarters	Building	
11055	Wayzata	Boulevard	
Minnetonka,	Minnesota

	 Buyer:	 RT	Crest	Ridge	LLC

	 Seller:	 Opus	Northwest	LLC

	 Source:	 Seller

	 Sale	Date:	 July	22,	2009	(Purchase	agreement)	
August	17,	2009	(Closing)

	 Sale	Price:	 $28,418,735

	 Unit	Price:	 $244.28	(NRA)

	 Net	Rentable	Area:	 116,338	square	feet

	 Zoning:	 PID-394

	 Utilities:	 All	available

	 Topography	and	Soil:	 Good

	 Visibility	and	Access:	 Excellent

	 Age:	 Completed	July	2009

	 Land	Size:	 306,963	square	feet

Remarks:	This	is	a	build-to-suit	with	Syngenta	Seeds	signing	a	ten-year	lease	for	100%	of	the	building.	Synge-
nta	is	one	of	the	world’s	leading	companies	with	more	than	24,000	employees	in	over	90	countries	focusing	
on	field	crops,	herbicides,	and	seed	care	products.	Last	year,	the	company	reported	sales	of	more	than	$11.6	
billion.	The	building	is	a	three-story	structure	with	a	glass	curtain	wall	and	underground	parking	as	well	as	a	
431-stall	parking	ramp.	The	buyer	purchased	the	building	using	an	8.7%	capitalization	rate.

The	8.7%	capitalization	rate	provides	market	evidence	of	the	increase	in	these	rates	over	the	last	year	as	
we	contrast	this	sale	with	a	single-tenant	office	building	transaction	that	occurred	one	year	earlier.	TRT	Flying	
Cloud	Dr,	LLC	purchased	an	office	building,	100%	occupied	by	Alliant	Techsystems	($4.6	billion	FY	2009	sales)	
under	a	15-year	lease.	The	date	of	the	purchase	agreement	was	July	7,	2008	and	the	closing	was	October	3,	
2008.	This	105,385	square	foot	three-story	building	sold	at	a	capitalization	rate	of	7.2%
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