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Abstract 

Fractional interests in real estate have proliferated like crazy, and are not going away. Families owning 

real estate had been mostly busy with estate planning, but now the second and third generations of 

owners are taking over, and are very much worried about what comes next. Intra-family litigation is 

unfortunately on the rise. Accordingly, valuation has been ramping up, and it doesn’t look like it has any 

chance of going away either. 

The need for clarity and persuasive valuations is becoming greater with this litigation emphasis. Clarity 

has been elusive, though, because we have been stuck in a methodological structure that I call “fractional 

interest valuation 1.0.” Fortunately, this difficult structure is retiring, in favor of a simple, straightforward 

upgrade. This talk is about that upgrade. 

Fractional interest valuation 2.0 makes use of one of the most solid methods in both real property and 

business valuation: The income approach. It is a long-time friend, powerful, easy to understand, and ready 

to go. Fractional interest valuation 2.0 is a transformation in that it applies the income approach directly 

and completely, organizing the facts and circumstances around its inputs. 

Attendees will 1) learn how to configure the income approach, as initially described in Webb’s award-

winning 2018 Appraisal Journal article; 2) see how they can take on otherwise impossible valuation 

circumstances with ease through short examples, and 3) be prepared and encouraged to take advantage 

of expanding business opportunities. 

 

Speaker Bio 

Dennis A. Webb, MAI, ASA, FRICS, is a business and real estate appraiser, former syndicator and engineer. 

Webb is the principal of Primus Valuations® a specialty valuation and litigation consulting firm with offices 

in Los Angeles and Denver. Webb’s practice is focused on the business of holding and operating real 

estate, allocating value to special-use real estate, and business valuation. His passion is bringing 

understanding, clarity, collaboration and technology to bear on valuation of hard-to-value asset interests, 

a niche specialty which has long proved vexing for appraisers, advisors, the courts, and property owners 

alike. His mission has resulted in many more than 70 articles and presentations for valuation 

professionals, lawyers and property owners.  A native of Los Angeles, Dennis now lives in Denver, 

Colorado, and enjoys writing, hiking, traveling and dancing Argentine Tango (not necessarily in that 

order). Contact: dwebb@primusvaluations.com 
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The Rapid Rise of Real Estate in Transition Planning 

by Dennis A. Webb, ASA, MAI, FRICS 

Business appraisers have supported clients’ exit/transition 

planning for operating companies over many decades. But 

the great wealth that families hold in real estate assets has 

largely been missed. That’s because you can just sell the real 

estate and distribute the proceeds. Problem solved, right? 

Not by a long shot. 

An enormous quantity of real estate is held through part-

nerships and other ownership structures that were created 

for various reasons, but are certainly not going away. Future 

generations will struggle to preserve family legacies unless 

transitions provide for management and interest-holder buyouts in much the same way they do for 

operating businesses. But the analysis and stories of value are different from operating businesses, and 

our professions are not yet ready. 

Historic circumstances have lead to a moment that is critical to a great many families’ real estate futures. 

This spells opportunity for valuers who can add partnership and other real estate interests to their current 

exit/transition-planning business. 

The past and future of fractional interests 

Fractional interests in real estate are mostly created when there are substantial benefits to be gained, for 

example, by pooling resources for purchasing and improving property, or splitting usage of a property that 

would otherwise be prohibitively expensive. Such interests generally are formed by investing at a premi-

um because the circumstances provide intangible benefits; but those benefits evaporate over time. The 

acquired interest is like a new car, whose value declines substantially once you drive it off the lot. We 

refer to this value loss as a “discount” from the interest’s share of the whole property. 

Their creation has an historic context. The successful post-WWII developers and their partners have 

created fortunes by acquiring and holding a great deal of real estate, much of which has supported their 

families ever since. The partners valued their original association, and the interests of Generation 1 and 

their children, Generation 2, are also more-or-less aligned. But the inescapable transition to newer 

generations creates new interest holders whose priorities naturally diverge over time. Even though 

successful, the newer partners are not necessarily “real estate people,” and may not agree with how the 

family’s assets are being managed, or even whether they want to remain part of the enterprise. This 

situation hasn’t been all that visible, because Gen 1 was able to keep everyone’s interests aligned through 

their “power of the pen” when necessary. That advantage will go away when they pass. And because of 

the historic timing, it is starting to go away on a fairly large scale right now. 

