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WHEN VALUING A PRIVATELY HELD REAL
ESTATE HOLDING COMPANY, ANALYSTS

SHOULD EXAMINE ALL AVAILABLE MARKET
DATA FOR PUBLICLY TRADED

INVESTMENTS IN REAL ESTATE, AND SELECT
THE MOST ANALOGOUS DATA SOURCE TO

APPLY TO THE SUBJECT ENTITY.

WHAT IS 
THE BESTPROXY

FOR VALUING
REAL ESTATE

HOLDING
COMPANIES?
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When valuing a privately held real
estate holding company, the analysis
draws heavily on the net asset value
(NAV)1 of the entity under the market
approach. As stated in Rev. Rul. 59-60:  

The value of the stock of a closely
held investment or real estate hold-
ing company, whether or not fam-
ily owned, is closely related to the
value of the assets underlying the
stock… [A]djusted net worth
should be accorded greater weight
in valuing the stock of a closely
held investment or real estate hold-
ing company, whether or not fam-
ily owned, than any of the other
customary yardsticks of appraisal,
such as earnings and dividend pay-
ing capacity.2

This does not mean that an income
approach should not be performed. A
thoughtful , properly  considered
income approach is an important step
to consider in any valuation. The
results from the two analyses are com-
pared and weighted, which helps lead
to the final conclusion of value. 

This article discusses the different
sources of pricing multiple and rate of

return data for real estate holding com-
panies. The data are examined for their
relevance to valuing a privately held
real estate holding company. For pur-
poses of this article it is assumed that
the subject company is a closely held
entity whose most significant assets
are real estate of any type (e.g., com-
mercial, residential, mixed use). 

Background
The market approach requires the
identification and analysis of sales of
business interests that are comparable
(i.e., similar industry, size, and degree
of control.) to the subject interest,
while the income approach requires
the development of rates of return for
comparable business interests in terms
of risk, growth expectations, and finan-
cial fundamentals. 

For an operating company such as
a manufacturer, retailer, wholesaler, or
service company, the denominator of a
pricing multiple is usually either rev-
enues (i.e., price/revenues), earnings
before interest, taxes, depreciation, and
amortization (EBITD A), or some oth-

er earnings metric. This does not pre-
sent a problem for an operating com-
pany, where the utility of  the hard
assets (e.g., machinery, equipment, and
computers) is derived from their use-
fulness in generating product or service
revenue; for such a company, the hard
assets are typically wasting3 assets. 

For a real estate holding company,
however, use of  a pricing multiple
derived from an income statement mea-
surement would serve to value only the
annual benefit stream of the entity, and
would fail to capture the underlying
value of the company’s hard assets. That
is, the portion of the company’s value
that resides in the real estate is not cap-
tured by an earnings-based pricing mul-
tiple. Unless the expected holding
period of the real estate is extremely
long, with little or no probability of an
earlier sale followed by a distribution of
the sales proceeds, such a pricing mul-
tiple will not fully reflect the value of the
company’s real property. 

Underlying Assets. The underlying
hard assets of real estate holding com-
panies are not wasting assets, and have
significant value in their own right;
the investor expects them to appreci-
ate in value, not decline. Given the
importance of the value of the under-
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lying assets, a better pricing multiple
for use in valuations is one in which the
denominator is NAV. 

Application of Market Approach. In
applying the market approach to a real
estate holding company, pricing mul-
tiple data would ideally be the prices of
arm’s-length transactions for compa-
nies in the same marketplace as the
subject. This data would be sufficient-
ly similar to the subject company to
permit valid comparisons, and mea-
surement against NAV. For example, if
a share of an entity traded at $10 at a
time when the entity’s NAV was $15
per share, the pricing multiple would
be 66.7% ($10/$15) of NAV. Such a
pricing multiple could then be applied
to the NAV of the subject interest, with
appropriate adjustments, to derive an
indication of value. As noted, given the
importance of the value of the under-
lying real property, a pricing multiple
based on NAV is the most relevant type
of market multiple to apply. 

Income Approach Rate of Return.

Under the income approach, the rate of
return for an operating company is
typically based on the return on invest-
ment. For example, data published in
Morningstar’s Stocks, Bonds, Bills, and
Inflation or the Duff & Phelps Valua-

tion Handbook are derived from total
returns (e.g., dividends plus apprecia-
tion of the stock) divided by the initial
investment in the stock. 

Similar and Relevant
Whether using the income or the mar-
ket approach to valuation, the empir-
ical data relied on should be derived
from a marketplace where business
interests, similar to the subject interest,
trade in arm’s-length transactions
among willing buyers and sellers, from
which sufficiently analogous and rele-
vant pricing multiples and rates of
return can be developed. 

