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DUE PROFESSIONAL CARE

• 80+ full-time professionals (US + 
International) who dedicate their 
efforts exclusively to independent 
valuation & related consulting 
services.

• 30+FTEs in Real Estate 

• Deep firm expertise in many asset 
types and industries.

• Practice is national and organized 
by service line and specialty area.

COHNREZNICK – VALUATION ADVISORY SERVICES
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ANDREW R. LINES, MAI, CRE
PRINCIPAL – REAL ESTATE VALUATION,
VALUATION ADVISORY SERVICES

Andrew R. Lines, MAI, CRE is a Principal for CohnReznick Advisory’s Valuation Advisory Services practice who is based in the Chicago office and has 
been a CohnReznick employee for over thirteen years.  Andrew has been involved in the real estate business for more than 22 years and has 
performed valuations on all real estate classes (industrial, commercial, residential, development land).  Special-use valuations include affordable 
housing, student housing, senior housing, cannabis facilities (indoor/outdoor, processing and dispensaries), landfills, waste transfer stations, golf 
courses, marinas, hospitals, universities, telecommunications facilities, data centers, self- storage facilities, racetracks, and corridors.  Impact Study 
Reports have also been generated for zoning hearings related to the development of solar facilities, wind powered facilities, landfills, big box retail, 
waste transfer stations, private mental health clinics, cannabis dispensaries and day care centers.  He is also experienced in the valuation of 
leasehold, leased fee, and partial interests, as well as purchase price allocations (GAAP, IFRS and IRC 1060) for financial reporting.  

Valuations have been completed nationwide for a variety of assignments including mortgage financing, litigation, tax appeal, estate gifts, asset 
management, workouts, and restructuring, as well as valuation for financial reporting including purchase price allocations (ASC 805), impairment 
studies, and appraisals for investment company guidelines and REIS standards.  Andrew has qualified as an expert witness, providing testimony for 
eminent domain cases in the states of IL, IN, DC, VA and MD, and for zoning hearings in sixteen states.  Andrew has also performed appraisal review 
assignments for accounting purposes (audit support), asset management, litigation and as an evaluator for a large Midwest regional bank.  

Education
• Syracuse University: Bachelor of Fine Arts

Professional Affiliations
• National Council of Housing Market Analysts (NCHMA)
• International Real Estate Management (IREM)
• American Seniors Housing Association (ASHA) 

1 S. Wacker Drive, Suite 3550
Chicago, IL 60606
312-508-5892 (w)
917-696-9636 (m)
andrew.lines@cohnreznick.com 
www.cohnreznick.com

mailto:andrew.lines@cohnreznick.com
http://www.cohnreznick.com/
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ASC 820 – FAIR VALUE

• “ASC 820-10-20 defines the fair value as following:

“…the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between 
market participants at the measurement date.”

➢Conservatism is not an attribute of fair value

➢Requires a market participant view 

Fair Value

• Term used for accounting (US GAAP and IFRS),

• Most advantageous , market/ principal market

• Highest and best use,

• Level 1-3 inputs.

Market Value

• Term used for RE transactions

• Buyer and seller are well informed, acting in 
best interest,

• Exposure time,

• Property unaffected by special or creative 
financing and sale conditions.

Appraisals prepared for a different purpose may lead to an incorrect conclusion for another purpose 
ie – Financial Reporting vs. Tax Appeal; IRC vs. GAAP Allocations; Appraisals vs. BPOs
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ASC 820 – FAIR VALUE
• ASC 820-10-20 defines 3 valuation approaches which can be applied by using different valuation techniques. 

̶ Market Approach – based on information from market transactions
A valuation technique that uses prices and other relevant information generated by market transactions involving identical 
or comparable (that is, similar) assets, liabilities, or a group of assets and liabilities, such as a business.

➢Multiplier techniques are generally considered a function of the Market Approach

̶ Income Approach – based on future income
Valuation techniques that convert future amounts (for example, cash flows or income and expenses) to a single current (that 
is, discounted) amount. The fair value measurement is determined on the basis of the value indicated by current market 
expectations about those future amounts.  There are two type of income approach methods: Direct Cap & Discounted Cash 
Flow (DCF).

