
that reflected high economic, financial, and political risk.
lnvestment yields resulting from locational decisions
should be higher according to traditional financial
thought, in order to compensate for the hiSher investment
risks.

lncome property yields change over time within a single
country. The yield performance figures for income-
producing properties in France, that was drawn up by the
London firm of Weatherall Green & Smith, show increas-
ing yields for office, retail, and warehouse prope(ies
from December '1980 through March 1983 (see Table 2).
ln general, provincial prop€rty yields are higher than
yields from comparable properties located in Parisian
suburbs or central Paris. Yields are lowest in income
properties in central Paris, regardless of the time period
shown in Table 2. ln '1983 central Paris rents have been
higher than rents from comparable properties in provin-
cial cities of France (see Table 3).

From Tables 3 and 4 one may view "property market
indicators" for a number of countries and a number of
urban centers within each country. Office prime yields
were highest in ltaly in early '1983. Retail property yields
were highest in France and Spain (see Table 4). At the
same time, the industrial property yields were highest in
Holland, the U.S., and France. The highest office and
relail rent per square foot was estimated in New York. The
highest industrial building rent per square foot was lo-
cated in Zurich, Switzerland. Since it is difficult to make
yield, cost, and rental comparisons due to market, mea-
surement, building and location differences, these com-
parisons should not be granted the aura of absolute
accuracy, but should be seen as the expressed opinion of
two of the well-recoSnized international real estate con-
sulting and brokerage firms.

TABI.E 2

Yield Rate Performance for France

One reason is the multiplicity of formulas and techniques
used for real estate investment yield measurement. Other
reasons are related to accounting differences and differ-
ences in investment perspectives. Some countries view
real estate investment as relatively short term, whereas in
other countries the majority of income property investors
think very long term with buy-and-hold p€rspectives.

Another reason for the differences in quoted yields in
regard to worldwide income properties is derived from
the inherent investment differences exhibited by the vari-
ous types of income properties. For example, prop€rties
with indexed or periodically renegotiated leases exhibit
less financial risk for the investor than properties that
have fixed base leases with investor participation in
tenant gross or net income. The yields associated, there-
fore, with the two types of leased properties may be quite
different. Another reason for the d ifferences is the scarcity
and oversupply conditions of property in specific
markets.

The Muhiplicity of lnvestment Measutement Methods

Using the U.5. income property market as an example,
one finds many methods of income property yield mea-
surement. lt is kaditional for U.5. investors to use the
payback, average rale of return on average investment,
and the cash-on-cash methods of yield analysis that do
not involve the time value of money. Three methods of
analysis utilizing the time value of money and increas-
ingly used today are: 1) net present value, 2) profitability
index, and l) internal or discounted rate of return.

Just mentioning a yield for an income property means
nothing. The person conveying the yield information and
the one receiving it must identify and understand the
method used for the quoted yield measurement. Measur-
ing the yield on one income prop€rty by the six methods
cited here leads to six different numerical responses.
Therefore, any quote of investment yield must indicate
the method of yield measurement.

Acc o u nti n g D i [f e re n ce s

ln the U.S., many investment yields are based on historic
costs which may have been incurred some time ago. The
accounts for the income property are usually kept on an
historic cost basis. Only recently has market value ac-
counting been utilized by a few U.S. firms for investment
market quotations and security disclosures. For example,
life insurance companies and commercial banks that are
selling their investment management services and yield
results to prospective pension fund clients tend to keep
their property market values current for the year. Other-
wise, historic cost accounting is used for other purposes.
ln contrast, property accounting in England and the rest of
Europe, and in other parts of the world, often is based on
market value, not historic value or original cost. There-
fore, the yield calculations differ measurably.

Dif{erences in lnvestment Perspectives

When an institutional investor buys a property, the insti-
tution may expect to hold the property indefinitely. There
may be no reason to expect an early sale in 5, 20, or 60

CHOOSING AND USINC
REAL ESTATE CONSULTANTS

by David F. Haddow

Real estate consultants provide a service for a fee. The
value of their contribution has a measured cost. When
cost exceeds value, however, buyers of these services
become dissatisfied and question their decision to buy. lf
a consultant's report is voluminous but vague and merely
sets the stage instead of providing answers, the client may
feel cheated and wonder why he/she sought outside
counsel in the first place.