“Similar” refers to the nature of the
business being appraised. It encom-
passes such business attributes as: 
• Business size. 
• Markets served. 
• Depth of management. 
• Information processing systems. 
• Level of technology utilization. 
• Probable future earnings growth. 

“Relevant” refers to the desires and
expectations of the probable “willing
buyer” or investor. This includes: 
• Risk tolerance (degree of  r isk

assumed). 
• Investment liquidity. 

• Degree of management involvement. 
• Probable holding period.4

Data Sources
Possible sources of rate of return data
or market pricing multiples from real
estate holding companies include the
following: 
1. Publicly and actively traded real

estate investment trusts (REITs). 
2. Closed-end real estate funds (CEFs),

(which invest in REITs), and are
publicly and actively traded. 

3. Real estate limited partnerships
(RELPs), which are traded infre-
quently on a secondary market. 
Not all of these sources are equally

appropriate in the valuation of a close-
ly held real estate holding entity. 

Income Approach. As stated above,
the rate of return for an operating com-
pany is typically based on the return
on investment. This can also be true for
publicly traded real estate holding
companies, whose returns are based
on both dividends and appreciation of
the stock. Analysts and investors price
REITs and CEFs just like stocks, the
major difference being that funds from
operations (FFO) is substituted for
earnings per share in the analysis. The
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National Association of Real Estate
Investment Trusts (NAREIT) defines
FFO as “net income (computed in
accordance with GAAP) excluding
gains or losses from sales of most prop-
erty and depreciation of real estate.” 

REIT and CEF Returns Only Include

Stock Appreciation. However, it must
be noted that the returns include
appreciation of the stock, not the real
estate; although changes in the stock
price might include the marketplace’s
consideration of changes in real estate
values, there is not a direct link. Like
stocks of other companies, stocks of
REITs and CEFs trade based on the
marketplace’s consensus estimate of
future dividends and appreciation in
stock value, as well as an assessment of
risk. Among the factors considered by
stock analysts who follow REITs are: 
• Cash flow. 
• Projected growth in cash flow. 
• Vacancy rates. 
• Lease renewals. 
• Growth in the value of underlying

properties. 
• Size. 
• Degree of financing. 
• Access to capital markets. 
• Diversification. 
• Overall risk. 
Adjustments. As always when using

guideline public company data, the ana-
lyst must consider appropriate adjust-
ments to the observed rate of return
for differences between the publicly
held companies and the subject. That is,
the valuation analyst must understand
how the stock analysts’ assessment of
various growth, market, and risk factors
differ from those of the subject com-
pany, and adjust the resulting rate of
return up or down accordingly. 

It is likely that there are significant
differences between how the factors
listed above apply to REITs and to pri-
vately held real estate holding compa-
nies. Each layer of difference, between
the public companies and the subject
interest, introduces the need for the
valuation analyst to apply a series of
subjective adjustments to the observed
rate of  return before applying the
income approach. Ideally however, the
companies from which the empirical
data is drawn will resemble the subject
interest as closely as possible, mini-
mizing the need for such adjustments. 

Additionally, appraisers must keep
in mind that an income approach
analysis that is not directly related to
the value of the underlying assets may
in itself be a step or two removed from
Rev. Rul. 59-60’s guidance to accord
greater weight to adjusted net worth
than to earnings measures. 

What follows is a description of the
data sources for publicly traded enti-
ties that invest in real estate, to facili-
tate the analyst’s assessment of their
comparability to a subject privately
held real estate holding company. From
this information, analysts can assess
the relevance and applicability of the
data in the valuation of the subject real
estate holding company. 

REITs
One choice for empirical data is the
marketplace for REITs. Because REITs
invest in real estate, and non-control-
ling interests in them are actively trad-
ed, they are sometimes looked to as
proxies for valuing a privately held
holding company with real estate
assets. However, the analyst must con-
sider if the selected REITs are truly
comparable to the subject interest. 

Background. REITs are classified as
either equity REITs or mor tgage
REITs.5 Equity REITs derive most of
their revenue from rent; mortgage
REITs derive most of their revenue
from interest earned on their invest-
ments in mortgages or mortgage-
backed securities. This discussion will
focus on equity REITs, which comprise
90% of listed REITs, since they are more
relevant to the majority of the subject
entities that are typically valued. 

