Residual – Site Value

Lot 15 New Kingston measuring approximately 5000 sq. metres has recently been placed on the market for $15,000,000. A local investor wishes to construct a two-storey office building of approximately 5,400 sq. metres of lettable space. The total gross floor area of the building will be 6,000 sq. metres. Advise the investor on whether he could afford to pay $15,000,000 for the site if:

(a) Building costs for office development of this kind are in the region of $35,000 per sq. metre (P.S.M.). 

(b) Professional Fees are 12½%.

(c) Ancillary fees inclusive of parking and landscaping is expected to cost $3,200,000.00

(d) Development is not expected to commence until after three months and the construction period should last for a further 12 months.

(e) Island Finance Limited has agreed to lend money to the developer at a rate of 15% p.a. compound interest.

(f) Letting fees will be approximately 12% of rental income.

(g) Developer’s profit can be expected to be in the region of 20% of the Gross Development Value (GDV).

(h) Acquisition costs are currently in the order of 2.5% stamp duty, 0.5% registration fees, 1% legal fees, and an additional 0.5% to cover valuation and surveyors fees.

(i) Freehold yields can be taken as 6%.

Current market rental for office space in New Kingston is in the region of $6,000 per sq. metre.

	Residual
	 
	 
	 
	 
	 
	 
	 
	 

	 
	Lettable Area (net)
	 
	 
	5400
	 
	 
	 
	 

	 
	Estimated Rental Value p.a.
	 
	$6,000.00
	 
	$32,400,000.00
	 
	 

	 
	YP in Perp @
	6%
	 
	 
	 
	 
	16.6667
	 
	 

	 
	Gross Development Value
	 
	 
	 
	 
	 
	$540,000,000.00

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Less
	Basic Cost
	 
	 
	 
	 
	 
	 
	 
	 

	 
	Building Area (gross)
	 
	 
	6000
	 
	 
	 
	 

	 
	Building Cost per sq. metres
	 
	$35,000.00
	 
	$210,000,000.00
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	Professional Fees on Basic Cost above@
	12.50%
	 
	$26,250,000.00
	 
	 

	 
	GCT on Professional Fees Above
	16.50%
	 
	4331250.00
	 
	 

	 
	 
	 
	 
	 
	 
	 
	$240,581,250.00
	 
	 

	 
	Ancillary Costs assume
	 
	 
	 
	 
	$3,200,000.00
	 
	 

	 
	 
	 
	 
	 
	 
	 
	$243,781,250.00
	 
	 

	 
	Contingencies 
	@
	5%
	 
	 
	 
	$12,189,062.50
	 
	 

	 
	 
	 
	 
	 
	 
	 
	$255,970,312.50
	 
	 

	 
	Finance Charges @ 
	15%
	for 6 months
	 
	$18,527,266.75
	 
	 

	 
	 
	 
	 
	 
	 
	 
	$274,497,579.25
	 
	 

	 
	Letting fees @
	12%
	Rental Income
	 
	$3,888,000.00
	 
	 

	 
	 
	 
	 
	 
	 
	 
	$278,385,579.25
	 
	 

	 
	Profit @ say 
	20%
	@
	GDV
	 
	$108,000,000.00
	 
	 

	 
	Total Costs
	 
	 
	 
	 
	 
	 
	 
	$386,385,579.25

	 
	Site Value on Completion
	 
	 
	 
	 
	 
	$153,614,420.75

	 
	PV $1 
	15
	mths
	@
	7%
	 
	 
	 
	0.9189

	 
	 
	 
	 
	 
	 
	 
	 
	 
	$141,156,949.85

	 
	Less Acquisition Costs @
	4.5%
	 
	 
	 
	 
	$6,352,062.74

	 
	Site Value Today
	 
	 
	 
	 
	 
	 
	$134,804,887.11


Cost Approach

You have been asked to value an old banana boxing plant located in Highgate, St. Mary. The building has been disused since the passage of hurricane Ivan, and it estimated that it has been depreciated by as much as 60%. The building is situated on approximately ½ an acre of land. The government, which wants to sell the property, has recently sold an acre of land in a nearby location for $2,000,000.

Advise the government how much it should sell the property for if:

The gross building area of the building is 1,750 sq. metres

Constructions cost for warehouses are in the region of $25,000 per sq. metre.

Finance is 21%

The building period is 10 months

Developer’s profit is 25% of total costs.

	Cost Approach
	 
	 
	 
	 
	 
	 
	 
	 

	 
	Building Area
	 
	 
	 
	1750
	 
	 
	 
	 

	 
	Building Cost per sq. metres
	 
	$25,000.00
	 
	$43,750,000.00
	 
	 

	 
	Ancillary Costs assume
	 
	 
	 
	 
	$500,000.00
	 
	 

	 
	Basic Cost
	 
	 
	 
	 
	 
	$44,250,000.00
	 
	 

	 
	Professional Fees on Basic Cost above@
	6%
	 
	$2,655,000.00
	 
	 

	 
	GCT on Professional Fees Above
	16.50%
	 
	J$438,075.00
	 
	 

	 
	 
	 
	 
	 
	 
	 
	$47,343,075.00
	 
	 

	 
	Contingencies 
	@
	3%
	 
	 
	 
	$1,420,292.25
	 
	 

	 
	 
	 
	 
	 
	 
	 
	$48,763,367.25
	 
	 

	 
	Finance Charges @ 
	21%
	for 5 months
	 
	$4,031,000.29
	 
	 

	 
	 
	 
	 
	 
	 
	 
	$52,794,367.54
	 
	 

	 
	Profit @ say 
	25%
	@
	Total Cost
	 
	$13,198,591.89
	 
	 

	 
	Total Costs
	 
	 
	 
	 
	 
	$65,992,959.43
	 
	 

	 
	Less Depreciation @
	60%
	 
	 
	 
	J$39,595,775.66
	 
	$26,397,183.77

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	Add land value
	 
	 
	 
	 
	 
	 
	 
	J$1,000,000.00

	 
	Value in 10 months
	 
	 
	 
	 
	 
	 
	$27,397,183.77

	 
	PV $1 10 months @ 7%
	 
	 
	 
	 
	 
	0.945177813

	 
	Present Value
	 
	 
	 
	 
	 
	 
	 
	$25,895,210.25


