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Extracting Relevant Pricing Data from 
Market-Based Evidence
John C. Ramirez and Casey D. Karlsen

Property Tax Valuation Insights

Both property tax assessors and property owners often rely on market-based evidence (“market 
evidence”) to estimate the value of an industrial or commercial taxpayer’s taxable property 

for ad valorem property tax purposes. This market evidence may include (1) valuation pricing 
multiples extracted from either comparable property sales data or guideline publicly traded 

company transactional data, (2) yield capitalization rates or direct capitalization rates extracted 
from comparable property or capital market data, or (3) various indicators of the subject 
property economic obsolescence. These market-derived data are often used to perform the 

three generally accepted approaches to industrial or commercial property valuation. However, 
such market evidence may not be appropriate for the property tax valuation assignment. This 

is because the market evidence may not be sufficiently comparable to the subject taxable 
property so as to provide credible valuation results. This discussion describes common uses of 
market evidence in each of the three generally accepted property valuation approaches. And, 

this discussion examines relevant comparability factors for valuation analysts to consider when 
extracting pricing data from market-based evidence.

Introduction
Valuation analysts (“analysts”) often rely on market 
evidence in order to estimate the value of an indus-
trial or commercial taxpayer’s taxable property for 
ad valorem property tax purposes.

Depending on the type of the subject taxable 
property, the analyst may apply either the sum-
mation principle or the unit principle of property 
valuation. If the various categories of industrial or 
commercial operating assets can be appraised sepa-
rately from each other, the analyst will often apply 
the summation principle of property valuation.

Alternatively, if the various categories of indus-
trial or commercial operating assets are physically, 
functionally, and economically integrated, the ana-
lyst will often apply the unit principle of property 
valuation. In a unit principle valuation, the analyst 
values all of the taxpayer’s total operating property 
collectively, as a single integrated “unit” of operat-
ing assets (the “total unit”). The total unit is often 
defined as the taxpayer’s total bundle of operating 

assets (including tangible assets, intangible assets, 
and financial assets), working collectively as a single 
income-producing unit of property.

Analysts often value “utility type” taxpayer prop-
erty based on the unit principle of valuation. Such 
“utility type” taxpayer properties may include rail-
roads, airlines, electric generation and distribution 
properties, interstate pipelines, hospitals and other 
health care properties, sports and entertainment 
facilities, water and wastewater distribution proper-
ties, natural gas distribution properties, oil and gas 
refiners, chemical and other integrated processing 
plants, telecommunications properties, cable televi-
sion properties, and many more.

This discussion focuses on the selection and 
application of market-based pricing (and other 
empirical) evidence in the generally accepted prop-
erty valuation approaches as applied within a unit 
principle valuation.

Accordingly, this discussion has broad application 
to unit principle property valuations performed for 
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industrial and commercial property tax planning, 
compliance, and controversy purposes.

The Use of Market Evidence
The use of market evidence in unit principle valu-
ations is not limited to the application of the mar-
ket approach. Analysts typically rely on market 
evidence in all three generally accepted property 
valuation approaches—the income approach, the 
market (or sales comparison) approach, and the 
cost approach.

The use of market evidence in all three industrial 
and commercial property valuation approaches to 
value is recognized in The Appraisal of Real Estate. 
This property appraisal textbook refers to the mar-
ket approach as the sales comparison approach. 
This naming convention is used in The Appraisal 
of Real Estate (and in other property appraisal 
textbooks) because “all three approaches to value 
are ‘market’ approaches in that they rely on market 
evidence.”1

The appeal of using market evidence in unit 
principle valuations is understandable—the use of 
market evidence can provide relevant indications of 
value based on actual transactional data. However, 
in order to provide a credible value indication, it is 
necessary for the market evidence to be relevant to 
the valuation subject. In the context of an industrial 
or commercial property tax valuation, it is neces-
sary for the market evidence to be sufficiently com-
parable to the subject taxable property.

This discussion examines market evidence in 
the context of each of the three generally accept-
ed property valuation approaches—the market 
approach, the income approach, and the cost 
approach. And, within the market approach, this 
discussion examines the use of market evidence 
in:

1.	 the stock and debt valuation method (also 
sometimes referred to as the guideline pub-
licly traded company or “GPTC” method) 
and

2.	 the comparable sales method (also some-
times referred to as the guideline transac-
tion method).

