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Graaskamp, in "A Practical Computer Service for the Income Approach," THE APPRAISAL
JOURNAL, January, 1969:

". . . All of the scholarly concern with capitalization rate misses the point
that the amount of income received by the investor is uneven and erratic and has
differing investment quality because of varying degrees of income taxes on these
receipts. Nonetheless, the income schedule, not the capitalization rate system, is
the root of all value. . .

"Therefore, 1f the income approach to value is to be fully acknowledged as an
appraisal tool, attention must be directed to: 1. Redefining income returns to the
investor; 2. Placing returns in specific time periods; 3. Accounting for each type
of return after considering income tax; 4. Reliance on simple, compound interest,
reversion discounts only, rather than all-encompassing but fictional annuity factors;
5. Redirecting appraisal methodology to reflect investor logic and motivation. . .

"Year-by-year estimates of after-tax cash flow are tedious and repetitious,
well suited to the capabllities of a carefully programmed computer. .

"Simulation is a 25-cent word describing what an appraiser does to predict
value, most specifically when using the income approach. However, present income
approach methods are challenged because they do not accurately simulate the income
stream valuations of sophisticated investors. Spendable after-tax cash flow
analysis is far more representative of investment counseling techniques in real
estate and, therefore, is a more precise simulation approach to value."

Farrel, in "Computer-aided Financial Risk Simulation," THE APPRAISAL JOURNAL,
January, 1969:

"Without the computer we would probably prefer the traditional method of analysis,
supported by our professional judgement. With the computer we can practically elimi-
nate all calculations and still be assured that the 100,000 calculations performed are
more reliable than the much less complicated traditional analysis through manual
efforts . . . our time can now be spent more productively in collecting relevant
economic data, in testing the effect of available information, and, in general, mini-
mizing investor uncertainties . . .

"The discounted cash flow method of analyzing real estate investment decisions
is simple in concept, yet complex in application due to the large number of compu-
tations necessary for its execution. However, the DCF method is a superior analy-
tical tool because it permits the investor to develop a realistic, comprehensive
picture of his investment yield, particularly where cash flows will be generated
unevenly over a long period. The computer not only eliminates the mathematical
drudgery which naturally tends to make traditional analysts avoid the DCF method,
but also permits additional program sophistications which will give the investor a
thopough understanding of the importance of particular income and investment variables."

Colby, Donald S., In "Mineral Resource Valuation for Public Policy", U. S. Department
of the Interior, Bureau of Mines, 1969:

". . . regardless of whether public or private values are at issue, estimation
of the in-ground value of mineral resources is not easy. Because the quality and
quantity of valuable material in the deposit remain imperfectly known until the
deposit has become depleted and valueless, special procedures have evolved to deal
with valuation of mineral resources. There are two commonly ignored but very perti-
nent facts that such procedures must reflect; first, value is a net concept in which
costs must be subtracted from returns; and second, production takes place over time
so that future value must be reduced to a lower 'present value' figure. . . (p. 2)

-7 -



", . . Various combinations of ownership and management, non-equity sources
of capital, and different tax laws might complicate the calculations, but they
would not alter the basic methodology (presented in the paper) . . . (p. 2)

"Stated most succinetly, the tangible economic value of any capital asset,
regardless of whether it is a natural resource or a manufactured product, is the
present value of the cash flow available from utilizing that resource in the most
productive way possible . . . it is sufficient to realize simply that resource value
is estimated by subtracting both capital and operating costs from the expected total
revenues over the life of the deposit. The net value obtained from this subtraction
must then be discounted to the present; that is, allowance must be made for the
length of time between investment and return. Such discounting is accomplished by
an interest rate. This basic methodology (is) known as the discounted cash flow (DCF)
method . . . (p. 3)

", . . With the partial exception of land, all assets deplete with time and
involve risk. Methods such as the Hoskold formula, which were devised to allow for
these two 'gpecial characteristics', are unnecessarily cumbersome and errcneous in
concept. Preston discusses the Hoskold formula in detall and concludes, among
other things, that it 'avoids none of the real difficulties of mineral deposit valu-
ation. The estimates of annual net revenues and length of life remain to be made on
the basis of judgement. The formula simply takes these estimetes and reduces them
by an arbitrary factor." . . (p. 6)

