
ln the past two years, persistent inflation and the
attendant instability in the capital market are once
again focusing attention on the wraparound mort-
gage. A financially attractive alternative Ior both the
lender and the borrower during high interest and
tight credit periods, the wraparound is also an
extremely versatile financing device. lt can be readily
tailored to salisfy many different mortgage lending
objectives. However, it has some serious limitationi
that must be assessed in order to minimize the risks
associated with its use.

Classilying Wraparound Mortgages
The wraparound mortgage is technically a subordi-
nate mort8a8e which, as the name suggests, wraps
around an already existing senior mortgage. The loan
amounl is equal to the unamortized portion of the
first mortgage and any additional funds that may be
advanced by the wraparound lender. The wrap-
around mortgagee takes over servicing the senior
mortgage from debt service payments received on
the wraparound. Although the basic characteristics
of wraparound mortgages are lamiliar, their specific
structure can vary significantly.

Perhaps the best way to categorizel the various types
of wraparound mortgages currently used is by ihe
differences in their three basic components - term,
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amount, and amortization schedule. The maturity of
the wraparound can be shorter than, coincident with
or in excess of the term of the underlying senior
mortgate. The wraparound mortgage can provide
additional financing or be used to reduce the debt
service and/or extend the term of a prior debt
obligation (i.e., a no additional Iunds, extended term
wraparound). Amortization on the wraparound
mortgage may be complete or partial and may or may
not occur concurrently with the underlying debt.
Alternatively, the outstanding balance of the wrap-
around may increase as the senior debt obligation is
amortized. The latter happens when debt service on
the wraparound does not cover debt service on the
prior mortgage, necessitating periodic ouGof-pocket
cash advances by the wraparound mortgagee.

Delermining the Yield
The unique character of the wraparound mortgage
also accounts for the unique nature of its yield.
Because the wraparound lender services the lirst
mortgage out of payments received from debt
service on the wraparound, income for the wrap-
around mortgagee is equal to the interest payment
differential on lhe two loans. The effective yield on
the wrap is, there{ore, equal to net interest divided
by the lender's investment, which is equal to the
differences between lhe wraparound loan balance
and the unamorlized portion of the senior mortgage.
However, the first mortgage amortizes at a different
and usually faster rate than the wraparound. There-
fore the effective yield changes with each debt
service payment, since an increasing portion of the
income earned on the wraparound is paid to the
senior mortgagee as amortization.2 lnstead of being
retained, this amortization payment is added to the
loan balance owed on the wraparound.

Deferred interest is best thought of as a series of

For several years conditions have been developing
that foster reinvestment in older, declining proper-
ties and neighborhoods, both residential and com-
mercial. Businesses and individuals are facing higher
land and construction costs. Concern is growing over
higher transportalion costs to commuters because of
rapidly escalating gasoline prices.

Recent government policies and actions have also
contributed to the new oullook in revitalization and
rehabilitation of older propenies in central urban
areas. ln addition to the housing and residential
neighborhood reinvestment proSrams contained in
the 1974 and 1977 Housing Acts, new tax laws were
enacted in 1978.

ln Iact, the most significant tax incentive for real
estate investors in many years may be a special provi-
sion written into the Revenue Act of 1978. For the
{irst time a direct investment lax credit is available for
rehabilitating qualified commercial properties. The
fnergy Tax Act of 1978 also contained provisions
which should further encourage reinvestment in
older properties. Prior to the acts, a property owner's
benef it was limited to the depreciation or amortiza-
tion of these expenditures.

These 1978 laws continue the swing in national real
eslate policy (i{ such a thing exists) toward encourag-
ing the revitalization of urban areas. This shilt was
shown in the 1974 Housing Act created by the Na-
tional Commission on Neighborhoods and partic-
ularly by the Housing and Community Developmenl
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Act of 1977, including Title Vlll known as the Com-
munity Reinvestment Act. lndeed, the National
Commission on Neighborhoods has recently con-
cluded an extensive study on declining neighbor-
hoods and has strongly recommended that govern-
ment policy should encourage the repair of older
neighborhoods rather than new construction.

