
to be considered relative to achieving stabilized
operating status include:

the time that will be reqr.rired to lease excess
vacant space to achieve a stabilized occupancy
level;
the present value of the lt.rss in rental rcvenue
during that time period;
tht'dollar magnitude of leasing costs, such as

commissions, tenant improvements, legal fees,

etc., that accompany the leasing activity;
the dollar magnitude of capital expenditures
that are immediately required to maintain com-
petitive market position;
the present value of remaining lease contracts
that are significantly abovc or bclow current
market rent levels.

Of course, rvhere the properties are at a st.rbilized
operating level at the time of sale, consideration of
some of these items may not be required.

bt c om e C api t al i zat i on App ro ach
For investmc'nt grade rt'al estate, the Income

Capitalization approach has e'volved into two sePa-

rate forms ofanalysis, the d irt'ct capitalization analv-
sis and the discounted cash flow analysis (DCF).

While they represent two distinct approaches, as-

sumptions that are explicit in the DCF are implicit
in the direct capitalization analysis. If completed
appropriately, tht' resulhng value estimates should
approximate each other. In the. direct capitalization
analysis, a stabilizcd net operating income (NOI) is

estimated, and this income estimate is capitalized
into a value indication through the use of a stabi-
lized overall capitalization rate derived from mar-
ket data obtained from the Sales Comparison Ap-
proach. This process indicates a stabilized property
value. that is then adjusted for any of the factors that
exist h'ithin the subject property that cause it to
vary from that stabilized operating assumption to
arrive at an "as is" estimate of value.

lnherent in this analysis is the estimation of the
market rental rate and tht'normalized expense
level for the property. The process of estimating
market rent and expense levels for the subject prop-
erty e,ffcctively makes most of the adiustments nec-

essary to reflect differentials between the subject
property and competing properties-for quality,
location, age, condition, and functionality. Tradi-
tionally, appraisers have attempted to quantifv
each item through the use of an adjustment grid,
applving a relative percentage or dollar amount to
each factor. Reality is that tcnants in the various

Wrile there are iflnurflerable

theorctical fluaficcs to thc uarious

issucs raised in this tliscussion,

the fact rernains thnt the ultirnate

estinate of oalue is based upon afl
inseparable interrelation of the three

trsditional approaches to ttalue.

These interrelationships are critical
in aniaing at s reliable estiffiate of

oalue. Assurnptions deiaed from
one apprcach fonn tlre basis for

the analysis in another.

properties have already voted on the cumulative
impact of these items with their check books. If a

particular propertv has an advantage over other
properties with respect to location, quality, t'tc., it is
reflected in the contract leases that that building has
obtained. The samt' type of comparison can be
made with respect to functionality through NOI
estimatL's. For example, if a particular propcrty has
an inefficient HVAC system, the extent of the inef-
ficiency would manifest itself in a higher than typi-
cal utility expense. This would cause the proPerty to
have a lower net operating income relative to com-
peting properties. If these factors are correctly ad-
dressed in the NOI estimates, the use of stabilized
overall capitalization rates becomes a much more
consistent process, requiring only conside'ration of
the relative risk involved in achieving those esti-
mates.

In the DCF analysis, a cash flow model is con-
structed to reflect the specific timing of economic
events. In essence, the DCF is a cash-based financial
model, while the direct capitalization analysis is an
accrual-based financial model. If the subiect prop-
erW is currentlv not operating at a stabilize'd level,
the initial years of the cash flow model reflect the
market's perception of the events that will occur
between the valuation date and the estimated date
of achieving stabilized operation. Follorving that
point, cash florv models generallv reflect continued
operations at a stabilized level, subject to contract
lease expirations. An additional element of the DCF
analysis is to estimate the value of the property at
the end of the investment holding period. This is
generally based on the use of a clirect capitalization
analysis assuming stabilized operations at thirt Point