This article shows one how to get the most from real
estate consultants. Topics covered range from when to
call a consultant to how to use and interpret the findings.
A fundamental question raised at the outset is: How do
consultants benefit their clients? Also addressed is the
question: Why are clients often denied the full value of
consulting s€rvices? A practical guide on managing the
clienVconsultant relationship is offered.

Valuing Consultant S€rvices

The three benefits to be gained by hiring real estate
consultants are a fresh perspective, obiectivity, and pro-
fessional expertise. In evaluating real estate, developers
and lenders often contract acute tunnel vision. Once they
set their sights on a location, building design, product
choice, or any other critical aspect of a real estate project,
they tend to block out contradicting evidence. The con-
sultant's fresh perspective is invaluable because he/she is
not yet "deal weary" and probably can offer insights
which may be obvious to an outsider but well hidden at
close range.

Objectivity is a virtue related to a fresh perspective. The
consultant owes no favors and comes with no strings
attached. lt is the consultant's iob to determine not only
why a project will work but if it is feasible in the first

place. Who else can a developer turn to for obiective
advice? Surely not the real estate broker who hopes to
handle the leasing, nor the mortgage broker whose loan
origination fee hangs in the balance.

Professional expertise is often needed to aid the decision-
making process. Qualified consultants have research and
analytical skills that enable them to extract relevant mar-
ket information and evaluate it in a meaningful way.
Where others are left pondering the various outcomes,
they are expected to explain cause/effect relationships.

When To Call A Consultant
Consultants are often used merely as sounding boards
after the real decision-making has been completed. They
are called in to build a developer's case to a lender or a
loan underwriter's presentation to an investment com-
mittee. ln other words, consultants are often summoned
after the fact and usually are called only because an
independent opinion is required to satisfy potential
investors.

Not surprisingly, a consultant in this Frosition is cajoled
and encouraged to accept the development plan as pro-
posed and to "bless" the cash flow projections. Although
the professional standards of the consultant require inde-
pendent inquiry and evaluation, his/her position is rather
compromised from the start, making it difficult to be
objective in judging the merits of the proiect.

To most clients, consultants are a necessary evil. One
reason for this attitude is that clients oflen fail to secure
consulting services at a point where more than a rubb€r
stamp is needed. The critical stages of proiect planning
and conception are rightly the domain of the en-
trepreneur. ln many cases, however, outside input is
beneficial in resolving product and market decisions,
particularly in the early stages.

Consulting services are not always needed- There are
many situations in which the market provides clear sig-
nals as to what to build and when to build. For example,

oecember
1980

l,{arch
1983

orrices
Central Paris
Paris suburbs

shop6
Cenlral Paris
Paris suburbs
Provances

warellousint
Paris
25 kms from Paris
Provinces

7.00,8.o0
7 00-8.00
8.00-9.00

8.00,8.50
8.50-10.50
9.25-10.75

6.00 7.00
7.75-A.OO
8.50-9.00

5.S0- 7.50
8.7 5- 9.7 5
9.50-10.25

6.25 7 .25
8.s0- 9.s0
9.50-r 0.50

8.OO- 9.00
8.O0- 9.00
9.00-t o.25

9.7 5
10.00- I0.25
r0.50-10.75

t0.00
r 0.25- 10.75
I 1.00-l L50

r0.00
10.75-11 .25
r 1 .50-12.2s

Source: France, Wealheralls Ptoqrty Repon 198.1 (london: Weatherall
Creen & Smilh, l98l), 12.

Reasons That Worldwide Yields Tend To Differ

Quoted yields related to income properties throughout
the world differ from each other for a number of reasons.
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an owner of a vacant tract in an industrial area would
have little need for outside counsel if approached by a
company seeking a "buildto-suit" warehouse building,
particularly if the company agreed to lease the building at
a rate sufficient to provide an attractive return. The de-
veloper should know the costs and yield requirements.

One should call a consultant when market conditions or
other factors raise the level of uncertainty to an unac-
ceptable level. A good example is the proposed redevel-
opment of a Barden apartment complex to a higher use.
The property is purchased with the intention of building a
high-rise office building or condominiums. The site loca-
tion is good and well suited for either typ€ of use, except
that both the office and condominium markets suffer from
excess supply. The apartmenl projecl is generdting
reasonable cash flow, but the land cost effectively pro-
hibits prolonged operations.

ln this case, there are no simple answers. At the very least,
however, the property owner would benefit from a full
accounting of market supply/demand conditions for of-
fices and condominiums, and an independent as-
sessment of the site location and price paid. This
information should be available before the purchase
transaction is closed, and preferably before the property
is placed under contract.

