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Valuation professionals are thoroughly trained in the application of the three approaches in forming opinions of market value. All three are based upon observable data, i.e., sales and lease transactions together with offerings to sell and lease. These data are important in that they provide tangible support for your opinions. 
The valuation body of knowledge heavily stresses the importance of demonstrable support for conclusions reached. Without such tangible evidence, your opinions are unlikely to be seriously considered. Such emphasis on hard data is understandable, reasonable and entirely logical. However, the existing literature gives short shrift to situations in which there are few, if any, transactions upon which to base one’s opinions. Further, the insistence upon using only settled transactions adds validity to the criticism that valuation professionals’ opinions lag behind changes in market conditions. 
It is in such a situation that valuers find themselves today. There have been few sales of properties in the recent past; those that have occurred may be dissimilar to that which is being valued now. There is typically a yawning gap between what buyers are willing to pay and what sellers are willing to accept. Depending on the characteristics of the individual property, financing may not be available. If it is available, the terms are far more onerous than those of the recent past. Loan-to-value ratios are much lower. Further, lenders are willing to finance only those properties with stable occupancy rates (current and likely near term) and with creditworthy tenancy. For unstable properties, one will be hard pressed to obtain financing at all. 
In short, real estate markets are in disequilibrium and have not yet “cleared.” Most observers believe it will be years before the market is purged of excess. The looming maturation of hundreds of billions of dollars of mortgages on commercial property along with the inability to refinance without significant equity infusions is likely to make matters worse.  
It is thus the valuer’s challenge to provide sound value opinions in the absence of conventional market evidence. Some argue that accurate opinions of value cannot be rendered in such a market environment. Such arguments are themselves unsupported. Reliable valuations can indeed be made in the absence of an active sale and leasing market. Well-trained and thoughtful valuers have the resources necessary to deal with these issues.
Without transactional data, the valuation process necessarily becomes, to a large degree, “return-centric.” That is, you must focus on current rates of return required by potential investors. Such rates include overall capitalization and yield (discount) rates. 
These data are obtained from interviews with both investors and brokers active in the particular market area for the type of property being valued. Published survey data are also helpful, although the relatively wide ranges generally reported therein weaken their usefulness. 
The afore-described information may be used in both the sales comparison and income capitalization approaches. In the former, changes in such rates between the dates of transaction and the effective date of valuation may serve as a basis for market conditions adjustments. However, the valuer must also be mindful of changes in market rental rates, since value is influenced by both achievable effective income and return requirements. Consequently, such adjustments must account for both income diminution and increased returns.
The existence of above-market contract lease rates clearly increases the risk of default or forced renegotiation. Such risk may be reflected by assuming revenue reductions or by using higher overall and/or yield rates. Assumptions regarding concessions, tenant improvement allowances, absorption of vacant space and growth in revenue are best based upon expectations of buyers, obtained through interviews. Absorption forecasts should reflect the probability that demand will be lateral, at least until equilibrium returns.       

One may fairly criticize the reliance upon such “soft” (anecdotal) data on the same basis that contingent valuation is criticized. Contingent valuation is predicated upon surveys and interviews with potential market participants. One of the chief arguments against the use of contingent valuation is that what an investor says he or she will require in making pricing decisions may not be what he or she actually does. This argument is valid. Nonetheless, the methodology described is clearly superior to the use of dated transactions, adjusted in a highly subjective, unsupported manner. 
It is also significant to note that U.S. Generally Accepted Accounting Principles (“GAAP”) reflect the propriety of using “unobservable” inputs, specifically in FAS 157. Unobservable inputs are “inputs that reflect the reporting entity’s own assumptions about the assumptions market participants would use in pricing the asset or liability developed based upon the best information available in the circumstances”. 
FAS 157 further categorizes inputs as Levels 1, 2, and 3. Level 3 inputs are “….used to measure fair value to the extent that observable inputs are not available, thereby allowing for situations in which there is little, if any, market activity for the asset or liability at the measurement date.” The foregoing is entirely on point in terms of dealing with current market realities. 
While valuation in periods of economic stress and limited market activity presents challenges to the valuation professional, there are also ample opportunities to differentiate yourself from competitors. The tools are there for those willing to use them.   
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