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1d friend Internal Rate of Return
1 this analysis but in a unique
: Thar on the right of Figure I,
ferential’ is the “Renovate” T-bar
1e “As-Is” Thar. For each time
simply figure out the difference
the “Renovate” scenario and the
cenario. Once that is completed
period O through time period 7,
te the IRR of this series of dif
cash flows. In this instance, the
24%.
seautiful part of this analysis
that number reflects. From a
echnical perspective, it repre-
e rate of return for each dollar
| (in chis instance, $130,000)
s in the investment. But in this
ion, it also provides a critical
. point. IRR can be viewed as
cator of risk versus return — is
that the investor is anticipated
r worth the return that the
*is anticipated to achieve? This

What | C@ PVC

SLOW SLEDDING While the residential real estate
market has continued to be very active, the com-
mercial market has not seen the same velocity. As
we pass the three-quarter mark of 2020, aggregate
sales volume for commercial real estate investment
properties is significantly off the pace as compared
to the last few years. Will the market get bailed out
by a huge 4th quarter? Guess we will have to wait
and see! —AP

perspective is particularly insightful in
this application.

Despite our best efforts, assembling
this analysis included some uncertainties.
Remember all of that art part stuff —
can the property achieve those projected
future cash flows, especially in the reno-
vate scenario! Will the renovation costs
and time actually match the estimate!
Will the property actually be worth the
values estimated at the end of the holding
period in each scenario? In my example,

OW BAD IS THAT LEAK?

p your assets safe by taking the time to ensure that problems
the top of your building are not damaging your bottom line.

Carey Roofing Corp. has eliminated
sset damage due to a leaking roof with
practical solutions since 1946.

AREY

fing Corp.

2168811999

www.careyroofing.com
founded in 1946

MEMBER:
National Roofing
Contractors Association

the risk versus reward threshold is 12.4%.
This can be thought of as a cross-over
point; if I am willing to accept a return
of 12.4% or less in this specific instance,
then I should complete the renovation.
But if I don't think that 12.4% is great
enough given the anticipated risk this deal
will incur, then I should continue as-is and
not complete the renovation.

Differential cash flow is a terrific tool
to compare as-is versus renovation alter-
natives. While it relies on a good bit of
art to help create the underlying model,
the resultant IRR provides a way to
bring this analysis back to realicy. As real
estate assets continue to age, being com-
fortable using this approach can provide
a significant advantage.

Alec Pacella, CCIM, senior wice president at
NAI Pleasant Valley, can be reached by phone
at 216.455.0925 or email at apacella@naidaus.
cam. Follow him on twitter @dausyouknow or on
his blog at http:/[blog.sbequitiesinc.com.

"Mib STATE

RESTORATION, INC.

Masonry Restoration

\‘\Sge\c-ijlists Since 1954

Brick Repairs | Water Repellents
Stone & Concrete Restoration
Building Cleaning | Caulking/Tuckpointing
Lintels, Parapet & Terra Cotta

Repairs & Replacement

2521 Monroe Ave., Cleveland, OH
216.771.2112

www.midstaterestoration.com




