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Features of determining the market value

of retail real estate and individual trade
related properties during pre-trial evaluation
and forensic examination

The present article deals with the specifics of valuation of retail property and individual trade related properties
on the basis of the international experience and as recommended by International Valuation Standards and RICS
(The Royal Institution of Chartered Surveyors (Great Britain)) valuation standards (Red Book). The present article
is justified as currently Russia lacks a standard, uniform for the valuers or legal experts, to be used for the purpos-
es of valuation of similar subjects. At the same time, methodical literature is insufficient while there are numerous
property disputes that call for pre-court valuations and expert evidence of valuation of such subjects, including nu-
merous litigations arising out of bankruptcy or establishing cadaster value to the amount of market value.

The author reviews the existing approaches to valuation of real estate in accordance with both the international
and national standards and awards professional recommendations pertaining to the use of the income approach
to value retail real properties and individual trade related properties. The definitions and metrics of the above real
properties’ groups are described separately. Also, the author provides guidelines for inquiry of the documents and
information necessary for the acquisition of the data to be used in the course of valuation and expert evidence. All
pricing factors are described in detail in the present article against the examples of retail real properties and indi-
vidual trade related properties (say, hotel) and explanation of their effect on the market value in case the income
approach is applied is provided.

Keywords: valuation, valuation report, real estate, valuation approaches, market value, cadastral value, state ca-
dastral valuation, property tax, bankruptcy, retail properties, individual trade related properties, forensic examina-

tion, expert opinion

pplication of three methods to measure val-
Aue, i.e., the cost approach, market approach

and income approach, is generally accepted
in the valuation methods. The economic essence of
the approaches is elaborated in the International Val-
uation Standards (IVS) [1].

In accordance with IVS, “The goal in selecting
valuation approaches and methods for an asset is to
find the most appropriate method under the particu-
lar circumstances. No one method is suitable in eve-
ry possible situation. The selection process should
consider, at a minimum:

e the appropriate basis(es) of value and premi-
se(s) of value, determined by the terms and
purpose of the valuation assignment;

e the respective strengths and weaknesses of
the possible valuation approaches and me-
thods;

¢ the appropriateness of each method in view of
the nature of the asset, and the approaches or
methods used by participants in the relevant
market;

e the availability of reliable information needed to
apply the method(s)” [1].

The International Valuation Standards also set, that
Valuers “are not required to use more than one me-
thod for the valuation of an asset, particularly when the
valuer has a high degree of confidence in the accu-
racy and reliability of a single method, given the facts
and circumstances of the valuation engagement”.

In the Russian Federation the Federal Valuation
Standards (FVS) statutorily prescribe the scope of
application of the valuation approaches:

e in Section lll, “Valuation Approaches”, Federal
Valuation Standard, “General concepts of va-
luation, approaches and requirements to valu-
ation (FVS No. 1), as approved by the Ministry
of Economic Development and Trade of Rus-
sia through its Order No. 297, dated 20.05.
2015 [2].

e for the real properties — in Section VI, “Valua-
tion Approaches”, Federal Valuation Standard,
“Real properties valuation (FVS No. 7)”, as ap-
proved by the Ministry of Economic Develop-
ment and Trade of Russia through its Order
No. 611, dated 25.09.2014 [3].

In accordance with FVS No. 7, “the key ap-
proaches used in the course of valuation are the mar-
ket approach, income approach and cost approach.
Where approaches are selected for the purpose of
valuation, one should consider not only each ap-
proach possible application but also the purposes
and tasks of valuation, the valuation results’ intended
use, assumptions, completeness and reliability of
source information. Valuers substantiate the selected
approaches on the basis of the above factors’ ana-
lysis” [3].

The retall real estate’s market value is generally
measured using the market approach and the in-
come approach in the Russian practice of valuation.