CRE PERSPECTIVE
LrvrNc BEvoNo rHE BoUNDARIES

by BotuL'tt H. "Brrz=" McCoy, CIIE

INTRODUCTION
There appears to bea growing interest in the field

of religion, spirituality and business, as evidenced
by recent stories in major magazines and sc'veral
books. A Brrsiness Wttk story, "Rcligion in the Work-
place," indicated that there are some 10,000 Bible
study and prayer groups in workplaces, that meet
regularly. The article further statecl that 95 percent of
Americans say thev believe in Cod or a universal
spirit, and 60 percent of those polled stated that they
believe in the beneficial effect of spirituality in the
workplace. A survey published by the Mrl York

Iirrrt's Sunday magazine indicated that 81 percent of
Americans surveycd believe in an afterlife;72 per-
cent absolutely believe in the religious Practices they
follow; but 75 percent believe their behavior at home
is more indicative of rvho they really are than is their
behavior at work. There is a perceived dichotomy
between the "real" person and the person at work.

Yet, most people do not wish to compartn]ental-
ize their lives. Research performed by University of
Southern California Marshall Craduate Schtxrl of
Business Professor Ira Mitroff indicates that organi-
zations which identify themselves with spirituality
have emplovees who: 1). are less fearful of their
organizations and 2). less likely to comPromise their
basic beliefs and values in the n'orkplace;3). per-
ceive their organizations as being significantly more
profitable; and 4). report that they can bring signifi-
cantly more of their complete selves to rvork, espe-

cially their creativity and intelligence. Manv studies
have indicated that what gives individuals the most
meaning and purpose in their job is the ability to
realize their full potential as a person.

In medieval society, (a.k.a., the Age of Faith),
there *'as a strong connection betrt'een church and
state, between faith and work. There was an order to
society which was comforting in a world fillecl with
superstition and mvsterv. In the post modern age,

reason dominates all. We are suspicious of mystery,
even of faith. While we may be willing to ciiscuss

spirituality at work with a stranSer, we find it diffi-
cult to discuss our rcligious faith outside thc'bound-
aries of the church or synagogue. lronicallv, in an age
where 95 percent of Americans are said to be'lieve in

God or a universal spirit, the sublect is taboo at work
or in the classroom, even though research is show-
ing that such faith brings great comfort to individu-
als in the workplace.

The dilcmma, it seems, is how to break down the
n'alls between the fields of religion, business, and
ethics to the. mutual benefit of all. They are frtrmi-
dable walls, reinforced by constitutional interpreta-
tion, political correctness, over specialization, and
the like. [f we cannot break the walls down, then we
must learn horv to straddle them and to become
boundary people, attcmpting to deftly navigate' our
way through a life while staying true to our be'liefs
and to our vocation to be our best professionally. I
know it is not alr,r,avs easy. In a successful career as

an in\.estment banker, I have tried to live out my
faith in all the aspects of my life. I was Dr. Faust to
some. To others I was perceived chiefly as a church
elder, a seminary trustee and a teacher.

I havc- rvritten several published articles on the
field of business ethics. Comments come back to me
from many sources. A philosopher said my articles
were not scholarly enough. A business ethicist said
I lvas too critical of the u,av business ethics is taught.
A theologian said I rvas too worldlv. A business
person said I was too religious. A Christian said I
was too universal. Being a boundary person is not
easy; but Irow else can one respond to the dual calls
to be authentic in rvork and in faith? In this paper I
propose that we can live rich lives of faith, while
being engagt'd in the world as successful business
people. We. can live with one foot in the spirit and
one foot in the world. I believe most of us are
designed to be boundary people, ancl we thus have
instilled in us the hope that we can realize our full
potential as people created in Cod's image. Let me
explain this further by discussing the four levels of
reality.