• Direct Capitalization Method– method used to convert a single year income expectancy  into an indication of value by dividing the 
property’s net operating income by a capitalization rate. The direct cap rate (aka going-in cap rate or overall cap rate) represents the 
expected rate of return on an investment property.

• Discounted cash flow (DCF) Method – method discounts the estimated property’s net operating income over a holding period (typically 10 
years) inclusive of an estimated sale of the property at the end of the holding period.

̶ Cost Approach – based on current replacement cost
A valuation technique that reflects the amount that would be required currently to replace the service capacity of an asset 
(often referred to as current replacement cost).
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AUDITOR CONCERNS
• Key Objectives of Auditing Fair Value Measurements– The auditor's objective is to obtain the necessary audit evidence 

regarding the reasonableness of accounting estimates, including fair values, that are recognized or disclosed in the financial 
statements, and the adequacy of financial statement disclosures regarding estimates (AU-C 540.06).  

• Audit teams are required to gain an understanding and document management’s process for preparing, reviewing and 
approving the real estate FV measurement.
➢ Includes Commentary on Specialists´ qualification and experience

• Identification of key inputs and assumptions utilized in the fair value estimate
• Understand and document management’s controls that address the reliability (i.e. completeness and accuracy) of the key inputs.

• Asset existence, characteristics (Ownership, physical sizes, age,..)
• Historical financials, projections, incl. contract lease terms
• Rent rolls - important for market rent assumptions
• Deferred maintenance
• Mathematical accuracy of the supporting schedules
• Review subsequent events that may impact financial statements

• Perform walkthroughs (confirmation) of the key controls surrounding the key inputs and assumptions:
• Cap Rate 
• Discount Rate 
• Market rent 
• Vacancy/Lease-up 
• Market rent growth rates 
• Operating expenses per unit 
• Operating expense growth rates 
• Estimated costs to complete (if property is under construction) 

• Audit documentation on the reasonableness of key inputs and assumptions
➢ Compare methodology and assumptions to prior year accounting
➢ Prepare Sensitivity Testing as appropriate
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FAIR VALUE REPORTING

Purchase Price Allocations

o Need to allocate the purchase of the property into tangible and 
intangible assets to put on the books in order to prepare opening 
balance sheet for the newly acquired entity or assuming entity needs 
to assume correct entries

o Doesn’t include every approach

o Fee Simple Acquisitions or Leased Fee – estimate land value, building 
value, site improvement value, intangible value (in place lease, 
above/below market lease, trademarks, assumed debt, etc)

o Leasehold– estimate the above or below market value of a lease

o Retained Equity – could be complicated!

o Differences in BIZ COMBOS vs ASSET ALLOCATIONS

Annual/Quarterly Reporting (Appraisals)

o For investor reporting – could be annually, quarterly or even daily 
(typically NAV)

o Usually straightforward appraisals near the reporting date

o Don’t need all the approaches (but can help)

o May need to reconcile debt, depending on structure

o GAAP and IFRS generally similar for RE

o PRO TIP – Get your appraiser to do the sensitivity analysis within the 
report!!
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FAIR VALUE REPORTING
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FAIR VALUE REPORTING
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FAIR VALUE REPORTING
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FAIR VALUE REPORTING



LIMITED TRANSACTION 
ACTIVITY
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HOW DO WE KNOW?

There is guidance in ASC 820 to prove whether “there has been a significant decrease in the volume or 

level of activity in relation to normal market activity.”  The factors to be evaluated are:

✓ There is a significant decline in the activity of, or there is an absence of a market for new issues (that is, a 
primary market) for that asset or liability or similar assets or liabilities

✓ There are few recent transactions
✓ Price quotations are not developed using current information
✓ Price quotations vary substantially either over time or among market makers
✓ Benchmark data is seemingly unreliable
✓ There is a significant increase in implied liquidity risk premiums, yields, or performance indicators (such as 

delinquency rates or loss severities) for observed transactions or quoted prices when compared with the 
reporting entity’s estimate of expected cash flows

✓ There is a wide bid-ask spread or significant increases in the delta between buyer and seller expectations
✓ Little information is publicly available

Further analysis is required because the transactions or quoted prices may not be determinative of fair value and 
significant adjustments may be necessary when using the information in estimating fair value.
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THE FED

As a result of a monetary policy to cool the economy, the U.S. 

