
Introductory
Overview

While some may question the
relevance of including a section
on outdoor advertising/off-
premise signage in a book pri-
marily discussing on-premise
signage, there are several rea-
sons for this:

(1) The outdoor advertising
industry possesses the best
and latest research on the
variables that create an
effective communication or
“street speech” system.  This
research has led to the
development of sophisticat-
ed measurement techniques

to calculate the value of a
given street speech system
or message. These tech-
niques have enabled apprais-
ers of on-premise business
signage to better understand
the true worth of signage
that exhibits effective size,
height, legibility, readability,
conspicuity, design, and
location.  As with any real
estate interest, the final
arbiter of value may be loca-
tion-location-location.  No
outdoor advertising structure
or device is placed in the
absence of a concentrated
data-gathering process to
determine street or venue
demographics, traffic flow,

driver or pedestrian profiles,
and viewing distances.  This
intensive effort is designed
to insure that the sign, once
placed, will effectively reach
the targeted audience and
imprint the message for later
recall.  

(2) A need to increase under-
standing of the value of off-
premise informational/direc-
tional signs for local small
businesses and central busi-
ness districts that have been
bypassed by the interstate
highway system.  While the
large, national outdoor
advertising companies in
most instances will not enter
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Few outdoor advertising
structures or devices
are placed in the
absence of a concen-
trated data-gathering
process to determine
street or venue demo-
graphics, traffic flow,
driver or pedestrian
profiles, and viewing
distances.
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Outdoor Advertising: Community Benefits 

A city that desires to severely restrict outdoor advertising signs, may be overlooking the fact
that outdoor advertising often provides a community many benefits at little cost.  A primary
benefit is that the community may increase municipal revenues, if, for example, it is the
leasing agent for signage placed in transit centers or on busses and bus shelters.  Outdoor
advertising posters may rent for $500, or more, per month/per face.  Normally a city that
leases bus shelter space to private advertisers will receive 20% of the monthly space rate.
Therefore, if it permitted just 90 poster faces to be displayed in local public bus shelters, for
example, potential revenue to the city is $108,000 in annual public lease revenues (90 faces
x $100/month/face).

Electronic message centers or "spectaculars" privately placed on public property, including
civic stadiums or auditoriums, are also a valuable source of municipal income, and could
possibly double the rental income engendered by bus shelter leases.  These figures are
conservatively estimated and revenues may exceed $250,000 per year.  Electronic spectac-
ulars and large painted bulletins may rent for as much as $4,500/month/face, and more
when they face a major traffic arterial or highway.  In the United States today, stadium and
arena advertising space generates more income for the lessor/owner than any other space.

When a city leases outdoor/off-premise advertising space or structures, it can reserve up to
10% of available "message units" for public notice of community events.  In addition, studies
undertaken by cities (such as Vancouver, B.C.) which lease bus shelter "illuminated" adver-
tising to private parties clearly demonstrate that lighted bus shelters increase ridership, ful-
filling another municipal goal.  Additionally, advertisers may agree to construct and maintain
bus shelters or public kiosks in exchange for use of the structure for advertising, and also
may agree to provide all ancillary services such as lighting, maintenance and replacement.
Such an exchange saves a municipality considerable money.

Finally, if encouraged by a city, many outdoor advertising companies will work with their
advertisers and the city to feature or promote local businesses and activities on structures
that are or can be located along approaches
to the city.  Destination cities, such as Las
Vegas or Branson, are premier examples of
the use of outdoor advertising to provide to
motorists direction and information concern-
ing activities and services that lie “just
ahead.”  However, any city can utilize the out-
door communication system to enhance
awareness of local businesses and services,
and thereby enhance business revenues,
employment opportunities, and tax bases.
Cleveland, OH provides one excellent exam-
ple of a non-destination city maximizing out-
door advertising to attract consumers to its
inner city and riverfront business districts.

into a long-term lease for a
single board that is not part
of a major marketing and
advertising campaign or
“showing,” there are smaller
local or regional outdoor
companies that will.
Although more expensive in
terms of cost per thousand
exposures than an on-prem-
ise sign, the single-purpose
outdoor structure is far less
expensive than other adver-
tising mediums, such as tele-
vision, radio, and print.
Moreover, in most instances
the board will be located in
fairly close proximity to the
business it advertises, there-
by often prompting stops
that otherwise would not be
made—because the highway
traveler was unaware that
the business existed.  The
impulse or unplanned stops
prompted by the billboard,
coupled with the savings in
other forms of non-signage
advertising mediums, are

more likely than not to
increase revenues sufficient-
ly to both pay for the board
and increase profit margins.
Thus, the small business or
businesses located in by-
passed central business dis-
tricts and rural townships
should not automatically
assume that outdoor adver-
tising is beyond their finan-
cial capabilities.  The small-
er outdoor advertising com-
pany is generally receptive
to accommodating such
businesses and working with
owners to reach a cost-effec-
tive lease arrangement.

(3) The outdoor advertising
industry provides state,
county and municipal gov-
ernments with important
insight into the power of
street speech and the adverse
financial impacts to busi-
nesses and to the community
when signs are overly
restricted.  Outdoor advertis-

ing represents multiple
forms of commercial expres-
sion, and its use has
increased in those munici-
palities that have discovered
its revenue potential and
“street furniture” role.  This
discovery is an important
one for all local jurisdic-
tions, and should be utilized
to achieve many community
goals, including reduced
urban sprawl, renovation of
deteriorating commercial
buildings, and a stronger tax
base.  (See the Public Policy
Considerations section of
this book for more informa-
tion.)

Preliminary
Valuation
Considerations

Summarizing the Basics

Generally, outdoor advertising
structures possess a real estate
interest with predictable or veri-
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The impulse or unplanned stops prompted by a
billboard, coupled with the savings in other forms

of non-signage advertising mediums, are more
likely than not to increase revenues sufficiently to

both pay for the board and increase profit margins.



culation reflects the benefit of
the bargain made between the
tenant/lessee and the landlord/
lessor, and is typically referred
to as the “bonus value.”4 Some
signs have been placed under
particularly favorable lease
agreements, often either because
the landowners did not realize at
the time of entering into the
lease the amount of rent the out-
door advertising company
would have been willing to pay
for the site, or because the mar-
ket rate has substantially
increased since the lease was
signed.

The present value of the differ-
ential (or bonus), however, does
not always accurately reflect the
market value of the leasehold.
This is especially true under the
cost-of-replacement approach.
Also, in some jurisdictions in
which the matter may be litigat-
ed, the trier of fact is told to
determine the fair market value
of the leasehold by taking into
account all factors that might
affect value.  Such factors
include, for example, potential
net income to be earned over the
remaining term of the lease, as
well as the potential for the

lease to be extended or prema-
turely terminated on the happen-
ing of some event.  Because of
differing laws, the appraiser
always should check the prevail-
ing rule of the jurisdiction in
which the subject sign is located
before beginning the appraisal
assignment.5

Valuation of the Sign
Independent of the Land

Assuming no interest in the
underlying land accompanies
sign ownership or tenancy, some
states may consider the sign to

In some states, billboards are considered personal property,
and if taken, only replacement value must be paid.  If the sign
is located within 600 feet of a federally funded highway or
interstate, however, the value of the location must also be part
of the compensation.
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1. While outdoor advertising is a reflection of derived demand in the underlying economy, the market-comparison approach involves care-
ful study of social, economic, and legal trends in the community, and the cost-of-replacement method is increasingly problematic because
replacement of a structure may be either legally impossible or operationally impractical due to increasingly complex, and costly, permit
and construction requirements.
2. Risk Management Associates collects and stores data for banks on financial ratios in many industries, including outdoor advertising.
Data from most business loans is submitted for study.  Available statistics include profit margins, among many other financial measure-
ments.
3. See generally, Almota Farmers Elevator and Warehouse Co. v. United States, 409 U.S. 470 (1973); Nichols on Eminent Domain, sec-
tion 11.03, and Chapter 23, written by Mark S. Ulmer, Esq. of Miami, Florida, who specializes in eminent domain law (Matthew Bender
& Co., Inc.).
4. For enunciation of this rule, see generally, United States v. Petty Motor Co., 327 U.S. 372 (1946).
5. See as examples, Missouri:  Dan B. Savage & Sons Advertising Inc. v. Ballew, 923 S.W. 2d 489 (1996); New Hampshire:  State of New
Hampshire v. 3M National Advertising Co., 653 A. 2d 1092 (1995); Ohio:  City of Cleveland v. Zimmerman, 253 N.E. 2d 327, 330
(1969), cf.  City of Lakewood v. Rogolsky, 252 N.E. 2d 872, 878 (Ohio Probate Ct. 1969) - an apportionment case holding that leasehold
had no bonus value where contract rent was higher than market rent; and Louisiana:  State of Louisiana v. Chachere, 574 So. 2d 1306 (La.
App. 1991) - a case limiting recovery to bonus value.

fiable expense/income ratios.
Appraisal of outdoor advertising
utilizes the three traditional
approaches – market compari-
son, income stream, and cost of
replacement.1

Another approach that is useful
when appraising a sign that is
merely one of a number of signs
under one ownership (a “plant”)
is the Effective Gross Income
Multiplier (EGIM) – a sales
comparison method.  Briefly,
when using the EGIM, the
appraiser will locate a number
of plant sales, divide the sales
price of each structure or device
by its annual income, and apply
the resulting number to income
capitalization formulas. 

