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DOCUMENTATION

INCOME APPROACH TO VALUE

INTRODUCTION

This module of CAMAlot was created in order to incorporate the Income Approach to Value in the CAMA System.  This module was originally designed in 1998 and was written in Clipper as part of the DOS version of COMPASS.  This document describes how it operates in CAMAlot (Windows Version of COMPASS) incorporating much of what is defined in the handbook titled “Market Value and Mass Appraisal for Property Assessment in Alberta” (referred to as the ‘handbook’ in this document).

The valuation technique used by the Income Module in CAMAlot is known as the direct capitalization method.  CAMAlot provides two variations to the direct capitalization method:

1. Capitalization of Net Operating Income

2. Gross Income Multiplier

DATA REQUIREMENTS

As per CAMAlot standards, all data fields in blue are ‘required data elements’.

HEADER DATA – (One Per Income Record)

The income module supports having more than one income record per property.  Some valuators choose to create a new income record for each building on a property while others combine several buildings on one Income Record.    In general, a new income record is required whenever a property includes property types that require different capitalization rates, vacancy rates, etc.

· Valuation Method – See DOCUMENT – “Application of the CAMAlot Valuation Method”

· Actual Rent / Market Rent – This determines whether the actual income data on the property is used to determine the valuation or whether the market income data (from tables) is used.

· Direct Capitalization / Gross Income Multiplier – This determines which of the two variations to the direct capitalization method is to be used to estimate value.

· Income Year – CAMAlot stores multiple years of Income Data in the system to allow the valuator to look at history when setting market rents.

· Building Number – This number refers to the building from the Cost Approach to Value.

· Stratification 

· Location – The valuator can create codes defining the different Geographical Locations in the municipality.

· Property Type – The valuator can create codes defining the different Property Types in the municipality.

· Quality – The valuator can create codes defining the different Qualities of Income Producing properties in the municipality

The codes, combinations, rate types and rates associated with these codes are defined in CAMAlot  (TOOLS/SETUP/CODES – INCOME).

Rate Types may include:


1. Capitalization Rate

2. Vacancy Rate

3. Non-recoverable Expenses

4. Reserves for Replacements

5. Expense Ratio (primarily for Apartments)

6. Gross Income Multiplier

7. Operating Costs (per ft2 or by unit)

The Valuation Parameters section of the handbook provides a Summary of Valuation Parameters which helps in determining which rate types are applicable to which property types.

· Gross Building Area – The gross building area of the building.  CAMAlot calculates the leased area and percentage leased from the leases. 

· Number of Units -  The total number of units in the building (primarily for Apartments).  CAMAlot calculates the number of leased units and the percentage leased from the leases.

· Status – The valuator can define as many ‘status’ codes as they like.  Valuators use this code to keep track of income questionnaires that have been requested from property owners and managers.

· Rates – The valuator enters in the Actual Rates associated with this property (vacancy rates, operating costs, etc.).  This data is used when doing market analysis to determine typical income rates (cap. rates, vacancy rates, etc.) or to value the property (if ACTUAL RENT is chosen).  CAMAlot displays the Market Rates that were associated with the combination and allows the valuator to override each of these rates.

· Tax Coding – Up to three tax codes can be associated with each Income Record in order to determine how the assessed values are taxed.

LEASE DATA – (Many per Income Record)

This tab is used to describe the leases that are associated with this income record.  It is also used to define the lease space when the actual lease data is not known. 

· Tenant # - This is used to help describe the unit that a particular tenant occupies.  Valuators often use the municipal address unit number as the tenant #.

· Tenant – Valuators typically enter the tenants name here.  For buildings such as apartments, where tenant names are not kept, this is used to describe the space ( for example:  Two Bedroom Suites)

· Lease Start Date / End Date – These are used to keep track of when the lease starts and ends.

· Stratification - (TOOLS/SETUP/CODES – INCOME)

· Location – This is the same as what is on the HEADER and therefore does not need to be entered again.

· Tenant Type – This describes the type of tenant.  It does not necessarily have to be the same as the property type described on the HEADER.  

· Quality – This describes the quality of the tenant or the space.

The codes, combinations and range of market rents associated with these codes are defined in CAMAlot  (TOOLS/SETUP/CODES – INCOME).

· Lease Area or Number of Units – Describes the area or number of units this lease record includes.

· Lease Rate – The actual lease rate either by area or by unit that this lease is based on.

· Periods Per Year – How often the lease is paid. 

· Annual Income – A flat income amount

· Other Income – An amount from other income (for example percentage rent).  This income is included in Potential Gross Income and is therefore subject to Vacancy.

· Description – A text box to allow you to describe the ‘other income’.

· Total Income = ((Lease Area or Number of Units) X Lease Rate X Periods Per Year) + Annual Income + Other Income

· ProRation – Defines where this lease is qualified within the range of minimum and maximum market rents associated with the location/tenant type/quality combination.

· Analyzer – Finds the ProRation factor where actual rent = market rent

· Browse Similar Leases – Searches for leases with the same location and tenant type in order to determine if the reported rents are reasonable.

· Use For Statistics – Allows the valuator to flag a lease so that it isn’t used when analyzing leases to set market rents.

· Month to Month – Allows the valuator to flag a lease as being ‘month to month’.

· Estimated – Allows the valuator to flag a lease as based on an estimate and not on an actual income statement.  If the valuator has enough lease data, he may chose to ignore estimated leases when analyzing leases to set market rents.

· Gross Rent – Allows the valuator to flag a lease as being a Gross Rent Lease.  One client uses this because they use gross rent to set Business Tax Rates.

· Vacant – This allows the valuator to set a lease as vacant.  The system uses this flag to calculate the vacancy percentage for an income record.

PROPERTY WIDE DATA – One per property.

This tab is used to specify a property wide classification for a property that will allow you to set the same capitalization rate and vacancy rate for an entire property regardless of the number of income records on it.  For example, you may have a power center that has a Fast Food Restaurant, a Strip Shopping Center, and a Store on it.  When each is described on its own income record, they each get their own capitalization rate and vacancy rate.  By adding a property description in this property wide tab, you can effectively override the individual capitalization rates and vacancy rates with overall ones. 

This tab is also used to add value for excess land and to describe that excess land.

OTHER INCOME – Three per property.

This tab allows you to add income to a property that is not tied to any lease.  Some examples of this type of income could be from parking, sign rental, or laundry in apartments.  This Income is added to Effective Gross Income and therefore is not subject to Vacancy.

EXPENSES – Many per property or many per tenant

Expenses can be entered on either the Lease Tab, when associated with an individual lease, or on the Expense Tab when the expenses are described for the entire property.

The valuator can define as many categories for Income Expenses as needed (TOOLS/SETUP/CODES – INCOME).  Expenses can be recorded as based on a percentage of income, by a rate per ft2 or unit, or as a lump sum.  The override column is included to allow the valuator to record all expenses as reported but override the amount that is actually used in the calculation.  

CALCULATIONS – Displays the Income Detail Report which shows the calculation of the Income Valuation for all income records on the property.

OVERRIDE/ADJ –  This tab allows the valuator to enter in a lump sum adjustment that is calculated after the Income Approach to Value is calculated (for example to remove a value attributable to personal property).  

It also allows the valuator to simply key in a value from the Income Approach to Value which overrides any value that is calculated on the income record.

NOTES – Allows the valuator to enter notes describing the property.  The notes tab is divided into two categories; one that is for internal use only and one that is printed at the bottom of the Income Detail Report. 