Requirements Of A Good Consultant
There are essentially four qualities lo look for in a con-
sultant: 1)broad background and experience; 2) inves-
tigative and analytical capabilities; 3) communication
skills; and 4) a strong level of interesl. lt is obvious that the
profession is not universally endowed with equal mea-
sures of these qualities. Deficiencies in consulting ser-
vices result when the person handling the assignment is
lacking in one or more of these qualifications.

The consultant's chief role is to digest the "big picture,"
not only by taking inventory of market factors and eco-
nomic trends, trut by drawing meaningful conclusions
from these data and making intelligent forecasts. lt is not
an easy job. A consultant must b€ part economist, his-
torian, planner, and social scientist, and most imporlantly
have a good understanding of real estate.

A consultant acts in much lhe same way as an inves-
tigative reporter, identifying data sources and inter-
viewing knowledgeable persons who can help clarify
and supplement the initial findings. The consultant's
market coverage must be thorough because misinformed
sources can present many obstacles along the way. lt is

not uncommon to Bet five different opinions on the same
subject from five sources who are equally well regarded
and present their views with similar conviction. Con-
sultants must sift through the conflicting accounts and,
based on insights gleaned from other sources, draw their
own opinions.

As suggested earlier, this is one of the chief benefits
derived from outside consultants. They are in a unique
position to fully sample information sources and obiec-

tively evaluate the contents and relative merits of each
source. To do the job properly, consuhants must be
willing and able to probe and analyze, and to go beyond
the periphery by delving into the heart of the maner.

Communication is crucial to any business which sells
information. lf a wealth of insights is diminished when
communicated, the information source has effectively
lowered the value of its services. The inability to com-
municate both verbal and written ideas is a problem that
all businesses must contend with. lt is a death knell to
consulting firms.

Concise report writing and effective presentations com-
plete with a clear definition of the problem and a sys-
tematic treatment ofthe relevant issues should be the goal
of every consultant. Many times consultants know more
than they are able to convey in writing; consultants often
surround the critical points in a report with so much fat,
caused by poor organization and improper emphasis,
that the clienl retains nothinS of substance.

A more intangible quality which is necessary in the
profile of the consultant is a strong level of interest. The
nature of consulting work requires an inquisitive nature
and a search/probe mentality. An economisl who tracks
trends in business aclivity but do€s not attempt to explain
causal relationships is not a valuable economist. lf con-
sultants do not approach each assignment with an innate
curiousity and a p€nchant for digging, they are liable to
draw pat conclusions and mislead their clients.

Choosing A Consultant
The selection process is summarized by the following
steps:

I ) Contact several reputable consulting firms by tele-
phone and fully describe your situation and needs.

2) Request that the firm submit a written proposal and
fee quote which fully describe the scope of services.

3) After reviewing the proposals, conduct interviews
with the person or persons from each firm who will
be chiefly responsible for the assignment and re-
quest their credentials in writing.

4) Check references on recent assignments of a similar
nature.

A few points deserve additional emphasis. First of all, a
consultant's ability to address a client's particular prob-
lem in a proposal letter and to outline a method for
arriving at a solution is a good preliminary indication of
his/her abilily to perform. Secondly, it is always important
to interview, preferably in person, the individual who will
handle the assignment because even a big-name firm
may have a few little league players, one of whom may
wind up on your team. This also affords a good oppor-
tunity to gau8e the consultant's level of interest and
establish personal rapport. Thirdly, it never hurts to re-
view the consultant's credentials and to confer with one
or two previous clients to assess his/her background and
competence.
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requirements and the ioint venture agreements stipulated
by some lenders have created a higher cost of funds. With
higher debt and equity costs, net cash flows have de-
clined; decreased property values have resulted in many
ca5es.

At the same time in the U.S., tax shelter opportunities
have increased with the passage of the 1S-year Acceler-
ated Capital Recovery System for real estate- The re-
habilitation tax credits have also benefited real estate
investors with siSnificant income tax problems.

lnternational real estate investors have observed declines
in income property values due to the recession and have
sought bargains in the marketplace. Where they expect
measurable income prop€rty value growth in recovery
years, they look for current prices which will accentuate
their future long{erm capital Bains. Small, medium, and
large investors have thought along these same lines in
every recession and depression that lhe world has ever
known. Thus, this extended recession has produced the
same familiar investment climate.

