Principles of Real Estate
Income Approach to Value Problem Set

Estimate the market value of the following 100 unit garden apartment complex.  The end of year 1 expected gross rental revenues are listed in Exhibit 1.  The property will also provide $15,000 in non-rental income during the first year of operations.  Vacancy and collection losses are 8% of gross potential income.  Annual fixed and variable expenses are also listed in Exhibit 1. The equity investor is expected to hold the property for three years.  Over this period of time, income is expected to increase 4% per year while expenses (both fixed and variable) are expected to increase 3% per year.  Occupancy is expected to remain stable over the three year period.


a. What is the expected end of year 1 NOI for the property?

b. Estimate property value by capitalizing the year 1 NOI at 9.0%.

c. Suppose a similar property recently sold for $6.4M.  The NOI for the comparable property was $560,000.  Estimate the market value for the subject property using the market determined capitalization rate.

d. Estimate the market value of the subject property by discounting expected before debt, before tax cash flows at 12%.

1. Estimate the future expected selling price by capitalizing the property’s year 4

NOI at 9.75%.  (Assume revenues and expenses maintain their prior rates of 

change).

2. Estimate the future expected selling price by appreciating the purchase price 



by 2.5% per year.

Exhibit 1

[image: image1.wmf]           Unit Mix

Unit Type

# of units

Avg. SF

Rent/Unit/Mo.

Mo. Gross

Annual Gross

1BR/1BA

40

600

600

$          

 

24,000

$     

 

288,000

$     

 

2BR/2BA

60

1000

950

$          

 

57,000

$     

 

684,000

$     

 

Totals

100

840

810

$          

 

81,000

$     

 

972,000

$     

 


[image: image2.wmf]YEAR:

1

2

3

Variable Expenses

Management Fee

100,000

$    

 

103,000

$    

 

106,090

$    

 

On Site Office/Gen. Adm.

20,000

$     

 

20,600

$     

 

21,218

$     

 

Payroll & Burden

20,000

$     

 

20,600

$     

 

21,218

$     

 

Utilities

20,000

$     

 

20,600

$     

 

21,218

$     

 

Bldg. Services & Supplies

20,000

$     

 

20,600

$     

 

21,218

$     

 

Security

20,000

$     

 

20,600

$     

 

21,218

$     

 

Grounds Maintenance

20,000

$     

 

20,600

$     

 

21,218

$     

 

Repairs & Maintenance

20,000

$     

 

20,600

$     

 

21,218

$     

 

Advertising & Marketing

20,000

$     

 

20,600

$     

 

21,218

$     

 

Total Variable Expenses

260,000

$    

 

267,800

$    

 

275,834

$    
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1

2

3

Fixed Expenses

Property Taxes

100,000

$    

 

103,000

$    

 

106,090

$    

 

Tax Service Fee

20,000

$     

 

20,600

$     

 

21,218

$     

 

Insurance

20,000

$     

 

20,600

$     

 

21,218

$     

 

Other

-

$              

 

Total Fixed Expenses

140,000

$    

 

144,200

$    

 

148,526

$    

 


























