Applied Appraisal Techniques 1 – Lecturer: Eric Allen                                              January 24, 2006


Marriage Values

Definition

This is the combining (or merger) of more than one interest in a property holding into a new interest;

Fundamental aspects of Marriage Value

The concept/notion of Marriage Value pre-supposes that each party’s negotiating position is fully taken into account. As such it will be unlikely that both parties will start from a position of equal strength!

Notwithstanding, the result should however be mutually satisfactory to each party

A commonly given example is that of items held separately by individuals which when put together would form a pair and hence be more valuable to be sold.  The imperfection of the market means persons may be unaware or unable to procure complementary assets, which would make existing holdings more valuable.

Notwithstanding, the global reach of the Internet and the success of EBay for example has increased a marketplace by unprecedented proportions, thus placing buyers and sellers in immediate contact.

In a controlled property market, the value of the freehold interest might be so diminished by government control, that a sitting tenant might find it hugely advantageous to buy out his landlord.

Even without government control I land-owner may wish to sell or a tenant buy the freehold interest in a tenancy and these will usually give rise to a marriage value calculation.
Example

HYPERLINK "Applied Appraisals - Marriage Values.ppt"


The landlord of a 200 sq. metre shop on King Street wishes to sell his property. His tenant, Baymart Ltd, has the right of first refusal and would like to purchase his interest. Currently, the property is let (on FRI terms) for a sum of $4000 p.s.m. and has an unexpired term of six years. A similar property with a passing rent of  $150,000 p.a. (net) was recently sold for $1,000,000.. Acting between the parties, determine the amount that should be paid to the freeholder. Tax is currently at 25% and SF rates are 3%. The Current Rental values of similar property are in the region of $6,000 p.s.m.

	Freehold Interest
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Current
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Rental Value p.a.
	200
	sq. metres @
	$4,000
	p.s.m.
	$800,000.00
	 
	 

	YP 
	 
	6
	Yrs @
	6%
	 
	 
	 
	 
	 
	4.9173
	 
	$3,933,859.46

	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Rev'n to CRV
	 
	200
	sq. metres @
	$6,000
	p.s.m.
	$1,200,000.00
	 
	 

	YP in perp def'd 
	6
	years @
	7%
	 
	9.5192
	 
	$11,423,009.55

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total Value
	 
	 
	 
	 
	 
	 
	 
	 
	$15,356,869.01

	Leasehold Interest
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Proposed (Freehold Interest to be Created)
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Rental Value (FRV)
	200
	sq. metres @
	$6,000
	p.s.m.
	$1,200,000.00
	 
	 

	YP in perp 
	@
	7%
	 
	 
	 
	 
	 
	14.2857
	 
	$17,142,857.14

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Current
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Rental Value (FRV)
	200
	sq. metres @
	$6,000
	p.s.m.
	$1,200,000.00
	 
	 

	Rent paid p.a. (as above)
	 
	 
	 
	 
	 
	$800,000.00
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Profit Rent
	 
	 
	 
	 
	 
	 
	 
	$400,000.00
	 
	 

	YP 
	6
	yrs @
	9%
	&
	3%
	adj. Tax
	25%
	 
	3.3769
	 
	$1,350,758.11

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Gain on Merger
	 
	 
	 
	 
	 
	 
	 
	 
	$15,792,099.03

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Marriage Calculation
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Freehold Interest
	 
	 
	 
	 
	$15,356,869
	 
	 
	 

	Leasehold Interest
	 
	 
	 
	 
	$1,350,758
	$16,707,627
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Marriage Gain*
	 
	 
	 
	 
	 
	 
	$435,230
	 
	 

	Leasehold Proposed Interest
	 
	 
	 
	 
	$17,142,857
	 
	 


*The marriage gain is deduced by subtracting the current combined value of the leasehold and freehold interest from the value of the proposed interest. For academic purposes this is usually split equally, however it likely that one person may have a stronger negotiating position than the other.