Prior to the 1978 tax legislation, revitalization was fo-
cused on residential rehabilitation. The principal
tools for encouraging residential reinvestment were
direct community block grants and special low in-
terest rate rehab loans. The 1969 Tax Reform Act pro-
vided the Iirst tax incentive by allowing rapid depre-
ciation write-offs of rehabilitation expenses over Iive
years rather than actual expected life. However, the
1959 tax laws applied only to rehabilitation expenses
connected to low- and moderate-income housing.
The 1%9 TRA did nothing to encorage reinvestment
in older, nonresidential real estate.

The most significant provisions of the Revenue Act of
1978 and the Energy Tax Acl of 1978 for nonresidential
real estate investors are the new investment tax credit
allowance and the new alternate minimum tax. For
residential rehabilitated properties, the new laws ex-
tend the accelerated depreciation provisions of the
1969 and 1975 Tax Reform Acts plus allowing a tax
credit for energy conservation expendilures.

lnyeslmenl Tar Credits
Revenue Act of 1978. This Acl makes an investment
tax credil of up to ten percent available for rehabili-
tation expenditures on qualified buildings.l To be a
qualified building a structure must be rehabilitated
after having been placed in service, and the rehabili-
tation process must leave at least seventy-five per-
cent ol the exlernal walls in place as external walls.2
ln addition, the building must have been in existence
{or at least twenty years since construction or last re-
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habilitation.j Effectively, this limits the qualification
of a building to once every twenty years startin8
twenty years after original construction.

Rehabilitation expenses are any expenditure that can
be capitalized and that is incurred alter October 31,
1978 on a qualified, rehabilitated building with a

useful li{e of at least five years.a Rehabilitation ex-
penses include reconstruction but do not include:

o The cost of any property which would qualify for
the investment credit under the other definition of
qualif ied property;

o The cost of acquiring the building; and
. Expenditure on certified historic structures unless

it meets the rigorous tests under Section 191(d)(4).5

In order to maximize the investment credit on reha-
bilitation expenses, the expenditures are defined as

new property.6 Delining the expenditures as new
property removes them from the limitation that only
$100,000 per year of used property may qualify. Con-
sequently, a taxpayer may include all of the rehabili-
tation expenses in his investment credit com-
putation as well as up to $100,000 of used property
purchased du ring the year.

The limitation on qualified buildings to ones with a

useful lile ol at least five years means that the tax-
payer can claim at least two-thirds of the ten percent
on all expenditures. For buildings with a useful life o{
at Ieast seven years, the Iull ten percent credit is avail-
a ble.

Although lhere are no other direct limitations on re-
habilitation expenses, other provisions limit the qual-
ifying properties. The first additional requirement is

that the rehabilitated building may not be used to
furnish lodging.T Hotels and motels, however, are
specifically exempted from the exclusion for prop-
erty used for lodgin6.

The second requirement deals with leased property.
For the property owner lo claim the investment
credit, the property must be leased lor less than fifty
percent of the property's useful lile, and the ex-
penses deductible as ordinary and necessary business
expenses must exceed Iifteen percent of the rental
income.s

The final additional requirement is that the taxpayer
may not have elected the special short-term amorti-
zation under Sections 167(K) or 191.e These special
provisions deal with accelerated depreciation write-
offs for low-income residential properties and reha-
bilitated hislorical properties and are discussed
under the heading of depreciation.

The Revenue Act ol 1978 made another very impor-
tant change in the investment credit, which, al-
though it does not affect rehabilitation expenses di-
rectly, increases the amount of credit claimed. Prior
to the Act, the maximum tax credit permitted in any
year was limited to the first $25,000 ol tax liability plus

fifty percent of the liability above that amount.
Starting in 1979 the percenta8e is increased by ten
percent annually until 1982 when the maximum
credit becomes the first $25,000 plus ninety percent
of the excess liability-to lncreasing the tax liability
percentage to ninety percent, plus the fact that car-
ryovers are used on a first-in, first-out basis (a result
of the 1976 Relorm Act), should eliminate any loss of
the investment credit due to the limitation based on
tax liability.