One problem that can occur
when comparing profitability of
various outdoor advertising
structures is that different firms
and different areas of the coun-
try will face different overhead
expenses.  During the 1980s,
one method that became popular
– and is still commonly used
today – was EBITDA (Earnings

Before Interest, Taxes,
Depreciation, and Amortization,
pronounced “ee-bit-dah”).
EBITDA eliminates many of the
variables that prevent apples-to-
apples comparison, such as tax
rates, debt, interest expense,
diverse accounting methods, and
even whether the sign is located
in an area requiring regular
landscape maintenance.2 In val-
uation of outdoor advertising
structures, EBITDA can be used
interchangeably with Net
Operating Income (NOI).

Defining the
Problem

Valuation of the Structure as
an Improvement to the
Leasehold, the Land, or Both 

As discussed in previous chap-
ters of this book, the owner of
an interest in a lawfully erected
and maintained outdoor adver-
tising structure is, in most
instances, entitled to be compen-
sated for the fair market value
of the property taken from him
by a governing entity.

Generally, his interest in the
property will be a leasehold, as
improved by the structure.
Also, as in most regulatory
removal or eminent domain
cases, fair market value ordinar-
ily is measured as the price that
the aggregate asset – the lease,
construction permit, and sign –
would bring in the marketplace
in a voluntary sale to a knowl-
edgeable buyer, considering all
relevant factors.3 On occasion,
however, the appraiser may be
called upon to assess the value
of either the lease or the sign,
independent of each other.  

Valuation of the Lease as a
Separate Interest

In determining the value of a
bare leasehold interest, the gen-
eral rule is to make the determi-
nation by calculating the differ-
ence between what the sign
would rent for in the market and
the rent the tenant is required by
the lease to pay over the remain-
ing term, including renewal
options.  Theoretically, the pres-
ent value of the differential cal-

Many outdoor adver-
tising companies will
work with the city to
promote local busi-
nesses and activities.
Destination cities
such as Las Vegas
are premier examples
of the use of outdoor
advertising to provide
motorists direction
and information con-
cerning activities and
services that lie “just
ahead.”



been removed from the subject
property would render useless
the provisions of Section 302
[of the Uniform Act], for
where, as here, the... “salvage
value”...would be nominal or
nonexistent, neither the consti-
tutional mandate...nor the
overriding intent of [the Act]
to afford full and fair compen-
sation would be met.11

Generally, given the rulings of
federal courts visiting the issue,
it is not unreasonable to expect
that the fair market value of the
subject sign is to be based on its
value prior to removal, and as if
owned by the landowner – and
that all recognized appraisal
approaches are permissible.
Again, however, the appraiser is
cautioned to research controlling
law or precedent in the jurisdic-

tion in which the subject sign is
located.  This is necessary for
understanding the appraisal
assignment and for assuring one-
self that the assignment has been
correctly defined by the client.

Gaining Insight

Nature of the Industry

Theoretically, the outdoor adver-
tising industry produces a prod-
uct – a sign structure and display
device – for a typical seller/
buyer market.  In practice, how-
ever, the industry does not sell
product; rather, it leases (or
rents) it.  Thus, in the context of
this industry, the term “buyer”
generally refers to a lessee, who
is an advertiser.  Often,
the advertiser is a
national corporation,

possessing national product or
brand recognition; sometimes,
however, the advertiser is a more
localized, individual small busi-
ness that is targeting consumers
from the local trade area only.

Traditional outdoor advertising
structures are of two types:  stan-
dardized and nonstandardized.  

Briefly, the nonstandardized dis-
play specializes in custom mes-
sages, which are intended, as a
part of local advertising effort, to
remain relatively unchanged for
a long period of time. Ordinarily,
these structures provide informa-
tion or direction concerning a
local business not too far
removed from the sign.  Because

of proximi-
ty, the dis-
play can

Tobacco and liquor
advertising no
longer dominate
outdoor signage.

be personal property.  As such,
in cases involving a government
taking of a sign, compensation
may be limited to replacement
(or reconstruction) costs.  The
reasoning behind this compensa-
tory position is based on the
presumption that since the sign
derives no legitimate value from
its location, it is merely the per-
sonal property of the owner or
holder, and therefore, is deserv-
ing of only limited compensa-
tory protection.

This rule does not apply under
the federal Uniform Relocation
Assistance and Real Property
Acquisition Policies Act of 1970
(Uniform Act), and many state
statutory equivalents.6 Briefly,
the Uniform Act provides that
for the purpose of determining
just compensation for govern-
ment acquisition of any build-
ing, structure, or other improve-
ment.  “[S]uch building, struc-
ture, or other improvement shall
be deemed to be a part of the
real property to be acquired....”
(Emphasis added.)

The Uniform Act further pro-
vides that the fair market value
determination of the subject
building, structure, or other
improvement shall be based
either on that portion of the
value of the underlying land
traceable to the improvement or

the value of the improvement
independent of the land,
“whichever is the greater.”
(Emphasis added.)7

When the Uniform Act applies,
therefore, valuation of the sign
does not take place in some
“personal property” vacuum, but
instead in the context of the sign
as part of the realty upon which
it is located, with its value to be
considered in light of that loca-
tion.  Moreover, the value deter-
mination is to be based on the
greater of (a) that portion of
value the sign contributes to the
land, or (b) the fair market value
of the sign itself.  

This first valuation option (a)
reflects what is commonly
called the “Undivided Fee
Rule,” sometimes referred to as
the “Unit Rule.”  The rule
imposes the legal fiction that
property is to be valued without
regard to the varying interests
therein.  That is, one should
ignore the fact that leased prop-
erty is, in fact, leased.  Several
commentators have criticized
the rule for focusing on provid-
ing protection to the property
itself, instead of protection to
the property owner.  These com-
mentators argue that the Fifth
Amendment’s directive “just
compensation shall be paid” is
intended to protect the property
owner, not the property.8

With respect to the taking of
outdoor advertising structures,
the Undivided Fee or Unit Rule
appears to have been discarded,
as unnecessary, by section 4652
(b) (1) of the Uniform Act.  This
section mandates a contrary and
controlling option:  Determina-
tion of value must be based on
the value of the sign as a sepa-
rate item of property, if such
valuation results in a greater
award of compensation and
regardless of the fact that an
award will be to a tenant/lessee
and not a landowner/lessor.9

The second valuation option (b)
currently remains somewhat
open to interpretation.  The
Federal Highway Administration
has interpreted the phrase, “fair
market value” to mean “salvage
value,” or the probable sale
price of the sign structure after
it is removed.  Federal courts
that have ruled on the issue,
however, take a contrary inter-
pretive view, finding that
Congress meant “fair-market
value” to be “the value of the
sign structure prior to removal.”
(Emphasis added.)

For example, in United States v.
40.00 Acres of Land in Henry
County,10 the Court reasoned:

To limit compensation to the
“salvage value” [after] it has
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6. While the “just compensation” clause of the Fifth Amendment has been diluted over the years by judicial determinations that a govern-
ment entity has not “taken” property unless its value is substantially destroyed or no valid public purpose for the taking can be defined, by
enacting the Uniform Act of 1970, the U.S. Congress reinvested the clause with some of its former power.  Today, many state govern-
ments have followed suit, primarily by prohibiting “amortization” as a form of compensation for the regulatory taking of both off-premise
and on-premise signs.
7. See 42 U.S.C., section 4652(b)(1) of the Uniform Act.
8. See Ulmer, Mark S., Esq., Nichols on Eminent Domain, chapters 11 and 23.  Matthew Bender & Co., Inc.
9. See Lamar Corp. v. City of Richmond, 402 S.E. 2d 31, 33 (Va. 1991).  In this case, in order to avoid a title defect associated with non-
joinder of the tenant, the court held that a tenant had “no separate, condemnable interest.”
10. 427 F. Supp. 434 (W.D. Mo. 1976).
11. Id. at 442.



The nonstandardized outdoor 
advertising structure may be standard
as to construction and dimensions or
unique in both respects.  What sets it
apart from its standardized counter-
part is its “local” flavor, which serves
small local businesses very well.

