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RICS Scotland Draft Proposals

Note to LASAAC members: RICS proposals are to issue guidance, a draft of which is provided below, to local authority valuers as an addendum to the current DCLG Guidance for England & Wales.  The draft wording is subject to formal RICS approval and may be amended in that process.
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Draft Text

The definition of EUV-SH is reproduced below. It is key, in applying the methodology detailed herein, that the “property “ referred to in the definition is the entire portfolio being valued and that, whilst the Local Authority acquires social housing to fulfil a statutory function, the “market” described therein is populated by large scale property investors who are driven by the need for a return on capital.

“Existing Use Value for Social Housing is the estimated amount for which a property should exchange, on the date of valuation, between a willing buyer and a willing seller, in an arm’s-length transaction, after proper marketing wherein the parties had each acted knowledgeably, prudently and without compulsion, subject to the following further assumptions that: the property will continue to be let by a body pursuant to delivery of a service for the existing use; at the valuation date, any regulatory body, in applying its criteria for approval, would not unreasonably fetter the vendor’s ability to dispose of the property to organisations intending to manage their housing stock in accordance with that regulatory body’s requirements; properties temporarily vacant pending re-letting should be valued, if there is a letting demand, on the basis that the prospective purchaser intends to re-let them, rather than with vacant possession; and any subsequent sale would be subject to all of the above assumptions.” 

EUV-SH represents an entry value which is the cost to an authority, including acquisition costs, of acquiring an asset which will provide the same service potential as the existing property. In this scenario, the authority is assumed to be buying housing stock to let to tenants at a social rent. 

In order to accord with the definition of EUV-SH, the stock being acquired must be assumed to be available on the open market and thus subject to rival bids from other potential purchasers in the market for such stock. 

Other than the hypothetical authority, potential purchasers would include Registered Social Landlords (RSLs). In reality RSLs do buy and sell housing stock thereby giving rise to a substantial body of transactional evidence. In determining the price they will pay, their primary consideration is the return they will receive for the capital they invest. This being the case, an investment valuation approach provides the most robust methodology
The available evidence can be analysed to determine the relationship between the price paid and rental income receivable at the date of sale. In valuation terms this comparator is referred to as the gross yield, since it compares the gross rental income receivable with the purchase price.
The valuer should adjust the gross yield to reflect the differences between the portfolio under review and the comparable transactions. Once the appropriate gross yield has been identified the resultant multiplier should be applied to the gross rental income to arrive at a figure for EUV-SH.
This value should be compared to the Market Value with Vacant Possession (MV(VP)) which is essentially the aggregate of the individual housing units valued using the comparable method of valuation. This methodology has come to be known as the Beacon Method since it relies on the valuation of representative archetypes or “value beacons”. The beacon value relates to sales of single owner-occupied dwellings. It is derived from the sales of similar ex-council or similar comparable properties, suitably adjusted by the Valuer. 
The difference between the EUV-SH determined using an investment approach and the MV(VP) using the comparative method represents the discount a purchaser will receive to reflect their buying all the individual units in one transaction.
The transactional evidence referred to above can be analysed to inform the valuer as to the reasonableness of the discount to MV(VP) for the portfolio under review.
 