FOUR LEVELS OF REALITY
As a teacher of business and organizational eth-

ics, I ask mv students to spend some time consider-
ing four-level living, a concept embraced by many of
history's great thinkt'rs-from Dante to Peter
Drucker. We can be said tobe operatingon these four
ler.els, consciously or unconsciouslv, more or less

simultaneously: 1). tht'superficial surfacestorv Ievel;
2). the allegorical level, which we allow to shape our
own stories-our heroes who we can copy and
mimic, mentors and the like; 3). the moral level
where society sets appropriate behavior bv social
custom or lans and regulations; and 4). thc deep
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transcendental spiritual level,
where one is in touch with n,hat it
is Cod trulv intends us to do.

The first level is easily cle-
scribed. It is about socialization.
How do I look? Am I late? Do you
mind if I smokc? Are vou using
this chair? This is not vr,hert'rve
make our deepest connections. The
allegorical level can helpus to soar,
or to fall flat, depending upon
whom we set as models. These
choices are obviously influenced
by pr+condition€'d values that we
have bought into.

The third level looks easy, but
cultural norms that beg,an as posi-
tives fall victim to neglect and can
inculcate bad practices. When we
live right up to the edge of n,hat
societv may tolc,rate from time to
timr, without a deeper grounding
for our behavior, we may fincl our-
selves living dangerously. Society
has an uncomfortable and unpre-
dictable disposition to change its
mind over time ab()ut everything-
appropriate dress, sexual behav-
ior, insider tradiltg, anti-contpeti-
tive behavior, the payment of em-
ployment taxes for parttime house-
hold labor, just to name a few.

I believe that elhical livin6l is a
product of the. fourth level,
grounded deeper than cu ltural
norms, a by-product of faith. lt can
inform us about when we decide to
stop trading off. We trade off, al-
wavs, compromising our deep be-
liefs for expedit'ncy. When and
where'do we stop and takea stand?
Which ditch do r,, r'die in? Elhics is
not ab()ut always \vinning. Ethics
is about what we are willing to
fight and lose for. Morals arc. hu-
man respon:e to lrumans. Ethics is
human response to God. Therefore
it is difficult to talk openly about
ethics in a business, because we
have made it difficult to talk about
Cod in a business. This is certainly
our densest wall b straddle.

ln this current age of globaliza-
tion, such activities as global

money, capital markets, and the
Int€.rnet are driven by the culture
of the United States. Within this
culture are imbedded the canons
of Jcwish-Christian experience. My
Christian faith informs me that one
must come into a relationship vvith
the creator Cod through Jesus. To
be successful in the global arcna, it
seems to me that we must expand
our cultural consciousness be'vond
that of our trwn. World culture is
shaped by religion, or those, deep-
est feelings about who we are and
who we want to become. If we, are
to have impact in other cultures,
we nust bring with us an aware-
ness of the others' deep cultural
perceptions. At some point, as we
become ever closer together, we
must begin to evolve a true global
ethic. If such an ethic is to motivate
us at our deepest level, it must be
pluralistically faith-based.

The polling data in the Nca'
York Tinles article indicated that 42
percent of the respondents believe
the best religion would be the one
that borrowed from all religions. A
number of individuals and institu-
tirrns have workt'd rrn a gltrhal ethic,
including Hans Kung, the Dali
Lama, the Parliament of the
World's Religions, 'i,arious U.N.
agencies, and various business
groups. For many, this is a unique
moment in history, lvith the end of
the Cold War and an increasing
perception of tht, needs of human-
ity and the earth.

The One Great Commandment
to love the Lord our God with all of
our strength and heart and mind
and spirit, together with the great
corollary: "love your neighbor as
you love yourself," areexplicit parts
of the three great Abrah.rmic reli-
gions and are implicitinevery form
of religion. So is the beatitudt: "do
unto others as you would have
thenr do unto you." One mav dis-
cern these concepts in the litera-
ture of the mana5;ement field as
well, including such individuals

as Peter Drucker and John Gardner.
In his recent book on the L,ader of
the future, Drucker states such a
leader must be in touch with him-
se,lf, love people and have a pas-
sion for the enterprise. I see the
Crt'a t Commandment in those
statements.

