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Actual Gross Income 76
actual rental level (‘Passing rent’) 37
actual revenue 49
agricultural Land 13, 20, 38 n. 19, 39 n. 24
Akerson formula 114
all risks yield 103
Appendices 135
Appraisal Institute 6

definition of Market Value 3
definition of Investment Value 5

Arbitrage Pricing Theory 124 n. 43
asset and investment management, skills in

18–19
authorisation risk 33
Automated Valuation Models (AVMs)

65 n. 3

band of investment technique 111, 114
Bank of England 151 n. 9
bank spread 146
base rate 112
benchmarking analysis 157–9
Betas 124 n. 46
Bing Maps 135 n. 4
Black-Scholes formula 39 n. 27
Break option 74, 75, 131
BREEAM (Building Research Establishment

Environmental Assessment Method) 130,
135–6 n. 6

Brokerage fees 76
Brownfield sites 20, 27, 28, 51
Build-Up Approach 29
Buildable Area 38 n. 19

authorisation and 33
Gross 194
property taxes on 27
purpose of 129
technical description 129
value of 51, 134

Buildable Land 27, 55
see also Buildable Area; Non-Buildable

Land

Building Owners and Managers Association
(BOMA) 130

cap rate 22, 69, 70, 115
definition and description 103–4
determination, by comparison 140
discount rate determination from 117–19
estimation 160–1
Going-in cap rate (GICR) 104–5, 150–1
Going-out cap rate (GOCR) 79, 84, 104–5,

106–7
‘implicit’ approach xiii
market extraction example 116–17
market extraction through market yield

estimation 116
overall 103
in property return rate 103–7
relationship between discount rate

and 118
CapEx 76, 77, 81, 105, 139, 142, 150, 160,

161, 163, 167
Capital Asset Pricing Model (CAPM) 124 n. 3,

124 n. 4
capital gain return (or ‘growth return’) 12,

97, 117
capital investment expenditures see CapEx
Capital Market as risk in real estate investment

29–30
categorical feature 65 n. 15
Commercial sector 14, 15
Commercial Space 20, 21
Comparable Property 45, 50, 65 n. 4, 185

Direct Comparison Approach and 60–1
surface area and 132, 133
sales velocity 193

Comparable Transactions Approach see Direct
Comparison Approach

Comparables see Comparable Property
Computer-based valuation packages xiii
construction risk 34
consumer price index (CPI) 94 n. 15
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costs
of capital 110
of debt 112–13, 121, 146
Depreciated Replacement 57 n. 18
of equity 113, 121, 146
extraordinary maintenance 144, 145
hard 91
insurance 144, 145
opportunity 13
refurbishment 161
soft 91

credit crunch period 112
current return 97
Current Value 56 n. 3, 79

date of expiry of the agreement (‘reversion
to market’) 83

date of valuation 2–3
debt, cost of 112–13, 121, 146
default risk 101–2
demolition and reconstruction 10, 28
Depreciated Cost Approach Methods 47–9, 53

advantages, and limitations of 56
application example 55–6
description 53–6
in hotel evaluation (case study) 168
use of 50, 56

Depreciated Cost Methods see Depreciated Cost
Approach Methods

Depreciated Replacement Cost 57 n. 18
desktop valuations 127
Developer’s Balance Sheet Method

96 n. 37
Developer’s Margin Method 96 n. 37
Development Project 16–17, 18

Construction-Related 34
Market 34–5
see also Development Project appraisal

(case study)
Development Project appraisal (case study)

189–97
choice of valuation method 190–1
description of the property 189–90

Area chart 190
Residential units mix 190
Retail areas by floor 190

market analysis 191–2
comparable condominium developments 192

market valuation and real estate development
projects 191

valuation of 192–7

absorption rate and marketing strategy for
luxury residential developments 193

cash flow estimation 194–5
development costs estimate 194–5
revenues estimate 194

developer’s profit 195
discount rate determination 195–7
discounted cash flow approach model 196
Gross Buildable Areas calculation 195
Market Value calculation 197
retail component valuation with the direct

capitalisation approach 194
sales velocity for comparable properties 193
time horizon 192–4