Energy Tax Act ol 1978. An investment tax credit was
included in the fnergy Act which applies to expendi-
tures that do not qualify for an investment credit
under the 1978 Revenue Act. The Energy Act pro-
vides for an investment tax credit for energy propeny
expenditures made by a property owner. lt also
changed part of the definition of property qualifying
for the inveslment credit. These changes may in-
crease or decrease the amount of the investment
credit.

One important change that willdecrease the amount
ol investment credit is that the definition of property
eligible for the investment credit now excludes air
conditioning and heating units.rl Also excluded from
the definition of eligible property are boilers fueled
by petroleum and petroleum products such as nat-
ural gas.lr Petroleum fueled boilers will not be ex-
empt, however, if the burning of coal is prohibited
by air pollution regulations or the boilers are used for
an exempt purpose. Exempt purposes include resi-
dential facilities, farming, shopping centers, office
buildings, and lacilities which are not a part of the
manufacturinB or mining process.Il

The Energy Act made expenditures for energy prop-
erty from October -1, 

1978 through December 31, 1982
eligible for the investment credit.ll The expenditures
can be for either commercial or residential property.

Energy property includes solar or wind energy prop-
erty, alternate energy property and specially delined
energy property.tt Solar or wind energy property is

equipment which generates electricity, heats, cools
or provides hot water f rom solar or wind energy.16 AI-
ternate energy property is a boiler, burner or other
equipment which produces energy from a source
other than oil, natural gas or a product from oil or
natural gas.17 Specially defined energy property in-
cludes: a recuperator, a heat wheel, a regenerator, a

heat exchanger, a waste heat boiler, a heat pipe, an
automatic energy control system, a turbulator, a pre-
heater, a combustible gas recovery system, an eco-
nomizer, and any other property specilied in the reg-
u lations to be issued.18

ln order to implement the investment credit for
energy properly, the computation of the allowable
tax credit was restructured. The total allowable credit
is the sum ol the regular percentage, the energy per-
centage and the Employee Stock Ownership Plan
([SOP) percentage.ls The regular percentage is ten

ln many situations an ef{ective market segmentation
effort provided by a knowledgeable real estate
counselor can provide clienls with an extremely
powerfultool. Counselors can provide these tools {or
their clients together with the skill and knowledge to
design, apply and monitor their elfectiveness. They
should be yet another service provided by a profes-
sional real estate counselor.
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share of the market. The researcher should begin by
thinking of shopping centers as products or brands.
Some shoppers are "brand loyal," that is, they always
shop at a particular center. Other shoppers are of
moderate loyalty and others are not loyal at all. lf
these groups can be identified as legitimate segments
(accessible, measurable, substantial in sizel ihen a
concentrated effort can be made to attract and keep
those customers most likely to remain brand loyal.
Many regional shopping centers are just beginning
to realize that they have strong competition from
other regional shopping centers in addirion to well
developed strips which are growing past local status
yet are not classified as regional. Transportation costs
will exacerbate this problem. Encouraging "brand
loyalty" on the parl of shoppers to a centei is possi-
ble and practical and is just beginning to be a tech-
nique available to the market place.

Producl space segmentation requires sophisticated
data analysis (non-metric mu ltid imensional scaling
and cluster analysis) and is a powerful technique. lt ii
a natural segmentation method based upon the way
the market perceives the product under study. Using
shopping centers as an example, the counselor mighi
examine several shopping alternatives to see how
shoppers perceive similarities and differences and
how each center rates when compared to shoppers'
concept of an ideal shopping place. Answers to these
types of questions have obvious uses for the counse-
lor. The same analysis applies lo other products such
as office buildings, apartments, subdivisions, etc.

Value of Segmenlation and lts Cost
Market segmentation is being used and has been
used for a long time in real estate analysis. There are
several methods - some quite old and used fre-
quently, some very new and power{ul - but all are
practical, useful techniques available to the sophisti-
cated counselor. The figure gives an overview of the
segmentation strategies presented here. All of these
segmentation methods may be "mixed and
matched" as needed; that is, a market can be
segmented in many different ways and each segment
can usually be further segmented. for example,
volume segmentation mighr be used to idenrify a
heavy user group which might then be {urther
broken down by using demographic, psychographic,
geograph ic, or other methods.