In each of these valuation approaches and meth-
ods, this discussion (1) describes the common uses 
of market evidence and (2) examines the relevant 
comparability factors to consider when relying on 
market evidence.

The Market Approach and the 
Stock and Debt Method

In a unit principle valuation, analysts may use the 
market (or sales comparison) approach stock and 
debt method. In the stock and debt method, the sum 
of the taxpayer’s long-term debt, preferred stock, 
and common stock results in a value indication of 
the total unit of taxpayer operating assets.

In the stock and debt method, the total unit 
value is sometimes estimated through the use of 
valuation pricing multiples extracted from selected 
GPTCs. Therefore, for purposes of this discussion, 
the term “GPTC method” is intended to be synony-
mous with the term “stock and debt method.”

Valuation pricing multiples are developed by 
dividing the value of total GPTC stock and debt by 
the GPTC underlying financial fundamental metrics. 
Common financial fundamental metrics include the 
following:

1.	 Net sales

2.	 Earnings before interest and taxes (“EBIT”)

3.	 Earnings before interest, taxes, deprecia-
tion, and amortization (“EBITDA”)

In order to estimate the subject taxpayer total 
unit value, the valuation pricing multiples extracted 
from the GPTCs are applied to the respective under-
lying financial fundamentals of the subject total 
unit.

The market evidence relied on in the stock and 
debt method includes the operations, financial data, 
and the value of debt and equity of the GTPCs. In 
order to develop a credible stock and debt method 
value indication, it is necessary for the selected 
GPTCs to be sufficiently comparable to the subject 
taxpayer total unit.

GPTC Comparability Factors
When selecting GPTCs, analysts should carefully 
analyze the financial statements and other available 
data for both:

1.	 the subject taxpayer unit of operating assets 
and

2.	 the GPTCs.

This comparative financial analysis is intended 
to allow the analyst to identify any financial charac-
teristics and factors that may indicate comparabil-
ity (or a lack thereof) of the GPTCs to the subject 
taxpayer unit.

In two different judicial decisions, the U.S. Tax 
Court presented a list of factors to consider when 
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determining comparability. These factors were pre-
sented in the context of determining comparability 
of GPTCs to operating companies in business valu-
ations performed for gift and estate tax purposes. 
However, these factors may also be useful for deter-
mining comparability of GPTCs in the context of 
unit principle property valuations performed for ad 
valorem property tax purposes.

In Talichet v. Commissioner, the U.S. Tax Court 
described six “guideposts in determining compara-
bility”:2

1.	 Capital structure

2.	 Credit status

3.	 Depth of management

4.	 Personnel experience

5.	 Nature of competition

6.	 Maturity of the business

In the Estate of Victor P. Clarke, the U.S. Tax 
Court listed the following factors, which may also 
be relevant for determining the comparability of the 
GPTCs to the subject taxpayer total unit:3

1.	 Products

2.	 Markets

3.	 Management

4.	 Earnings

5.	 Dividend-paying capacity

6.	 Book value

7.	 Position within the industry

It is clear from the Tax Court lists of comparabil-
ity factors that the identification of relevant GPTCs 
requires more analysis than simply selecting compa-
nies that operate in the same industry as the subject 
taxpayer total unit.

Analysts should also consider, and where appro-
priate adjust for, differences between the subject 
taxpayer total unit and the GPTCs with regard to the 
following factors:

1.	 Liquidity

2.	 Leverage

3.	 Operating performance

4.	 Financial performance and profitability

5.	 Regulatory environment

6.	 Power purchase agreements or other mate-
rial contracts that affect operations

The factors discussed above may help analysts 
determine which publicly traded companies are suf-
ficiently comparable to the subject taxpayer total 

unit to provide credible property valuation results. 
However, the total taxpayer unit may likely consist 
of tangible assets, intangible assets, and financial 
assets. Accordingly, the subject taxpayer unit of 
operating assets may include both taxable property 
and nontaxable property.

Therefore, the analyst may need to further con-
sider comparability of the subject taxable property 
to the GPTCs with regard to:

1.	 the presence of intangible assets and

2.	 anticipated future growth.

Comparability with Regard to Intangible 
Assets

GPTCs are going-concern business enterprises. The 
operating assets of the GPTCs include both tangible 
assets and intangible assets. The GAAP-based bal-
ance sheets of GPTCs may include the acquisition 
date value of acquired intangible assets such as cus-
tomer relationships, patents, and goodwill.