Ethics is clteper than nlorality
or custom. It cumes out ofour deep-
est ciesire to make meaning out of
our lives, and hence resides in the
areas of spirituality and religion.
The deepest and most meaningful
rcl.rtionships dcvelop out trf this
Ievel of interaction. To have integ-
rity, one must be able to bring deep
meaning to bear in all aspects of
one's life. To deal effectivtly in the
global arena, one must have some
notion of the decp cultural mean-
ings imbeddecl in counter-party
cultures.

How then can we bring these
deeper levels kr plav in our busi-
ness world?

HOW DO WE LIVE OUR
FAITH OUT AT WORK?

If one has chosen a worldly
pnrfession such as invt'stment
banking, litigation, brokera ge and
the like, one should be authenti-
cally worldly. Don't be afraicl to be
who it is you say you are. Be an
aggressive investment ba nker.
Don't confuse the issue. Don't bur-
dc.n vour r,r'clrk too much rvith
church or outward signs of reli-
gion. Do not wear your heart on
your sleeve. Be authentic. The
Cerman theologian, Dietrich
Bonhoeffer, articulated the useful
concept of hidden, or "religionless"
religion. Participate in the po-
lyphonvof life, but attempt to prac-
tice the presence of God in all that
you do. A leacler helps to create a

context; helps to shape a corporate
culture.

Encourage an atmosplrere of
openness and honesty rvhere ques-
tioning is tolerat!-d. Keep yourdoor
opcn, and spend considerable time

is the adjustment grid in the Sales Comparison
Approach for improved properties based orr physi-
cal units of comparison.

Investors have a consistent thought pattern when
addrc'ssing what price they arc willing to pay for a
property. First, and foremost, it is the income pro-
ducing potential of the property that drives the
decision. As a result, they have an optimum operat-
ing sccnario in mind; they hirve an opinion as to
how long it will take to achieve that level of opera-
tion, as n.ell as hou' much it is going to c()st to get
there; they will m.rke a comparison of the price they
are paying with the cost to reproduce the property;
and without exception, this author has never talked
to investors who didn't think the,v could operate a
propertv better than the or.',ner thev bought it from.
Considc.ring these factors, all of the information
generated from the three approaches to valut'have
relevant input into the value dtcision, but no matter
n hat the methodology, the final answer is a func-
tion of the income estimate.

OVERALL PREMISE OF VALUE
With the underlying theorv that an investor's goal
is to maximize inVestment, the most import.rnt first
step is to e'stablish a common point of reference.
Traditional appraisal theory sta tes that comparables

Exhibit 1

are to be'adjusted to the, property being appraised.
This premise is correct, but achie'ving that result has
quite often been reached by using flawed analvsis,
especially in the Sales Comparison Approach. An
example would be where the subject property has
an 80 perccnt occupancy rate, and the comparable
sales range in occupancy from 70 percent to 90
percent. While one could quantifv the adiustnlents
to the sales having lou,er occupancy rates by adlust-
ing for the time and cconomic loss associated with
achieving the 80 percent occupancy level, ad justing
the sales rr"'ith occupancies in excess of 80 percent
do$,n to that level presents a myriad of analytic
problems. The appropriate method is to model the
process used by the potential buyers. That is to
establish the equilibrium, or stabilized, operating
Ievel as tlre common point of reference.

Simplistically, this involves adjusting the compa-
rable data to a stabilized value le,vel, appraising the
subject property basecl on that stabilized operating
scenario, then adjusting the stabilized subject value
either up or down to reflect the current operating
conditior.r of the property. Craphically, this process
is demonstrated in E riltlt 1.
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Tnr Mvrrt or
THnEr INpEpTNDENT

AppnoACHES ro VILUE

in the work areas of other folks.
Thev will oftc,n be amazed at ho*'
much you know about u'hat is go-
ing on. It is because they tell you.
Young people often wish to query
the ethics of what you are doing.
Most times vou w'ill have a gocxl
explanation, based upon your ex-
perience. Once in a u'hile you
will not, and then it is timc ttl
change behavior.