", . . The only real effect of depreciation and depletion, so far as cash flow
is concerned is thelr effect on income tax liability. If the depreciation deduc-
tion can be increased for a particular year, taxable income 1s thereby reduced and
income tax liabllity is reduced. Every dollar reduction in income tax méans a dollar
increase in cash flow. (p. 10)

"This report takes no position on the appropriate rate of discount in either
public or private projects. Currently, there is much controversy on the subject.
Figures currently suggested for Federal investment projects range from 4 to 12 per-
cent. The rate of return realized by petroleum firms under normal risk conditions
is approximately 12 percent after taxes. Expected returns on new investment are
somewhat higher than this in petroleum, and perhaps, in mining as well. (p. 12)

"A number of general assumptions are essential to handle the mineral resource
valuation. problem. Most important, a full-employment economy is assumed. . . This
means that the Nation suffers no gain or loss in income or employment because of
what happens to a specific mineral deposit. The deposit may or may not be mined;
however, if it is not, the same dollar amount of capital can be invested and earn
an equivalent return and pay equivalent taxes somewhere else in the Nation.
Second, it must be assumed that both capital and operating cost figures used to
derive cash flow estimates represent the most efficient combination of inputs to
obtain the given output. . . Third, investment funds are assumed to come entirely
from equity financing. The same rate of return will be obtained on all capital.
The cash flow occuring to the resource owner will be both a return of capital and a
return on the amount of capital still invested. . . Fourth, prices for the mineral
product are assumed to be constant. . . The latter assumption may not always be
reasonable; in such cases appropriate adjustments Iin estimated potential returns
should be made. . . (p. 15, 16)

"The determination of cash flow requires allowance for expected revenues,
operating and capital costs, profits, and taxes. However, it is the income tax
that involves the most difficulty in calculation, because it depends upon the
handling of depletion and depreciation, which in turn depend on capital values.
Thus, the algebra of cash flow calculation when capital value is an unknown must
be different for each of the various depletion provisions." (p. 32)
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Hodges, in "Computer:Progress in Valuation of Income Properties,"” THE APPRAISAL
JOURNAL, January, 1971:

"The real estate appraiser or counselor must not be guilty of abandoning the
field work so vital to the accuracy and validity of property valuation and spoiling
the fruits of that laborious field work by employing mathematically inaccurate
capitalization procedures .

"Except for our lack of abilities to solve the type of arithmetic and algebraic
problems connected with complex investment property vaeluations, we would have pro-
gressed further by this time, and might have convinced the judiciary and numerous
governmental bureaus that we can and should adhere to the same decision making pro-
cesses actually employed by the real estate investor market .

"Through the use of computer services . . . we can determine the criteria for
marketable investment properties, which many experts already believe to be dominated
by after-tax yield. We can then identify the Most Probable Purchasers for particu-
. lar classes and sizes of properties. This is the last step preceding the determin-
ation of the Most Probable Selling Price of any investment property."

Ken Garcia, in "Sales Prices and Cash Equivalents," January 1972 issue of THE
APPRAISAL, JOURNAL:

"Economic theory dealing with real estate financing techmiques is almost non-
existent, although in recent years pronouncements have been made regarding how
financeing was to be included in the market value concept.

"Thorough analysis of appraisal theory leads to an indisputable conclusion:
When an estlmate of value is rendered in terms of money, the market value concept .
includes no financing at all. . . Legal support does not exist regarding the theory
that the contemplated consideration may be estimated either partially or wholly in
terms of a promise to pay or of any other tangible or intangible. . . The role of
financing in the appraisal of property, although simple in theory, is sometimes com-
plicated in application. The shorthand terminclogy commonly used to describe a real
estate transaction has caused considerable misconception among appraisers regarding
actual market sales. . . Even though transactions involving non-cash components con-
stitute the vast majority of today's sales, speech habits continue to imply that
dollars alone, and not dollars and paper, are paid.

"These observations do not imply that appraisers cannot validly use non-cash
sales in their analysis, but every sale used should first be converted into its
'cash equivalent'. The amount resulting from this conversion might properly be called
the cash sale price. Prior to conversion, it is essential to refer to raw sales as
nominal sales prices, although sometimes the nominal and cash prices will be equal.

Rateliff, in VALUATION FOR REAL ESTATE DECISIONS, Democrat Press, 1972:

". . . Rates of return on total capital invested in the property are only of
academic interest. Thus useful real estate investment analysis must be directed to
the productivity of the equity contribution. Rates of return or yield are measures
which are meaningful only in relationship to egquity (p. 177). . .