12. The standardized system seen throughout the United States today was first developed in Massachusetts by Donnelly Outdoor
Advertising Company, based on standards suggested by General Outdoor Advertising of New York.  The Donnelly system was made
mandatory in Massachusetts, and then quickly became the nation’s standard system.

significantly enhance revenues
for its advertisers by aiding
recognition and recall of these
businesses, especially small
businesses, once the viewer
enters the local market.  While
some nonstandardized structures
are of varying sizes and designs,
most are constructed to match
the design and dimensions of the
standardized structure and will
accommodate the standardized
poster or panel.  The owners or
manufacturers of nonstandard-
ized signs are generally small
companies with a localized mar-
ket.  The display area is custom-
arily leased through a local
agent to a local advertiser.  In
some cases, the sign is owned
outright by the advertiser.
While the force of the National
Highway Acts and state equiva-
lencies may restrict the nonstan-
dardized, individual outdoor

structure to secondary and rural
highways (because available
interstate and primary highway
sites are mostly controlled by
the large outdoor companies),
these roads generally are well-
traveled, and the sign provides
optimum visibility to potential
customers or clients at a price
far less than that paid for alter-
native forms of major media
exposure.    

The standardized display system
consists of signs produced in
strict conformance with size,
shape, and construction parame-
ters set and agreed upon by the
standardized segment of the
industry – large corporations
that produce, sell or lease, and
maintain structures on a national
and international scale.  These
signs are usually seen in urban
areas, on the interstates, and on

other primary roads.  The stan-
dardized segment’s principal
trade organization and legisla-
tive representative, the Outdoor
Advertising Association of
America (OAAA), oversee uni-
formity in the system.  While
the standardized formats are not
mandatory requirements of the
OAAA, they are reflected in the
OAAA Plant Operations
Guidelines Manual.12

Nature of the Market

While the nonstandardized out-
door display industry is not gen-
erally concerned with major
media competition or coordina-
tion, concentrating more on pro-
viding visibility for local busi-
nesses, the standardized industry
is very much a major media
player, in competition for the
huge advertising dollars avail-
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A Schism in the Outdoor Advertising Sign Industry

The 1965 Highway Beautification Act launched a period of turmoil in the outdoor/off-premise
sign industry because, for a considerable period of time, no one was certain as to how just
compensation for the taking of so-called “billboards” would be accomplished.  As this issue
was resolved, 3M (which had been seeking to sell its reflective material to outdoor advertis-
ing companies for use on signs located in rural areas lacking illumination capabilities)
undertook the purchase and consolidation of small rural-oriented outdoor advertising com-
panies.    

Once 3M had entered the industry, it developed a selling technique based upon leasing the
advertising locations individually, at a rate derived from calculating the percentage of
income or revenue increases that directly resulted for the business placing the advertise-
ment.  Because of this method, 3M was able to determine and obtain compensation for the
specific value of each individual sign structure that was taken, rather than compensation
based on the structure as a percentage or unit of 3M’s overall outdoor business or holdings.   

Meanwhile, beginning in the 1970s, tobacco advertising dominated poster showings on bill-
boards that either were not impacted by the Highway Beautification Act or were newly con-
structed.  Sign owners could count on such advertising to run all year, with the tobacco
industry providing approximately 50% of the income of most outdoor advertising plants.
Liquor advertising, typically running as 6-month accounts, comprised about 25% of outdoor
advertising income.  Most of these advertisements were sold in urban areas.  

Because 3M had focused its acquisitions on rural sign structures, with a client base that
heavily purchased informational/directional signage geared to local markets, its legislative
perspective on the elimination of rural “billboards” differed significantly from the view held by
those companies specializing in media advertising in urban areas, geared to mass markets.
The urban advertisers were unconcerned with the loss of outdoor advertising in rural areas,
so long as they could continue to dominate the market in commercial and industrial areas.  

By the 1980s, tobacco and alcohol advertising expenditures as a percentage of outdoor
advertising had declined dramatically.
Industry figures as well as the Taylor
and Taylor (1994) study show that there
was a dramatic shift away from these
categories and toward retail and service
businesses in the outdoor industry.  The
1998 Master Settlement Agreement
between the major cigarette companies
and the state eliminated the tobacco
category completely.  By that point in
time, the impact on the industry was
minimal as tobacco expenditures
accounted for only a small fraction of
sales.

Appraising the Economic Value of Off-Premise/Outdoor Advertising Signs



income percentage basis.  The
use of a percentage lease, as
opposed to a set rate lease, is
increasing in frequency.  This
trend is due mainly to the
decreasing availability of out-
door advertising space – a
decrease that drives up the
rental income that can be real-
ized from the space that
remains.

Industry and Market Trends

The outdoor advertising industry
is in a constant state of “becom-
ing,” especially as construction
and design technology advance,
and the medium adjusts to mar-
ket forces and new players.  A
few present trends:

- More and more mixes of vari-
ous outdoor media are appear-
ing in SMSA showings –
especially combinations that
utilize public transportation
conveyances and shelters or
terminals, and regional mall or

shopping center “postcard”
advertisements.

- Compensation levels for regu-
latory takings are escalating
and will continue to do so,
primarily as a result of the
dawning recognition by gov-
erning entities that the income
approach to valuation is the
most truly reflective of fair
market value.

- Multifaced signs (tri-vision)
are expanding in use, as are
variable message centers.  In
fact, variable message center
technology is rapidly develop-
ing to the point that the unit
may soon reach effectiveness
measures that are nearly
equivalent to those enjoyed by
television advertising.

- Many individuals in the land-
use planning and development
professional community will
increasingly recognize and
develop ways to utilize sig-
nage as both a municipal rev-
enue-generating device and a
positive planning tool, capable

of enhancing traffic safety,
community cohesiveness,
urban renewal and fiscal
health without sacrificing eco-
nomic utility for the sign
owner and user.  

The Appraisal
Process for Outdoor
Advertising

The Assignment

Today, an assignment to assess
the value of an outdoor advertis-
ing interest will most likely
arise from a governmental
action that requires the compen-
sable removal or relocation of
an existing structure or struc-
tures.  In the private sector, sales
of companies, plants, or individ-
ual structures are conducted by
very knowledgeable owners and
their agents.  And the price (or
value), while negotiable, is gen-
erally well known in the trade
without the need to call for a

More and more mixes of
various outdoor media
are appearing in SMSA
showings - especially
combinations that utilize
public transportation
conveyances and shel-
ters or terminals, and
regional mall or shop-
ping center “postcard”
advertisements.
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13. The term originated in the U.S. Census Bureau as a population unit of measure.
14. Rural areas are largely ignored by the standardized outdoor advertiser, and the areas are not included in most TAB audits.

able to national corporations.  In
order for the standardized out-
door display system to compete
with other major media – televi-
sion, radio, and print – the out-
door panels must be strategically
placed within and around a tar-
geted market area.  These mar-
ket areas are individually
defined as a Statistical
Metropolitan Survey Area
(SMSA).13

In the United States today, there
are between 200 - 225 SMSAs.
The standardized outdoor adver-
tisers, however, concentrate only
on the top fifty SMSAs for their
large poster and painted bulletin
“showings,” or groupings of
signs.14 A typical showing may
consist of a combination of 30
sheets or bulletins, eight sheets
or posters, and bus shelter
posters or panels.  The advertiser
will purchase the showing at a
cost based on guarantees by the

lessor that a certain percentage
of the consumer public will be
reached.  The cost, or price, is
set per a rate card, which dis-
closes the price for each display,
based on the guaranteed cover-
age per display.  Rate cards are
an essential component of every
outdoor advertising appraisal.  

As with any property with a cost
or price structure based on
expected benefits to be derived
in the future, outdoor advertising
is sold, or leased, based on
expected returns in the form of
increased revenues for the adver-
tiser.  The higher the rate of
expected return for the advertis-
er/lessee, especially in terms of
developing memory and brand
awareness, the more valuable the
outdoor display is to the
owner/lessor.

In most cases, leasing contracts
are handled by advertising agen-

cies.  As with other real estate
transactions, an agency commis-
sion structure is in place.
Customary commissions are 16
2/3%, which is a 15% general
commission, plus 1 2/3% to
cover costs to verify that the
subject display has been prompt-
ly placed and meets all contract
specifications.  

Although advertising agencies
based in New York, Chicago,
and Los Angeles dominate the
national market, local agencies
may also specialize in the sale or
lease of outdoor advertising.  In
fact, in some instances, an owner
will lease directly to a local
agency, either at a set rate or an

Standardized outdoor
advertisers concen-
trate only on the top
fifty SMSAs such as
Chicago, where this
board is located, for
their large poster and
painted bulletin
“showings.”



(for example, a leasehold
improved by an outdoor
advertising structure legally
erected pursuant to permit).

Next, the locations and numbers
of signs enter into the definition.
If more than one sign is
involved in the assignment, as
may be the case if the client is a
national corporation, the direc-
tion and methodology will be
different from what it would be
if only one sign were involved.
And if only one sign is
involved, it may be one of many
in the area owned by the client,
and its removal may adversely
impact the value of those
remaining signs.  This circum-
stance will also require a differ-
ent valuation analysis than in
the case of a single sign, owned
by a single entity that owns no
other signs.

Another preliminary determina-

tion is the ranking of the subject
SMSA.  Signs located in the top
100 markets are typically not
worth the same value as ones
located in the top 50 markets
because signs in the top 50 mar-
kets receive premium value.  

