Yield Capitalization Review Problems
1. A property has a level annual income of $200,000 which remains level over a 5 year holding period. The property will increase in value by 15% over this period. What is the value of the property using a 12% overall yield rate? Prove your answer using discounted cash flow analysis.

2. What is the value for the property in Problem 1 if income is expected to change by the same amount each year over the five year holding period? What is the dollar amount of change in income per year over the period? Prove your answer using discounted cash flow analysis.

3. For the property in Problem 1, what would its value be if income and value were to change by 3% per year over the holding period? Prove your answer with discounted cash flow analysis.

4. Using information in Problem 3, what is the appropriate K-factor for estimating the overall capitalization rate? Estimate this rate using the K-factor adjustment. Estimate the property’s value.
5. What is the equivalent level income for the property in Problem 4? Calculate this income using a present value analysis as well as with a K-factor. What is the appropriate income capitalization rate for the equivalent level income? Estimate the property’s value.

6. A property with a level NOI of $100,000 is financed with a 9% mortgage amortized over 20 years with monthly payments. The lender requires a DCR of 1.25. The value of the property at the end of a 5 year holding period will be $1,500,000. What is the overall value of the property assuming that equity yield rates are 15%? What is the implied LTVR? What is the overall yield rate? Was positive leverage achieved? Why or why not?
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