However, in the international practice target sub-
jects, for which only the income approach is the most
appropriate one as it gives the most reliable result,
are separated into an individual block. Retail estate
objects may be classified as such target subjects
(shopping and shopping and entertainment malls),
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excluding properties of the street-retail format and the so-called in-
dividual trade related properties/ITRP).

In accordance with RICS valuation practice guidance — appli-
cations (VPGAs), “certain properties are normally bought and sold
on the basis of their trading potential. Examples include hotels, pubs
and bars, restaurants, night clubs, casinos, cinemas and theatres,
and various other forms of leisure property. The essential character-
istics of this type of property is that it has been designed or adapted
for a specific use, and the resulting lack of flexibility usually means
that the value of the property interest is intrinsically linked to the re-
turns that the owner can generate from that use” [4].

In other words, the value of such properties reflects their trading
potential. This contrasts with generic properties which may be oc-
cupied in different purposes, for example as office premises, indus-
trial, warehouse or street retail properties [5].

Such properties often display unique architectural and space-
planning characteristics which can be hardly taken into account
when the cost approach is applied, and the transactions with such
properties are rare and do not have an open nature (such properties
are often sold and bought in the business composition rather than
as a separate and free of encumbrances asset), thus implementa-
tion of the market approach raises certain difficulties. The market
approach may identify a market range within which the market value
may vary but does not allow to conclude about the particular value.
At the same time using the income approach brings complete and
reliable information about all pricing factors which have effect on the
market value of similar properties.

Currently in Russia there is no separate and uniform for all valu-
ers or forensic experts standard of valuation of such properties and
methodical literature is scarce. At the same time property disputes
are numerous which call for pre-court valuation and forensic exami-
nation of the value of such properties, including numerous litigations
pertaining to bankruptcy or establishing cadastral value to the
amount of the market value.

For the purpose of measuring the market value of such proper-
ties it is necessary to obtain from the client (and in case of court
expert examination, file a petition for request) the documents, which
contain the qualitative and quantitative metrics of the target proper-
ties which will be used in the course of computations within the in-
come approach (developing the cash flows).

For example, where the shopping centre or shopping and enter-
tainment mall is valued, the following documents need to be analyzed:

Table 1

1) extract from Unified State Register of Taxpayers (EGRN) is-
sued with respect to the building;

2) extract from EGRN issued with respect to the land plot within
which the building is located (if the land plot is leased in, the lease
contract);

3) building technical certificate issued by Technical Inventory
Bureau (BTI), including an extract from the technical certificate, floor
plan, breakdown of premises;

4) building cadastral certificate (where available);

5) information about the general technical condition of the prop-
erties, including information about all performed and scheduled re-
pair works, about the dates of the recent major repairs and running
repairs;

6) building operating costs broken down by months for the re-
cent calendar year, including expenses reported in items as follows:

® property tax;

e |land tax or land lease rent;

® insurance;

® security services;

o utility fees;

® cleaning services;

e other (if any);

7) lease contracts if the building or a part thereof is leased out
(with the structure identified: VAT accounting/not accounting, main-
tenance and operating expenses, accounting within the margi-
nal rate).

Information contained in the above documents is required for
the valuer and the forensic expert to perform computations within
the income approach (Table 1).

To value market value of the individual trade relate properties, for
example, of the hotel, other pricing factors, such as stars rate exis-
ting and their number (from 1 to 5), the number and type' of the
rooms, rates, income structure?, hotel occupancy (it may vary de-
pending on the season), operating and maintenance expenses,
etc., must be considered.

1 No uniform classification of the room type exists, the most known types are as fol-
lows: standard, de lux, suite, de lux suite, presidential suite, etc.

2 In addition to room inventory, hotels may obtain additional income from other de-
partments: room service, restaurants, bars, conference halls, dry-cleaner/laundry servic-
es, etc.

No. Document title

Information contained in the document which must be noted and considered in the course of valuation

or forensic examination

Extract from EGRN issued with respect to
the building

The document is composed of several parts:

1. Part which contains information about technical characteristics. This part includes such information as the year
built, walling material, number of stores, basement store, if any, functional purpose, total area.