If an appraiser is asked to value
an entire outdoor advertising
plant, the assignment will
markedly increase in complica-
tion, involving both a real estate
interest and business
income/expense analysis.  In
addition to real property valua-
tion, a total inventory of the
plant would be required – the
rolling stock, the bill-posting
and painting facilities, the leas-
es, the office facilities, and all
appurtenances.  Such a complex
assignment would alert the pru-
dent appraiser to seek outside
expertise; certainly it is beyond
the scope of this introductory
section.  However, because val-

uation of an entire plant is very
rarely requested, and in such a
case only a handful of apprais-
ers would be assigned the duty,
most appraisers will be valuing
either single signs or relatively
small numbers of signs.  And for
this purpose, the assignment
may be treated generally as a
valuation of a real estate inter-
est.16

Effects of Federal
Law Upon the
Interest to be
Appraised

Federal Zones of Influence

As discussed previously, the
driving force behind the present
valuation of outdoor advertising
signage is the federal govern-
ment, in conjunction with state
compliance agreements, under
the Highway Beautification Act
and its subsequent amendments.  

This billboard, located in the middle of a tourist-oriented
area in Panama City, Panama, is not only an expensive
and valuable sign, but its location is also highly valu-
able, allowing the message to reach a truly international
audience.
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15. See the Legal Considerations in Sign Regulation section of this book for further discussion of these acts.
16. The nature of the interest may vary if the appraiser is asked to consider some specialty interest in the outdoor advertising system.  For
example, valuation of bus, bus shelter, subway, or airport third-party signage may pose challenging appraisal questions.  However, even
then, the approaches and methodology for the typical, single outdoor structure are applicable and can be adapted to the assignment.

professional appraisal.  In
instances where an appraisal is
deemed prudent, the large,
national companies rely on the
expertise of a very few individu-
als.   

With respect to government or
public involvement in sign valu-
ation, the initiating act generally
will spring from either one of
two sources:  the federal
Highway Beautification Acts
and accompanying state compli-
ance agreements, or an exercise
of eminent domain power, usu-
ally for highway or street
improvements.15

A third source of valuation
inquiry may arise from investi-
gation by federal, and some-
times state, agencies into munic-
ipal requests for urban renewal
financial aid or “block grants.”
For example, the U.S. Small
Business Administration before
making a loan may require
inclusion of a business sign in
the asset package that will serve
as collateral.  In such cases, the
services of a certified commer-

cial signage appraiser would be
needed.

Increasingly, municipal govern-
ments are creating opportunities
for appraisers by enacting new
sign codes with retroactive
application requiring removal or
relocation of previously con-
forming outdoor advertising sig-
nage.  (As discussed in other
sections of this book, on-prem-
ise signage also often falls vic-
tim to new sign codes.)
Although many municipalities
attempt to sidestep the regulato-
ry takings compensation issue
by providing grace periods dur-
ing which eventual nonconform-
ing signs may remain in place
(amortization), these attempts in
many cases are being intensive-
ly resisted by both local busi-
ness communities and national
corporations and their advertis-
ing agencies.  Such resistance
requires, among other things,
expert evidence concerning the
value of the affected signage.
(Remember:  when federal acts
or funds are involved, amortiza-
tion is not an acceptable method

of compensation.) 

Defining the Scope of the
Assignment

Although the appraisal letter of
employment (or assignment)
should clarify the scope of the
inquiry and the type of interest
involved, this may not always
be the case.  Therefore, before
deciding the direction to take
and the methods to be employed
in the appraisal, the appraiser
must first define what consti-
tutes the property and its owner-
ship interests.  In other words,
the appraiser must determine if
the client’s interest is:

1 an interest in the land (nor-
mally a leasehold, but some-
times a fee-simple interest);

2. an interest in the sign (nearly
always considered a full
ownership interest);

3. an interest in the permit or
“tag” that allowed the sign to
be placed (generally consid-
ered a personal property
interest);

4. or a combination of all three

The same visibility
factors that apply to
on-premise signage
also apply to out-
door advertising.
To be effective, it
must be placed
within the driver’s
cone of vision, and
the content must be
large enough to be
read.



reconstruction of the structure
be calculated accurately, it must
be assured that proposed new
location(s) have equivalent visi-
bility to passing traffic in order
to generate equivalent income.
The latter determination will
require an intensive highest-and-
best-use analysis in terms of
optimum readability and con-
spicuity factors affecting the
proposed new location(s), and
the replacement structure’s abili-
ty to optimally display the copy.
For this reason, before one can
begin the appraisal process, one
must know the exact locations
of the proposed replacement
sites.

Further complicating the matter
is the likely fact that the state or
local jurisdiction may not permit
relocation within areas under its
control.  

If a comparable relocation site is
either legally impossible to
locate (because controlling land
use and sign codes do not per-
mit construction of new struc-
tures) or economically unfeasi-
ble to locate (because the costs
of meeting current building
codes make it financially irre-
sponsible to reassemble the
original structure or erect a new
one), the appraiser will be faced
with determining the sign’s sal-
vage value.  As mentioned earli-
er, governmental entities and
their respective agencies still
sometimes disagree as to
whether salvage value is predi-

cated on the subject sign’s fair
market value prior to or subse-
quent to removal.  Given the
federal courts’ position on the
issue, however, it is probable
that compensation for an “irre-
placeable” structure will be
based on its value prior to
removal.18

Highest-and-Best-
Use Question in
Outdoor Advertising
Appraisal

Before the value of any real
property interest can be estab-
lished, one must first determine
the most profitable use of the
property, both as it exists cur-
rently and as it would exist if it
were vacant and ready to devel-
op.  The highest-and-best-use
inquiry for outdoor or off-prem-
ise signage focuses on three pri-
mary questions:  

1. Does the new location pro-
vide visibility equal to that of
the old?

2. Is the flow of traffic passing
the new location equal to that
of the old?

3. Are the traffic (or viewer)
profiles substantially compa-
rable between the old and
new locations?

These variables are readily
adaptable to the traditional high-
est-and-best-use tests of:

1. Physically possible (Will the

site accommodate the neces-
sary sign?)

2. Legally permissible (Will the
controlling law permit the
necessary sign?)

3. Financially feasible (Can the
company afford the necessary
sign, including add-on costs
to satisfy stringent material,
electrical, and structural
codes?)

4. Maximally productive (Will
the sign financially comple-
ment the company’s business
plan in the area of its pro-
posed new location?)

If the answers to the above
questions are answered affirma-
tively, then the new site can
attain, at least theoretically, its
highest and best use, thereby
boosting value.  Conversely,
negative answers, particularly
regarding visibility, traffic pat-
terns and driver profiles, will
require a discount in value.19

Visibility Factors

The legibility, readability, and
conspicuity factors discussed in
earlier sections regarding on-
premise signage have the same
applicability to outdoor advertis-
ing structures and displays.  Of
particular importance to the effi-
cacy of the proposed new loca-
tion of an outdoor advertising
sign is that it be within the dri-
ver’s “cone of vision.”  This is
the area in which a driver has a
generally clear view of objects
in and around the roadway.  It is
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17. Sometimes referred to as the “1970 Rehabilitation and Removal Act.”
18. See United States v. 40.00 Acres of Land in Henry Co., 427 F. Supp. 434 (W.D. Mo. 1976).
19. As part of a relocation analysis, concerns about the pastes and paints used on the sign faces may arise.  Today, and for some time, out-
door advertising has been a leader in advocating, and applying, environmentally conscious procedures in construction and display materi-
als.  For example, when pasting is necessary, the paste used is potato-based - a 100% biodegradable medium.  Paints used are lead-free,
and entirely environmentally compatible.

To reiterate, federal law and
equivalent state agreements con-
trol compensatory determina-
tions for sign structures or
devices located within 660 feet
of the right-of-way of the feder-
al highway system, as well as
structures or devices that are to
be removed or relocated as the
result of any highway or road
project involving federal funds.
The federal gov-
ernment does not
recognize the
designation
“legal [but] non-
conforming,” if it
is used in emi-
nent domain or
police power
cases to justify

amortization in lieu of compen-
sation.  In such cases, a sign
and/or structure is either legal or
illegal.  Thus, if the sign was
originally constructed or placed
pursuant to permit, and met all
material, electrical, and structur-
al codes at the time, it is a legal
sign – and compensation is
required for its acquisition or
taking.  Conversely, if a sign

was not
legally con-
structed or
placed in
accordance
with then-
prevailing
permit and
code require-
ments, it is –

and always was – an illegal
sign, and no compensation of
any kind is due.  