In addition, the GPTCs may benefit from numer-
ous internally developed intangible assets that are 
not recorded on the balance sheet prepared in 
accordance with U.S. GAAP. Such internally devel-
oped (and, therefore, unrecorded) intangible assets 
may include a trained and assembled workforce, 
computer software, customer databases, trademarks, 
contracts, and numerous other intangible assets.

However, for property tax purposes, the subject 
taxable property may be the taxpayer’s tangible 
property only—and not the taxpayer’s total assets 
operating as a going-concern business enterprise. 
The taxpayer’s total unit of assets operating as 
a going-concern business enterprise may include 
nontaxable property, such as financial assets, iden-
tifiable intangible assets, goodwill, and the present 
value of growth opportunities.4

In order to mitigate the differences between the 
operating assets of GPTCs and the subject taxpayer 
taxable property with regard to intangible assets, 
the analyst may:

1.	 rely on GPTC income only from assets that 
are comparable to the subject taxpayer tax-
able property, when possible, or

2.	 remove the value of any nontaxable intan-
gible assets from the stock and debt method 
total unit value indication.

Comparability with Regard to Expected 
Future Growth Rates

A second key difference between the GPTCs and the 
subject taxpayer taxable property is the GPTC value 
attributed to expected future growth.
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Investors in GPTCs are compensated through 
both:

1.	 a return of capital, in the form of current 
period dividends or other distributions and

2.	 a return on capital, in the form of expect-
ed future appreciation (or growth) in the 
investment value.

The valuation pricing multiples derived from 
GPTCs reflect investor expectations regarding both 
(1) the risk of the investment and (2) the growth of 
the investment.5

However, significant differences in growth expec-
tations often exist between GPTCs and the subject 
taxable property in unit principle valuations. The 
growth expectations of GPTCs may be influenced by 
differences with regard to the following:

1.	 Customer/supplier relationships

2.	 Physical location

3.	 Recently closed or anticipated acquisitions

4.	 Regulatory environment

5.	 Supply and demand

6.	 Other factors

For unit principle valuations of taxable property 
operating in a rate-regulated environment, GPTCs 
and the subject total unit may have further growth 
expectation differences. Revenue in a rate-regulated 
utility environment is generally limited based on a 
return on the utility’s “rate base.” The utility’s “rate 
base” is typically comprised primarily of the subject 
taxable property.

In order to attain this expected growth, a regu-
lated utility taxpayer would have to increase its 
asset base and/or file an appeal with the regulatory 
authorities. These limitations also have a signifi-
cant effect on the growth expectations of the total 
taxpayer property unit and the valuation of taxable 
property in place as of the valuation date.

By relying on valuation pricing multiples that 
have not been adjusted for differences in growth 
expectations, analysts may significantly overstate 
the value of the subject property. In order to rec-
oncile the difference in growth expectations of the 
GPTCs and the subject taxable property in place as 
of the valuation date, the analyst may find it neces-
sary to adjust the GPTC valuation pricing multiples 
to remove any expectations of future growth.

In summary, to extract credible market evidence 
for use in the stock and debt valuation method, 
analysts may:

1.	 analyze relevant comparability factors to 
mitigate differences between the GPTCs 
and the subject total unit and

2.	 adjust for any differences between the 
GPTCs and the subject taxable property of 
the subject total unit.

Typically, these differences include dissimilari-
ties with regard to intangible assets, growth rate 
expectations, operating and financial performance, 
regulatory environment, and other factors.

The Market Approach and the 
Comparable Sales (or the 
Guideline Transaction)  
Method

The comparable sales method of the market 
approach relies on recent sale transactions of 
similar units of property to estimate the value of the 
subject property.

If the sales relate to properties that are directly 
comparable to the subject property, then the trans-
actions are referred to as comparable sale trans-
actions. If the sales relate to properties that are 
sufficiently comparable to provide pricing guidance 
to the analyst (but the sales are not directly compa-
rable to the subject property), then the transactions 
are referred to as guideline sale transactions.