Direct Capitalisation Approach 47, 49, 68, 69–81
application 79–81
application example 80–1

determining the expected cash flows 82
estimating the discount rate 82
partially leased property: 80
property fully leased with rent that is not at

the same level of the ERV 81
property requiring redevelopment 81

calculation algorithm 70
profit and loss account of an Income-producing

Property 71–8
vs DCFA 68
in Terminal Value estimation 84–6
use, advantages, and limitations 78–9

Direct Comparison Approach (Comparable
Transactions Approach) 47, 48, 51, 60–1,
61–3, 134
in estimation of Terminal Value 84, 86, 91
example 61–2
in hotel evaluation 167–8
unsuitable applications 154
in Terminal Value estimation 84, 86
use of 52

direct sources of information 44
Discount Rate 107–13

Build-Up Approach 119–22
components 110–13
consistency between cash flow and 108–9

financing and tax status 108
rental situation 108
yield curve 108

definition and description 107
determination from cap rate 117–19

Discounted Cash Flow Approach (DCFA) xiii, 9,
47, 49, 68, 81–9, 133, 134
advantages, and limitations of 87–9
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Asset Value calculation 86–7
Cash Flow estimation 83–4
Direct Capitalisation Approach vs 68–9
in evaluation of development area 192
in High Street Retail Unit 162
in hotel valuation 167
Present Value formula application

(Example) 87
Terminal Value estimation 84–6
Time Horizon 82–3
use of 51, 52, 87–9

discrete feature 65 n. 15
diversifiable risks 28
‘Drive-by’ valuations 127

Earnings Before Interest, Taxes, Depreciation,
Amortisation and Rent (see EBITDAR) 51

Earnings Before Interest, Taxes, Depreciation,
and Amortisation see EBITDA

Earnings Before Taxes 49
EBITDA xiii, 49 168
EBITDAR 51
economic feasibility 2, 27, 88, 90

analysis 94 n. 9
economic obsolescence 54, 55

quantifying depreciation in old buildings 54
useful life of old building 54–5

Effective Gross Income (EGI) 72, 145
Effort rate 38 n. 21, 74, 75
Ellwood formula 114
environmental certification protocols 130
environmental risk 33–4
Equilibrium Principle 59
equity, cost of 113, 121, 146
estimated reversionary sale price 185
Euribor 124 n. 41
Euro Interest Rate Swap (Eurirs) 112, 124 n. 40
European Central Bank 151 n. 9
European Commission 151 n. 9
European Group of Valuers’ Associations, The

(TEGoVA) 6
Blue Book 7
definition of Investment Value 5
definition of Market Value 4

European Valuation Standards (EVS) 7
EUROVAL 6
Executive Summary 128
exit yield see Going-out cap rate (GOCR)
Expected Rental Value (ERV) 44, 74

estimation 157–60
expected total return 110

explicit cash flow model xiii
Extraordinary maintenance 76

Federal Reserve 151 n. 9
‘financial archaeology’ formulae 114
financial structure risk 30–1, 146
Fixed Expenses 75
flat rent 94 n. 15
Flexible Commercial Properties 23, 25, 51, 75,

80, 139
Free Cash Flow from Operations (FCFO) 108,

123 n. 26
Free Cash Flow to Equity (FCFE) 89, 108,

123 n. 27
‘Full’ valuations 127
functional obsolescence 10, 11, 54, 55

‘Garbage In, Garbage Out’ 96 n. 33
Gaussian distribution 38 n. 4
global financial crisis (2008) 112
Going-in cap rate (GICR) 104–5, 150–1
Going-out cap rate (GOCR), 79, 84, 104–5, 106–7
Google Earth 135 n. 4
Google Maps 135 n. 4
Google Street View 135 n. 4
Gordon model 70, 118
graduated rent 94 n. 15
Greenfield Land 20, 27, 28
Gross Buildable Area 194, 195
Gross Operating Profit 49
Gross Surface Area 65 n. 8, 74, 132
growth return see capital gain return

hard costs 91
Headline rent 74, 76, 145
‘Heat Map’ 157
Hedonic Pricing Model 47,48, 60–1, 63–5
High Street Retail (HSR) case study 153–63

choice of valuation method 154
description of the property 153–4
market analysis 157–61

benchmarking analysis 157–9
Cap Rate estimation 160–1
expected rental valuation (ERV) estimation