The Uniform Act

While the Uniform Act (official-
ly the Uniform Relocation
Assistance and Real Property
Acquisition Policies Act of
1970)17 contemplates at least a
minimum recovery of cost of
removal and relocation of an
outdoor structure taken under
condemnation or regulatory
enforcement proceedings, it is
increasingly difficult for an
appraiser to determine what
constitutes reasonable compen-
sation for relocation.  Not only
must the costs of relocation and
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The numbers of cars
passing a sign daily
and the number of
persons on average in
each car are used to
determine a sign’s
cost-per-thousand
exposures.  This is
one of the tools
appraisers use to help
determine the sign’s
overall value.



on visibility components of sig-
nage is the Outdoor Advertising
Institute, which has a collection
of studies that support the propo-
sition that size and viewing dis-
tances are directly proportionate
to income generated for the
advertiser and lease rates.
Simply, the research shows that
the larger the sign and the
greater the viewing distance, the
more valuable the structure is to
the lessor/owner and the
lessee/advertiser.  

Traffic Flow and
Driver Profile Data

Traffic
counts are
generally
derived from
government
transporta-

tion department data.  This infor-
mation is used to compile the
Daily Effective Circulation
(DEC) data that permits review-
ers and investigators to analyze
traffic patterns and driver pro-
files of motorists passing a sub-
ject site.  Basically, for any
given point, the DEC is deter-
mined by the numbers of cars
passing daily, multiplied by the
numbers of persons in the vehi-
cle, as determined by statistical
averages.  In U.S. urban areas,
for example, the number of per-
sons per vehicle is averaged at
1.38.  Driver profiles are

obtained from
origin/destination
studies, which can be
prepared by either
state departments of
transportation and
motor vehicles or pri-

vate transportation engineers and
traffic analysts.  

The primary source to which
outdoor advertising companies
and media buyers look for the
audited DEC information is the
TAB.  As for driver profiles, the
on-premise sign manufacturer
and/or its customer generally
rely upon state DOTs, local
transportation departments, or
private researchers.21

The primary purpose of the DEC
is to verify to the display owner
and advertiser that the subject
device is capable of effectively
“speaking to” targeted viewers,
and that the cost to acquire the
targeted viewer as a customer or
client is a justifiable expense in
terms of gross revenues traceable
to that consumer.  The calcula-

Intensive research
by the outdoor
advertising industry
discloses that, on
average, poster
showings achieve
market coverage
close to 90%.

also essential that the permissi-
ble sign be of sufficient size to
accommodate letters, graphics,
or symbols that are optimally
legible, readable, and contrasted
with the surrounds.  For exam-
ple, a legibility ratio of one inch
per letter for every 25–27 feet of
viewing distance from the dis-
play is a common measurement.
Speed of passing traffic is
another consideration.  A basic
rule of thumb is that the faster
the speed of traffic, the larger
the sign and sign display area
need to be.

To assess the visibility attributes
of the proposed relocation site,
an appraiser might look to the
Traffic Audit Bureau (TAB) as
one source of assistance.
Biweekly circulation reports and
database-sort capabilities avail-
able on the TAB website (tabon-
line.com) enable media buyers
(and sellers) to compare plants
within a given market or mar-
kets.  Also available is the abili-
ty to look at individual location
data by using various sorts.

However, access to TAB data-
base information is limited to its
membership, which primarily
consists of the large, standard-
ized outdoor advertising seg-
ment of the industry.  As of this
writing, in addition to its web-
site information, the only offi-
cially published reports issued
by the TAB are the Plant
Operator Statement and the
Summary of Audited Markets.
Thus, if the appraiser’s client is
not a TAB member, to properly
complete the appraisal assign-
ment, it is advisable for the
appraiser to apply for associate
membership or to decline the
assignment in favor of those
appraisers who work intensively
with the larger outdoor advertis-
ing companies.

Although much of the TAB’s
research is treated as trade infor-
mation, to be shared with mem-
bers only, some of its public
data will provide useful analyti-
cal insight into the fair market
value of any outdoor structure.
For example, revised minimum-

approach (or viewing) distance
guidelines for the auditing of
outdoor structures were recently
developed by the TAB.  These
new guidelines provide mini-
mum unobstructed approach dis-
tances for pedestrians, slow-
moving vehicles, and fast-mov-
ing vehicles, for eight-sheet bill-
boards, posters, and bulletins,
with more stringent guidelines
for the assigning of secondary
exposure.  

The new system applies to all
approaches:  primary, secondary,
and tertiary.  The primary
approach receives the highest
circulation credit.  Structures not
meeting the new guidelines do
not receive credit for circulation,
although it will be listed and
included in the TAB audit.  In
other words, any outdoor struc-
ture failing the TAB’s minimum
requirements will be considered
to have failed its communication
function, compromising its
value.20

Another source of information
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20. Information provided in 2002 by Lawrence Hennessy, Vice President and General Manager, Traffic Audit Bureau for Media
Measurement, Inc. (TAB), 420 Lexington Avenue, suite 2520, New York, NY 10170.

TABLE 4
TAB Viewing-Distance Guidelines Developed in 2002

Pedestrian Vehicular
Slow Speed Fast Speed

(For all media) 55mph and below 55mph and above

Minimum Unobstructed
Approach Distance (feet):  25' 50’ 100’ 150' 50’ 100’ 300' 

Approach to be
credited only 
within the last (feet):  500' 300’ 500’ 500' 300’ 500’ 1000'



21. TAB is working with TranSearch Group Inc. to develop a new audit methodology that will automatically collect counts from one of
two independent national databases:  the Federal Highway Administration’s Highway Performance Monitoring System and Datametrix,
Inc.’s, StreetMetrix Plus.
22. Industry figures provided by and available at the Outdoor Advertising Association of America (OAAA), 1859 M Street, Suite 1040,
Washington, DC  20036.
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tion is generally expressed in
terms of “cost-per-thousand-
exposures,” and is one of the
tools relied upon to determine a
sign’s communication effective-
ness and overall value.      

As discussed in earlier sections,
visibility and traffic flow are
necessary components to analyz-
ing the four basic advertising
measures of reach, readership,
frequency, and cost-per-thousand
exposures.  Even then, true
effectiveness cannot be meas-
ured without reliable data on
legibility factors and the visual
acuity of average drivers in the
targeted consumer class.  Again,
studies by government or private
transportation engineers are the
best sources for reliable research
in this area of inquiry.  

To review, the four basic media

effectiveness measures are as
follows:

Reach The audience “zone” into
which the message is sent – e.g.,
television, radio, print, and high-
way signage (both off-premise
and on-premise).  
Readership The size of the audi-
ence exposed to the message.
Frequency How many times the
audience is exposed to the mes-
sage.
Cost of Exposures How much it
costs to send the message, calcu-
lated in terms of “cost per thou-
sand exposures.”

The primary job of outdoor
advertising is to facilitate con-
sumer recall and top-of-mind
awareness of the communication
displayed, with the hope of
achieving maximum return on
investment in the structure or

panel itself, the cost of the medi-
um to the advertiser, or both.  

To accomplish this job, the out-
door panels produced and con-
trolled by the standardized seg-
ment of the outdoor advertising
industry are deployed as “show-
ings” throughout a defined mar-
ket, usually an entire SMSA.
Intensive research by the indus-
try discloses that, on average,
poster showings achieve market
coverage close to 90%.  The
larger painted bulletins, general-
ly placed adjacent to heavily
traveled, urban arterial streets,
and along primary and second-
ary highways, can achieve
75–80% coverage of the mar-
ket.22

The numbers of times that peo-
ple living in, working in, or
passing through the SMSA are

As potential locations for new billboards decrease due
to increasing regulation, it becomes more difficult to
find a relocation site that mirrors the visibility, traffic

patterns, and driver profiles of the original site.

Non-local, visitor trade and traffic is so sig-
nificant in Las Vegas that outdoor showings

or plants concentrate on informational and
directional signage that advertises local

attractions and businesses.

exposed to the outdoor advertis-
ing message is tabulated from
traffic counts, and expressed as
a percentage of the total popula-
tion included in the SMSA.  The
percentage is referred to as a
Gross Rating Point (GRP).  The
period of time covered by the
audit or valuation/evaluation
varies, according to the medium.
For print, radio, or television
advertising, the GRP is usually
calculated for a single insertion.
In outdoor advertising and on-
premise sign calculations, the
“one insertion” is presumed to
cover a 24-hour period.
Generally, the number of peri-
ods measured is 30 – or one
month.

Following is a sample gross
exposure and GRP calculation.

Calculating Gross Exposures

To establish gross exposures, the
appraiser takes the following
steps:  

1. Begin with the average 24-
hour (daily) traffic count
(ADT).

2. Multiply the ADT by 30 to
establish monthly count.

3. Multiply the monthly count
by load factors (adjusted for
rural, incorporated, or unin-
corporated location of subject
sign).

4. Adjust the calculation in step
3 (monthly count by load fac-
tors) using origin/destination
trips to determine those view-
ers who may actually be con-
sidered potential customers.

5. Adjust the calculation again

for hours of operation of the
business.

6. Adjust the calculation again
for seasonal ADT shifts.

The outdoor structure in the
example on the following page
reached a number of exposures
equal to 10.35% of the total
market population during one
24-hour period.  Over a 30-day
period, the display would have
received a total of 1,242,000
exposures, of which 752,186
would have reached or “spoken
to” potential consumers.  The
cost of these exposures is
reflected in the owner/lessor’s
rate card for the subject struc-
ture, based on guaranteed expo-
sures for a 30-day period.