	Payment to be made to the Landlord (Freeholder)
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Value of freehold Interest
	 
	 
	 
	$15,356,869

	Marriage Payment say
	50%
	of marriage gain
	$217,615

	Total Payment
	 
	 
	 
	 
	$15,574,484


What is interesting to note here is that the traditional valuer might have been tempted at first glance to advise the freeholder on accepting simply, the value of his interest, however since this is a clear case of the sum is greater than the parts, it is advisable to factor the value to be realised upon the marriage!

Other considerations

A notable factor giving rise to the creation of a marriage gain is the use of dual rate (in particular the use of a sinking fund and the manipulation of the remunerative rate) formulae for the capitalisation of the leasehold interest. This invariably leads to a lower valuation and thus a larger marriage gain.

To over-come some of these shortcomings, the use of DCFs and single rate YP for leasehold interest have been suggested. In the end however, only reference to current market practice can aid the Valuer in coming up with a defensible valuation.

‘…Most marriage or merger valuation instructions are based on open market value assumptions but actually occur in the closed market of transactions between freeholder and tenant. There is therefore nothing to prove that the valuer is either right or wrong in any of the assumptions or calculations. The fact that both parties agree a deal merely proves that both parties believe they have concluded a good deal’. See mainly for Students Article.
Divorce Values


As we know, divorces are as prevalent as marriages these days. But seriously, Divorce values arise when the sum of the possible individual interest is greater that than the value of the whole.



For example while it would be difficult to let a large retail complex (such a s a plaza) on its own, it might be far easier to rent smaller individual shops. Indeed, tenants renting larger space will usually require a significant discount to assume a large amount of space.

Example

HYPERLINK "Applied Appraisals - Marriage Values.ppt"


A large office building on the outskirts of New Kingston is currently on the market offering a total of 6,000 sq. metres at $6,000 p.s.m net (that is to say on FRI terms). Your analyst has advised that a lenghty period of exposure may be required in order to let this property, however should the property be let as six individual units of 1,000 sq. metres each, not only would the property be let more easily, but it is likely that a net rental of $6,500 p.s.m. could be achieved. If freehold yields are in the region of  9%, advise the Freeholder.

	As a single unit
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Current
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Rental Value p.a.
	 
	 
	6000
	sq. metres @
	$6,000
	p.s.m.
	$36,000,000.00
	 
	 

	YP in perp 
	@
	 
	 
	7%
	 
	 
	 
	 
	 
	14.2857
	 
	$514,285,714.29

	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	As smaller units
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Proposed
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Rental Value (FRV)
	6
	x
	1000
	sq. metres @
	$6,500
	p.s.m.
	$39,000,000.00
	 
	 

	YP in perp 
	@
	 
	 
	6%
	 
	 
	 
	 
	 
	16.6667
	 
	$650,000,000.00

	Less cost of conversion say 
	 
	 
	 
	 
	 
	 
	 
	$5,000,000.00

	Current
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	$645,000,000.00


The higher valuation is in keeping with the principle of highest and best use, and the freeholder would want to negotiate a price more in line with the higher valuation. None the less some amount of negotiation would have to take place.

Problem Questions


1.

The freeholder wishes to acquire the interest of the sitting tenant in a office block located in the heart of New Kingston. The property is currently let on FRI terms for a sum of $1,500,000 p.a. and the lease currently has four years to run. Given that freehold yields are currently in the region of 11%, SF 2.5% and tax 30% advise the Freeholder on how much he should pay. The current full rental value of the property is estimated to be $2,000,000.



2.
You have been approached by an institutional investor which has been unable to sell 800 sq. metres of retail space in the Portmore Shopping Centre. The space, which could be let for $3,000 p.s.m. could be divided in 16 retail shops commanding a rental of $4,500 p.sm.

Advise the investor how much he could sell the property for should the space be converted. Assume conversion costs to be in the region of  $1,500,000, and freehold yields 11%.
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