2. Part which contains information about the registered titles. In addition to information about the owner of the sub-
ject, this part provides information about the registered encumbrances which must be recorded in the course of val-
uation or forensic examination. For example, the subject may be leased out for a long term. In such case information
about such lease encumbrance will be cited in an extract since the lease with the term exceeding 11 months is sub-
ject to statutory registration. Where the subject is leased out, either in part or as a whole, at the uncommon rental rate,
this fact needs to be taken into consideration to measure the actual value of gross income

Land extract from EGRN issued with re-
spect to the plot within which the build-
ing is located (if the land plot is leased in,
the lease contract)

Similar to Clause 1
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End of Table 1

. Information contained in the document which must be noted and considered in the course of valuation
No. Document title ) L
or forensic examination

The document contains information about the total area of the subject, footprint area. Using the floor plan, breakdown
) - . ) of premises and the data acquired in the course of surveillance (object’s surveillance), gross leasable area, or GLA,

BTI technical certificate issued with re- ; - ; .
S . may be measured. Meanwhile to forecast cash flows from lease rents pertaining to shopping centres and shopping

spect to the building, including an extract ) ) e ) )

3 ) . and entertainment malls, it should be remembered that not the gross area of the building or GBA is the income source.
from the technical certificate, floor plate, o ) ) ) )
breakdown of premises The building has common premises (for example, atrium, entry elements), and also vertically arranged communica-

P tions (for example, elevators, ventilation trunks), which are not included into the leasable area. The average indicator
of the share occupied by GLA in GBA (excluding parking area) is less than 70 % in the shopping centres of A class

4 | Building cadastral certificate (if any) Similar to Clause 3
Information about the general technical

ition of th | ty, includi
?Ondl |0r.1 OF the real property, inc uldmg Where information is available that the building requires the repair works or that any defects must be eliminated, the
5 [information about all performed mainte- .
respective expenses must be accounted for to forecast cash flow

nance works, dates of the recently per-
formed major and operating repairs
Expenses from operation of the building,
broken down by months, for the recent

| includi fol-
IC:V:Serar year, including expenses as fo These expenses must be analyzed and taken into account whilst making forecast of cash flow. Where single or abnor-

ro’ arty tax: mal items of expenses are identified, those need to be normalized. Where expenses differ from the average market

6 Ipant?lea);e rt;nt' values, a departure reason must be identified. Possibly this is due to objective reasons and will have effect on the sub-

insurance: ’ ject’s market value. For example, due to the building’s design features winter supply of heating and summer condi-
o tioning consumes more power than is required for other buildings. In such case expenses will be higher and the build-
« security services; )
L ing value, less
« utilities;
« cleaning services;
« other (if any)
Where the shopping centres or shopping and entertainment malls are to be valued, a key role is played by the occu-
pancy rate and the lessees’ structure. The larger the subject is, the larger its lessees’ pool and aggregate information
which is contained in the rent roll with the lease conditions specified with respect to each lessee — the most impor-
tant object for analysis when the valuation works are performed within the income approach.
Lease contracts, if the building is leased | Whilst performing the analysis, the following matters as below must be in the focus, specifically:
out either as a whole or in part (with the | Building’s occupancy by the lessees (where it is below the average market indicator, the reasons must be determined.

7 structure to be specified: with/without | For example, the reason may be that the subject has been recently commissioned and thus is not occupied by the les-
VAT, maintenance costs and operating | sees as a whole; also, the reason may be that the concept, or transport accessibility, or flow of visitors are poor);
expenses — accounting using the mar- | Amount of rent rates (if the rates do not correlate with the average market values, the reasons of such deviation must
ginal rate) be analyzed). Here one should take into account that in the modern shopping centres the rate is determined by many