According to Property Taxation, “In the sales 
comparison approach methods, recent sales of com-
parative units of assets are gathered. Adjustments 
are applied to this transactional data to account for 
differences in location, time of sale, physical char-
acteristics, and so on, between the taxpayer unit of 
assets and the comparable units of operating assets. 
The adjusted transactional data are analyzed to 
extract market-derived pricing indicators.”6

These market-derived pricing indicators, or valu-
ation pricing multiples, are then applied to the 
relevant subject property financial fundamentals in 
order to estimate the value of the subject property.

Common subject property financial fundamental 
metrics include the following:

1.	 Net sales

2.	 EBIT

3.	 EBITDA

The market evidence relied on in the comparable 
sales method consists primarily of comparable sale 
transactional data. The comparable sales method is 
reliable only when:
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1.	 the analyst can identify either comparable 
or guideline sale transactions that are suf-
ficiently similar to the subject property and

2.	 any differences between the comparable or 
guideline sale transactions and the subject 
property can be reconciled in the valuation 
analysis.

Sales Transaction Comparability 
Factors

In order to identify comparable or guideline sale 
transactions, analysts generally consider transac-
tions in the same industry or a similar industry over 
several years prior to the valuation date. In general, 
the criteria used for the selection of comparable or 
guideline sale transactions are similar to those for 
selecting GPTCs.

Comparable or guideline sale transactions may, 
however, be dissimilar to the subject taxable prop-
erty for a number of reasons, as summarized in 
Exhibit 1.

These comparability issues often render the use 
of the comparable sales method unreliable for esti-
mating the value of taxable property for ad valorem 
property tax purposes.

When the comparable sales method is relied on 
to estimate the value of taxable property, analysts 
may further consider the comparability of the com-
parable or the guideline sales with regard to (1)
synergies and (2) intangible assets.

These two comparability factors are discussed 
next.

Synergies
The standard of value in property tax valuations is 
often fair market value, or a standard of value that 
is equivalent to fair market value. The American 
Society of Appraisers defines fair market value as 
“the price, expressed in terms of cash equivalents, 
at which property would change hands between a 
hypothetical willing and able buyer and a hypo-
thetical willing and able seller, acting at arm’s 
length in an open and unrestricted market, when 
neither is under compulsion to buy or sell and 
when both have reasonable knowledge of the rel-
evant facts.”7

The contemplated buyer and seller in the fair 
market value standard of value are hypothetical, 
and not specific, willing buyers and willing sellers. 
This fair market value definition is different from 
the investment value definition, which is presented 
in The Appraisal of Real Estate as, “[t]he spe-

cific value of a property to a particular investor or 
class of investors based on individual investments 
requirements; distinguished from market value, 
which is impersonal and detached.”8

Investment value is often greater than fair 
market value. This is because a particular buyer 
may expect to extract synergistic benefits from an 
acquisition that are not available to the market par-
ticipants in general. These synergistic benefits may 
include the following:

1.	 Economies of scale

2.	 Financial economies such as better credit 
ratings

3.	 Increased market power

4.	 Income tax attributes such as net operating 
loss carryforwards9

As a result of these anticipated benefits, the 
purchase price for synergistic transactions may be 
higher than the fair market value for a transferred 
bundle of operating assets.

Synergistic value may be evidenced through 
a comparison of price-to-earnings (“P/E”) pricing 
multiples paid by:

Exhibit 1
Sales Transaction Comparability Issues

1.	 Transaction prices may, and likely do, include payment for 
operating assets that are not included in the subject taxable 
property.

2.	 Transaction details are often confidential; public disclosure 
may not provide sufficient data to establish general com-
parability or the magnitude of any adjustment necessary to 
create sufficient comparability for property tax valuation 
purposes.

3.	 The transaction purchase price may reflect buyer-specific 
synergies, so the transaction purchase price may represent 
investment value—and not fair market value.

4.	 The transaction purchase price may have occurred under 
a different regulatory environment where allowed returns 
were either higher or lower than those earned by the subject 
taxpayer.

5.	 The transaction purchase price may reflect a different level 
of and types of intangible assets.

6.	 The selected transactions may have occurred under differ-
ent industry or economic conditions.

7.	 There may be insufficient data regarding either the transac-
tion purchase price or the subject acquired company so as 
to properly perform the comparable sales method.
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1.	 strategic buyers in all transactions and

2.	 financial buyers in going-private transac-
tions.