As we all know, the finer we can target real estate
products the better these products can be tailored to
the market. Segmentation strategies can assist the
counselor in identifying and developing targer
markets. Counselling with clients concerning a new
development can be more useful and rhe quality of
advice lrom a counselor can be improved with the
segmentation concepts presented.

An ethical counselor must inform the client that
while segmentation usually results in better sales at

higher prices (or higher rents) it does tend to cost
more as well.

Property modification costs (or higher construction
costs) may be needed to make it more appealing to
specific segments. Also, especially for a builder,
construction cosls may inch upwards because several
products. designed to appeal to several groups or
seBments rather than one generalized floor plan for
the market, are being produced! Administrative costs
may trend upward due to extra dollars spent for
research, management of several segments and more
targeted advertising and promotion costs.

Io pul il bluntly, marketing segmentation is likely to
result in more sales or rentals at higher prices, but it
costs money! No one can say, with accuracy, whether
or not the extra profits will outweigh lhe extra costs.
Literdture abounds with examples of where it has
produced nel gains, huge net gains, but the bottom
line still remains: Can it cause sales to rise bv more
than its costs? ro e,ro

SeBmentation Strategy Selection
Four elements must be reviewed belore a counselor
should recommend a strategy: client resources,
property homogeneity, stage in life cycle of product
and competitive strategies.

Client resources must be sufficient to carry the
property in question through normal real estale
cycles as well as to finance the higher marketing costs
associated with segmentation efforts. ln real estate,
fortunately, market segmentation strategies usually
do not require outlays that are much higher than
normal.

Property homogeneity refers to the customers'view
of the property. lf they see no real difference
between properties (e.g., warehouse space in an
industrial park1, it is diflicult to develop e{fective
segmentation strategies.

Lile cycle of the property refers to the existing
degree of competition. lf your property is the "only
game in town" segmentation is wastelul because a
less expensive shotgun approach will probably work
as well. lf you have the only available space, the only
land with proper zoning, etc., you don't really need
sophisticated marketing efforts if basic demand
exists. However, the more heavy the competitive
pressures the more a client is likely to benefit from
these techniques.

ls the competilion using segmentation strategies?
When these powerful techniques are used it be-
comes extremely diff icult lor another f irm to com-
pete effectively without similar strategies. The other
side of the coin suggests that if competitors are not
using lhese methods a client can gain a great edge by
ef f ective segmentation strategies.

percent of the property which qualifies because o{
applicable sections other than the energy property
section. The Code states "... the regular percentage
shall not apply to any energy propeny which but for
section 48{l)(1) would not be section 38 property."ro 1g

appears that property that qualifies for the invest-
ment credit as energy property, and that is also elig-
ible under another subsection, qualifies for the reg-
ular percentage. The tSOP percentage is only for
corporations which have special employee owner-
ship plans.

ln addition, the law was changed so thal lhe credit
computation and the carryover rules are to be ap-
plied separately for energy property and all other in-
vestment credit property with the other property
going first.zr ln applying this rule energy property is
divided into solar or wind energy properry and all
other property. For nonsolar or wind property the
computation of the credit and carryover is the same
as nonenergy property except the percentage of tax
which can be offset by this credit is increased to 100
percent of the tax liability.r,t

The credit {or solar and wind energy property is a re-
fundable credit.2r This means that if the credit ex-
ceeds the tax liability the government will send the
taxpayer a refund for the excess rather than requiring
the excess be carried over and used to reduce the lia-
bility in an alternate year. This is the first time that any
part of the investment credit is refundable and only
the second time that any credit is refundable.ra

Depreciation Allowances under 1978 tegislation
Rehabilitation expenditures must be capitalized
(added to the asset basis) rather than deducted in rhe
year incurred or paid. The taxpayer may then claim a
depreciation deduction ratably over the life of the
asset.

The Tax Reform Act of '1969 granted the taxpayer an
option to elect to depreciate the cost of rehabilita-
tion expenditures for low income housing over sixty
months using the straight line rale.25 Each subsequent
tax act increased the date that the expenditure can
be incurred. The Revenue Act of 1978 permits expen-
ditures through December 31, 1981 to quali{y for the
election.

