
Appraisal Institute Two-Day Advanced Income Capitalization/A iii 

Table of Contents 

Overview ........................................................................................................................................ vii 

Course Schedule ........................................................................................................................... xi 

SECTION 1 

 Part 1. Financial Calculations, Income Capitalization and Residuals Review 

 Preview Part 1 ................................................................................................. 1 
 Financial Calculator Level-Payment Functions .................................................... 3 
 Symbols and Synonyms ................................................................................. 13 
 Residual Valuation Review ............................................................................. 18 
 Financial Division: Mortgage and Equity .......................................................... 19 
 Review Part 1 ............................................................................................... 23 
 Review Quiz .................................................................................................. 25 

 Part 2. Operating Income Review and Advanced Lease Topics 

 Preview Part 2 ............................................................................................... 27 
 Legal Division of the Bundle of Rights ............................................................. 31 
 Levels of Income ........................................................................................... 32 
 Percentage Rent Leases ................................................................................ 35 
 Index Leases ................................................................................................ 38 
 Expense Reimbursements ............................................................................. 43 
 Review Part 2 ............................................................................................... 47 
 Review Quiz .................................................................................................. 49 

 Part 3. Operating Expenses 

 Preview Part 3 ............................................................................................... 51 
 Fixed Expenses ............................................................................................. 53 
 Variable Expenses ......................................................................................... 53 
 Replacement Allowance ................................................................................. 55 
 Reimbursements ........................................................................................... 59 
 Review Part 3 ............................................................................................... 61 
 Review Quiz .................................................................................................. 63 
  



iv Appraisal Institute  Two-Day Advanced Income Capitalization/A 

SECTION 2 

 Part 4. Below-the-Line Expenses and Effective Rent 

 Preview Part 4 ............................................................................................... 65 
 Below-the-Line Expenses ............................................................................... 67 
 Effective Rent ............................................................................................... 68 
 Review Part 4 ............................................................................................... 85 
 Review Quiz .................................................................................................. 87 
 
 Part 5. Advanced Direct Capitalization 

 Preview Part 5 ............................................................................................... 89 
 Reflecting Property Taxes Based on Market Value ............................................ 91 
 Review of Direct vs. Yield Capitalization .......................................................... 99 
 Review Part 5 ............................................................................................. 101 
 Review Quiz ................................................................................................ 103 

 Part 6. Advanced Property Models and Supporting the Discount Rate 

 Preview Part 6 ............................................................................................. 105 
 What Is a Property Model? ........................................................................... 107 
 Property Model Format ................................................................................ 108 
 How the Model Works .................................................................................. 108 
 Using the Property Model to Support the Discount Rate ................................. 126 
 Review Part 6 ............................................................................................. 135 
 Review Quiz ................................................................................................ 137 

SECTION 3 

 Part 7. Reversions and Case Study 

 Preview Part 7 ............................................................................................. 139 
 Review of Reversion Calculation Methods ..................................................... 141 
 Riverton Office Building Case Study .............................................................. 145 
 Review Part 7 ............................................................................................. 157 
 Review Quiz ................................................................................................ 159 
 
 Part 8. Mortgages: Review and Valuation 

 Preview Part 8 ............................................................................................. 161 
 Mortgage Calculation Review ....................................................................... 163 
 Valuing Mortgages ...................................................................................... 171 
  



Appraisal Institute Two-Day Advanced Income Capitalization/A v 

 Review Part 8 ............................................................................................. 179 
 Review Quiz ................................................................................................ 181 

Part 9. Lender Yield 

 Preview Part 9 ............................................................................................. 183 
 Solving for Yield when Mortgage Runs Full Term ............................................ 185 
 Loan Concessions: Points and Prepayment ................................................... 186 
 Review Part 9 ............................................................................................. 195 
 Review Quiz ................................................................................................ 197 

SECTION 4 

Part 10. Mortgages: Creative Financing 

 Preview Part 10 ........................................................................................... 199 
 Creative Financing ....................................................................................... 201 
 Examples of Creative Financing .................................................................... 202 
 Review Part 10 ........................................................................................... 213 
 Review Quiz ................................................................................................ 215 

Part 11. Other Mortgages 

 Preview Part 11 ........................................................................................... 217 
Acquisition and Development (A&D) or Acquisition, Development, and 

Construction (ADC) Loan ........................................................................ 219 
 Construction Loan ....................................................................................... 219 
 Takeouts .................................................................................................... 219 
 Bridge Loan ................................................................................................ 220 
 Mini-Perm Loan ........................................................................................... 220 
 Mezzanine Loan .......................................................................................... 220 
 Small Business Administration (SBA) Loan .................................................... 220 
 Sale/Leaseback ......................................................................................... 221 
 Participation Loan ....................................................................................... 221 
 Mortgages with Conversion Options .............................................................. 228 
 Review Part 11 ........................................................................................... 233 
 Review Quiz ................................................................................................ 235 