Although the GRP is a reliable
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Sample Calculation for Gross Exposures of One Display

Assumptions:
1.  Traffic volume (ADT): 30,000 vehicles per day

2.  Monthly traffic volume: 900,000 vehicles
30,000 x 30 days = 900,000 

3.  Adjusted for load factor: 1,242,000 exposures
Using the load factor for an incorporated area 
(1.38 people per car), calculation of gross exposures 
in a 30-day period is as follows:  
900,000 x 1.38 = 1,242,000

4.  Adjusted for origin/destination trip data:  931,500 exposures
(assuming 75% potential customers)
75% x 1,242,000 = 931,500

5.  Adjusted for expected loss of potential customers 
due to business hours of operation:  791,775 exposures
(assuming 15% “waste” factor)
85% x 931,500 = 791,775

6.  Adjusted for seasonal traffic variations:  752,186 exposures
(assuming 5% seasonal variation)
95% x 791,775 = 752,186 

Gross Exposures to Potential Customers 
after All Adjustments: 752,186 in a 30-day period

Sample Calculation of Gross Rating Points (GRP) for One Display

Assumptions:
1.  Current traffic flow for 24-hour period: 30,000 vehicles

2.  Total exposures in a 24-hour period: 41,400 exposures
Traffic x load factor
(30,000 x 1.38) = 41,400

3.  Total population in subject SMSA: 400,000 residents

4.  Gross rating points (GRP) formula:
GRP = Load factor divided by market population x 100
  41,400
400,000

Gross Rating Points:  10.35 for a 24-hour period

Increasingly, municipal
governments are creat-
ing opportunities for
appraisers by enacting
new sign codes with
retroactive application
requiring removal or
relocation of previously
conforming outdoor
advertising signage. 

23. Reminder:  In some states, outdoor structures are considered personal property and not a part of the realty upon which they are locat-
ed.  In such states, therefore, when the governing authority requires removal or relocation of an outdoor structure under exercise of emi-
nent domain or police powers, only relocation expenses are required in compensation.
24. Also used is the direct capitalization method, in which the value of the outdoor advertising structure is determined by dividing annual
earnings by a reconciled  yield rate based on comparable assets in the marketplace.  A more rigorous version of this method forecasts
future annual earnings and reduces them to present value, allowing for more in-depth analysis of variables.

measurement in average, non-
destination urban centers and
greater metropolitan areas, it is
not particularly effective in
areas considered destination-ori-
ented.  Cities such as Las Vegas
would be included in this cate-
gory.  The non-local, visitor
trade and traffic is so significant
in such areas that outdoor show-
ings or plants concentrate on
informational and directional
signage that advertises local
attractions and businesses, rather
than on broad-based or generic
influential signage that advertis-
es, for example, soft drink prod-
ucts.  In fact, major media prod-
uct advertising has taken such a
back seat to local advertising in
Las Vegas, that the large outdoor

advertising companies have
complained, but to no avail.
The City administration, while
agreeing that both on and off
premise signage is essential to a
vital retail and service economy,
is quite adamant in its position
that its local communication
system will primarily promote
local activities, services and
products tied to gaming, enter-
tainment, food and lodging, and
not multi-national product or
service markets.      

The Valuation
Process 

The discussion here will proceed
as if the assignment were to
appraise the value of a single

structure possessing a real estate
interest.23

Although the appraiser will use
all three traditional approaches –
market comparison, income
stream, and cost of replace-
ment24 – these approaches vary
in primacy and applicability.
For example, the cost of
replacement approach is becom-
ing increasingly problematic in
valuation determinations, princi-
pally because relocation of a
structure is increasingly diffi-
cult.  Conversely, because of the
scarcity of space for outdoor
structures, supply-demand
dynamics take over, and the
income approach most nearly
reflects the true value of any
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that no replacement
site is possible under
the law of the rele-
vant jurisdiction, the
appraiser must then
verify that the entity
seeking removal of
the structure has
reached the same
conclusion.  If this is
the case, then the
cost approach loses
most of its signifi-
cance to a final valu-
ation.  

On the other hand, if the entity
seeking removal of the structure
believes an appropriate replace-
ment site exits – whether the
client agrees or not – the
appraiser will have to undertake
analysis under the cost
approach.  The analysis may
become especially important if
it appears the belief that an
appropriate replacement site
exists is in error, and persuasive
rebuttal evidence must be com-
piled.  For several reasons out-
lined below, the appraiser will
run into some difficulties in
applying the approach:

• Increase in construction costs 
Today, the old wooden structure
has been replaced by steel poles
and cross beams, increasing the
original construction costs mul-
tiple times.  Additionally, illumi-
nation (or electrical) technology,
especially regarding electronic
variable messaging, has made
remarkable advances in provid-
ing visibility and conspicuity; to
remain competitive, outdoor
advertising companies must uti-
lize this technology, which, for
the present, is costly.  

• Current construction, materi-
al, and electrical codes

Even if a proposed new site is
zoned for outdoor advertising,
new building codes that were
not in effect when the original
structure was built may increase
the costs of construction consid-
erably, perhaps enough to seri-
ously call into question the fea-
sibility of new construction.
Additionally, state jurisdiction
may overlay municipal control,
and state codes are often more
stringent than local codes.
Where jurisdictions overlap, the
appraiser must check the state
requirements thoroughly, espe-
cially if a state “tag” is required
to construct a structure.

• Increase in land costs
In nearly every locality, land
available for a new structure is
at a premium, with concurrent
high purchase prices for that
land.  Always, the cost of
acquiring the site itself must be
factored into the cost-approach
equation.

• Depreciation anomalies
It is difficult to adjust for depre-

ciation when
appraising outdoor
structures.  This is so
because sign compa-
nies routinely main-
tain and upgrade
structures, so physi-
cal depreciation is
difficult to calculate,
as are economic
obsolescence factors.
Age-life tables for
outdoor advertising
structures are also
more conjectural

than for other types of property
interests.  Depreciation tables
developed by The American
Society of Appraisers may pro-
vide guidance in this area.     

• The replacement site is not
comparable to the original in
meeting TAB requirements
As discussed earlier in this sec-
tion, it is very important for the
standardized outdoor display to
meet all TAB criteria if it is to
command optimum lease rates.
Since the TAB credit system is
essentially a pass/fail system, a
structure that fails is consider-
ably less valuable to its
owner/lessor.  Without TAB
credit, advertisers willing to
lease the space may want a sub-
stantial discount.  Therefore, the
appraiser should make every
effort to contact the TAB for a
rating of both the proposed new
site and the type of structure
that will be permitted on the site
before completing the cost
analysis.  In may be that no mat-
ter how much money is paid to
the sign owner to relocate the
sign, it will not be enough to
compensate for the loss of circu-
lation and rents commanded by

Signs located in the top 50 markets typically
receive premiums.  The signs in the next 50
markets are typically not ascribed with as
much value.

Page 274

given structure or display.  

Inexperienced appraisers some-
times expect each appraisal
method to result in a similar val-
uation, but that does not always
occur.  Multiple perspectives are
needed to produce a sign
appraisal that represents market
value.  As the approaches are
discussed, cautions will appear
regarding the weight each
approach should be given in the
final analysis and opinion of
value.  

Cost-of-
Replacement
Approach

Prior to the mid-1970s and the

concerted implementation of the
Highway Beautification Act and
its subsequent amendments, the
cost approach was based on the
proposition that the subject out-
door display could be replaced
in every aspect.  Thus, unlike
the cost approach for on-prem-
ise signage, which is based on
the principle of substitution, the
traditional cost approach in out-
door advertising appraisal envi-
sioned an actual duplicate
replacement structure in terms
of size and construction specifi-
cations.  Moreover, it was
assumed the structure could be
located on a site that provided
roadway visibility, traffic pat-
terns, and driver profiles mirror-
ing those of the former site.

The present state of decreasing
space for outdoor advertising,
however, substantially negates
the efficacy of the cost approach
unless a replacement location
that mimics the original in every
way can be found.  Therefore,
before proceeding under the cost
approach, the appraiser must
first determine whether a com-
parable replacement site is
available.  Usually, the client
will have this information.  If
the client’s information is that
no replacement site exists or
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While states have
often argued that
income from the
rental of billboard
faces was noncom-
pensable business
income, many courts
confronted with the
issue have found to
the contrary.



ests represented at each site
(for example, the owner of
land or building upon which
the display is attached and all
leasehold interests).

4. List the transaction history of
each site, from date of first
sale or lease to the present.
Carefully review all sales or
lease agreements, and verify
their terms and conditions.
The lessor generally will
always renew short-term
leases (usually 30 days), but
the lease rate may increase
with every renewal, as
demand continues to outstrip
supply.  Consistent increases
in lease rates offer substan-
tive evidence of the high
value the market places on
existing structures and dis-
plays.