"Most investment decisions are based on expected cash flow to equity, 1.e.,
spendable cash remaining in the hands of the investor after necessary cash outlays.
Broadly speaking, the outlays include operating expenses, mortgage payments and
income taxes (p. 179 . .

"(internal rate of return) is the most satisfactory basis for comparing alterna-
tive invesiment opportunities by providing a single measure of expected yeild, which
can be directly compared with expected yields from other investments (p. 209) . . .
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"Among sophlsticated investors and analysts, the discounted after-tax cash flow
is being increasingly employed as the basic investment test. Computer programs are
widely available to relieve the analyst of the burden of long-hand computation.
These programs are basically the same but do differ in flexibility (p. 216) . . .

", . . But the facts of the market place are that there 1s a great variety among
investors, not only in theilr knowledge and sophistication, but in the analytical pro-
cedures which they use in decision-making. It is an important responsibility of the
appraiser to discover that manner of investors who are active in the submarket of
the subject property and to learn the nature of their caleculus. . . (p. 222)

"Our conclusion in the matter of the practice of assuming a constant future pro-
ductivity is that since the basis of investment in income property is the production
of income, this forecast should receive careful attention and that its expression as
a constant 1s a crude 1f convenient expedient. . . (p. 226)

"Although we know that an income property is purchased on the basis of investors'
productivity expectations, we are unable to use the conventional capitalization models
for calculating the present worth of these future returns in terms which will reliably
foretell its selling price. The reason is that the conventional capitalization models
are not complete market simulation models. . . (p. 249)

"As presented in text bocks and as used in the field by appraisers, however, the
conventional Income Approach fails to meet the tests of true simulstion which will
produce an estimate of market value. The true significance of this model as presented
in conventional literature is confused and vague; its function in contributing to the
estimate of market value is unclear to many practitioners and is variously interpreted
by them . . . (it) requires that the expert, the appraiser, shall make the predictions
of productivity and encourages him to believe that he can 'go to the market' and ex-
tract from the income-price facts of past transactions a properly representative capi-
talization rate. With these inputs, he 1s told that he can use one of several conven-
tional models to calculate a value figure which is market value. But the conventional
Income Approach falls to fall within the definition of simulation in a number of
respects:

(2) The appraiser cannot extract from the usual information available on
comparable sales the capitalization rate actually used by either of the parties to the
transaction in his own investment calculus. There are so many variables which enter
into price establishment that it is logically and mathematically impossible to extract
any one of them, such as the capitalization rate, without knowing all the others.

(3) The conventional capitalization model fails to include as inputs many of
the variables which actually enter into the price-establishment process.

(4) Most of the conventional capitalization models are not actually in general
use In the market by investors in meny types of income property." (pp. 246, 247)

David J. Morrison, in "Cash Flow Valuation and Yield Valuation", THE APPRAISAL
JOURNAL, January, 1972:

"The direct capitalization method which involves extracting an overall capitali-
zation rate from the market has one major shortcoming - the lack of consideration
within the capitalization rate for variations in financing. In addition, a more
appropriate name for the direct capitalization method might be the 'net rent divisor'
since the only difference between this capitalization method and the 'ballpark' valua-
tion figure obtained from using a gross rent multiplier (GEM) is the minimal refine-
ment obtained by deducting the estimated vacancy and expenses from the gross rent

figure .




Reprinted with permission of The Counselors of Real Estate

"We have criticized the techniques of profitability measurement (broker's cash-
on-cash and appraiser's overall capitalization rate) because they do not furnish the
investor with a measure of profitability that is accurate enough to be used in
investment analysis and actual investment decisions. . , (p. 348)

"Most modern investment analysis uses either the present-value or the internal-
rate-of-return concept in calculating potential profits and yields. While some expertis
believe strongly in the advantages of one over the other, in most cases both will lead
to similar decisions. These measures allow specific inclusion of an investor's indi-
vidual tax situation and the value of money to him. They can be simplified by short-
cuts to the point where they are no harder to calculate than the earlier methods. Of
course, the more shortcuts are used, the greater danger of missing information."(p.352)

James A. Graaskamp in REAL ESTATE COUNSELING, 1976, American Society of Real Estate
Counselors, Chapter Nine:

