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Disclosing Net Asset Value
[November/December 2002]

By George L. Yungmann

When investors talk, publicly traded
companies listen. A number of real
estate companies have responded to
investor and analyst interest by
disclosing their calculation of net
asset value (NAV) on a
per-common-share basis. Investors
and analysts look to a real estate
company's per-share NAV and the
relationship of this value with the
market value of the company's
common stock as a way to determine
whether the shares are trading at a
premium or discount to the value of
net assets underlying "shareholders’
equity."

In addition, investors and analysts can evaluate a company’s
historic NAV growth and the past relationship of NAV per share
with the company's common stock price. The results of this
analysis can also be used for peer group and sector comparisons.

However, as the article "An Inexact Science" in this issue points
out, estimating NAV may be done in more than one way.
Described below are current practices in calculating and reporting
NAV and suggestions for appropriate disclosures.

NAV Components

Although much of the data an investor or analyst requires to
calculate NAV is available in a company's financial statements or
notes, many companies are facilitating the process by presenting
their own calculations and by showing the components and
assumptions used within quarterly supplemental operating and
financial reports. Some of the companies that have disclosed their
NAV components and/or calculations include: Acadia Realty Trust

(NYSE: AKR), Apartment Investment & Management Co.

(NYSE: AlV), Archstone-Smith (NYSE: ASN), First Industrial
Realty Trust, Inc. (NYSE: FR), Home Properties of New York
Inc. (NYSE: HME), ProLegis (NYSE: PLD), Sun Communities

Inc. (NYSE: SUI) and United Dominion Realty Trust (NYSE:
UDR).

There are several figures common in a typical NAV calculation.
The components generally include: net operating income (NOI)
generated by the consolidated property portfolio; cash flows from
properties owned in unconsolidated subsidiaries; management or
other fee income; values for other assets; liabilities; preferred stock
(if any); and the number of diluted commen shares and operating
partnership units outstanding at the valuation date. In some cases,
property NOI and cash flows are categorized by property type
and/or location.

The NOI used as a basis for valuing properties generally
represents a 12-month-forward estimate, adjusted for portfolio
occupancy normalization, as well as straight-line rents, if
applicable. Additional adjustments may reflect normalized capital
expenditures, dispositions, acquisitions and developments added
to the operating portfolio, or other changes in NOI from the existing
portfolio. Management or other fee income generally represents
cash flow from short-term contracts.

Other assets would include development projects, land held for
future development or sale, other investments in unconsolidated
subsidiaries, cash and cash equivalents, and miscellaneous items.
The value of properties under development typically reflects the
historical cost-carrying amount adjusted to reflect potential
increases or decreases in value depending on the outlook for the
projects’ success. The value may be estimated based on projected
net cash flows and current investor yield requirements for the
related assets. Land that is held for development or sale may be
similarly valued. Any remaining assets, as well as liabilities and
preferred stock, are usually included in NAV at historical cost net
book value.

The number of common shares and operating partnership units
would be measured on a diluted basis at the date of valuation,
reflecting any convertible securities that would dilute earnings per
common share if converted.

*NAV (Net Asset Value) D& H (<
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