
 
 
 
March 28, 2011 
 
 
Mr. Jean-Florent Rérolle, Chairman 
Professional Board 
International Valuation Standards Council 
41 Moorgate 
London EC2R 6PP  
United Kingdom 
 
 
RE: Comments on the Exposure Draft of Technical Paper 1: The Discounted Cash Flow (DCF) Method – 
Real Property and Business Valuations 
 

Dear Mr. Rérolle, 

On behalf of the Appraisal Institute, the Appraisal Standards Committee (“ASC”) submits these responses 
to the following questions posted in the Exposure Draft of Technical Paper 1: The Discounted Cash Flow 
(DCF) Method – Real Property and Business Valuations.  

 

Response: 

Yes, we agree with this statement. 

 

Response: 

We have a problem agreeing with this because although the broad "method" is the same, 
the application is different. And these differences have caused us to disagree with other 
things in the Exposure Draft, leading to a concern that the word "method" is being used 
differently. 



 

Comments on the Exposure Draft of Technical Paper 1:  
The Discounted Cash Flow (DCF) Method – Real Property and Business Valuations 

Page 2 

 

 

Response: 

Yes, we agree with this statement. In addition to risk, the time value of money needs to 
be considered. 

 

Response: 

Agreed, assuming that the rate is based on market data. 

 

Response: 

Yes, we agree. 
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Response: 

We agree that more detailed discussion is not needed. More detailed discussion may be 
provided in advisory or guidance material. 

 

Additionally, we submit these comments on certain sections of the Exposure Draft of Technical Paper 1: 
The Discounted Cash Flow (DCF) Method – Real Property and Business Valuations. 
 

 

Comment: 

We disagree with the statement, “The duration of the forecast period is normally for the 
period for which changes in the cash flows are known….” While this may be true for 
business valuation, it does not universally hold true for real property valuation.  In real 
property valuation, the forecast period generally coincides with the typical investment 
holding period.  This means often the real property valuer must project cash flows beyond 
when the quantities are known.  
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Comment: 

This sort of, but not really works for real property. The discount rate cannot be 
mathematically derived from the sale price and "calculating" the asset class risk as 
compared to risk-free investments is always interesting (though that is

 

 what we do). 

Comment: 

There is a serious problem with this provision. This allows for using the accounting 
accrual method for expenses rather than having expenses charged in the period they are 
incurred. This would create falsely high values, by allowing expenses to be deferred. This 
is NOT applicable to real property, which is valued on a cash accounting basis. 

 

We trust that you will find our comments helpful. Please do not hesitate to contact me if you have any 
questions regarding these comments. 

 
Sincerely, 
 

 

Bonnie Roerig, MAI 
Chair, Appraisal Standards Committee 
Appraisal Institute 
Ph: (303) 757-5525 
Fax: (303) 757-8835 
Email: bonnie@coloradoappraiser.net 


