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PROPERTY TAX IN NORTH CAROLINA 
 
 

The Concept of Business Value in the Income Approach to Value –   
 

The (Inadvertent) Assessment of Business Value 
What is it/How to Quantify it 

 
 
 
 Although all real and personal property is subject to assessment in North Carolina, 

unless constitutionally or statutorily exempt or excluded, most intangibles are now 

excluded from taxation under N.C.G.S. § 105-275(31). 

 N.C.G.S. § 105-276 provides: 

 “Intangible personal property that is not excluded from taxation 
under G.S. 105-275 is subject to this Subchapter.  The exclusion of a class 
of intangible personal property from taxation under G.S. 105-275 does not 
affect the appraisal or assessment of real property and tangible personal 
property.” 
 

 One of the most controversial subjects in property taxation today involves 

determining whether there is an intangible component which the income approach to value 

captures in the assessment of certain types of income producing real property, such as 

regional malls, skilled nursing facilities, or franchised hotels. 

 This intangible component is sometimes referred to as business value or business 

enterprise value. Another term commonly used in discussing the value of an enterprise 

involving real estate is its “going concern” value. 

 “Going-concern value includes the incremental value associated with 
a business concern, which is distinct from the value of the real property.   
The value of the going concern includes an intangible enhancement of the 
value of the operating business enterprise, which is produced by the 
assemblage of the land, buildings, labor, equipment, and the marketing 
operation.  This assemblage creates an economically viable business that is 
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expected to continue.  The value of the going concern refers to the total 
value of the property, including both the real property and the intangible 
personal property attributed to business enterprise value.”1 
 
The 12th Edition of The Appraisal of Real Estate goes on to observe:2  
 
Business Enterprise Value.  The existence of a residual intangible personal 
property component in certain properties has been widely recognized for 
years.  Among the many terms used to described this phenomenon, business 
enterprise value (BEV) is the most widely used.  The issue has attracted 
attention primarily through assessment, condemnation, and damage claim 
assignments, which require that an estimate of the value of the real estate 
component be separated from the market value of the total assets of the 
business (MVTAB). 
 
These assignments necessarily involve an allocation among the component 
parts of real property and tangible and intangible personalty.  The latter can 
include what has traditionally been called business enterprise value but more 
recently has become know as capitalized economic profit (CEP).  CEP is 
defined as the present worth of an entrepreneur’s economic (pure) profit 
expectation.  In other words, CEP is the value of a residual claim that is 
subordinate to the opportunity cost claims of all agents of production 
employed by the business (e.g., land, labor, and/or capital). 
 
Hotels were among the first property types for which CEP was analyzed.  
Other owner-operated business enterprises followed suit, including health 
care facilities, restaurants (especially fast-food chains), manufacturing 
plants, and bowling alleys.  As awareness spread that CEP could be part of 
the total assets of a business, arguments emerged supporting its existence in 
nearly all property types, including leased properties such as regional malls.  
Frequently such claims were not adequately supported or developed.  They 
were also countered by other claims that questioned the extent of its 
applicability, suggesting that it was just a misallocated increment 
attributable to entrepreneurial incentive or a situs advantage or location 
premium. 
 
 
 

                                                 
1The Appraisal Institute, The Appraisal of Real Estate 27 (12th ed. 2001). 
2 Id. at pp 641-644. 
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Definitions 
Because of inconsistent definitions of the various terms related to the topic 
among assessors, business and real estate appraisers, and the courts, a new 
lexicon has been developed.  In discussing business enterprise value, the 
term going concern, for example, has been replaced with total assets of the 
business (TAB).  TAB includes 
 
• Real property 
• Tangible personal property 
• Intangible personal property 
 
The personal property is broken down into  
• Furniture, fixtures, and equipment (FF&E) 
• Inventory 
 
The intangibles are made up of  
• Contracts 
• Name 
• Patents 
• Copyrights 
• An assembled work force 
• Cash 
• Other residual intangibles  
 
CEP is included in the residual intangible category. 
 
Arguments For and Against 
Three arguments are commonly made to support the recognition of 
capitalized economic profit. 
 
1. A residual intangible component of personal property exists. 
2. It can be measured. 
3. It is the beneficiary of any residual or surplus income generated by 

the operating enterprise or leased investment. 
 
Evidence that intangible asset values including CEP – might be present 
includes the following: 
 
• The expected sale price is greater than reproduction or replacement cost 

less depreciation plus land value (i.e., the value indication by the cost 
approach). 
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• Net income of the business is derived primarily from the sale of a 
product or service. 

• Net income is based primarily or exclusively on percentage rentals. 
• Net income is persistently above market levels. 
• New ownership or management consistently and perceptibly increases 

revenues (i.e., who the owner-operator is matters as does the identity of 
the tenants or occupants). 

• Goodwill exists. 
 
In assignments involving the market value of the total assets of the business, 
the cost approach offers little insight.  Valuation by sales comparison is 
reasonably straightforward (although difficult adjustments are unavoidable), 
and the income capitalization approach is relatively manageable, especially 
if the subject facility has an operating history.  In the cost approach, 
however, all the costs associated with the tangible and intangible personalty 
must be estimated and added.  These might include FF&E, business start-up 
costs, franchise costs, and similar expenses.  Even when the client is 
interested only in the market value of the total assets of the business, which 
is often the case, the Uniform Standards of Professional Appraisal Practice 
still requires that the appraiser include a separate valuation when the value 
of a non-realty item or combination of such items is significant to the overall 
value (See Standards Rule 1-4[g]). 
 
When the appraiser is asked to value the real estate component only, use of 
the cost approach is relatively straightforward, although quantifying 
depreciation can be an obstacle.  In contrast, the sales comparison and 
income capitalization approaches involve complex analysis.  In sales 
comparison, any sales are most likely transfers of TAB, and all tangible and 
intangible personal property must be removed in order to isolate the 
contribution of the real estate to the sale price.  (These are the same items 
that are added on in the cost approach when estimating MVTAB.)  In the 
income capitalization approach, because the capitalized income stream will 
most likely reflect income to TAB, all components of net operating income 
not attributable to the real estate must be removed.  The difficulty of these 
assignments does not relieve the appraiser of the responsibility to treat the 
tangible and intangible personalty properly.  Not to do so produces either 
use value or the value of TAB; neither is the market value of the fee simple 
estate in real property. 
 
Arguments against the existence of residual intangibles often point to the 
lack of universal acceptance of the various theories, especially in the courts.  
This is particularly true in the analysis of regional shopping malls.  Another 
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argument frequently advanced is that the theoretical increment labeled as 
intangible is instead a location premium awarded by the market, which 
therefore belongs with the real estate.  A final argument against the 
existence of a residual intangible (and CEP) is that there can be none unless 
it can be sold or transferred to another location and is recognized as a 
separate item in the negotiations. 
 
Most appraisal clients want to know the market value of the total assets of 
the business.  Allocation of that value among component parts is often not 
requested or desired.  Thus appraisers who make such allocations are 
imposing that requirement on themselves.  USPAP, among other authorities, 
mandates that appraisers analyze the effect that non-realty components have 
on value.  Most state appraiser laws incorporate these standards by 
reference.  For these reasons business enterprise value remains one of the 
most important and controversial topics confronting appraisers. 
 

 

 The topic of business value is dealt with in numerous publications.  For those 

desiring a review of the collection of some of the articles, A Business Enterprise Value 

Anthology, David C. Lenhoff, MAI, CRE, Editor, published by The Appraisal Institute in 

2001 is available for review. 