factors: the lessee’s type, area leased in, location in the building, etc.
The real property market’s analysts currently observe the average lease rates (for the shopping centres and shopping
and entertainment malls in Moscow)? (Table 2). Lease terms (short-term/long-term, accounting of VAT in the rate,
utilities included in the rate, accounting of additional interest from the turnover, and etc.)
Table 2
Nature of the occupancy Range of basic rent rates, RUB/m?%year* Percent of SC
Hypermarket (> 7,000 m?) 0...8,000 15...4
DIY (> 5,000 m?) 0...6,000 4...6
Supermarket (1,000...2,000 m?) 8,000...18,000 4..6
Supermarket (450...900 m?) 18,000...35,000 6...6
Household product (< 1,500 m?) 0...10,000 6...10
Household appliances and electronics (1,200...1,800 m?) 6,000...15,000 25...5
Sporting goods (1,200...1,800 m?) 6,000...12,000 6...8

3 Retail.ru. URL: https://www.retail.ru/articles/knight-frank-itogi-2020-goda-na-rynke-torgovoy-nedvizhimosti-moskvy/
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End of Table 2

Nature of the occupancy Range of basic rent rates, RUB/m?/year* Percent of SC
Baby stuff (1,200...2,000 m?) 6,000...12,000 7..9
Operators of the shopping mall
Anchors in excess of 1,000 m? 0...12,000 4..12
Mini-anchors 700...1,000 m? 0...14,000 6...12
Mini-anchors 500...700 m? 0...16,000 6...12
300...500 m? 0...25,000 5...12
150...300 m? 8,000...18,000 6...14
100-150 m? 16,000...36,000 10...14
50-100 m2 25,000...80,000 12...14
0-50 m? 45,000...100,000 12...14
Leisure concepts
Leisure centres (2,000-4,000 m?) 4,000...8,000 10...14
Cinema (2,500-5,000 m?) 0...6,000 8...12
Food service
Food-court 45,000...120,000 12...15
Cafe 15,000...90,000 12...14
Restaurants 0...25,000 10...12

* Commercial terms are negotiable. Rent rates are specified without VAT and operating ex

This information may be obtained after the analysis of the legal
person’s financial statements, where the respective asset is report-
ed in the balance sheet, and requesting the financial results state-
ment with the detailed breakdown of the data of all income and ex-
penses, or the management statements of a legal person which
manages the respective asset (for example, an international
operator).

In accordance with RICS valuation practice guidance — appli-
cations (VPGASs), individual trade related properties are usually val-
ued based on their potential earnings before interest, taxes, depre-
ciation and amortization (EBITDA) using the cash flow discount
method or capitalization rate applied to such EBITDA [4].

Where the computations are performed within the income ap-
proach the valuer or expert need to consider that the resultant mar-
ket value includes not only the value of the building and land titles
but also of plant and equipment, furniture and fixtures of the target
hotel and also intangible assets, including the value of goodwill
transferred. Value of the target property is obtained when value of
other components is deducted from the total value.

Oco6eHHOCTH onpeaeneHust pbIHOYHOM
CTOMMOCTHU TOprOBOﬁ HeaABU)XXUMOCTU

U HeABUXXUMOCTMU, CBAA3aHHOM C TOpI’OBneI7I,
npu npenBapMTeanoﬁ OLleHKe U cyp,e6H0|7|
JKCcnepTuse

B HacTosilen cTtatbe aBTOp paszbvpaeT 0CO6EHHOCTU OLIEHKMU

TOProBOl HeOBUXUMOCTU U HEABMXXMMOCTU, CBA3AHHON C TOp-
roBnen n ucnonb3yemon B ccepe focyra v pasBriedeHnin, onu-

penses®.

