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The Income Method of Valuation
Yoshitaka Takeda

Summary

In this paper we describe and evaluate the Income method of valuation as used by
appraisers. This method is commonly used in valuation of real estate. It also is used to
calculate the value of an entire business, as distinct from its component parts. The
income method represents a capitalization of expected earnings over the economic life of
the property. This paper discusses various problems concerned with the determination of
expected earnings and selection of an appropriate capitalization rate.

It is concluded that although this method of valuation is widely used for certain types of
assets and for a business as a whole, it is to a considerable extent dependent upon the
professional judgement and competence of the appraiser. Variations in calculated values
can occur for a wide variety of reasons, including inaccurate estimates of physical
resources, incorrect cost and price prediction and differences in capitalization methods
and rates used. Yet evidence also is presented to indicate that there are significant
understatements in the value of certain assets. Based on the assumption that these values
constitute useful information to external report users, this model recommends that
management report these values as supplementary information when they
differmaterially from book values.
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