
Shilling, Ch.3:
Present value model analysis

Cash return on investment
Measurement
Sales
Efficient real estate markets
Discounted value

Presenter
Presentation Notes
Measurement – flow of services and income produced by propertyWhat is income and cost in this case?Sales-capital gain vs. a lossEfficient markets and real estate appreciation



Douglas Manor Apartments



Measuring cash return on 
investment

Potential gross income=market rent, Ex. 
Monthly rent x 12 x # units = 
525x12x8=50,400

Presenter
Presentation Notes
Market rent vs. contract rent



SALES

ITEM AMOUNT
Gross sales price $ 777,924
Selling expenses, 7% - 54,454
Net sales price $ 723,470



EFFICIENT REAL ESTATE 
MARKETS?

Self-fulfilling & rational expectations of 
property prices
If all public and private information is 
reflected in the price, the real estate 
market is efficient
Overreaction to news – bubbles



Present value

Time value of money: $1 today is worth 
more than $1 tomorrow
Discount rate= opportunity cost of capital
Present value = 1/(1+r)
Ex. 1/(1+0.2)=0.833
Risk aversion



Present value of real estate
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