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Dear Sirs
Exposure draft - Technical Information Paper 1
The Discounted cash flow (DCF) method of real property and business valuations
RICS has noted with interest the publication of the draft TIP on DCF and welcomes the
opportunity to comment.
Overall this is considered to be a very useful paper and we have relatively few comments to
make. Dealing firstly with the questions put:
1. Agreed
2. Agreed
3. In isolation this comment is not unreservedly agreed but it has a link with question 5 and
as a consequence we broadly agree.
4. Although we agree with the first sentence of this question we do not agree with the
comment in the second sentence. The stated ‘check’ is just one approach and not
necessarily the most commonly used method. For property assets the terminal value
should be compared with a forecast of market value determined using whatever method
is commonly used in that market. For instance an all risks yield.
5. Agreed
6. We agree with the conclusion that to include detailed examples are inappropriate for the
reasons given.
With regard to the draft itself we would make the following comments:
1. In the definitions the term ‘discount rate’ is specifically limited to a market return. This
may not be correct in the case of an investor who is looking at a personal target rate of
return. We suggest this distinction should be made.

2. The definitions of GPV and NPV are agreed. However it is our experience that NPV may
often be referred to colloquially to mean the gross discounted cash flow before deduction
of the purchase price and possibly this could be mentioned.
3. In paragraph 8 the sentence beginning ‘The duration of the forecast period’ is too
simplistic. By way of explanation our own guidance makes the following comments:
‘The characteristics of the specific asset should be taken into account when fixing
the time horizon. An appropriate exit date may be influenced by material events in
relation to the property itself, such as break clauses or lease expiries, which can
lead to substantial refurbishment expenditure or voids. However, care should be
exercised if the assessment of investment value for different properties is used to
compare the advantage of buying one particular property over another. Internal
rates of return (IRR) used over different time periods do not always make it
possible to determine automatically which is the superior investment from the
prospective owner’s point of view.
For an assessment of investment value, the time horizon adopted should reflect
the investor’s anticipated investment holding period (which will normally be
determined having regard to the factors mentioned earlier).’
4. In paragraph 16 e) the comment is made that ‘Expenses may be placed at the
accounting point in time rather than the point of time at which they are incurred.’ We do
not agree with this comment. As the method is a cash flow process the expenses should
be recognised at the point in time at which they may be expected to occur.
We trust that these comments are helpful but should you require any further clarification I will be
pleased to hear from you.
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