Strategic acquisitions generally include a price 
premium for (1) ownership control and (2) expect-
ed post-deal economic synergies. However, finan-
cial acquisitions in going-private transactions are 
commonly believed to include a price premium for 
ownership control only—and no price premium 
associated with expected post-deal economic syn-
ergies.

A study of data from Mergerstat Review from 
1990 to 2010 found that the median P/E pricing 
multiples paid by strategic buyers were 12.9 percent 
higher than the median P/E pricing multiples paid 
by financial buyers.  This comparison of transac-
tional data suggests empirical support for a syner-
gistic price premium. Accordingly, an analyst may 
significantly overvalue the subject taxpayer prop-
erty by relying on comparable sales that include a 
synergistic premium.

The presence of synergies in a transaction does 
not necessarily preclude the use of valuation pric-
ing multiples for unit principle valuations. However, 
when valuation pricing multiples from synergistic 
transactions are used, the resulting value will be a 
synergistic value (i.e., investment value).

If the valuation objective is to estimate fair mar-
ket value (or an equivalent standard of value), then 
the valuation pricing multiples should be adjusted to 
remove the effect of synergies. If this procedure is 
not possible, then the analyst should exclude syner-
gistic transactions from the group of comparable or 
guideline sale transactions.

Intangible Assets
For property tax purposes, the subject taxable 
property is generally not the taxpayer corpora-
tion’s going-concern business enterprise. However, 
comparable sales often represent the sale of going-
concern companies (including all tangible assets 
and all intangible assets, operating collectively as a 
business enterprise)—and not just the sale of tan-
gible property.

In order to maintain comparability between the 
transactional data of going-concern companies and 
the subject taxable property, adjustments should 
be made to remove nontaxable financial assets and 
intangible assets (including intangible assets not 
recorded on the target company’s balance sheet). 
Such financial (working capital) assets and intan-
gible assets may be removed from one of the fol-
lowing:

1.	 The price of the comparable sales

2.	 The valuation pricing multiples

3.	 The comparable sales method value indica-
tions

In summary, the transaction data relied on in the 
comparable sales method are often not comparable 
to the subject taxable property with regard to:

1.	 synergies,

2.	 intangible assets, and

3.	 other factors.

The comparable sales method is only reliable to 
the extent that the analyst can:

1.	 identify comparable or guideline sales that 
are sufficiently similar to the subject tax-
able property and

2.	 reconcile any meaningful differences 
between the subject taxable property and 
the comparable or guideline sales.

Income Approach
The generally accepted income approach unit valu-
ation methods include the following:

1.	 The direct capitalization method

2.	 The yield capitalization method

In the income approach, the indicated total unit 
value is the present value of the expected income to 
be earned from the operation of the total unit. This 
expectation of prospective income is converted to 
present value—that is, the indicated value of the 
taxpayer’s total unit of operating assets.

In the direct capitalization method, the selected 
measure of income is projected for a single future 
period—that is, for a typical “next period” after the 
valuation date. The projected income is capitalized 
by (i.e., divided by) a direct capitalization rate.

In the yield capitalization method, the selected 
measure of income is projected for several years in 
a discrete projection period. The yield capitalization 
rate is applied to the discrete income projection in 
order to conclude the present value of the projected 
income stream.

In both the direct capitalization method and the 
yield capitalization method, income can be mea-
sured in several different ways. For unit valuation 
purposes, common measures of the subject total 
unit income include net operating income, operat-
ing cash flow, before- or after-tax net income, and 
before- or after-tax net cash flow.
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In all income approach unit valuation analy-
ses, there should be consistency between (1) the 
income measure subject to analysis and (2) the 
estimation of the direct capitalization rate or 
yield capitalization rate. For example, an after-tax 
capitalization rate should be applied to an after-tax 
income measure.

Market evidence is often relied on in the income 
approach for the estimation of market capitalization 
rates. The yield capitalization rate is often estimat-
ed based on the band of investment (also called a 
“weighted average cost of capital”) procedure.

When estimating the weighted average cost of 
capital, a variety of pricing data may be extracted 
from market evidence, including the following:

1.	 Required rates of return

2.	 Capital structures

3.	 Betas

4.	 Historical and prospective growth rates

A direct capitalization rate can then be esti-
mated by subtracting the expected long-term growth 
rate from the yield capitalization rate.

Comparability with Regard to Income 
Taxes

In both the yield capitalization method and the 
direct capitalization method, analysts should be 
consistent in:

1.	 the development of the income measure to 
be capitalized and

2.	 the estimation of the capitalization rate.