Low-income housing is delined as housing which is
rented to low- and moderate-income families as de-
fined in the Leased Housing Program under Section 8
of the United States Housing Act of '1937.26 lt does not
include hotels, motels and other rental property in
which more than one-half the units are used by tian-
sients.z7 Qualified rehabilitation expenditures are
capitalizable and apply to a properly addition or im-
provement which has a useful life of at least five
years.,8 Qualified expenditures do not include the
acquisition ol the property or a partial interest in the
property. The maximum amount which will qualify
for the accelerated amortizarion is $20,000 per unit
provided at least $3,000 is expended within a two-

year period.2e

The Tax Reform Act of 1976 permitted the amortiza-
tion of qualified rehabilitation expenses of certified
historic structures over sixty months using the
straight line method.ro The Revenue Act of 1978 ex-
pands and modifies the law to include historic dis-
tricts certified by state and local governments as well
as ones listed in the National Register. The Act con-
tinues the restriction on depreciation to the straight
line method for demolition and substantial alte;a-
tions of structures within historic districts unless they
meet the tests as certified rehabilitation expen-
ditures.rl The Act also makes clear that the taxpayer
can elect either the sixty-monlh amortization or ac-
celerated depreciation, but not both.12

lf real property is sold at a gain, then the gain, to the
extent it is the result of accelerated depreciation in
excess of the amount which would have been al-
lowed under the straight line method, is ordinary in-
come rather than capilal gain. Since 1969, the elec-
tion to amortize rehabilitation expenses over sixty
months has caused the gain on the sale to be ordi-
nary to the extent the amortization deduction ex-
ceeded the amount that would have been deducted
if the actual useful life had been used. The Revenue
Act of 1978 includes the sixty-month amortization of
certified historical structure expenses under lhis re-
capture ru le.ll

As discussed earlier, the Energy Tax Act of 1978 pro-
hibits the claiming of the investmenr credit on cer-
tain boilers fueled by oil and gas. ln calculating the
deduction for depreciation on these boilers the tax-
payer is limited to the straight line method.r. ln addi-
tion, the useful life will be equal to the listed class life
without the twenty percent reduction which was per-
mitted as part of the asset depreciation range me-
thod. ln other words, the taxpayer is limited to the
old guideline life for the boiler.

Alternately, the Energy Act permits the taxpayer to
shorten the useful life of a boiler fueted by oil, gas or
other petroleum product which is already in opera-
tion.rt lf the taxpayer can establish that he is going to
retire or replace a petroleum boiler belore the expi-
ration of the selected useful life, then he can deter-
mine the depreciation deduction based on this
shorter life. However, if the boiler is not retired or re-
placed, he will be liable for interest on rhe tax benefir
which resulted from the shortened life.

Alternate Minimum Tax
ln addition to the changes in investment credit and
depreciation, the Revenue Act of 1978 will cause a
taxpayer to incur an increase in minimum tax as a re-
sult of rehabilitation expenses.

lncluded in the list of tax preferences is accelerated
depreciation on real property. This is defined as the
amount of depreciation claimed in excess of the
amount lhat would have been allowed under the
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straight line method. ln calculating the amount of
strai8ht line depreciation, the taxpayer was not per-
mittad the rapid write-off of rehabilitation expenses
of low income housing. Therefore, if the taxpayer
elected the sixty-month amortization, he or she had
tax preferences equal to the difference between the
imount claimed and the amount that would have
been allowed if the actual useful life rather than the
shorter life was used. The Revenue Act of 1978 added
the sixtv-month amorlization of certified historical
rehabiliiation expenses to the list of tax prefer-
ences.l6

The above change is the only direct one made by the
1978 Act. There is, however, a significant indirect
change. The Act added a new alternate minimum
tax.r7 This alternate minimum tax is payable if it is

larger than the regular tax plus the old add-on min-
imum tax. This new minimum tax is a replacement of
the regular tax plus add-on minimum and is payable
instead of the old taxes.

The computation of the new alternale minimum tax
starts with gross income. trom gross income there is

subtracted all deductions permined in arriving at tax-
able income. To this is added the amount of tax pre{'
erences as a result of capital gains and itemized de-
dudions.rB The result of the addition and subtraction
is alternate minimum taxable income.