The decline in housing construction during the recession
has brought about speculation in apartment buildings
where high occupancy rates may result in rising rents.
The office building glut in many large cities has provided
some bargain prices for those investors who hold ample
capital. Shopping center storeroom space, often vacated
by retailers due to bankruptcy or reduced sales, has been
purchased or leased for speculative purposes by inves-
tors. They have forecasted higher shopping center occu-
pancy and higher rents in Bood centers with the return of
highly profitable retailing conditions during the recovery
stage of the economic cycle.

As stock markets around the world go about describing
peak levels of security prices, those investors who wish to
purchase more securities in order to realize the promised
short-term capital gains have found that the sale of real
property holdings would be advantageous. Short-term
liquidity and capital gains may be preferred to longer-
term op€rating profits and capital gains. Due to recent
stock market conditions, short-term realized profits may
be preferred to longer-term "paper" profits.

Real estate holdings normally fit into the investor's port-
folio along with stock, bond, and other investments.
Portfolio changes are considered on an ongoing basis,
and decisions are made. The U.S. stock market is still
reaching new highs each day in terms of the Dow Jones
lndustrial average. lnvestors need to make portfolio
changes in order to fit their investment objectives.

Mergers and the acquisition of companies involved in
international income property investment have occurred
due to the recession. Portions of the stock of income
property development companies have been acquired by
foreign real estate investment companies. For example,
the majority interest in Ernst Hahn & Associates, a
California-based development firm, and a minority inter-
est in The Rouse Company, a Baltimore-based develop-
menl company, have been purchased recently by large
Canadian development companies.

As real estate brokerage firms have consolidated and
closed selected branches, development firms have con-
solidated on an international scale. The formation of
larger international development companies has tended
to counteract the increased development competition
from institutional investors. Many institutional investors
in the past have sat back and financed the various kinds of
mortSage debt and leases associated with land develop-
ment. Recently, many of the large investors have created
their own development staffs, directly competing with
companies specializing in land development. Now, to
some extent, there is more balance between the power of
the developers and that of the institutions. Changes in
competition usually bring about chanBes in institutional
forms and financing methods.

As construction costs have risen and good sites for profit-
able new buildings have disappeared in the recessionary
period, many investors have renovated existing premises
instead of constructing new premises for investment re-
turn. lncome property rehabilitation may mean higher
rents and lower operating costs after it is completed. The
value of the existing building may increase with the
minimal investment in renovation and modernization.
Some tax codes and building regulations have en-
couraged rehabbing over new conslruction in recent
years. Historic structures may be preserved and still
Senerate income through the rehabilitation process.
Sometimes renovation merely saves the historic facade
and some of the building shell, while the rest of the
historic building is gutted for new parlitions, equipment.
and energy conservation heatinB and ventilating systems.
Extensive structural rehabilitation continues to occur in
Paris, Amsterdam, Edinburgh, London, Heidelberg, and
Rome as well as U.S. urban centers.

Trends ln lnveslment Yields, Risks,
And Building Costs

As the cost of borrowed money rose during the recession
of the early 1980s, property investment yields rose also.
The cost of borrowed money has risen with inflation.
Since the rate of inflation is related to the productivity and
the monetary and fiscal policies ofthe particular country,
national rates of inflation during the early 'B0s have
varied widely. For example, inflation rates in lsrael and
Brazil are over 100 percent a year while inflation rates in
the U.5. and West Germany are approximately 5 to 6
percent. The rate of inflation in France has been running
around 24 percent a year.

Parl of the rise in yields has been associated with the
greater overall risk reflected from the international mar-
kets. Michael Behar of TFT lnternational of Paris com-
piled a visual analysis describing the risk dimensions of
various countries with respect to the key factors in indus-
trial location decision making (see Table 1 ). The 1983 risk
measurements compared to those in 1980 show an in-
creased overall risk on economic, financial and political
bases. For example, many countries moved from the
northwest quadrant that reflected high economic and
financial and low political risk to the northeast quadrant

This selection process is ideal but is rarely followed. Most
assignments are obtained through refenals from satisfied
customers and business associates. The prospective cli-
ent expects a consistent level of performance. This ap-
proach is inherently risky. AlthouBh most firms usually
can deliver good results on a consistent basis, a firm in
actuality is no better than the person assigned to the
individual consulting,ob. Another pitfall to avoid is to
base the hiring of a consultant on cost alone. While
financial considerations are obviously important, they
should never be the controlling factor when choosing a
consultant. There is simply too much at stake.