That is, if the analyst decides to capitalize after-
tax net income in the direct capitalization method, 
the appropriate direct capitalization rate would be 
derived from a comparison of after-tax income data.

A data source that assessors commonly use 
to estimate yield capitalization rates is the Duff 
& Phelps Valuation Handbook: Guide to Cost of 
Capital series (the “Duff & Phelps handbooks”), 
which was published through Morningstar as the 
Ibbotson SBBI Valuation Yearbook (the “SBBI year-
books”) series prior to 2014.

The cost of capital data reported in the Duff & 
Phelps handbooks and SBBI yearbooks are after-tax 
data. And, without proper adjustments, these cost of 
capital data are only appropriate to estimate after-
tax yield capitalization rates.

The Duff & Phelps 2017 Valuation Handbook: 
U.S. Guide to Cost of Capital states, “Just as net 

cash flow is an after-
tax concept (i.e., mea-
sured after entity-level 
income taxes), the dis-
count and capitaliza-
tion rates as developed 
in this book are also 
after-tax (specifically, 
after entity level or cor-
porate income taxes, 
but before individual investor taxes).”11

The SBBI yearbooks similarly estimate cost of 
equity on an after-tax basis.

Both the Duff & Phelps handbooks and the SBBI 
yearbooks provide valuable information for esti-
mating the cost of capital. However, unless proper 
adjustments are made, the capitalization rates 
derived from these data sources are only applicable 
to after-tax income measures.

Comparability with Regard to the 
Bundle of Assets

To develop credible valuation results, both the 
capitalization rate and the income measure should 
be derived from assets that are similar to the sub-
ject taxable property. That is, a credible total unit 
income approach analysis should rely on an income 
measure and a capitalization rate that are derived 
from a similar bundle of operating assets.

One distinction between unit principle valuation 
methods and summation principle valuation meth-
ods is that these two types of valuations often rely 
on different measures of income to estimate value. 
Unit valuation methods typically rely on operating 
business income (such as net operating income or 
EBITDA), and summation valuation methods gener-
ally rely on tangible property only rental income 
(actual or hypothetical).

If an analyst capitalizes operating business 
income, the resulting value will be the value of an 
operating business. And, this operating business 
value may include assets (i.e., intangible assets 
and financial assets) that may not be subject to 
property taxation in the subject taxing jurisdiction. 
An analyst may then have to adjust this operat-
ing business value in order to remove nontaxable 
assets so as to estimate the value of the subject 
taxable assets.

In addition to considering the comparability 
of the income measure to the subject property, 
analysts should consider the comparability of the 
capitalization rate to the selected income measure.

The direct capitalization rate that best matches 
the tangible property income is a direct capitalization 

“[A]n after-tax capital-
ization rate should be 
applied to an after-tax 
income measure.”
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rate based on a tangible property weighted average 
cost of capital less an expected rental income 
growth rate. However, the direct capitalization rate 
in a unit valuation may be based on market-derived 
data including returns from publicly traded (going-
concern business) stocks.

The market-derived data relied on to estimate a 
total unit direct capitalization rate may have a dif-
ferent risk profile compared to the subject property. 
And, this total unit direct capitalization rate may be 
materially different from a tangible property-only 
direct capitalization rate.

Therefore, if an analyst relies on a tangible prop-
erty direct capitalization rate to capitalize total unit 
operating income, the resulting value indication 
may not be credible. That is, if an analyst relies on 
a direct capitalization rate derived from a different 
bundle of assets than the subject property, the value 
indication may be unreliable due to underlying dif-
ferences between:

1.	 the subject taxpayer assets and

2.	 the assets used to estimate the direct capi-
talization rate.

In summary, when using the income approach, 
both the capitalization rate and the income measure 
to be capitalized should be:

1.	 derived from sufficiently comparable prop-
erty and

2.	 applied on a consistent income tax basis.

Cost Approach
The generally accepted unit valuation cost approach 
methods include the following:

n	 The reproduction cost new less deprecia-
tion (“RPCNLD”) method

n	 The replacement cost new less depreciation 
(“RCNLD”) method

n	 The historical cost less depreciation 
(“HCLD”) method

All cost approach methods require the recogni-
tion of value decrements associated with all forms of 
depreciation, including the following:

1.	 Physical deterioration

2.	 Functional obsolescence

3.	 External obsolescence (including econom-
ic obsolescence and locational obsoles-
cence)

Property tax assessors and taxpayer property 
owners often have differing opinions with regard 
to the identification and estimation of economic 
obsolescence.