To qualify as a REIT, the entity
must, among other requirements: 
• Invest at least 75% of its total assets

in real estate. 
• Derive at least 75% of  its gross

income from rents from real prop-
erty, interest on mortgages, or sales
of real estate. 

• Pay at  least  90% of  its  taxable
income in the form of shareholder
dividends each year (as a result,
REITs generally do not retain their
earnings). 
Some of the characteristics of REITS

include diversification (equity REITs
invest in many different property types
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in all 50 states), regularity of dividends,
liquidity (more than 160 REITs are trad-
ed on major stock exchanges), and
transparency (publicly traded REITs
operate under the same rules as other
public companies for securities regula-
tory and financial reporting purposes). 

Since REITs are publicly traded
there is much data available, including
their returns over the years; this infor-
mation is reported by the National
Association of Real Estate Investment
Trusts (www.reit.com). 

Comparison to Closely Held Real

Estate Entities. Some of the character-
istics of REITs that are similar to those
of a typical privately held real estate
holding company include investment
in, and income from, real estate. In
addition, REITs pay at least 90% of
their taxable income in the form of
shareholder dividends each year, and
although the typical privately held
company does not have this as a stat-
ed requirement, distribution of most,
if not all, available cash flow is often
assumed in the valuation process. 

However, there are a number of
ways in which REITs differ from the
typical subject privately held real estate
holding company. For example, REITs
are managed by independent boards
of directors or trustees, and have no
more than 50% of their shares held by
five or fewer individuals. Because of
the large amount of equity raised by
REITs, they typically own very large
portfolios of institutional-grade prop-
erties that are well diversified in terms
of geographical markets and tenants. 

REITs also typically have much
greater access to capital, both debt and
equity, and are growth-oriented entities,
meaning they expect to continually
improve the real estate portfolio. They
are actively followed by many full-time
analysts and investors, and have full



the same comments and cautions dis-
cussed above regarding the applicabil-
ity of REITs in applying the income
approach are also applicable to CEFs,
but even more so because the REITs
are owned inside a CEF. 

The income reported by CEFs rep-
resents dividends and interest from,
and gains or losses on, the investments
held by the fund. Hence, the rate of
return information reported for a CEF
is based on income that is fundamen-
tally different from the rental income
stream received by a closely held real
estate entity. In addition, the base on
which the return is computed is the
value of the shares owned by the fund,
not the value of the underlying real
estate owned by the company whose
shares are owned by the fund. 

Real Estate Limited Partnerships
RELPs were formed in order to pool
funds and invest in real estate proper-
ties around the U.S. Originally, inter-
ests in RELPs were not intended to be
traded. Over time, however, an infor-
mal secondary market evolved to match
sellers with buyers. Thus, such interests
have come to be traded. RELPs
announce their NAVs on an annual
basis and make other public disclosures,
such as their amount of interest-bear-
ing debt, quarterly distributions, and
information regarding trades of non-
controlling interests in the partnerships. 
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time officers and employees who are
devoted to managing day-to-day affairs. 

The valuation analyst must careful-
ly weigh both the similarities and dif-
ferences in order to properly apply
public company REIT data to the sub-
ject interest. These differences do not
preclude use of REITs as proxies for
valuation purposes. However, as dis-
cussed above, the analyst must make
(and support the reasons for) appro-
priate adjustments to the market rate of
return, in order to bridge the gap
between the two types of entities in a
meaningful way. 

Closed-End Real Estate Funds
CEFs are another possible source of
market data for real estate holding

companies. These are defined by the
Closed-End Fund Association (CEFA)6

as funds that invest primarily in equi-
ty securities of domestic and foreign
companies engaged in the real estate
industry. As with REITs, CEFs are usu-
ally much larger than the typical close-
ly held real estate holding company. 

For example, the Cohen & Steers
Quality Income Realty Fund, Inc. (tick-
er symbol: RQI) had a NAV of $1.1
billion at the end of 2013. Its single
largest holding, at $149 million and
9.2% of total assets, was in shares of
Simon Property Group. About 82% of
its holdings are in equities of real estate
companies such as Simon Property
Group, Vornado Realty Trust, and Pub-
lic Storage, with the remainder in pre-
ferred shares and bonds of REITs and
other investments. Another fund,
Nuveen Real Estate Income Fund (tick-
er symbol: JRS) had total assets of $395
million at the end of 2013, 60.2% of
which were in REIT common stocks
and 36.9% in REIT preferred stocks,
with a NAV of $275 million. 

Because they are publicly traded,
much financial information is avail-
able for CEFs, including their NAV and
the discount (from NAV) at which their
shares trade. However, because they
may invest in the securities of REITs,

1 NAV is the market value of the entity’s assets
less the market value of its liabilities, represent-
ing the market value of the entity’s equity. 