5. List other property that may
have been included in the
transactions and that con-
tributed to the sales price (for
example, if the underlying
land was part of a purchase,
did anything go with the pur-

chase, such as rolling stock,
trucks, or other vehicles).

6. List any property that was
included in the transaction
and contributed to the sales
price, but which does not
contribute to the lease of the
subject sign (for example, a
sale or lease of the structure
included other property that
has a use unrelated to out-
door advertising, such as a
residential rental unit or
office building).  If this is the
case, downward adjustments
reflecting the value of the
other property interest must
be made in the sales price.

7. Examine and account for the
underlying land lease, if any.
Generally, a long-term land
lease lends more value to the
subject interest than a short-
term lease.  Also, check the
cancellation clause, especial-
ly for those events that trig-
ger early cancellation, such
as a transfer of the leasehold
to a third party or acquisition
under exercise of government

police powers of eminent
domain.  (A “quick trigger”
will reduce the value of the
leasehold.)

8. Investigate and account for
goodwill and noncompete
agreements.  Goodwill is
sometimes reflected in a sign
sale or lease transaction, and
a specific dollar amount allo-
cated to it.  A noncompete
agreement may restrict
deployment of similar sig-
nage within a proscribed
area.  Generally, a noncom-
pete clause will reduce the
value of the leasehold, as it
may prevent the subject
structure from participation
in a showing.  

In most markets in which stan-
dardized outdoor advertising is
sold, local sales and mainte-
nance crews are available to
assist in gathering market-com-
parison data.  If the local staff is
reluctant to provide information,
the appraiser may look to the
OAAA for assistance.  With
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the original.  

• The market does not view
replacement cost as an indica-
tor of value
The cost approach is very diffi-
cult to reconcile with the market
and income approaches because
sellers/lessors and buyers/lessees
seldom, if ever, consider
replacement cost, less deprecia-
tion, in reaching price agree-
ments. 

In summary, it is often difficult
to apply the cost approach to
outdoor advertising, and the
approach is especially problem-
atic when no permissible
replacement sites exist.
However, even in circumstances
where no relocation or replace-
ment sites are available, the
approach retains some validity
with respect to establishing the
lowest value attributable to the
structure.  The total cost of
replacement can be estimated,
and factored in at some appro-

priate level, from contractor esti-
mates for the structure, and mar-
ket/sale comparables for the
underlying land or building.  

Market Approach

The market/sales-comparison
approach to outdoor advertising
determinations of value is the
most comparable to appraisal of
other real estate interests.  This
is so because a market exists,
and data concerning the market
is available.  The approach also
provides, in tandem with the
income approach, an accurate
reflection of value.

The problems an appraiser will
encounter under this approach
arise from the fact that one may
be assigned to appraise the value
of a structure that is a compo-
nent of a showing or plant,
rather than a structure function-
ing alone, without any “neigh-
bors” or “showing partners” sim-
ilarly deployed.

The market data on a single
structure can be easily compiled
from its sales or lease history;
this information will certainly
disclose what the market thinks
the current value of the subject
sign is.  To find signs and data
for comparable structures is not
quite so easy.  It is, however,
possible.  A brief checklist for
locating comparable structures
follows:

1. Locate and list similar sites
within the subject sign’s trade
area or zone of influence.
These sites must demonstrate
visibility, traffic flow, and
driver profiles closely compa-
rable to the subject structure.
The comparable sites may
include those that are one of
a group in a showing, as well
as single-unit sites.

2. Describe the type of sign on
each comparable site (eight-
sheet poster, painted bulletin,
etc.).

3. Define the real property inter-

The driving force behind the
present valuation of outdoor

advertising signage is the
federal government.

Of particular
importance to
the efficacy of
the proposed
new location for
a relocated out-
door advertising
structure or dis-
play is whether
the location is
within the dri-
ver’s “cone of
vision.”



any right-of-way expenditures
a State incurs in accordance
with State law and court
precedent.  

This means that so long as the
guarantees of the Uniform
Relocation Assistance and
Real Property Acquisition
Policies Act are met, compen-
sation based on any method of
property valuation that is con-
sistent with State law will be
eligible for Federal participa-
tion.  The FHWA’s 1993 policy
guidance [memorandum]…has
been largely outdated by the
[January 20, 2000] regulatory
changes…and the 1993 policy
guidance no longer limits the
amount of Federal participa-
tion for the acquisition of bill-
boards.28

In the income approach, the

appraiser must arrive at estimates
of both contract rent and market
rent.  Because of the scarcity of
billboards, occupancy factors
are essentially irrelevant to the
equation; unlike other income-
producing properties, an outdoor
structure that meets TAB
approach-distance and circula-
tion criteria is seldom vacant.

Outdoor advertising structures
are commonly erected on leased
land, and when they sell, they
are transferred by assignment of
lease or bill of sale, rather than
by a deed that later appears as
public record.  Therefore, it is
sometimes difficult for the
appraiser to obtain comparable
sales information for a sign or
group of signs (a plant or show-
ing), as the outdoor advertising
industry tends to be reluctant to
share sales information.

However, the task is not impos-
sible, especially if the client is
one of the larger outdoor adver-
tising companies, and presum-
ably interested in obtaining
maximum compensation.  Such
companies will provide all data
necessary to the income
approach.  

In the event the client is a small,
possibly one-structure interest
holder, the appraiser will have to
rely on client records (for con-
tract or lease rental history) and
outside assistance for compara-
ble structures/sites in the mar-
ket.  Local outdoor advertising
salespeople will generally pro-
vide current rate cards for signs
in the relevant area, and local
commercial real property bro-
kers also should have informa-
tion pertinent to market sales
and rents.  The OAAA may also

TAB audit guidelines provide minimum
unobstructed approach distances for
pedestrians, slow-moving vehicles,
and fast-moving vehicles.
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25.  See generally, 4 Nichols on Eminent Domain, sections 12 B.08, .10 (Matthew Bender & Co., Inc.).
26. See City of Cleveland v. Zimmerman, 253 N.E. 2d 327, 330 (Ohio Prob. Ct. 1969) - an apportionment proceeding in which the court
awarded the anticipated income from rental of the advertising faces for the term remaining on the lease, less anticipated expenses for
ground rent, maintenance, and management.  See also, Arkansas State Highway Commission v. Cash, 590 S.W. 2d 676, 678 (Ark. Ct.
App. 1979) - in rejecting the state’s argument that income from the advertiser constituted income from a business, the court said, “Here
we are dealing with net income from the property, something that would be the prime consideration of any prospective purchaser of
income-producing land.  The evidence does not support the [state’s] contention that the income in this case is of the type derived from a
business located on the land.”  In City of Scottsdale v. Eller Outdoor Advertising Co. of Arizona, 579 P.2d 590 (Ariz. Ct. App. 1978), the
Court concluded that the income approach was the best method of valuation when a billboard cannot be relocated in a given market area
because “billboard locations are unique and it is virtually impossible to separate location from the structure, even though the billboard is
deemed personal property under the lease.”  For a later case, see National Advertising Co. v. State of Florida, 611 So. 2d 566, 570 (Fla.
Ct. App. 1993), in which the court held “the income approach may now be used [where a billboard’s location is unique and it cannot be
relocated],” thereby reversing a prior 1984 decision that the income approach could not be used because the income was not generated
from the land itself, but instead, from the business operated on the land.  See also, National Advertising Co. v. State of Nevada, 993 P. 2d
62, 66 (Nev. 2000), in which the court held that where evidence clearly establishes that the billboards are in valuable, unique locations,
and cannot be relocated on comparable sites within the market area, “the income methodology should be used in order to fairly compen-
sate the Advertising Companies.”
27. For example, see Arkansas v. Cash; the court approved use of capitalization of income, as well as its reciprocal - a net income multi-
plier.  See also, National Advertising Co. v. State of Nevada, 993 P.2d 62.
28. Kenneth R. Wykle, Administrator, U.S. Department of Transportation, Federal Highway Administration (FHWA), in a letter dated
04/17/00, responding to inquiry by U.S. Representative Bud Shuster, Chairman, Committee on Transportation and Infrastructure, regard-
ing FHWA’s outdated guidance policies limiting valuation of outdoor advertising structures and leasehold interests to the “cost approach.”

regard to nonstandardized struc-
tures, the client, or client’s
agent, should have or be able to
obtain the requisite information.

Income Approach

The general rule regarding the
valuation of income-producing
property in condemnation pro-
ceedings is that the income
approach is a valid and accept-
able appraisal method, provided
that the anticipated net income
to be derived is adjusted to pres-
ent value – a process normally
referred to as “capitalization” of
the income.25

It is self-evident that outdoor
advertising panels produce
income, for both the owner/les-
sor and for the purchaser/lessee.
And in the aftermath of the fed-
eral Highway Acts, owners of
interests in outdoor advertising
have asserted that the value of
the varying interests in outdoor
advertising structures is best
defined by the income the struc-
tures produce or are capable of

producing, as is the case with all
other income-generating real-
property interests.  