How will ownership positions and management transfer from one generation to the next? How will 

agreement be reached on partner buyouts? My experience with recent cases suggests that many will not 

make it. It is just too hard to understand why limiting control also impairs the value of an interest. When 

Gen 1’s guiding hand (and its pen) are no longer there, in-fighting can easily dissipate or destroy the 

family legacy. 
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Real estate transitions have been ignored 

Exit/transition planning has been a key topic forever, at least with respect to operating companies. But 

asset-related transition planning has received no attention. After all, if the real estate assets are a prob-

lem, just sell them, right? The statement is correct as far as it goes, but most of the partners usually have 

to agree, so good luck with that. We have provided almost no guidance on how are exits and transfers are 

to be managed. 

Creating an internal market for later generations’ interests is imperative, and discounts are a reality. After 

all, the buyout removes future uncertainty for the exiting party entirely, but it is unchanged for those 

remaining in the business or partnership. The need is the same as for operating company shares, but real 

estate ownership faces an additional hurdle, as discounts are readily apparent, but their justification is not 

easy to communicate. 

There are a great many reasons that limited control and marketability reduce value. Still, valuers often 

disagree on how to address the family’s specific ownership conditions, intangible benefits and detriments, 

real estate risks and other key facts and circumstances. Clarity is essential if our work is to be understood 

and relied upon by the client. 

Clarity is needed to produce agreement 

Valuation methods that rely strongly on judgment are most likely to lead to failure. This is easily observed 

when partners end up in a courtroom where each side has its own experts. Quantitative methods that 

apply objective standards to the facts and circumstances of the case are more readily understood than 

alternatives that rely heavily on the expert’s judgment. For example, how does the valuer account for the 

partnership’s property management risk in comparison to public market data? Or specific buyer and seller 

attributes of control, which can vary widely. How does the valuer account for differences between the 

partnership’s “inside” property operations and the “outside” market reflected in the real estate appraisal? 

A detailed breakdown of important facts and circumstances, and applying data in a systematic way that 

limits judgment, is more likely to foster agreement between the parties than vague assertions from the 

expert. 

Next steps 

A LOT of real estate is now held by multiple parties, and those partnerships, LLCs and common tenancies 

are not going away anytime soon. I believe it is essential for our professions to recognize the special case 

of the “business of holding real estate,” and for more of us to become proficient at valuing fractional 

interests in a way that is meaningful for our clients—so partners can realize that their exit price is fair. 

I recommend that you consider “Valuing Fractional Interests in Real Estate 2.0,” as it demonstrates that 

conventional valuation methods can be applied to fractional interest circumstances in a comprehensive 

way. It replaces judgment with a rigorous application of data to the facts, and provides a framework that 

the valuer can use to tell a coherent and complete story of value. 

I have come to realize that, in addition to concluding value, we can provide more: a persuasive under-

standing of value that can greatly help families secure management of their real estate holdings for the 

benefit of future generations. I believe that valuers who accomplish this will see enormous opportunities 

open up now and in the coming years. 

Dennis Webb 



© 2021 Dennis A. Webb 

Intangible Value in Real Estate Partnerships 

by Dennis A. Webb, ASA, MAI, FRICS 

Fair market value’s  hypothetical buyers and sellers are 

not real people. They are composites, stripped of all 

personal attributes; useful but fictional characters. Once 

the valuer’s assignment involves actual people, say for 

increasingly common internal buyouts, that picture is only 

useful if none of the parties cares about anything except 

future returns, risk and how long they will be in the deal 

(whether they are acquiring those things or trading such a 

position for cash). This is an extreme situation, and lies at 

the maximum end of the discount spectrum. The other 

end is no discount. The in-between is represented by 

intangible value attributed to the buyer and/or seller, and is usually where the deal will be struck. After 

all, all transactions are made at investment value, based on the buyer’s and seller’s view of the worth of 

the investment to themselves. Fair market value gives way to some form of fair value. A valuer who can 

quantify the effects of any intangibles and come up with one or more fair value conclusions will be 

genuinely useful to the parties trying to make the deal. 

Is it Still There? 