157–60
leasing benchmarking 159
micro-location analysis 157, 158
refurbishment costs estimation 161
store surface efficiency analysis 158
store-by-store physical data collection 157
Vacancy and Leasing Time estimation 161
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High Street Retail (HSR) case study (Continued)
Net lettable area and calculation of weighted

lettable area 154
property class peculiarities impacting on

valuation 155–6
city 155
country-specific risk 156
global economic trend 156
local dynamics 156
micro-location 155
shop windows and internal layout 156
social and economic trends 156
visibility 155

retail surface efficiency indicators 154
valuation 161–3

Highest and Best Use (HBU) 4, 5, 13
historical value 79
historical risk premium 103
home ownership rates 38 n. 22
hotel appraisal case study 165–86

choice of valuation method 167–8
description of the property 165–7
hotel classification 187 n. 2
hotel valuation, peculiarities of 167
location and physical facilities 165–6
market analysis 168–86

accommodated demand 173, 174
average rate and occupancy 170
average rate forecast, by market segment

179
DCFA model 186
economic and geographic trends 168
forecast occupancy and average rate of hotel

180
forecast of average rate and occupancy 173–8
forecast of income and expenses 180–4
market segmentation forecast 175
penetration factor 173–4, 175
performance of primary and secondary

competitors 172
projected average rate growth by market

segment 178
projected market mix 177
projection of income and expenses 178–85
proposed new supply 173
room rate growth estimate 178
market segmentation for demand analysis

169–70, 171
supply and demand analysis 169
valuation parameters 186

hotel revenue model xiii

‘implicit’ cap rate approach xiii
income, definitions of 77–8
Income Approach Methods 48
Income Capitalisation Comparison Approach

Methods see Income Capitalisation Methods
Income Capitalisation Methods xviii, 3, 9, 43,

47, 48, 49, 67–9, 90
use of 50, 51
see also Direct Capitalisation Approach;

Discounted Cash Flow Approach
(DCFA)

Income-producing Properties 17, 35–7
management and market 36
physical and technical features 35–6
rental and contractual situation 36–7

indexed rent 94–5 n. 15
indirect sources of information 44
industrial risk 17
initial cap rate see Going-in cap rate (GICR)
initial yield see Going-in cap rate (GICR)
intended use risk 147
Interbank Offered Rate 124 n. 41
Interest Rate Swap 112
interlease discount rate 108
Internal Rate of Return (IRR) 99, 146

calculation over multiple periods 100
International Financial Reporting Standards

(IFRS) xvii, 5
International Monetary Fund 151 n. 9
International Property Measurement Standards

(IPMS) 132
International Property Measurement Standards

Coalition (IPMSC) 132
International Valuation Standards (IVS) 7
International Valuation Standards Council

(IVSC) 7
intralease discount rate (lease in place) 108
Investment Market 14, 22, 25, 34,43, 63, 139
Investment Value 4

definition of 5–6
Market Value vs 89

Italy
government bonds known (‘Buoni del Tesoro

Poliennali’) 151 n. 14
lease agreement, Commercial properties

151 n. 3

Key money 159, 160, 161, 163 n. 4

Land Recovery Method (IFEI) 96 n. 37
‘Land Residual Method’ 96 n. 37
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Leadership in Energy and Environmental Design
(LEED) 130, 136 n. 7

‘lease’ 7 n. 5
‘lease agreement’ 7 n. 5
lease in place 108
leasing fees 76
LEED (Leadership in Energy and Environmental