Managing The ClienVConsultant Relationship

Any inquiry begins with a definition of the problem. lf a
consultant fails to adequately identify and resolve the
pertinent issues, he/she has not served the ctient well
even though the work produced may be excellent. A
client needs to clearly state the problem at the outset and
ensure that his/her counsel is on common footinB. For
example, if an apartment developer were interested in
knowing current demographic and employment trends in
the market area and how these impact the apartment
market, he/she would hardly benefit from a standard
survey of market rental and occupancy rates. Therefore, it
is in the best interests of the client to define the objectives
of the assignment and the desired output. Occasional
contact during the early stages of the assignment also
helps ensure the proper focus.

When the assignment is completed, the client should
review not only the conclusions but the logic employed
in arriving at those conclusions. lf a narrative report is nol
involved, a conference should be held to discuss the
findings and underlying assumptions. lt is obvious that a

set of recommendations is only as good as the analysis
that produced them. A sound guideline is to make the
consultant convince the client of his/her findings. Some-
times even the views of consultants may change as they
reason verbally instead of in writing.

It is most important for a client to use outside counsel as a
resource. lt is not uncommon for the c lienUconsu ltant
relationship to become combative, especially when the
consultant does not share the client's views. One should
not 80 outside of the organization to find another "yes"
man. As suggested earlier, consultants have essentially
three assets to offer: objectivity, professional expertise,
and a fresh perspective. To compromise in any one of
these areas cheapens the whole relationship. There{ore,
the client should avoid guiding the consultant to his/her
point of view. ln addition, it is far more helpful to have a
consultant explore unknown areas than to dwell on
widely known factors.

Finally, a consultant's report is not inscribed on a tablet
but represents the views of another mere mortal and
should be weighed accordingly. Although the consultant
should not be hired if he/she is not professionally com-
petent, good credentials do not entitle carte blanche in
rendering opinions. lt sounds almost self-defeating to
question the validity of purchased information. However,
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consulting services are not unlike consumer goods which
may be de{ective; the main difference is that consulting
services do not come with a money back guarantee.
Therefore, a consultant's findings shou ld carry the weight
of that person's opinion. lt is assumed that the work
product is well reasoned, thorough, imaginative, and
insightful; but it may not always hold the right answer.

Summary

The real estate consulting profession is still in its infancy.
The increasing complexity of real estate transactions and
financing, the expanded realm of participants, and the
sheer size of proiects and markets create a need for
sophisticated and informed advice to developers,
brokers, equity investors, syndicators and other players in
the real estate game. Consultants can provide a valuable
service.

The client must take certain measures to receive the full
value of the services offered by real estate consultants.
First of all, clients must recognize when outside counsel
is needed and act early enough to reap its full benefits.
Consultants should aid in making decisions instead of
simply reviewing them.

Secondly, there are definite criteria for evaluating pro-
spective consultants, which help guide the selection
process. Choosing a consultant is often passed over
lightly. This is a major cause of unsatisfactory results.

Finally, the client must take an active role in managing
the c lienUconsu ltant relationship. The client must clearly
define the problem at the outset and require a full ex-
planation of and justification for the recommended solu-
tion upon completion of the assignment. ln this way, the
buyers of these services can realize fully the promise of
real estate consulting.

tditor's Nole: Established in '1953 under the banner of
the National Association of Realtors@, the American So-
ciety of Real Estate Counselors (ASREC)embraces almost
600 qualified experts throuBhout the United States, Can-
ada and Puerto Rico. These members offer competent,
independent real estate advice and guidance to the pub-
lic on a fee basis.

Counselors advise their clients on the effect that current
economics has on real estate enterprises and the rami-
fications of proposed programs and undertakings. Coun-
seling services are valuable and often required in matters
regarding estates, trusts, foundations, financial insli-
tutions and investments. All members hold the CRE
(Counselor of Real Estate) designation and adhere to a
strict Code of Ethics and Standards of Professional
Practice.

The Society publishes an annual directory which lists
members both geographically and alphatretically and
their areas of specialization. To obtain a directory and
more information on membership, the professional ser-
vices and other publications of the American Society of
Real Estate Counselors, contact the Society at: 430 North
Michigan Avenue, Chicago, lllinois 60611, or call (112)
329-8427 .
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