Intangible value has to have been present at the time a shared ownership arrangement is entered into, 

since fractional ownership is necessarily created at a time when there are substantial benefits to be 

realized by the parties. Many of these benefits—pooling resources for purchasing and improving property, 

sharing use of a property that would otherwise be prohibitively expensive, or maybe just being in business 

together because of mutual trust—are intangible. Presumably these effects are uniformly positive. After 

all, would you go into a deal if you didn’t agree with your partners’ objectives? How about someone with 

whom you had strong disagreements? Of course you wouldn’t. 

It would be unusual, though, for the original good feelings to persist unimpaired over the years, through 

personal and economic changes and with generational changes as well. The new car has been “driven off 

the lot” so to speak and isn’t going back. It is definitely “used” at that point. Of course, if the valuation is 

for litigation, good feelings (and intangible value) are likely to be entirely absent anyway. 

Years later, a family’s real estate business may be harmonious, or it may not. The family members in 

charge of management may be highly regarded, but this is not always the case. The level of trust and 

confidence in the future could be very high, or it could be very low. In any such case, fair value could be 

strongly affected in either direction by these intangible elements. 

Setting up for Success 

When it comes time to get all the partners to agree on a buyout process and its pricing mechanism, these 

issues could easily be in the forefront of matters that must be resolved. If things are not going well, then 

there are many ways that problems could be properly reflected in value. If, on the other hand, trust and 

confidence levels are high, then the partners might be more comfortable with reducing the discount (or 

yield) required for exit pricing.  
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Even if not completely supported by the facts, it may be necessary to reduce the discount somewhat to 

get all parties to agree on any buyout process or formula. The partners can do anything they collectively 

wish to do, and a good understanding of their special circumstances, as well as the trust and confidence 

they share, might be required to get to agreed-upon pricing and a workable buyout plan. Fair value needs 

to be seen as fair by all parties. 

Let’s Make a Deal 

The list of possible intangible and investment benefits and detriments is long. Fortunately, the valuer can 

usually interview the parties to a buyout transaction and determine what needs to be considered. Since 

there are two parties, the valuer may not be able to come up with a point-value conclusion, and a range 

of values may be more appropriate. But at least the issues associated with the position and views of each 

of the parties will have been “placed on the table” by the valuation report, and they will at least have a 

more objective basis for arriving at a transaction price that is seen as fair to all. 

Yes Dorothy, it’s Personal 

The business of a family partnership can be quite personal, and the specific degree of internal trust and 

confidence can be an important intangible element in crafting workable buyout provisions that will 

benefit future generations. Determining price is, of course, a key element of any buyout, and lawsuits 

over exit pricing are hardly uncommon. Conceptual buy-in is normally achieved when all parties believe 

that they are being treated fairly, and market-level discounts can challenge that perception on both sides. 

Fair value should definitely be fair to all, but the process of finding it may require that the parties consider 

intangible circumstances that a market-value analysis deliberately ignores. 

 

About the Author 

I am a real estate appraiser, business valuer and engineer. I have built my valuation practice around the 

real estate-related specialties of fractional interests and intangible business value (in real estate) over 

more than 25 years. I have produced a substantial body of writings and presentations around these and 

related topics, such as going concern and short-term v long-term notions of value, and have developed 

some particularly useful processes and methods that I believe will help you greatly in your valuation 

practice. Chief among these is a set of technologies that were developed from existing but disparate 

elements in real estate appraisal and business valuation. They are now together as version 2.0, a form 

that is more consistent, accessible and persuasive than anything that has come before. I invite you to take 

a closer look at www.primusivs.com.  
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Goldilocks and the Critical Importance of Time 

by Dennis A. Webb, ASA, MAI, FRICS 

The single most important thing about 

valuing a fractional interest in real estate is 

time: How long will the interest-holder be 

stuck in its position? Of course, this is also 

mostly true for a nonmarketable position in 

any business. But a key distinction applies 

for real estate holding companies, as the 

terminal event is defined as the interest-

holder’s likely realization of its pro rata 

share of the underlying equity (net asset 

value). Interest-holders have no particular 

reason to care about the current NAV, since they don’t have access to it anyway. But they have reason to 

care a lot about its future value. Realizing this helps the valuer solve many dilemmas that would otherwise 

be nearly impossible. Concluding the likely period is a critical element in every such valuation. 