"A Reorientation in Appraisal Concepts. . . 2. Real estate decision-makers
are not interested in economic surpluses but in cash profits expressed as after-tax
spendable dollars, in yield not cap rates, and in measures of risk, as opposed to
the traditional view that 'mortgages' are preferred to 'equity' or that motels are
'riskier' than moderate rent housing. Such judgments are naive, particularly when
they are converted to decision factors by adding an arbitrary .0l to the overall
capitalization rate. . . 4. Many facets of the income approach to appraisal no longer
serve as useful tools in feasibility analysis under a cash concept of real estate
enterprise. Modern capital budgeting techniques treat the realities of business
cash flows on an in-and-out basis, rather than accepting convenlent assumptions
necessary to the continued use of the income approach with a single capitalization
rate."

Hanford, in "The Capitalization Process Revisited", APPRAISAL JOURNAL, July, 1976:

", . . The land and building residual techniques are not appropriate in most
instances, because they employ a different rate for each agent of production. . .
If one were to scoop a bucket of water from the Atlantic Ocean it would be impossible
to identify the water from the Mississippi River and Missouri River in that bucket.
The bucket contains ocean water. So 1t is with property: the income stream from
property cannot be segmented, other than artificially, as to its source. Finally,
the concept of 9lit capitalization rates just does not parallel the behavior of
buyers and sellers.

"Historically, the most popular method was to extract the capitalization rate
from observed market transactions. . . If we have a large number of recent sales
with reliable raw data, this method may be appropriate. . . Rarely is a sale sample
homogeneous as to all of its elements. In reality, use of raw data (sales price
and indicated net income) to produce a capitalization rate comparable produces a
rate as ‘'raw' as the data input. . .

"Expenses can be researched at the source for all categories except repairs.
In existing properties with actual operating history, results can be verified and
the appraiser need only determine whether or not an increase is imminent. . . Only
repairs not performed under full maintenance contract require judgmental estimating
and the age and condition of the structure will be variable. In existing buildings,
past history can assist greatly in narrowing the range of judgment error.
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INDEX

Above-average returns from RE can derive from many factors, 22,23

After-tax basis should almost always apply in evaluations, 3

After-tax cash flow analysis required in determining highest and best use, 37

After-tax cash flow is most important measure of investment yield , 44

After-tax cash flow is spendable income, 13

After-tax cash flow is standard for measuring initial & subsequent capital investments, 32

After-tax cash flow is uneven, cannot be stablized, 7,24,43

After-tax cash flow is the revenue associated with DCF analysis, 13

After-tax cash flow technique conforms to logic of the market, 16

After-tax cash flow, not net income, should be embraced in capitalization theory, 17

After-tax cash flows must be estimated as to amount, timing, durability and stability,25

After-tax cash flows must be forecast to determine validity of appraisal, 36

After-tax equity yields can be higher than pre-tax yields, 20

After-tax equity ylelds related to all other investments in the economy,22,23,41,42.

After-tax ROR can be 15% to 25% with effects of inflation, 19

After-tax ROR in real estate is higher than in common stocks, 6,23,42,43

After-tax ROR 1s enhanced by subordinated land lease, 33

After-tax ROR of at least 12% is objective of Boise Cascade in new acquisitions, 35

After-tax RORs on certain apartment properties in S.F. area averaged 10.9%, 6

After-tax returns are most significant criteria, 6

After-tax yleld of 10% 1s objective of foreign investors, 34,44

After-tax yilelds of 5% to 8% indicated by recent transactions, 20,44

Age-life method of calculating future depreciation highly unreliable, 15

Appraisal theory underlying current practice is highly deficient, 31

Appraisal theory lags because of intellectual Inbreeding by trade group education, 43

Appraisal methods leave much room for manipulation and vague assumptions, 44

Appraisers mist set own high standards of practice or remain directed by courts,
legislatures and government agencies, 1, 40

Appraisers must learn nature of calculus used by real estate investors, 10

Appraisers must simulate béhavior of market investors, 35

Appraisers must use computers to meet requirements of investors in major properties, 33

Appraisers' judgment of future potentialities should not be subjugated to simple
evidence of market sales, 2, 14

Assessment/sales ratio analysis of (investment) properties useless when number of
transactions limited and economic factors incomparable, 14

Assessors must have specific (income) tax information on (investment) properties and
capability of using Income approach and analyzing mortgage effects, 14