Appendix 

  Reference Guide for Mortgage Calculations ................................................... 237 
 Green Commercial and Energy-Efficient Addendum 
  



Appraisal Institute  Two-Day Advanced Income Capitalization/A vii 

Overview 

Course Description 

Two-Day Advanced Income Capitalization/A reviews topics covered in the first half of the 
designation-track Advanced Income Capitalization course, but with a greater emphasis on 
the theoretical aspects of the material. Seasoned appraisers will find advanced topics 
that have not been covered in previous capitalization courses, along with new graphical 
ways to present analysis and conclusions. The course features a limited review of 
material covered in earlier income courses to maximize the time available for advanced 
topics. Advanced topics are divided into four general areas:  

 Operating income issues, including complex lease structures, reimbursements, 
and tenant improvement allowances 

 Property valuation techniques, property taxes that are a function of market value, 
reversions, property model applications, and supporting the discount rate 

 Complex mortgage instruments  

 Case study applications of an office building 

Learning Enhancements 

The course has been designed with a variety of elements to enhance your learning 
experience. 

 Preview. To give you a taste of what is to come, you will find a preview page that 
begins each part. Included on the preview page is a brief overview of the content, 
learning objectives to consider as you move through the content, and learning tips 
that will assist you in understanding the information you’re about to learn. 

 Learning Objectives. Each learning objective covers essential information you 
need to know to fully understand the concepts in the course. Look them over 
before the part begins so that you have a frame of reference as you move through 
the material. At the end of each part, reread the objectives. Are you able to do 
what is stated? If not, this is the time to ask your instructor for help. Or, review 
the concepts that you do not understand. 

 Examples and Problems. Supplementing the discussions, we’ve included 
examples and problems to help you visualize and practice what you are learning. 

 Fill-in-the-Blanks. It is a proven fact that when you write something down, you are 
more apt to remember it. The Course Handbook has “missing” content in the 
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outline that you will need to add in the space provided in your handbook as the 
instructor goes over the content. 

 Review. Each part concludes with a review. Included in the review are the learning 
objectives and key terms and concepts that have been covered. Also, we’ve 
provided recommended readings from textbooks that will reinforce what you have 
learned in class. 

 Review Quizzes. Short review quizzes are included at the end of most parts. The 
questions are similar to the types of questions you might find on the exam. By 
answering the multiple-choice questions, you will know whether or not you really 
know the information that was covered in that part. 

 Digging Deeper/Excel Screenshots. Although this course relies entirely on 
calculators for solution of examples and problems, several of the solutions include 
“Digging Deeper” screenshots of alternative solutions in Excel and tips for 
implementing their use outside of class. Digging Deeper information goes beyond 
the scope of the course and is not intended to be covered in class. It is not 
tested on the course exam; however, appraisers preparing for the comprehensive 
exam should be familiar with it, as well as all other material contained in the 
Course Handbook, whether or not it is presented in class. 

Classroom Guidelines 

To make the classroom environment a positive experience for everyone attending, we 
have some guidelines for your consideration: 

 100% attendance is required. No exceptions. 

 Limit use of computers and wireless devices to classroom projects. 

 Communicate with business associates during break time instead of class time. 

 Put away reading materials such as newspapers and books that are not used in 
class. 

 Silence cell phones. 

 Use recording devices only if prior permission has been granted. 

 Refrain from ongoing conversations with those seated near you and other 
distracting behavior. 
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General Information 

 Calculators. A financial calculator is required. The accepted model used in the 
course is the HP-12C.  

 Breaks. There will be two 10-minute breaks during the morning session and two 
10-minute breaks during the afternoon session unless noted otherwise by the 
course sponsor. The lunch break is one hour. 

 Attendance sheets will be distributed during class to verify your attendance 
during the morning and afternoon sessions. 

 Certificates of completion will be e-mailed after completion of the course, and 
attendance during the entire course is required. 

Recommended Texts 

 The Appraisal of Real Estate, 14th ed. 

 Capitalization Theory and Techniques Study Guide, 3rd ed. 

 The Dictionary of Real Estate Appraisal, 6th ed. 

 Rates and Ratios Used in the Income Capitalization Approach 

Prerequisites 

Successful completion of the following is required: 

 MAI Designation 

OR 

successful completion of the following courses or their equivalent 

 General Appraiser Income Approach/Part 1 

 General Appraiser Income Approach/Part 2 

Exam 

 The optional exam has 10 multiple-choice questions with one hour of writing time. 
Participants who pass the exam will receive one hour of Appraisal Institute 
continuing education credit.  

 Please remember all laptops, cellular phones, tablets, iPads, wearable technology 
(smart watch, Apple Watch, Google Glass, etc.) and other devices that can store 
data or connect to the Internet are NOT permitted during the exam. In addition, all 
watches, wallets, bags, and purses must be removed and stored out of reach 
prior to taking the exam. 

  