Federal Reserve (the Fed) rapidly increased the federal funds 

rate which created several financing challenges within the real 

estate industry, and has largely contributed to a disconnect in 

value among willing buyers, willing sellers, and financing 

resources. Although the Fed recently lowered the federal 

funds rate by 50 basis points, the underlying disconnect has 

not been resolved and the following question still stands; 

“What is real estate worth TODAY?”

https://fred.stlouisfed.org/series/DFF
https://fred.stlouisfed.org/series/DFF
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DEALING WITH LIMITED TRANSACTIONS

When dealing with limited transaction activity for an asset, determining its fair value requires careful consideration of 

market trends, comparable transactions, and applying valuation techniques that rely on observable inputs as much as 

possible.

I. Issue: Real estate analysts generally use prior sales activity and current net operating income to help benchmark 

property value, but because of the historical rapid rise in the federal funds rate, the continued holding period of 

the higher federal funds rate, and the tightening of commercial real estate lending, the disconnect between buyer 

& seller remains. This has led to a scarcity of non-distressed sales and non-owner-occupier sales from which to 

extract relevant pricing information. 

➢ Sales data may only show the top and bottom of the market or sales with unobservable concessions.  For 

example, NYC has a 31% rent gap between Class A and B, sales of existing Class A are noticeably higher than 

the average price, which is being dragged down by lower class assets and assets to be repurposed.

II. Consequently, many real estate professionals are limited to textbook equations or using data from an inapplicable 

(or incomparable) market cycle. Further, the data scarcity issue gives rise to an unhelpful practice of adjusting 

older and/or stale data to extract investment rate information for a going-in capitalization rate for a particular real 

estate asset, which pretends to be market-oriented.

➢ Valuations should apply outside-the-box tactics to help illuminate market perspective.
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DEALING WITH LIMITED TRANSACTIONS

TOOLS TO THINKING OUTSIDE THE BOX (not a complete list)

➢ Identify similar assets that have recently traded in Different Markets and adjust for any key differences

➢ Reconciliation Tactics: Use all Three Approaches to Value and Weight the different conclusions

➢ Elicit Market Participant Perspectives: Consider the perspective of a typical market participant when making 
valuation assumptions, including their motivations and expectations, and use to guide certain inputs and assumptions

➢ Use other textbook methods (Elwood-Ackerson-Gettle) to estimate cap rates

➢ For niche real estate, deep dive into the business of the tenant to help confirm lease rates (Occupancy Cost Ratios)

➢ Liquidity Adjustments: If the asset is illiquid due to limited transaction activity, consider adjusting the fair value 
downward to reflect the potential costs of selling the asset under orderly constructs, possibly under the theory it is a 
distressed asset. (Data for relative discount for distress may also be required)

➢ Apply rigorous Sensitivity Testing
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INTERVIEWS

Nothing replaces the value of several interviews with knowledgeable market participants. Strong valuations 
are supported by expectations of buyers, sellers, lenders and brokers who can provide specific 
requirements for yields, cap rates, lease rates, and overall strategies.  

QUOTES – FILL IN THE BLANK

➢ “____________  are trading on a multiple of equity, based on existing debt and LTV at the time of the 
loan…”

➢ “There are so many failing __________, we generally see over 1x gross revenue for profitable ones, and 
less than 1x gross revenue for the unprofitable ones.”

➢ “Karate studios are the death knell for ______________.”