Average ROR fails to account for the time wvalue of money, 29

Capital budgeting employs six different methods (defined), 37

Capital budgeting incorporates time-value-of-money concept, 30,45

Capital budgeting techniques becoming integrated with the RE industry, 45

Capitalization by mortgage-equity method more realistic than straight-line, 14

Capitalization by straight-line recapture is "fun and games with numbers", 11

Capitalization rate derivation by NOI/Price is simplistic and unprofessional, 35

Capitalization rate not extractable from market sales unless all variables used by
parties are known, 10,35

Capitalization theory should embrace after-tax cash flow, not net income, 17

Cash-equivalent prices must be calculated if market sales data used,9,15,21,32,33,35,45

Cash flow analysis will supplant naive capitalization methods, 15

Cash flow must reflect income taxes and future reversions, 24

Cash flow, not income, is the Ilmportant thing in capital budgeting, 33

Cash flow valuation is basic tool used by many Investors, 10,45

Cash-on-cash ratios not suitable measures of investment value, 26,34

Cash-on-cash returns range widely, from 4% to 10%, 34

Costs of new projects must include credits/deficits until normal occupancy, 1,2,44



INDEX - 2

Comparative sales approach as best evidence of value an unwarranted limitation, 14

Comparative sales approach rejected in the valuation of an apartment property, 21

Computers allow analyses demanded by informed investors, 24,29,33,43

Computers allow measurement of all factors of profit, 25

Computers allow measurement of sensitivity to all factors of value, 16,28,29,31

Computers have become invaluable appralsal tools, 31

Computers help identify the most probable purchasers, 9

Computers make possible better financial analysis, 7,19,31,43

Computers provide mathematical ability for breaking out all components of IRR, 31

Computers' role in IRR is in elimination of many hand calculations, 6,7,13,27

Computers save time needed for economic research, 7,13,17

Computer technology requires injectlon of good quality data, 24

Constant NOI capitalization is crude but convenient expedient, 10

Construction costs and rent-up expenses are parts of financial feasibility analysis, 44

Conventional capitallization models not complete market simulation models, 10,12,16,17

Contemporary RE investment analysis models incapable of producing reslistic factors, 12

Corporate finance and decision sciences needed by appraisers and analysts, 43

Definitions (market value) require statements of what 1s included and excluded, 6

Deferred maintenance and replacements drastically affect property value, 32

Debt service may not be constant, but affected by inflation, 44

Depreciation as a separate element of a cap rate is unrealistie, 15

Depreciation's and depletion's only effect on cash flow is their effect on income tax, 8

Developer's equity consists of all costs in creating a project, 13

DCF analysis overcomes deficiencies of simple cap rates, 12,28,30

DCF analysis overcomes deficiencies of stablized NOI formulas, 30,43

DCF analysis relates to the equity invested in the property, 13

DCF analysis useless if income forecasting is casually estimated, 13

DCF applies when only evidence is timing and amounts of future revenues, 39

DCF generally refers to the discounting of after-tax cash flow, 13

DCF gives consistently correct results, 12

DCF is superior to any other available method, 40

DCF method is a superior RE analytical tool, 7

DCF method must be understood and used in computing ROR, 4

DCF method is used in real estate counseling, 24

DCF method's complexity deceptive, is simpler and quicker than accounting method, 2,3

DCF methods consider magnitude and timing of all cash flow, 4,12,30,45

Direct capitalization method a minimel refinement of gross rent multiplier, 10

Direct capitalization with straight-line recapture is "fun and games with numbers",ll

Direct capitalization recognized by security analysts as irrelevant, 15

Discount rate in DCF includes 1) riskless rate expressed in constant dollars, 2) an
inflation premium, and 3) a risk premium, 39

Discounted after-tax cash flow increasingly employed as basic investment test, 10

Earnings should be stated after corporate income taxes, 2

Fllwood formula does not consider all factors of investment analysis, 27

Ellwood's tables useful but limited to certain conditions, 6

Equity dividend rate is one of the rule-of-thumb methods, 45

Equity yield models (Ellwood, etc.) easily manipulated and abused, 37

Equity yields after-tax can be higher than pre-tax yilelds, 20

Equity yields in RE are related to yields in all other investments in economy,22,23,41,42

Equity yields influenced most by mortgage financing, next most by tax shelter, 20

Exclusive use of correct valuatiorn methods eliminates dilution of appraisal effort, 28