Trust, even intimacy, is im-
p()rt.rnt in.rn lrrganization. lt is

important to have in-depth annual
reviervs of up to several hours each
for key peoplc, coaching them on
how to get ahead, goal-setting for
the next year. They invariably sc't

higher goals for themselves than
those that might have been man-
dated without discussion. Try to
take some of the mystery out of the
promotion process by sharing the
evaluation forms n,ith keyemploy-
ees and telling them n hatthey have
to do to get prom()ted. If thev.r tt,rin
your mutual objectives, the'n, of
course, you must deliver the gootls
when promotion time comes
around.

Faimess is a kevstone of a suc-
cessfu I organization. Horv does ttne
allocate "good" assignments? Who
is promoted;n,ho isrewarded; who
is punished? Are there consistent
standards. ln my experience, it was
difficult to get the bonus systems
right; we n'erc ..rlu'avs tinkering;
they u'ere never complete, nevtr
perfect. If we rewarded produc-
tion, we would get hit with trading
losses when we tried to move the
merchandise out. We tried linking
various groups together. A bonus
payment svstem based solely on
production willnevern ork. lt gives
control to the inmates. There is no
leeway for rew;rrding character
and leadership. There is no way t<r

manage greed. We evolved bonus
pools for groups of individuals,
tied to productioU but the alkxa-
tion of the pool allowed manage-
ment to override production and

bring other leadership characteris-
tics into play.

The best 0rganizations are, bro-
ken dowr.r into small groups or
teams that can then be empowered
to solve ct'rtain tasks. A majltr in-
vestment banking firm's tr..rding
floor can appear as a disorganized
sea of cacophony. Yet, the best
managed firms have broken the
floor down into turret teams of four
or six individuals, each with a

ls.riqy lqr prrrvide training, supervi-
sion, and coherence to the' opera-
tion. These trading operations can
become a classic example of Pt'ters
and Waterman's "tight,/loosd' or-
ganizational structure.

Organizations are covenental.
Many of the covenants havt' been
explicitly agreed to, such as a u'rit-
ten code of conduct; others may be
implicit. A Ieader must understand
these covenants, as they shape the
culture of the organization;bu t they
may not be rvritten dorvn. [t mav
become necessary for a le'ader to
develop the'will to manage and
change the covenants, if the com-
pany is to survive. Changing cov-
enants, managing the anxiety and
stress ofchange, is perhaps the most
difficult thing a leader has to do.

Sanctions are important also.
Some believe a virtuous organiza-
tion can exist solely on positive re-
inforcement. Rervards are 5;reat, but
organizations tend to be more vir-
tuous n hen there are sanctions as

well as rervards. The law of the Old
Testament has its place alongside
the Iove of the New Testament.
There is a therapeutic bent,fit, as

well as an essential fairness, in fir-
ing lo*, relative performers. Dis-
tinctions must al\^,avs be made
among the' awards.

There is room in such a discus-
sion for such concepts as servant
leadership and discipleship. Stew-
ardship includes the appropriate
nurturing and development of
people resources. Mission and vo-
cation include the "little" people,

not just the "big" people. This is
true in churches as well.

Taking time for others is very
important, if one is to live out a

balanced life. Encourage young
people to make timc for family,
church, charities, exercise, and fun.
I advist'd them if thev lvere rvork-
ing l05 percent of their time, with
no balancing activities, they rvould
fail, as they were competing with
others who could successfully do
the work at 85 percent capacitv and
have time for other activities that
u,ould kec.p them healthv.

Quie't, personal prayer, con-
templation, and meditation is ap-
propriate in any workday and any-
where, in a way that is not offen-
sive to others. It is useful to find a

place trr a time u'here such practice
can be maintained. In my case, it
was often on the commuter train as

it passed through the long tunnel
from 96th street to Crand Central
Station. Prayer can sustain calm-
ness, a transcendent hope, a sense

of drtachment. When such detach-
ment is maintained, one becomes
more centered, Iess anxious about
taking risk, less stressed about los-
ing. One can become tolerant of
more ambiguity and paradox. Pe-

ter Drucker has writtcn that the
leader of the future must have the
emotitrnal strength to m.rn.rge anxi-
ety and change. He adds that lead-
ers must have the ability to de-
velop comfort u,ith risk while
building trust.

