
UCEM Institutional Research Repository

Title Lectures (20 hours) to international students in 2023 for Ecole
Supérieure des Professions Immobilières, Paris Campus.

Author(s) David Hourihan, David Hourihan, David Hourihan and David Hourihan

ORCID https://orcid.org/0000-0003-1405-3130; https://orcid.org/0000-
0003-1405-3130; https://orcid.org/0000-0003-1405-3130;
https://orcid.org/0000-0003-1405-3130

Type Conference or Workshop Item

Publication title

Publisher

ISSN/ ISBN

Publication Date 6 November 2023

Version

DOI

Repository link https://ube.repository.guildhe.ac.uk/id/eprint/198/

Link to publication

Copyright:
UCEM aims to make research outputs available to a broader audience via its digital Repository.
Where copyright permits, full text material held in the Repository is made freely available. URLs
from GuildHE Research Repositories may be freely distributed and linked to. Please refer to each
manuscript for any further copyright restrictions.

Reuse:
Copies of full items can be used for personal research or study, educational, or not-for-profit
purposes without prior permission or charge provided that the authors, title and full bibliographic
details are credited, a hyperlink and/or URL is given for the original metadata page, and the content
is not changed in any way.

© UCEM, 2023

https://orcid.org/0000-0003-1405-3130
https://orcid.org/0000-0003-1405-3130
https://orcid.org/0000-0003-1405-3130
https://orcid.org/0000-0003-1405-3130
https://orcid.org/0000-0003-1405-3130
https://ube.repository.guildhe.ac.uk/id/eprint/198/
https://ucem.repository.guildhe.ac.uk/


PROPERTY VALUATION

(BG3 ALT S6)

Section 19 –

Methods of Valuation (DCF) Pt 3 

- Reviewing the DCF Model

Real Estate Business Management Program

Year 3 – Work study program

Présenter: David Hourihan MSc Prop Inv FRICS

10 November 2023



Agenda

• The DCF Model. 

• Measuring Returns (NPV and IRR). 

• Analysing the 5 key variables: 

1 ERV - Hierarchy of Rental Comparisons.

2 Hurdle Rate.

3 Exit Yield.

4 Growth rate.

5 Purchase Price.
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• The DCF Model 

Lets review the DCF model in Microsoft Excel.
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• Measuring Returns (NPV and IRR)

Net Present Value

The net present value of the future return is obtained by discounting it at an appropriate rate, which is the discount rate. 

Usually discount rate is the target rate of return expected by the investor or it could equally reflect the cost of borrowing, return 

from alternative investment opportunities or the rate on government stock. Any investment with positive net present value 

(present value of revenues less present value of costs) would be viable at that discount rate. Earlier income is deemed more 

valuable as the effect of discounting would be less.

Internal Rate of Return

Whilst a positive NPV tells us whether an investment reaches its targeted rate of return or not, it does not tell us what the 

actual rate of return (or internal rate of return) of the investment is. The internal rate of return is the rate at which the 

discounted cash flow of all incomes equals the discounted cash flow of all expenditures. In other words, internal rate of return 

is the discount rate at which NPV becomes zero. The relationship between NPV and discount rate is non-linear and therefore 

it is either estimated by linear interpolation on paper or else, more usually, derived by iteration (trial and error) using a 

computer.
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• Analysing the 5 key variables:

1. ERV 

Market Comparisons.

• The principle of comparison lies at the heart of property valuation.  

• Comparison is both a method and a principle. 

• Comparative method is used as a basis in all methods of valuation and compares 

like-with-like.

• Works on the basic assumption that the price paid for a property at a given point in 

time is evidence of the market value for that property, and – all other factors being 

equal – is a good indicator of the market value of a similar property Involves 

carrying out a valuation by directly comparing the subject property with similar 

properties which have been sold/leased in the past – and uses the evidence of 

those transactions to assess the value.

• It is important to understand how robust the evidence is that you have collated. The 

ability to weigh (or rank) evidence collected according to its relevance to the 

particular property being valued is an essential part of the valuation process. There 

are some additional factors to be considered for the hierarchy of rental evidence 

relating to the currency and nature of the agreement: open market letting, rent 

review and so on.
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• Analysing the 5 key variables:

2. Hurdle Rate.

• When an investor undertakes a DCF 

appraisal they set a target (hurdle) rate of 

return that they require from the 

investment. 

• This hurdle rate of return reflects levels of 

risk that the investor is prepared to accept.

• It is common to build-up a hurdle or target 

rate of return that is based upon 'specific' 

risks associated with the property being 

appraised and ‘systematic’ risks from the 

wider markets. 

• A frequent criticism of this approach is that 

these allocations for risk are often arbitrary 

or subjective, and at the very best, based 

on experience and past performance, 

rather than this being an objective, criteria-

based approach.
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• Analysing the 5 key variables:

3. Exit Yield.

The exit value is the market value of the property at the end of the 

holding period when the property is assumed to be sold. An exit 

yield is usually derived by comparison with similar investments, as 

is usual valuation practice. However, an appraisal looks forward not 

backward and the exit value is at the extreme of the forecasting 

period. 

It is therefore one of the most significant and yet most uncertain 

parts of the appraisal. Care should be taken to account for 

depreciation in property value, but double counting should be 

avoided, especially if depreciation is already accounted for, in the 

form of reduction in forecast rent or increase in exit yield. 

Also, it is tricky to understand the rise and fall in property values at 

various stages of the life of the property. In cases where demolition 

is anticipated at the time of exit, then exit value may indicate the 

development land value.

Source: UCEM, Investment Appraisal P10690 (2) 

Example of yield comparisons table with hierarchy of examples.

Methods of Valuation – Investment Method (DCF)



• Analysing the 5 key variables:

4. Rental growth rate.

Market intel 
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• Analysing the 5 key variables

5. Purchase Price.

Having categorized the investment ie Core, Cor plus etc and then reviewed the first four key variables we should now consider the purchase 

price in the context of the IRR and NPV.

Does the purchase price make sense?  Is it too high or perhaps can we purchase the property at a higher price?

Lets review the Excel DCF model so far.
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Next Lecture 

Section 20 - Methods of Valuation – Investment 

Method (DCF) Pt 4 – Stress Testing & Conclusions
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