Fair market value concept inferior to most probable saleg price, 16

Fair market value definitions are only partial definitions, 5,6,36

Feagibility analysis may not depend upon traditionsl appraisal methods, 44
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Financial feasibility analysis involves all costs, expenses and revenue, and calculations
for cash flow both before and after income taxes, including resale proceeds, yA

Financing effects on equity yields cannot be omitted, 18,44,45

FMRR (financial management rate of return) not correct RE valuation method, 41

Forecasts and predictions, although difficult, must be made, 2,16

Forecasts not simple projections of past trends; must ineclude turning points, 20,21,23

Forecasts of cash flow and calculating discount rate must embody consistent assumptions
about inflation, 16,39,44

Forecasts of revenues, expenses and resale prices are imperative, 11,18,36,44,45

Foreign investors rely on long term IRR, not initial pre-tax cash-on-cash ratios, 34,44

Future benefits In RE relate to amount, timing duration and stability of after-tax
cash flows, 18 ,

Future property value increases not compatible with forecasts of level NOI, 17

Gross income multiplier is one of the rule-of-thumb methods, 11,45

Highest and best use not determinable without after-tax cash flow analysis, 37

Income approach to value requires attention to five important factors, 7

Income approach used indiscriminantly, without understanding of complexities, 43

Income tax effects on Investment yileld must be considered, 18,23,43,44,45

Income taxes (in RE) involves most difficulty in calculation, 8,43,44,45

Inflation (forecasting) necessitates adding a premium to the discount rate in DCF,39

Inflation (projection) will produce after-tax yields of 15% to 25%, 19

Inflation will affect debt-service changes and income projections, 44

Investment analysis depends upon PNV and IRR concepts, 26,45

Investment analysis must provide for all variable factors, 24,25,27,44,45

Investment analyses ignoring benefits and costs over entire holding period are sim- ..
plistic and unrealistic, 11

Investment declsions require projections of cash flow and tax consequences, 23,45

Investment value and market value are synonymous under certain conditions,5,6,12,19,27

Investment value is an extension of, and the most advanced application of income
capitalization, 27

Investment value supersedes Ellwood's pre-tax model by incorporating effects of
income taxes, 6,27

IRR after-tax goal of 10.5% used in computerized pricing of large property purchase, 29

IRR and PNV both produce similar results, 26

IRR and PNV are used in most modern real estate analyses, 26,45

IRR and PNV neither are universally correct measurements, 3,4

IRR is the most satisfactory measurement, 9

IRR in RE equities can also be determined by reference to the securities market, 41,42

IRR has been significantly adopted as the standard, 18

IRR is overwhelming first choice of RE investors, 6

IRR permits comparing apples and oranges; common stocks and real estate, 5,24, 42

IRR for foreign investors not less than 12% pre-~tax and 10% after-tax, 34,44

IRR one of the two most popular methods in DCF analysis, 45

Land leases enhance after-tax rate of return under certain conditions, 33

lLevel NOI projections incompatible with forecasting future resale value increases, 17

Literature and practice of RE investment analysis poor in quality, 31,43 ’

Market data for (RE) equity ylelds augmented by securities market yield data, 41,42

Market data sales method rejected in valuation of an apartment property, 21

Market data sales as best evidence an unwarranted limitation by the courts, 14

Market data sales must be analyzed for cash-equivalent values, 9,15,21,32,33,35,45

Market data sales useful and comparable only if terms are similar, 15

Market's (actual pricing decisions) oblivious to judicial restrictions on valuation
evidence, 14

Market value definitions are only partial definitions, 5,6,36
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Market analysis not simply collection of large mass of data, 36

Market value not estimable 1f evidence is limited to comparable sales, 2,14

Market value and investment value are synonymous under certain conditions, 5,6,12,19,27

Market value is most probable sales price given generally available financing germs, 18

Mortgage-equity method more realistic than straight-line capitalization, 14

Mortgage-equity procedures often used to avoid use of market data, 17

Mortgage financing is main factor influencing equity yield, 18

Money (stock and bond) markets provide basis for determining equity yield in RE, 42

Most probable selling price depends upon most probable purchaser, whose identification
is aided by computers, 9

Net after-tax Income 1s uneven, never stablized, 7,24,43

Net income capitalization to be replaced by capitalization of cash flow after taxes,l17