Onc' might argue that you do
not need to be a person of faith to
observe these practices. This is un-
doubtedly correct, but as Mitroff
points out, indir.iduals at work are
seeking mcaning .rnd purpose in
their lives and a deep feeling of
interconnectedness. A faith-based
and centered core culture can pro-
vide orientation for best practices.
I nould be verv interested in see-

ing anecdotal evidence of the role
of faith in shaping corporate cul-
ture.

br1 D. RiclnrLl Wincott , CRE
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Fl\ cspite the fact th.rt the Appraisal Institute now tcaches that the
I I tniee traaitional approaihes to value-the Cost Approach, the
U mrn^" Capita liz,iti,,n Appr(),rch, .rnd the S.rles Cnrnpu.,.nn
Approach-are interrelate.d, there are still a large numbe'r of appraisers
rvho adhere to the premise that thev .rre, completely independent
methods of estimatinS value.r This is evidcnt in numerous appraisals
that tlrc author has rc-viewed, and in actual court testimony witnessed
by the author. The focus of this article is kr further the notion that the
three approaches ar€, not only interrelate'd, but the results of each
approach are an integral p,:rt of achieving a reliable estimate, of value. In
other n'ords, the three. traditional appr().rches, rvhen clealing lvith
income. producing rcal estate, are components o[.rn ovcrall Market
Approach, and in fact should be renamed the Cost Analysis, the Income
Capitalization Analysis, and the Sales Comparison Analysis.

Income producing properties are purchased based on their future
income generating capabilities. Each of the three traditional approaches
to value may come at the issue of value from a different dire'ction, but in
the end it all boils down to the economics of the property. The Appraisal
lnstitutr. teaches that the appraiser is supposed to "model and mirror"
the m.rrket. As a result, the analysis must attempt to reflect the normal
buver calculus used in the purchase decision. This does not imply that
the appraiser should not use sophisticated techniques k).1nalvze that
process, but it does mean that the appraiser should not be using
outdatcd appraisal techniques that do not remotely resemble the thought
process of the market. The most notablt of those out-datecl techniques
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THE ROLE OF THE CHURCH
What is the role of the church

in breaking down the walls that
divide faith from work? Back in the
early eighties the response of mv
east coast Protestant churcl.r to one
of its members who rvas incarcer-
ated for alleged price-fixing was a

benign silence. Ofcourse the stigma
attached to many transgressions
seems to bt' receding, while the
modern church appears to bt' mak-
ing some movement from accuser
to mentor, nurturer, and bridge
builder.

A frequent theme from the
pulpit of my local church is hou, I
can take my faith into the world as
I experience it. A favorite benedic-
tion of mine is when my minister
asks us to krok carefully at thc we'ek
ahead the travels, the business
dealings in progress, the people we
nill be dealing rvith-and knorv
that Cod u,ill be present in all those
events. lt is the reminde'r of
Eonhoeffer's words: "Religion is
pdrt-timc; f.rith is full-time." Bu:i-
ness perrple respecterl ft'r their
faith-infused leadership arc- often
held up as models: Bill Hr,wlctt,
former CEO of Hewlett I'ackard
and Jim Burke, former CEO of
Johnson and Johnson.

The adult study curriculum at
contemporary churches has broad-
ened from Biblestudy toothersub-
iects that nurture us as people in
the world. I have enjoved good
attendance and response in mv
classes on Tillich, Bonhoeffer, T.S.

Eliot, Dante, and others. I some-
times comment that I am called to
teach Christian ethics in the busi-
ness school and business ethics in
the church.