Economic obsolescence (or the economic com-
ponent of external obsolescence) is a reduction in 
the value of property due to the effects, events, or 
conditions that are external to—and not controlled 
by—the current use or condition of the property. 
Economic obsolescence occurs when the property 
owner can no longer earn a fair return on the invest-
ment in the property.

Economic obsolescence is often identified and 
estimated through a comparison of the subject total 
unit actual performance to an appropriate bench-
mark.

According to Property Taxation, “When the tax-
payer property is suffering negative excess earnings 
(compared to an appropriate benchmark measure-
ment), the indicated income shortfall is capitalized. 
The result of these capitalization procedures is one 
way to quantify entrepreneurial profit or economic 
obsolescence.”12

Economic obsolescence may be identified and/or 
quantified by a comparison of current results of the 
subject property operations compared to the follow-
ing benchmark measurements:

n	 The subject property historical results

n	 The subject property budgeted results

n	 The subject property capacity results

n	 Benchmark property current results

n	 Taxpayer industry current results

n	 Guideline company current results

n	 Market expectations for the subject prop-
erty (e.g., cost of capital)13

Examples of market evidence commonly used 
in the estimation of economic obsolescence include 
(1) taxpayer industry results, (2) guideline company 
results, and (3) subject property cost of capital mar-
ket evidence.

Comparability of Indicators of 
Economic Obsolescence

In order to develop accurate indicators of economic 
obsolescence, the analyst should rely on market evi-
dence of benchmark measures that are sufficiently 
comparable to the subject property. Economic 
obsolescence indicators are based on both internal 
benchmark measures and competitive (or industry) 
benchmark measures.
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A common indication of economic obsolescence 
includes comparing the subject property actual rate 
of return to the subject property required rate of 
return. Economic obsolescence is indicated if the 
actual rate of return is less than the required rate 
of return.

If the market evidence used to estimate the 
subject property required rate of return is not suffi-
ciently comparable to the subject property, then the 
indicated measure of economic obsolescence may 
not be credible. The relevant comparability factors 
would include those factors discussed above, such 
as, the level and type of intangible assets, growth 
expectations, operating and financial performance, 
and regulatory environment.

Common benchmark measures of economic 
obsolescence include comparing the subject prop-
erty operating performance to industry or GPTC 
operating performance. Economic obsolescence is 
indicated if the subject property operating perfor-
mance is below the level of industry or GPTC oper-
ating performance.

If the market evidence used to estimate the 
industry or GPTC operating performance is not suf-
ficiently comparable to the subject property, then 
the indicated competitive benchmark measure of 
economic obsolescence may not be credible. In 
other words, if there are significant differences 
between guideline companies or the industry and 
the subject taxable property, and those difference 
cannot be reconciled in the valuation analysis, then 
the valuation result may not be credible.

Conclusion
Analysts often rely on market evidence in order 
to estimate the value of a taxpayer’s industrial or 
commercial property for ad valorem property tax 
purposes.

Market evidence is often relied on in each of 
the three generally accepted property valuation 
approaches (the market approach, the income 
approach, and the cost approach). Market evidence 
may include the following:

1.	 Valuation pricing multiples derived from 
comparable or guideline sales or from 
guideline publicly traded companies

2.	 Capital market evidence used to estimate 
the cost of capital

3.	 Yield capitalization rates or direct capital-
ization rates extracted from comparable 
property or capital market income data

4.	 Indicators of economic obsolescence

Market evidence 
may (or may not) be 
appropriate for a par-
ticular valuation analy-
sis. As presented in this 
discussion, the analyst’s 
misuse of market data 
may result in value indi-
cations that are unreli-
able. In order to develop 
credible valuation anal-
yses, the analyst should 
extract pricing data 
from market evidence 
that is sufficiently com-
parable to the subject 
taxable property.
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“If the market evidence 
used to estimate the 
industry or GPTC oper-
ating performance is 
not sufficiently com-
parable to the subject 
property, then the 
indicated competitive 
benchmark measure of 
economic obsolescence 
may not be credible.”