The alternate minimum tax is calculated on a pro'
gressive rate scale. The rates are ten percent for alter-
nate minimum taxable income from $20,000 to
$60,000, plus twenty percent lor the amount between
$60,000 and $100,000, plus twenty-five percent on the
amount abbve $100,000.:s This alternate tax is re-
duced to the amount of the allowable foreign tax
credit.lo No other credits are permitted.

lf the taxpayer is liable Ior this new alternale min-
imum tax he will not receive the benefit of the invest-
ment credit. Speci{ically, a taxpayer entitled to the
credit as a result of rehabilitation expenditures will
not have a reduced tax liability if his alternate min-
imum tax exceeds his regular tax minus all credits
plus the old add-on investment credit.

lf the taxpayer does not get to use the investmenl
credit because of the alternate minimum tax he will
be able to carry over the unused amount. The car-
ryover period is the three years preceding the cur-
rent one plus the seven succeeding years. This ten-
year carryover period plus the fact that the credil is

used on a first-in/first-out basis should aid in min-
imizinB the loss of investment credits.

Futu?e lmpact
As with any new laws, particularly new tax laws, some
problems exisl. First, until the IRS issues its regula-
tions clarifying and expanding the definitions of
many key terms, a great deal o{ uncertainty will re-
main about eligible expenditures and qualifying
properties.

A marked tendency on the part of property owners
to have their properties or immediate neighbor-
hoods registered as hislorical districts may also result.
It remaini to be seen how much pressure will be ex'
erted to limited historical registry.

The refundable tax credit now available, together
with the new alternale minimum tax, may cause a

shift away from the high tax bracket investor toward
middle and upper middle-income investors seeking
immediate cash returns. A "secondary market" may
develop from investors who initially purchase older
properiies, provide the rehabilitation capital, and
iake the immediate tax advantaSes and resell the
property on a shorl term basis to a "permanent"
owner seeking the longer term cash flows and depre-
ciation allowances.

Finally, until a body ol case law is developed to sup-
plement forthcoming regulations, investors seeking
to take advantage o{ the new tax incentives will be
Iacing far more uncertainty and be subject to future
inlerpretations of allowable expend itures.

examples. A good real estate counselor is always
searching for new, more ef{ective ways to segment
markets. Creative counselors can provide their
clients with a very real and profitable marketing edge
with the successful application o{ segmentation,
especially new, innovative segmentation method-
ologies.rr's'6

based on life-styles, personality traits, attitudes,
images, etc. The "swinging singles" concept is an
example of psychographic segmentation. Swingers
who iend to demand modern up-to-date archilec-
tural styles and a hedonistic life style, and status
seekers who are extremely conscious of high status
locations and high status styles, are practical markets
for real eslate analysls. Psychographic segmentation,
then, keys in on various life styles by concentrating
on that specific group with advertisinS, amenity
packages, 

'pricing, 
etc. For example, health-oriented

individuals such as joggers or tennis buffs have been
successfully attlacted to office space designed to
appeal to ihis segment (health clubs, jogging tracks,
handball courts, etc.)

Eenefit se1mentation is a newer method infrequently
used in the real estate business but one with Sreat
ootential. Buyers or users are not divided upon
demographic'or psychographic variables but on the
basis 

-of what the buyers are seeking from the
oroduct. Here the counselor asks: "What does this
ihopp", *rnt in a store?" "Are they leasing this
office space for an image, status, price, or conven-
ience, etc.?" "What speci{ic amenity package does
this office space user want?" Some may be looking
for price; some, location: and others, other ameni-
tiesJ The correct approach is for the counselor/ana-
lvst to examine the potential market (buyers) to try to
identify exactly what benefits buyers are seeking
from the product whether it be housing, retail space,
office space or warehouse space. While this is a little
used method due to analytical difficulties, if used
properly, il can provide the skccesslul analyst with a

strong edge in lhe market place.