Net income is never level except in net-net after-tax leases, 16

Numbers per se (taken alone) do not mean much in context of valuation, 21

OAR and cash-on-cash not accurate enough for investment decisions, 24,25

OAR from raw data is as raw as the data input, 26

OAR should not be composed disregarding the market, 17

Operating expenses actually experienced are more valid than estimated expenses, 22

Operating expenses are peculiar to each property, cannot be estimated by experience
exchange pultlications, 26,27

Operating expenses can be easily researched, but repairs and maintenance require extra
research and judgment, 2

Operating expenses to be capitalized will affect cash flow and depreciation, 13

Operating expenses can never be stablized, 32

Pay-back period (analysis) fails to consider timing and magnitude of cash flows, 30

PI (profitability index) includes four basic factors of investments, 3

PI useful in evaluating proposed investments, 38

PNV equals market value if IRR is market derived, 12

PNV and IRR neither are universally correct measurements, 3,4

PNV and IRR are used in most modern investment analyses, 26,45

PNV and IRR both produce similar results, 26

Present value includes effects of financing and income taxes, 5

Present value method must be understood and used in computing ROR, 4

Pre-tax cash flow is not spendable income, thus meaningless, 13

Pre-tax cash flows not accurate reflection of market behavior, 37

Pre-tax IRR should not be less than 12% for foreign investors, 34

Pre-tax ylelds wery low, while after-tax yields are 12% to 18%, 20

Price and terms camnot be considered independently, 32

Prices pald are result of many variables, no one of which can be mathematically extracted
unless all others are known, 10

Profit in RE depends upon five separate factors, 24,25

Profit is based on after-tax cash flow over long term, 23

Profit on equity is basis for investment analysis, 24,45

Profitability is affected by Federal, state and local income taxes, 32

Projections of past earnings into future not justified unless economic situation is
expected to remain unchanged, 1,18,21,22,23

Projections and forecasts are not synonumous, 20

RE appraisal must be regarded as a demanding economic study, 45

RE appraisers must set own high standards of practice or remain directed by courts,
legislatures and government agencies, 1,40

RE industry slowly adopting DCF valuation methods, 30

RE Investment analysis poor compared to stock, bond and mortgage market, 11

RE investment analysis ignoring benefits and costs over entire holding period,is
simplistic and unrealistic, 11
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RE industry is integrating capital budgeting techniques, 45

RE investors measure yleld by both immedlate and future returns, 43

RE market's (actual pricing decisions) oblivious to judicial restrictions on evidence, 14

RE returns depend upon flve separate factors, 24,25

Residual income (capitalization) techniques not appropriate in most instances, 26

ROI (return on investment) procedures may be extremely misleading, 38

RORs in RE are related to RORs in all other investments in the economy, 9,22,23,25,41,42

ROR or Yield are measures meaningful only to equity investments, 9

ROR for pedroleum industry under normal risk conditions is 12% after-tax, 8

Rule-of-thumb methods of investment analysis are form of "cheating at solitaire', 5

Rules-of-thumb calculations pervasive in real estate investment analysis, 11

Sophisticated DCF analysis useless if income forecasting is casually estimated, 13

Stablized-income measure skillfully ignores complexities of RE investments, 30,36

Stablized or constant NOI forecasting is crude, 10

Stablized NOI forecasts unnecessary in the age of computers, 43

Stablized NOI non-existent except in net-net, after-tax leases, 16

Stablized NOI incompatible with forecast of substantial resale value increases, 17

Standards of RE appraisal practice must be set by appraisers, 1,40

Straight-line capitalization is "fun and games with numbers", 11

Tax shelter, second only to financing, most influences equity yields, 20

Taxation of net income focuses increased attention to after-tax cash flow, 15,43,45

Terms and price cannot be considered independently, 32

Three-Approaches not applicable to Investment properties, 15, 19, 28

Three-Appriaches dilute efforts of RE appraisers, 28

Traditional capitalization methods fail to include relevant factors, 16,17,18,28,44 .

Turning points important in forecasting (NOI), 20,21

Valuation appraisals first require classification of property to be valued, 1,19

V=I/R (value = income/rate) is one of most serious myths in RE investment analysis, 34

Yield is meaningful only to equity invested, 9

Yield models (Ellwood, etc. ) easily manipulated and abused, 37

Yield anticipated in commercial real estate must be derived not only through future
values but upon lmmediate returns, 43

Yields in RE equities can also be determined by reference to securities market, 41,42

Yields in RE are competitive with ylelds in all other investments, 25



