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Real estate cash flow projections can be used to estimate the likely return and risk of prospective development and/or investment projects. When presented with such projections, the following items and their assumptions may deserve attention:

1) Revenues and their appreciation / increase rates = watch out for over-estimation

2) Expenses and their appreciation / increase (or decrease) rates = watch out for under-estimation

3) The discount rate used = watch out for too low a rate being used (to give a higher Net Present Value) = bench-mark with inflation / interest rate etc

4) The capitalization rate used = watch out for too low a rate e.g. generally, anything lower than 5% should really require much scrutiny = compare with market yield rate(s)

5) The vacancy rate used = watch out for too low a rate e.g. generally, for estimation purpose, this should be 5% or more = compare with actual market vacancy

6) The lease turnover assumption = e.g. is the average lease term assumed realistic for the market segment? = this affects the estimated cost of transactions

7) Contingencies = have these been properly factored into the projections? = depending on circumstances and the project stage, generally some contingencies should be included in the projections to allow for unforeseen expenditures

8) See if the various rates used are in synch with observed market interest rates, inflation / deflation rates, and the like 

9) Financing = review if the principal, interest rate, term, and debt/equity ratio etc look reasonable = review the debt service ratio too (i.e. net operating income divided by the debt payment required) 

10) TAKE OUT ALL FINANCING to get a more reflective picture of the financial strength (or weakness) of the prospective project = because financing may make an otherwise not-so-desirable project look good

The above list is not exhaustive but provides a basic framework for reviewing projections presented by others. Proper professional input should be sought where required.  
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Notes:

a) This tutorial is for general reference only and is NOT intended as a substitute for proper professional advice and assistance. 

b) Stephen Chung, Zeppelin and its staff / consultants / associates will NOT be responsible for claims or damages arising out of the content contained herein. 

c) No liability is assumed for errors, omissions, mistakes, software bugs, viruses, and the like as contained IF ANY in the tutorial, e-mail, diskettes or other medium.