2 1959-1 CB 237. 
3 A wasting asset is defined by Investopedia as an

item that irreversibly declines in value, as a func-
tion of time. 

4 “The Direct Market Data Method: Theoretical
Underpinnings,” Institute of Business Appraisers,
http://www.adamdata.com/ibamarketdatabase/tu
torials/tutorial6.aspx. 

5 Much of the information in this section is taken
from the website of the National Association of
Real Estate Investment Trusts, www.reit.com. 

6 www.cefa.com. 
7 Full descriptions of the secondary market and

PPI’s methodology for determining pricing multi-
ple and rates of return are found in publications
available at www.partnershipprofiles.com. 

8 Pratt, Valuing a Business: The Analysis and
Appraisal of Closely Held Companies, 5th Ed.,
(McGraw-Hill, 2008), page 304. 



Partnership Profiles Inc. (PPI) pub-
lishes data on the prices at which the
partnerships’ interests trade on the sec-
ondary market, and from this data,
pricing multiples in the form of price-
to-NAV ratios are published. 

These partnerships are typically
much smaller than REITs. For example,
the 77 RELPs in the PPI database for
2013 (that had not announced plans
to liquidate) had a median NAV of
$26.5 million and 13 properties. This
is still larger than the typical private-
ly held real estate holding company,
but much closer to them than to REITs. 

PPI conducts an annual study to
determine the estimated annual rate of
return expected by investors purchasing
non-controlling interests of publicly
held real estate partnerships in the lim-
ited partnership secondary market. The
authors of the study calculate expected
rates of return by applying a series of
assumptions likely to be applied by mar-
ketplace participants such as forecasts
of future distributions, cash flow from
amortization of debt, capital apprecia-
tion of real estate, and a presumed liq-
uidation horizon for each publicly held
limited partnership.7

Most Analogous Data. These rates of
return are directly analogous to the
investor’s consideration of the subject
company, specifically, annual cash flow
from operations until a presumed sale of
the property and a liquidation event.
Thus, of the rate of return data available
from the three sources discussed here,
the data published by PPI are the most
analogous to the typical subject real
estate holding company. This data
requires fewer subjective adjustments in
converting the published market rate of
return into a rate applicable to the sub-
ject; since a key element is the proceeds
from liquidation of the underlying real
estate, this results in a rate of return that
is closest in spirit to Rev. Rul. 59-60’s
intent of placing greater emphasis on the
NAV of the asset holding company. 

Reconciling the Results
According to NAREIT, the total returns
for equity REITs during the 20 years
ended 12/31/2013 was 10.22%. Mean-
while, PPI reports that total returns
for the same period for real estate lim-
ited partnerships that traded in the

secondary market was 18.9%. This dis-
parity must be reconciled by recog-
nizing and adjusting for the inherent
differences between the companies that
comprise the empirical data (REITs
and RELPs) and the subject company,
and for inherent differences in how the
rates of return are developed. Do REITs
more closely resemble the subject com-
pany, or do RELPs? Given the risk pro-
file of  the subject company, is the
proper rate of return greater than that
of RELPs, less than that of REITs, or
somewhere in between? What further
adjustments (e.g., size and diversity)
must be considered in converting a
rate of return from the empirical data
to a rate that is appropriate for the sub-
ject company? 

Since it has been observed that
RELPs more closely resemble the typi-
cal privately held real estate holding sub-
ject company, and their rates of return
are more directly analogous, RELPs are
more appropriate for use in the income
approach than REITs or CEFs. 

The Market Approach
When applying the market approach,
in addition to identifying a sufficient
number of transactions the analyst also
must assure that, to be meaningful, the
transactions involve sufficiently com-
parable companies, as determined by
size, leverage, and other financial and
nonfinancial metrics. Equally impor-
tant in the proper use of the market
approach is assurance that the market
multiple and the subject company met-
ric are analogous: 

If a valuation multiple is comput-
ed based on guideline company
data defined in a certain way, that
multiple should be applied to fun-
damental data defined the same
way for the subject company.8

Thus, it is key that the market mul-
tiple and the subject company metric
to which it is being applied are analo-
gous. Otherwise, the price of apples is
being used to estimate the value of an
orange. 

In valuing operating companies
using the market approach, compara-
bles are typically found in one or more
of several private company transaction
databases, including Pratt’s Stats, Biz-
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comps, and the database of the Insti-
tute of Business Appraisers, as well as
the universe of public companies. But
for real estate holding companies, there
are different choices, and not all of them
are equally desirable for the intended
purpose of  apply ing the  market
approach to a small, privately held real
estate holding company. 