➢ “You can’t use cap rates for __________.  You need to understand taxes and margins to value them.”
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LIQUIDITY/DISTRESS
Office properties faced significant challenges in 2024.  Average vacancy rates exceeded 20% in most core 
markets, the highest on record. Rent growth was nearly non-existent. Unoccupied office space doubled 
compared to 2022.  Office valuations fell 50%, especially impacting key urban core markets like NYC, 
Chicago and San Francisco. With so many property owners “underwater” the feeling is this is our newest 
distressed market, however, many building owners do not believe this is substantiated due to lack of sales.

How do we know its distressed?  Look at the past…

2008-2012:  Residential and Condominum Subdivision lots (paper lots to finished lots) showed average 
declines of 30-50% from 2007 sales prices for most of the country due to the Great Recession and sub-
prime lending but rebounded eventually due to supply stabilization.

2017-now:  The Mall sector has generally declined due to the rise of e-commerce, and while not all 
Malls shuttered, the industry believes its oversupplied; there is an ever-expanding gap between Class A 
malls in strong markets and malls that struggle to keep tenants and consumer traffic. For example, 
Macerich’s Broadway Plaza and Scottsdale Fashion Square are at approximately $2,000 per square foot 
(psf) and about $1,800 psf in sales, respectively, while Class B/C malls are about $500 psf or lower.  In 
2016, almost 75% of malls had a vacancy rate of 10% or less, but by 2021, less than half could say that.
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FORMULAS FOR CAP RATES

Ellwood Formula: This method effectively “builds up” a Cap Rate by looking at mortgage and equity requirements and is 

otherwise known as a “mortgage-equity” analysis. The function of this formula allows a preparer to analyze how financing terms 

impact real estate value and is different from the BOI method because it relies heavily on financing terms.

Ackerson Formula: This method is considered to be a simplified Ellwood Formula, commonly known as “Ellwood without 

Algebra”, and effectively blends an equity yield and mortgage terms, including both interest and amortization. The weighted 

average total of equity and debt is reduced by any equity build-up. This is done by adding a sinking fund factor to calculate the 

hypothetical equity build-up as well as real property maintenance and replacement considerations commonly estimated through 

depreciation. Both of these components would be typical over a long-term hold period. (Please note that this is a very limited 

method to value assets with interest-only loan terms because this type of loan structure does not provide for any equity build-

up.)

Gettel Formula: This method is commonly referred to as the Debt Service Coverage Ratio Method (DSCR Method). This 

method uses the perspective of a lender to calculate a capitalization rate using basic mortgage terms. It is different from the 

Ellwood method because it simplifies the above two approaches by focusing solely on the debt components: mortgage 

constant, loan-to-value, and the DSCR. Because the DSCR encapsulates the property’s potential to generate cash flow after 

servicing a loan, it considers the return of capital to the equity owner. An investor’s rate of return on its investment (equity) is not 

a significant component in this method (whereas under the Ellwood Formula it is a significant component). Further, this method 

is useful when a hold period for the real property is uncertain, and/or depreciation or appreciation is difficult to credibly estimate 

(components associated with the Ackerson Formula).
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FORMULAS FOR CAP RATES
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SENSITIVITY TESTING
Key Variables in Real Estate Sensitivity Analysis

✓ Rental Income: Changes in rental rates or occupancy levels can significantly impact cash flow. For example, a 
5% increase in rental rates can lead to a 10% increase in annual cash flow, assuming stable occupancy.

✓ Operating Expenses: Increases in maintenance, insurance, property management, or utility costs can reduce 
profitability. A 5% rise in operating expenses can decrease net operating income (NOI) by 3-5%, depending on 
the expense structure.

✓ Capitalization Rates/Discount Rates: Variations in interest rates influence overall property values. A 25 to 50 
bps change can have a significant impact on overall value.
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LOOKING FORWARD

POSITIVES
I. Interest Rates inch lower → Lending gets easier.
II. Property Values increase across the boards
III. Insurance costs stabilize
IV. Industrial/Manufacturing rebounds

CHALLENGES
I. Office still struggles
II. Global Political Situation (may get messier)
III. Climate related disasters on the rise
IV. Local RE taxes increase to balance loss in Core 

property values
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