Individual churches are be-
coming mtrre responsible rrrga ni-
zations. Pastors, who w,cre once
anti-business and intimidated by
business persons, are now hiring
MBAs as administrators, and are
requiring church boards to fol-
lou, fair e'mployee practice.s, and

provide competitive pay and other
compensation benefits.

Wc need the church to rein-
force our sense of values and to
help us have the courage' to bring
our deepest values into the h,ork-
placc. At times, the church has fo-
cused more on "the eye of the
needle" story than on the "go into
the world" admonition. The best
churches can be critical of business
and pursue social justice for all,
n,hilc continuing to support the
needs of business people and to
celebrate those who try b live out
their faith in their daily lives.

CONCLUSION
Boundary living is not new.

There is a lot of theology in Peters
and Waterman and in Peter
Druckt'r, as there is a lot of good
manag€,ment in the Ilule of the
Order of St. Benedict. There is an
interconnectiveness, a polyphony,
among all aspects of li[e.. We are all
people of faith, searching for ways
to be good. With globalization, we
mav come closer together, but we
still rr.ill not knorv one another. We
can start up a new business-fhst.
However, growing wise in the way
of lift takes time. It is never com-
plete, never right, and never per-
fect. Wc' must utilize our collective
faiths to drarv us closer together,
not drive us further apart.

Boundary living is endangered
if we stay too Iong in one world or
the other. We are people of faith
who n cre not all creah.d to live in
monasteries. We are c,rlled to be in
the world, but not to be consumed
by the norld. The physical needs
of our world will bt, met only
through the inspired work of cre-
ativr. workers, managers, and en-
trepreneurs-business people. As
the cre.ations of a faithful Cod, we
are people of faith, which has many
forms. We must live out the po-
lyphony, embrace our differences,
fortify our personal btliefs, and
move forward. We may trip,
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current weariness, opportunities stilI exist. Identi-
fying these opportunities, hoh,ever, will take more
time and effort as decelerating markets, the te'ch

sector fallout, and other events like the energy crisis
place greater c.mphasis on research and property
selection. In this market, iust putting a chip on the
table does not guarantee a profit.

Imperfections in the real estate market do not cor-
rect themselves as quickly as they do in other finan-
cial assets that are traded in n cuntinuous auction
market placc (such as stocks, bonds, and other
marketable securities)- Because real estate is illiq-
uid, imperfections in the market can exist for con-
siderable periods of time. Opportunities exist for
investors who are capable of spotting these imper-
fections and quickly accessing capital to take ad-
vantage of them before the opportunity is gone.
Real estate also lends itself to research and market
analysis that can greatly increase an investor's un-
derstanding of the economic fundamentals affect-
ing a potential investment in a specific property.
Research and analysis, properly done, substantially
reduce risk. In todav's marke,t !'nvironment, this is
essential to success.

While it is difficult to predict precise market timing,
it is not difficult to spot a trend and profit from it by

relying on fundamental economics and market
analysis, coupled with a rigorous property level
analysis. To choose a real estate investment, it is
necessary to analyze both the market and the spe-
cific property. Focusing in on property-level factors
in today's shifting economic and real estate envi-
rons is the key to successful investing on a risk-
adjusted basis.*u,

NOTE
The RERC RealEstate Report summarizes th(. cxpected ratesof
retum, property selectt)n criteria, and investment outlook of a
repra{ientative sample of large institutional investors and re-
gionalfirms in the Unit&lStates. Thesu^'eydata is used asa tool
bv in\ c\tors, developcrs, anrl [inancial institutions l() monilor
chan8in8 market conditions and to forecnst firrancial perfor-
mance. The RERC survey acts as,r barometer o[ current market
percepti()ns and con{idenct, among the nation's top real estate
proft'ssionals. Return datr shows a normal range of expected
retums forcateSories of invc,stment-grade properties in 21 m.u-
kets,rnd nine proper! types.
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stumble, and even fall along the
wny, but we will be .r presence in
the world.*.,
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