Given examples and analysis of the specifics of the methods
used to determine market value of the trade properties and trade
related properties (real properties used in the entertainment and lei-
sure activities) based on the international experience and valuation
standards will improve quality of the valuation reports and expert’s
opinions used for the purposes of forensic studies.
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pasicb Ha MeXAyHapOAHbIA OMbIT U PEKOMEHAALNUN MEXAYHapOa-
HbIX CTaHAAPTOB OLEHKW 1 cTaHdapToB oueHku RICS (The Royal
Institution of Chartered Surveyors/Koponesckoe o6L1ecTBO cepTu-
OMLMPOBaHHbIX 3KCNEPTOB B 061aCTV HeaBWMXMMOCTY (Benukoob-
putaHus)) — KpacHaa Kaura (Red Book). AkTyanbHOCTb cTaTbu
06yCnoBMeHa TeM, YTO B HACTOSALLMIA MOMEHT B Poccun HeT oT-
OenbHOro eAMHOro As BCEX OLEHLLIMKOB UK CyAebHbIX SKCNepToB
cTaHgapTa Mo oLeHKe NoA06HbIX O6LEKTOB, & METOANYECKOM Nn-
TepaTypbl KpariHe Mano, Npy 3ToM LUMPOKO pacnpoCcTpaHeHbl UMy-
LLieCTBEHHbIE CMOpPbI, TPEBYIOLLME NpoBeAeHns focyaebHbIxX oue-

4 Knight Frank Research, 2020. URL: https://content.knightfrank.com/research/598/documents/en/moscow-retail-market-q1-2020-7127.pdf
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HOK U CyAe6HbIX 3KCMIEPTU3 CTOMMOCTM TakuX 0GbEKTOB, B TOM YUCTIE
MHOTO4MCNIEHHbIE CyAe6HbIe CMopbl, CBA3aHHbIE C 6AHKPOTCTBOM
WnK yCTaHOBJIEHVEM KafjaCTPOBOM CTOMMOCTM B pa3Mepe PbIHOYHOM.

B cTatbe aBTOp NpoBOANT 0630p CYLLECTBYOLLMX NOAXOA0B Npu
OLIEHKE HEefBMXMMOCTM Kak Mo MeXAyHapoOHbIM, Tak U Mo Hauu-
OHasbHbIM CTaHgapTam, U AaeT nNpodeccrMoHanbHble pEKOMeHa-
LM NO NPUMEHEHMIO [OXOAHOr0 NOAXOAA NPY OLIEHKE TOProBOWA He-
OBWKUMOCTM U HEABUXUMOCTU, CBA3AHHOM C Toprosnei. OTaenbHO
[aHbl OnpeaeneHys 1 NpoaHanMa3npoBaHbl 0COGEHHOCTM STUX rpynn
HEeOBMXXUMOCTW. ABTOPOM TakXe AaHbl pEKOMEeHZAUUN Mo 3anpo-
Cy OOKYMEHTOB U MH(OpMaLMK, KOTopble TpebytoTes ans céopa
OaHHbIX, HEO6XOAUMBIX MPY MPOBEAEHUN OLIEHKN N CyOe6HON 3KC-
nepTu3bl. Ha ocHOBE NPUMEPOB C TOProBOM HEABMXXMMOCTBIO U He-
OBWKUMOCTbIO, CBA3AHHOW C TOProenen (Ha npumepe rocTMHNULbI),
B CTaTbe AeTasibHO pa3obpaHbl BCE LieHOO6pasytoLme hakTopsbl,
N 06bSCHEHO MX BMUSIHWE HA PbIHOYHYH CTOMMOCTL NPU peanuaa-
LM [OXOAHOr0 Noaxofda.

Knro4eBbie cnoBa: oLeHKa, OTHET 00 OLEHKE, OObEKT HEABVXKUMO-
CTU, noaxoAbl K o4eHKe, pbIHO4YHasi CTOMMOCTb, KagacTpoBasi cTou-
MOCTb, rocyAapCTBEHHas KafacTpoBas OLeHKa, Hasor Ha UMyLLeCT-
BO, 6aHKpOTCTBO, ToproBasi HeABU>XXNUMOCTb, CBsi3aHHasi C TOPr oBJ1evi
HEABWXUMOCTb, CyAe6Has 3KCrepT13a, 3aK/IYeHne sKenepra
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