Design) 130, 136 n. 7
Lehman Brothers scandal (2008) 123 n. 9,

125 n. 57
levered cash flow see Free Cash Flow to Equity

(FCFE)
Libor 124 n. 41
liquidity risk 30
location risk 31–2, 147

macro categories of properties 24–8
flexible commercial properties 25
Land 26–8
Non-flexible commercial properties 24–5
Residential properties 24
trade-related commercial properties 25–6

Maintenance 14
Management’ cost item 15
Market Analysis 41–56
Market Approach Methods (Sales Comparison

Approach Methods) 47, 48
‘Market Comparison Approach Methods’ 57 n. 11
Market Rent 17, 25, 37, 83
market risk 17, 28, 34–5
Market Value xvii, 79, 80

definition 3–5
estimation xviii
vs Investment Value 89

material wear and tear 54, 55
micro-location analysis 157, 158
‘minimum terms of engagement 127
Multiple Periods Residual Value Approach

51, 90–1
Multipliers to property valuation 47, 49, 56 n. 6

natural senescence 10
NCREIE direct property index 124 n. 46
Net Income 49
‘Net Leasable Area’ see Net Lettable Area
Net Lettable Area 50, 61, 65 n. 8, 74, 131, 132,

133, 137, 138
Net Operating Income (NOI) 12, 49, 77
Net Sellable Area 60, 61–2, 63, 132
non-diversifiable risks 28
Non-Flexible Commercial Properties 50

Obsolescence
economic 54, 55
functional 10, 11, 54, 55

obsolescence risk 35, 39 n. 41
‘Off-plan sale’ 34
Office Property Appraisal 137–51

cap rate determination, by comparison 140
cash flow estimation 141–51

determining the income 141–2
direct capitalisation approach 150–1
discount rate 146–7
extraordinary maintenance costs 144, 145
growth rate for the cash flows 141–2
insurance costs 144, 145
investments 145
market value calculation 147–9
operating expenses 143–5
ordinary building management expenses 144
property and facility management expenses:

145
property taxes 144, 145
stamp duty taxes 144, 145
terminal value 145
vacancy and credit loss 142

choice of valuation method 139
description of the property 137–9
ERV determination by comparison 140
market analysis 139–40
Net Lettable Areas 138
Rent Roll 138
time horizon 140
valuation 140–51
Weighted Lettable Area 138

Operating Expenses 75
opportunity cost 13
Over rent 37, 80, 81
overall cap rate 103
Overheads in the profit and loss account 76–8
Owners 13

Passing rent 37, 74
percentage rent 95 n. 15
physical and technical features risk 147
physical senescence (technical resistance) 11
Potential Gross Income 77, 117
potential revenue 49
potential values 79, 80
pre-lease agreements 34
pre-sale contract 34
Present Value 3
primary sources of information 44
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producer price index (PPI) 94 n. 15
profit and loss account of an Income-producing

Property 14, 71–8
Properties and Trading Operations 18
Property Classification Criteria 19

business and the specific property 23–4
capacity to generate usable space properties

19–20
flexibility 22–3
durable consumer goods 22–4
investment assets 22–4
users and different purpose of space asset use

properties 20–1
property investments

categories of 16–17
characteristics of 10–15

building and land 10–13
business perspective 14–15
location 15
owners and users 13–14
use of space and investment asset 13

property market, analysis of 41–9
characteristics of the comparative factors and

information sources 43–5
comparative data and valuation method 43

property portfolio 51–2
Property Return Rates 69, 77, 97–122

calculation, single period 98
calculation, multiple periods 98–9
estimation 113–22
measurement 97–101
rates and capital market 101–3
see also cap rate; discount rate

property sector risk 146–7
prospective (or ex-ante) valuation 3

real estate investment funds (REITs) 136 n. 11
real estate risk 9
‘Real Estate Taxes’ item 15
real options 96 n. 38
recentness of information sources 43
refurbishing 10
regulatory risk 31
reliability of information sources 43
‘rent’ 7 n. 5
rent roll 74–5, 94 n. 12, 131
‘rental’ 7 n. 5
‘rental’ agreement 7 n. 5
rental/contractual risk 147
Replacement Cost Approach 47
Report, Valuation see Valuation Report