Volume segmentalion is really a continuation.of
several segmentation approaches. Step one. is for the
counsetoito examine potential users to determine
whether they fall into heavy, medium or light user
groups. Lel's use retail space in a suburban regional
ihopping center as an example. Perhaps retail mix is

bein! pianned. An analyst might be considering
several ladies' boutiques for special leasing attention.
Which is the one on which to concentrate? first,
examine typical patrons in order to define "heavy
users" of ihls tyie of store. Then see if they have
some identifyinS characteristics - certain age or
income group, fsychographic pro{ile, etc. When as

much dala ai p6ssible have been collected, then all

oolential boutiques can be examined to try to
betermine which would appeal most to the "heavy
user" group of customers. This, of course, presup-
poses ihat the counselor is seeking to maximize
income from a percentage lease arrangement. while
this is a simple erample, a little imagination and
thought will result in many possible applications of
this concept.

MarketJactor segmentation is especially useful in
retail situalions. Suppose the counselor has been
retained to assist a shopping center to improve their

TIGURE

SECMENTATION
STRATECIES TYPICAL VARIABI"ES

NOTES
1. Section,l6(a)(i)(t).
2. Section,18(8)(iXA).
3. Section 48(B)(iXB).
4. Section {E(t)(2XA).
5. Section 46(tX2XB) and Se(ion,16 (8)(1)(D).
6. S€ction 48(8)(3).
7. Section ,18{a)(3).

E. Section 46(e)(3). Also permilted are leases by corporalions
and leases ol property manufactured by the lessor.

9. Section {8(a)(8).
10. Section 46(
'11. Section 48(
12. Secrion 48(
13. Seclion ,18(

14. Seclion 48{
15. Seclion 48(
16. Section 48(
17. Section 48(

(3).
(r)(A).
(10x4)
(10)(B)

a

a

Ceographic

DemoEraphic

Psychographic

Benefit

Volume

Market-Factor

Product-5pace

Trade areas defined by travel
time, neighborhoods, regions
Age, sex, family size, family life
cycle, income, occupation, edu-
cation, social class, race

Life style, such as hedonistic,
active, conservative or status
seekers, personality traits
Amenities sought such as cov-
ered parking, recreation and en-
terlainment contained in com-
plex, views or impressive vistas,
super fast-zoned elevators, stat-
us location
Heavy user5 vs. light users of
space per employee, apartment
size required, produas requir-
ing large amounts of storage
space

Sensitivity to advertisinS, price,
services provided, quality, brand
or store loyalty
Perceived similarities and dis-
similarities between competint
products by users2

4
l

18. Section 4E(l)(5
19. Section,{5(a)(2)(A). EsoP refers to corporations which have

established special qualified employee stock ownership plans.
20. Section,{6(a)(2)(D).
21. Section,16(a)(10)(A).
22. Section,l6(a)(10)(B).
23. Sedion a6(aX10)(C).
24. The earned income credit was the first refundable credit.
25. S€ction 167{k)(1).
26. Section 167(k)(l)(B).
27. Section 167(k)(3)(C).
2E. Secrion 157(kX3XA).
29. Section 167(k)(2).
30. Section 191(a).
31. Section.l6T(n).
32. Section '167(0).

13. Se.tion'1250(b)(4).
l'{. Section 167(p).
15. Seclion 167(q).
36. Section 57(a)(2).
37. Secrion 55.
38. Seclion 55(b)(1). Starling in 1979, sixly percent of net long

term capital gains is a tar preference item. The amount of ilemized
deduction ercept medical and casualty losses in excess of lixly
percent of adiusted tross income is also a tax preference item.

39. Secrion 55(a)(1).
,O. Secrion 55{c)(2).

Ceographic segrnenlation is one o{ the oldest forms
of segmenlation and one of the most frequently used
in real estate. Concentrating marketing efforls on a

neighborhood or area of a city for a new apartment
complex or mini-warehouse is an example of this
strategy. Ceographic se8mentalion is perhaps the
most useful of all for retail location analysis when the
geographic area is defined by driving time. This is

one of the most popular and well used methods
available.

Demographic segmentation is another popular
method. Demographics are statistics about peoPle,
and, thus, any statistic (a8e, income, sex, etc.) can be
used to form a demographic segment. Marketing
apartmenls or condos to younB singles, empty
nesters or high income groups are examples.

Psychographic segrnentation is one of the newer
methods used successfully in the late 60s and 70s. lt is
based on the thought lhat a market segment can be
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