While states, in the early years
of compliance with the federal
Highway Acts, often argued that
income from the rental of bill-
board faces was noncompens-
able business income, thereby
rendering the income approach
to valuation unacceptable, many
courts confronted with the issue
have found to the contrary.  In
other words, the trier of fact has
been allowed to consider the
income generated by the rental
of the sign face to the advertis-
ers when assessing just compen-
sation.26 Additionally, most
courts considering the use of the
“capitalized” income approach
have permitted it.27

Certainly, the concept that the
income approach is a very reli-
able way to determine value is
not foreign to those who
appraise income-producing
property.  Apparently, neither is
it foreign to the courts that have

visited the issue.  And finally, it
has been accepted by the
Federal Highway Administration
– an acceptance prompted in
large part by the decreasing
availability of truly comparable
relocation sites, and concurrent
decreasing applicability of the
cost-of-replacement approach.  

Following is an excerpt from the
latest Federal Highway
Administration decision regard-
ing valuation methods:

Effective January 20, 2000,
the Federal Highway
Administration’s property
acquisition regulations were
revised to reduce Federal
mandates on State practice.
(See 23 CFR 710.) Eliminated
in these regulations was the
requirement that Federal par-
ticipation in compensation to
a sign owner for the full fair-
market value of the aggregate
asset taken be limited to items
‘generally compensable in
eminent domain.’ Federal
funds may now participate in

Appraising the Economic Value of Off-Premise/Outdoor Advertising Signs



provide information, as well as
financial publications such as
The Wall Street Journal and
Advertising Age.

Appraisers should keep in mind
that an individual board’s cur-
rent rate card, while very impor-
tant to the income approach,
should not be taken as the sole
indicator of value without inves-
tigating all variables that affect
the current rental rate.  For
example, a structure that is part
of a showing and enjoys prime
visibility may lease for a rate
lower than other boards in the
showing because its presence
increases the income potential
of all the other boards.  In other
words, it is the carrot that
induces advertisers to pay more
for the remaining boards.  On
the other hand, signs that are
250–300 square feet may be
sold or leased as a single unit
and not as part of a showing,
because as single units they gen-
erate more income.  In these
cases, the larger size provides a
lot of space for copy, giving a
one-shot advertiser, for example,
maximum visibility (or return)
on the dollar.

Other variables affecting rental
rates of individual structures
include the purpose of the dis-
play, which is usually either (1)
to communicate informational/
directional messages that may
have immediate or near immedi-
ate pertinence, or (2) to influ-
ence a later choice or decision
by reinforcing memory.  Also,
one board may be standardized
and another nonstandardized.  

Demographics in the SMSA will

affect choice of comparable
structures and sign face rental
rates (for example, potential
growth or decline in population,
household income, or the
employment base).
Determination of the highest
and best use of the underlying
real property site is a factor,
especially if local land use laws
are changing to accommodate
residential development or dis-
trict renovation.

A further variable may be intro-
duced when the rate card does
not reflect the fair market value
(or income potential) for the
owner of both the underlying
real property and the sign.  An
example of this variable, taken
from a real case, occurs when
the “ground” owner is receiving
rents from the outdoor advertis-
ing company that are nominal
compared to the rents the adver-
tising company is realizing from
its sub-lessee advertisers.29

Always, in the income
approach, as with other
approaches, it is important to
research a variety of variables
across the market.

Applying the Income
Approach

Methodology

Because most outdoor advertis-
ing structures today are stan-
dardized and deployed by large
companies, applying price-
per–sign-face and/or price-per-
structure data to the problem is
not truly reflective of value
under the income approach.
Instead, the appraiser must look

at numerous transactions across
the board, and review and com-
pare sales data and rate cards on
a national scale.  This is neces-
sary whether the appraisal
assignment is for a single board
or a group of boards.  

Establishing Operating
Income

In general terms, operating
income is the income that
remains after all expenses are
paid – maintenance, posting,
painting, installation, and land
lease.  The standardized outdoor
advertising industry has very
consistent data on expenses, and
is generally willing to share this
information.  For example, elec-
tricity costs for illuminated
signs can be easily ascertained,
based on illumination types or
units per sign.  

Selecting the Effective Gross
Income Multiplier (EGIM)

The EGIM has been developed
to reflect the market, and in the
outdoor advertising trade, it is
the calculation of choice to
determine sales or lease prices.  

Example:

Three months ago, ten outdoor
advertising structures, generat-
ing $2500 monthly each or
$300,000 effective gross, sold
for $2,460,000.  The EGIM is
8.2.  A second sale of  20 out-
door structures, generating
$480,000 effective gross, sold
for $3,456,000 12 months ago.
The EGIM was 7.2.  A third sale
of 15 outdoor advertising struc-
tures, with effective gross
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29. If at the time of entering into a lease, the lessor/landowner is not knowledgeable regarding the value of an outdoor structure on his
property, the ground lease may not reflect the price a willing, knowledgeable buyer and a willing knowledgeable seller agreed upon.  In
such cases, an appraiser will find a use of a rate card problematic, particularly if the client is the lessor/landowner.

The appraiser stabilizes the income statement for the subject outdoor advertising structure:

Annualized Income Statement (Stabilized)

Potential Gross Income $30,000
Less Vacancy / Credit Loss 0
Effective Gross Income $30,000

Less Stabilized Expenses:

Leasing Expenses at 16.67% 5001
Ground Lease (6%) 1800
Sales Taxes:

State Sales Tax @ 5.0 % 1500
City/County Taxes @ 1.0% 300
Business Occupational Tax (state) @ 0.00470 141
Business Occupational Tax (local) @ 0.00125 38

Property Taxes (Sign Only): 35
Consolidated Property Tax 25
County/Township Tax 5
Municipal Tax 5

Electrical 240
Maintenance 1200
Administration Fee (3%) 720
Miscellaneous 900

Total Estimated Expenses -11,875

Net Operating Income (NOI) $18,125

Note:  No production costs for the advertising messages are included; typically these costs are
passed through to the lessee.  In the current market, vacancies are almost nonexistent.  New copy
can be installed on the signs in a matter of hours.

After an analysis for capitalization rates appropriate for investments similar to the subject property,
the appraiser reconciles to an overall rate of 9% to apply to the Stabilized NOI.  Using the basic
overall rate calculation:

 NOI
Rate

$18,125
0.900
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= Value

= $201,389  Rounded  $201,000



Summary and
Reconciliation

In sum for this example, two
income methods show a range of
value for the subject property.
Analyzing with the effective
gross income multiplier, the
value is estimated at $234,000.

Analyzing the stabilized net
operating income, and applying
an overall rate of 9%, the value
is estimated at $201,000.  The
appraiser reconciles both
approaches.  In this example
75% of the weight is given to the
NOI analysis, and 25% is given
to the EGIM:

Final value estimate for this
example is reconciled and esti-
mated at $209,000.  The preced-
ing analysis is for demonstration
purposes only.  Both the income
approach and use of reconciled
market-based EGI multipliers are
important in signage valuation
assignments.
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income of $504,000 annually,
sold six months ago for
$3,780,000 for an EGIM of 7.5.
See chart above.  

Applying the EGIM factor

To continue the simplified
example, the three groups of
outdoor advertising structure
sales were in similar SMSAs,
and after investigation and con-
firmation, the sales were consid-
ered market transactions.  The

sales represent only the price of
the structures themselves.  The
outdoor structures were in good
locations and the market has
been stable.

The EGIMs show a range of
value between 7.2 – 8.2.  The
multipliers are reconciled to a
single number based on the
appraiser’s judgment of the sales
and how those sales compare to
the outdoor advertising structure
under consideration for a value

estimate.

The subject outdoor advertising
structure has been generating
$2,500 monthly or $30,000
annually.  A rent analysis
demonstrates that the rents are
market based.  The range of
value estimated for this board
based on the other EGIMs is
reconciled by the appraiser
applying a weighted average to
the sales (see chart at top of next
page):

NOI : $201,000 0.75 = $ 150,750
EGIM: $234,000 0.25 = 58,500

$ 209,250

Rounded $ 209,000

# Boards Effective Gross Sale Price Sold EGIM

10 $  300,000 $2,460,000 3 mos  ago 8.2
20 $  480,000 $3,456,000 12 mos ago 7.2
15 $  504,000 $3,780,000 6 mos ago 7.5

Totals $1,284,000 $9,696,000 Average   = 7.55

Subject’s Sale
Effective Comp Weighted
Gross Income EGIM’s Average

$30,000 x 8.2 50 % = $ 123,000
$30,000 x 7.2 15 % = $  32,400 
$30,000 x 7.5 35 % = $  78,750

TOTAL 100% $ 234,158

TOTAL Rounded $ 234,000

Tri-vision billboards
operate on some of the

same principles as
changeable copy signs,
primarily that drivers at
a particular speed can
absorb a message in

seconds.  If the sign is
visible to the driver for

a long enough time,
multiple messages

can be read.