Report date 2
Reproduction Cost Approach 47
Residential Development Project 12
Residential sector 13, 15, 22, 32, 34, 51, 130
Residential Space 20,27
Residual Method 90, 96 n. 37
residual risks 28
Residual techniques 90
Residual Value Method 20, 90–3

Multiple Periods 51, 90–3
Single Period 90–1
use of 52

retrospective (ex-post) valuation 2
Real Estate Investment Trusts (REITs) 124 n. 46
revaluated rent 94 n. 15
‘reversion to market’ 83
reversionary yield 123 n. 15
risk

authorisation 33
construction 34
country-specific 156
definition of 28–9
default 101–2
diversifiable 28
elements in real estate investment 29–33
environmental 33–4
financial structure 30–1, 146
industrial 17
intended use 147
liquidity 30
location 31–2, 147
market 17, 28, 34–5
non-diversifiable 28
obsolescence 35, 39 n. 41
physical and technical features 147
property sector 146–7
real estate 9
regulatory 31
rental/contractual 147
residual 28
typology 147

risk-free rate 30, 41, 101–3, 105, 107, 120, 133,
146, 197

risk premium 146, 185, 195
Royal Institution of Chartered Surveyors

(RICS) 6
definition of Market Value 3–4
definition of Investment Value 5
Professional Valuation Standards

(‘Red Book’) 7
Rules of Thumb to property valuation 47, 49,

56 n. 6
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Sales Comparison Approach Methods
43, 48, 57 n. 11, 59–66
approach and application criteria 59–60
use of 50

Sales Comparison Methods see Sales Comparison
Approach Methods

secondary sources of information 44
Single Period Residual Value Approach

90–1
soft costs 91
‘Space as a service’ xiii
Space Market 12, 14, 22, 25, 34, 43, 139
Space Use 15, 32, 147
Space Users, needs of 11
specific risks 28
specificity of information sources 43
strategic purposes 2
Subject of the Valuation 1–2
Substitution Principle 59
SWOT Analysis 133

tail effect 161
technical 10
tenant improvements (TIs) 76
terminal cap rate see Going-out cap rate

(GOCR)
Terminal Value 3, 50, 185
time span concept 103, 125 n. 57
Trade-Related (Commercial) Property

15, 23, 51
Trading Operations 17
Transfer purposes 2
Transformation Method 96 n. 37
Treasury bills (T-bills) 102
typology risk 147

U.S. Green Building Council (USGBC)
136 n. 7

under rent xiii, 37, 80, 81
Uniform System of Accounts for the Lodging

Industry (USALI) 180
uniformity of information sources 43

unlevered cash flow see Free Cash Flow from
Operations (FCFO)

utility 47, 51, 56 n. 2

valuation associations, codes and standards 6–7
valuation date 2–3
valuation process 1
valuation purpose 2
valuation method, choice of 49–52
Valuation Report xx, xxi, 127–36

Appendices 135
description of the property 128-

building and zoning compliance 132
dimension 131
for Income-producing Property 130–1
Land Registry status 132
location 129
rental status 131
technical description 129–30

Executive Summary 128
market analysis 133–4
Preamble 128
surface area measurements 132–3
value estimation 134

valuation requirement, determination of 1–3
value, definitions of 3–6
Value to Be Estimated 2
Variable Expenses 75

Weighted Average Cost of Capital (WACC) 89,
110–11, 124 n. 34, 147, 185

Weighted Average Lease Term (WALT) 39 n. 41
Weighted Lettable Area 137, 153
World Bank 151 n. 9

yield 97
definitions of 77–8

Yield Capitalisation Approach 47
yield curve 102, 108, 109, 123 n. 7

zero-coupon bond 102
Zoning risk 17
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