The German
acquisition valuation
model
Hans-Peter Hesse, 2011-01-10

How to estimate what an income property is really
worth
Finding the appropriate purchase price is essential in times of
steady constant growth. Therefore, investors have to get an
answer to the question “What is this property really worth?” It
may be argued that value, like beauty, is in the eye of the
beholder. This argument tends to be true in regard to singlefamily homes, where conventional wisdom has always held that
a house is worth what someone is willing to pay for it. Incomeproducing property, however, is different. Value is determined
by numbers. The owner of Chelsea FC, Roman Abramovich,
may admire the perfect technique of his top scorer Didier
Drogba, but he is paying for his scoring average. Therefore,
before investing in a property, we need to take a decent look at
all the cash flows.

The Need for Real Estate Appraisal
The definition of Real estate appraisal is the practice of
developing an opinion of the value of real property, usually its
market value. The need for appraisals arises from the
particularity of property as asset class: no two properties are
identical, and all properties differ from each other in their
location – which is probably the most important key driver of
property value. The absence of a market based pricing
mechanism for properties (there is no market place for trading
properties as there is for daily goods or corporate stocks)
determines the need for valuation of real estate.

Types of Value
There are different types and definitions of value, of which the
Market Value (or Fair Value) is the most common and relevant
one.
Market Value is the estimated amount for which a property
should exchange on the date of valuation between a willing
buyer and a willing seller in an arm’s-length transaction after
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proper marketing wherein the parties had each acted
knowledgeably, prudently, and without compulsion.1
Other types of value such as value-in-use, insurable value or
liquidation value may help for specific questions but do not
reflect the actual market state.
Fair Value is a concept used in finance and economics, defined
as a rational and unbiased estimate of the potential market price.
There are discussions about differences between Fair Value and
Market Value, for our needs they are on a par.

Price versus Value
The price of a property may or may not represent the property’s
market value. Special considerations may have been present,
such as a special relationship between the parties, or else the
transaction may be part of a larger set of transactions in which
buyer and seller are engaged. Owners of a neighboring property
may be willing to pay a premium over and above market value,
because by combining the two properties they could obtain
economies of scale. Therefore it is important to distinguish
between market value and price.

Three Approaches to Value
There are three general groups of methodologies for determining
value, which vary widely from one situation to the next.
The cost approach estimates the value by summing the land
value and the depreciated value of any improvements. In
practice, appraisers use replacement costs and then deduct a
factor for functional disutility associated with the age of the
subject property. This method tends to become less reliable for
older properties, but is often the only reliable approach when
dealing with special use properties.
The sales comparison approach examines the price of similar
properties being sold. This approach is generally considered
reliable if adequate comparable sales exist.
The income capitalization approach (often referred to simply as
the "income approach") is used to value commercial and
investment properties. Because it is intended to directly reflect
or model the expectations and behaviours of typical market
participants, this approach is generally considered the most
applicable valuation technique for income-producing properties,
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where sufficient market data exists to supply the necessary
inputs and parameters for this approach.
In a commercial income-producing property this approach
capitalizes an income stream into a value indication. This can be
done using revenue multipliers or capitalization rates applied to
the first-year Net Operating Income. The Net Operating Income
(NOI) is gross potential income (GPI), less vacancy and
collection loss (= Effective Gross Income) less operating
expenses (but excluding debt service, income taxes, and/or
depreciation charges applied by accountants).
Alternatively, multiple years of net operating income can be
valued by a discounted cash flow analysis (DCF) model. The
DCF model is widely used to value larger and more expensive
income-producing properties, such as large office towers. This
technique applies market-supported yields (or discount rates) to
future cash flows (such as annual income figures and typically a
lump reversion from the eventual sale of the property) to arrive
at a present value indication.

Acquisition Valuation at Akelius Germany
Property acquisition valuation at Akelius Germany is based on
the income approach using a 10-year cash-flow calculation.
Several assumptions have to be added to the calculation model
to analyze a possible income scenario over the next ten years to
find an appropriate purchase price.
Key factors to be assumed are for example:. income, costs,
vacancy, new lease levels, fluctuation and investments or costs
for visual and technical measures over the next years. The goal
is to find a realistic development of the income and cost
structure of the property over the next 10 years using all the
information about the property itself by analyzing for example
not only the technical due diligence but also the market
environment by considering e.g. the development of a city or
district.
The results of these calculations have to fulfill all of the
following criteria.
 The exit yield should be not lower than 4.0 percent
 IRR (on Total Investment Costs) should be not lower
than 6.75 percent
 Total Return (including Condominium Potential, 10
year perspective) should not be lower than 9.0 percent
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If one of these criteria is not being fulfilled, the property will not
be purchased. All criteria have to be fulfilled.

Akelius Acquisition Valuation Sheet
The core sheet consists of the following parts:
Part I: key facts
Part II: assumptions
Part III: Cash Flow Calculation
Part VI: Results

Part I: Key facts
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Part II: Assumptions

Part III: Cash Flow Calculation
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Part VI: Results
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