Holding/Restriction Period 

The end of the marketability restriction for any fractional interest most commonly occurs when the assets 

are sold and the proceeds distributed. If this is expected to actually occur, based on the facts, partnership 

term, intentions of the other partners, and so on, then concluding the time to sale is fairly straightfor-

ward. But there are other possibilities, such as the interest being bought out at its pro rata share of NAV, 

or the impairments being removed so that the interest holder is able to cause the assets to be sold at will 

(whether he or she actually would cause a sale). Whatever the situation, this restriction period has 

profound effects, and the valuer must carefully consider any circumstances that could affect the period.  

Goldilocks’ Two Dilemmas 

Investment modeling works best when the model period matches the period from which discount (yield) 

rates are taken. Most real estate rates involve investor expectations of five to 10-15 years, so this range 

should be no problem for DCF or present value. It is just right, like the porridge that Goldilocks tasted.  

But what if the period is most likely “forever” instead? It is not uncommon to find partners who intend to 

hold their assets forever, and have a long history that seems to support the forever notion. Of course, 

forever means under the aegis of future generations, and we cannot know their intentions. Forever would 

require extremely firm support from the facts, but even a fairly long period of, say, 25 years, would still be 

rare. I have encountered only one such situation in more than 25 years of valuation practice. 

I am pretty sure valuers are not expected to be prescient. In this case, we are only addressing the idea of 

the valuer’s modeling period, not in training to be fortune tellers. Thus, what we need is what works. 

When it comes to model periods, I suggest that exceeding 10 to 15 years at the most creates an invalid 

model, because there is almost no way that discount (yield) rates can be found that support longer 

periods. I do know of one study that involved forest land in Finland. The study compared investment 

market transactions with legacy market transactions—apparently very long-term holding of forest land is 

an actual market participant objective. Yields for the investment market were in the 9%-range, as ex-

pected, but yields for the legacy market were closer to 4%. These data suggest that shorter-term rates will 
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undervalue longer-term events. Investing for a specific return and leaving a legacy for my grandchildren 

are two different things. Fortunately, I have found that using 10-15 years is perfectly adequate for 

addressing returns and future value issues that show up in fractional interest valuations. So far, so good. 

The other dilemma is the short term. What if the partnership’s term ends and the partners either state 

that they don’t want to extend, or the subject interest has a right to block an extension. Or even if they 

have been trying to sell a property in a difficult market, but the facts support some sort of market recov-

ery in a year or two. With good support from the facts, a, say, 2-3 year restriction period could be 

concluded. So a short-term present value model can be constructed, but the yield rate is again a problem. 

Real estate investments do not commonly anticipate short holds, so short periods are not baked into the 

rates. The valuer now has a problem applying investment market rates to a non-investment market, 

because the investment market rates can drastically overvalue the interest. Isn’t a short period better 

represented by models used in option markets? If so, what can we do about it? 

We have Black-Scholes and other option pricing models that do indeed represent short-term market 

behavior. But how to apply such models to real estate holding companies? It seems like a pretty extreme 

stretch, but it turns out that the application can be done fairly easily. The trick is in the volatility term. But 

like all things Black-Scholes, the story that demonstrates its validity and process is a long one, and takes 

up an entire chapter in Valuing Fractional Interests in Real Estate 2.0. 

Time in the Valuation Process 

The preceding discussion involved present value and DCF models because, quite frankly, such models are 

the only way to be explicit about what is expected in the future, and the only way to be specific about the 

assumptions involved. Income methods are so flexible and understandable that there is really no other 

good way to deal with the facts of the case in your fractional interest analysis. The key expectations of the 

holder/buyer/seller of the interest—cash flows, cash flow growth, value growth and terminal value are all 

explicitly represented and quantified. Once the risk associated with all these elements is also quantified, 

the valuation is done. 

I mentioned at the beginning of this article that NAV at the date of value has little meaning to an interest-

holder, since they typically have no access to it. It might also be misleading, especially of the property’s 

use is expected to change sometime in the future. 

There are many circumstances that simply cannot be accommodated using NAV methods, but that 

income methods will value just fine. Of course, methods can also be mixed. The entire picture, and the 

key to persuasive valuations, is presented in Valuing Fractional Interests in Real Estate 2.0. Enjoy. 

 