REITs. REITs are typically priced
based on funds from operations, a
measure of cash flow. This is a price-to-
earnings multiple, not a price-to-NAV
multiple. As stated earlier, a multiple
based on an annual benefit stream does
not capture the value inherent in the
underlying assets. REITs do not typi-
cally report the market value of the
underlying properties they own. Since
the market values of the properties
owned by, for example, Simon or Pub-
lic Storage, are not known, neither are
their NAVs known. Thus it is simply
not possible to derive a pricing multi-
ple for these REITs as a percentage of
their NAV. Hence, REIT prices are not
based on the NAVs of the underlying
properties, so that pricing multiples
based on NAV cannot be determined. 

Closed-End Funds. Unlike REITs, CEFs
do report their shares’ trading prices as
a percentage of NAV, from which a dis-
count from NAV can be computed. While
this information is useful to the invest-



The analyst will have to consider
appropriate adjustments, up or down,
to the market-based pricing multiples
to account for any differences between
the publicly traded RELPs and the sub-
ject company before concluding a val-
ue. However the market data from the
secondary RELP market are directly
analogous to the typical closely held
real estate holding company. It also
represents a close link to the adjusted
net worth of the real estate holding
company, as contemplated by Rev. Rul.
59-60. 

Accordingly, the pricing multiple
data reported by PPI for RELPs that
trade in the secondary market is direct-
ly analogous and applicable to privately
held real estate holding companies with
proper adjustments, and in keeping
with the Rev. Rul. 59-60’s guidance.
The data available from REITs and
CEFs, however, are not directly analo-
gous, and are less useful in the appli-
cation of the market approach. 

Conclusion
Data is available for three types of enti-
ties that invest, either directly or indi-
rectly, in real estate: 
1. Real  estate  investment  t rusts

(REITs). 
2. Closed-end real estate funds (CEFs). 
3. Real estate limited partnerships

(RELPs). 
In  apply ing either  the  income

approach or the market approach, val-
uation analysts must attempt to use
data that is most analogous to the sub-
ject company. The analyst must appro-
priately adjust for differences between
the companies that make up the empir-
ical data and the subject company, as
well as considering in how the data is
constructed and what it purports to
measure. 

An examination of the three sources
of data shows that RELPs bear a much
closer resemblance to the typical pri-
vately held real estate holding compa-
ny than do either REITs or CEFs. Rates
of  return and pricing multiples of
RELPs are thus better proxies for use in
valuing such an entity. While this does
not rule out consideration of REITs
and CEFs, their use requires a greater
degree of  subjective adjustment in
order to be applicable. �
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ing public to determine which closed-
end real estate fund to include in their
portfolio, this discount measurement is
not useful for valuing a privately held
real estate holding company. The asset
values reported by the CEFs are the mar-
ket values of the shares owned by the
fund, not the value of the real estate
owned by the companies whose shares
are owned by the fund. That is, the asset
value reported by Cohen & Steers Qual-
ity Income Realty Fund is comprised of
the value of the shares of stock owned by
the fund (including shares of Simon and
Public Storage), but not the value of the
mall properties owned by Simon or the
self-storage properties owned by Public
Storage. 

It follows, then, that the reported
pricing multiples measure the differ-
ence between the NAV per unit of the
investments held by the CEF, as com-
pared to the market price per unit of

the fund’s shares. Continuing with
Cohen & Steers as an example, at
3/31/2014, the fund had a NAV of
$11.60 per share, and the market price
was $10.53 per share, representing a
discount of 9.2%. 

By extension, then, the pricing mul-
tiple of Cohen & Steers is based on
data that is not at all analogous to the
typical privately held real estate hold-
ing company subject. Since the value of
the underlying real estate is not known,
the discounts or premiums reflected
in the pricing multiples of CEFs are
not analogous to the pricing multiples
needed to value an interest in the sub-
ject, and are not relevant for that pur-
pose. Therefore, the market pricing
multiples of real estate CEFs are not
applicable to valuation of a closely held
real estate holding company. 

RELPs. PPI’s analysis of partnerships
that trade in the secondary market
includes a price-to-NAV multiple.
These pricing multiples can be applied
to a subject interest in a real estate
holding company in order to estimate
a value. Since the reported multiple is
based on NAV, and the subject com-
pany’s NAV is easily measurable, the
pricing multiple can be directly applied
to the subject. 


