
VALUATION FOR LOCAL TAXATION

	Answer FIVE questions
All questions carry equal marks

Where questions are divided into sections, marks will be allocated equally between sections unless otherwise indicated

Total marks: 300
Additional information may be assumed where necessary but this should be clearly stated in your answer.

For the purpose of this paper, unless otherwise stated, it should be assumed that questions relate to the current lists.

Refer to any statute and case law as appropriate.


1.
The following modern industrial units form part of an estate on the outskirts of a Midlands town. All are constructed to a similar standard and all let on full repairing and insuring (FRI) terms.

Unit 10 has recently been let at a rent of £200,000 p.a. for a 15 year term, with rent reviews every 5 years.
The unit has a ground floor production area of 2,000 square metres. 

At the rear of this production area is a further 800 square metres which, due to restricted headroom, can only be used for storage purposes.

On the first floor of the premises are ancillary offices totalling 300 square metres. On taking occupation the tenant carried out improvements with an estimated capital value of £400,000, of which 50% were rateable.
Unit 12, an adjoining factory, was let in April 1998 for 10 years, at the full market rent of £103,500 p.a., with a review in the fifth year which has not yet been agreed, as the tenant considers there is no increase in value.

The unit consists of ground floor production space of 1,500 square metres together with two-storey offices having a net internal area of 100 square metres on each floor.

Unit 14 has a total net internal area of 900 square metres. An office of 200 square metres has been partitioned off by the use of lightly constructed demountable partitions. The rateable value was determined by a Valuation Tribunal in early 1999 at £59,400.

Unit 16 has recently been let to the occupant of Unit 10 at a rent of £14,625 pa for a 5 year term with no rent reviews.

The accommodation, which is situated at the entrance to the estate, comprises a net internal area of 150 square metres on each of ground and first floors. The property has a slightly better finish than other buildings on the estate and was originally intended for use as offices. However, the tenant now uses the ground floor as a showroom for goods produced in Unit 10 and the first floor as a sales office.

On the basis of the above information, advise the tenant of Units 10 & 16: 

(a)
whether, citing the necessary case law, you consider it will be possible

for both units to be the subject of one assessment;

(b)
as to the likely assessment(s) of Units 10 & 16;
(c)
in the event of Unit 10 eventually being found to be unprofitable and surplus to requirements, the steps he might take in an attempt to mitigate his rating liability.

2.
Discuss the following in the context of the Local Government Act 2003: 

(a)
Business Improvement Districts

(b)
Small business relief

(c)
Mandatory charitable relief

(d)
Forms of Return and Penalty Notices  

(e)
Prescribing the rateable value.

3.
The following are details of shops forming part of a first floor mall in the shopping centre of a small provincial town:

Unit 25  7 metres  x  12 metres, plus 102 square metres second floor storage. Let for ten years from 1st April 1998 at £8,900 p.a., with a rent review in the fifth year which is not yet resolved.
Unit 26  8 metres x  12 metres, plus 70 square metres second floor storage. Let for 10 years from 1st March 1993 at £6,000 p.a. with no rent review. The present tenant took an assignment of the lease on 1st March 1998 for a payment of £30,000, of which £16,300 was attributable to fixtures and fittings.

Unit 27  8 metres x 14 metres, plus 103 square metres second floor storage. Let for five years from 1st April 2003 at £13,350 p.a.

Unit 28 8 metres x 15 metres plus 133 square metres second floor storage.

Recently let at £17,000 pa. Rateable Value settled between parties at £9,500. 

Unit 29 Vacant and unlet. 8 metres x 28 metres plus 63 square metres second floor storage.

Each of the shops pays 0.75% of the annual service charge, which, for the last accounting period, amounted to £720,000 for the whole shopping centre.

(a)
Showing all supporting calculations, advise the centre management on the likely rating assessment, for the current list, of Unit 29.
Point out the relevance of the rental evidence of each shop in determining the valuation of the vacant units.




(40 marks)
(b)
The multi-storey car park attached to the shopping centre has been let by Greythorpe Plc., the freeholders, to Paxworth District Council for the residue of a term of 125 years. The local authority has sub-let it to Regional Car Parks (RCP) on a 21 year lease.  RCP is responsible for collecting parking fees and general management.

Identify the rateable occupier and discuss the methods usually adopted in valuing car parks for rating purposes.


(20 marks)
4.
Describe the method or methods of valuing the following types of property for rating purposes and discuss circumstances in which relief or exemption from rates might be obtained.

(a)
A small open air swimming pool situated on the outskirts of a village. It is owned and managed by a charitable trust and available for use by local children during the summer months. A nominal entrance fee is charged. 

The premises front the main road, but the remaining boundaries are surrounded by the village park, which is locked every evening at dusk. To provide greater security, it is thought that the present main road entrance to the pool might be permanently closed and all access will be through the park.

(b)
A farmer intends to convert outbuildings into a workshop, establishing a new business for himself and four employees, where he will repair and manufacture gates and fencing. Adjoining outbuildings will be let to a furniture restorer as a workshop.

(c)
A small public house in the centre of a village. The property is a freehouse and the landlord lives on the premises. His trade decreases every year and he has applied for, and expects to obtain, a planning permission to demolish the premises and develop the site with six detached houses. However, the villagers are campaigning to keep the pub open.

5.
Discuss the validity of the following information which you have received as a preliminary to commencing work on a rating revaluation.
(a)
A rent of £50,000 pa is paid on a full repairing and insuring basis to a holding company as landlord of a main street shop, by the tenant which is a subsidiary company of the landlord.
(b)
A rent review clause in the lease of a factory states, in effect, that in the fifth year of the lease the rent will be reviewed to the reasonable yearly rent provided that it is no less than the rent passing immediately prior to the review. Coincidentally, the review date is the antecedent valuation date.

(c)
The lease of a factory unit contains a clause limiting the use of the factory to the manufacture and assembly of double glazed window units only.
(d)
The tenant of a warehouse building is responsible for repairs to the interior and the landlord has responsibility for repairs to the exterior.

(e)
A factory has been constructed on a site of 0.5 ha. The ground lease is for a 125 year term with an initial rent of £20,000 p.a. There are rent reviews every 25 years.
(f)
Tenants of an office building pay a service charge for heating and also cleaning of the common parts based on proportions between the area occupied by each tenant and the total area of the building. They pay a further charge in respect of a part of the costs of repairs and insurance to the building based on a multiple of the rateable value of each occupation.

6.
“St. Aidans College” is a public school consisting, in part, of:

· the main school premises constructed in 1836 and the sports ground used for athletics, football and cricket,

· a sports hall and gymnasium built in 1995,

· a swimming pool built in 1983

· three large detached houses known as Holbart, Holst and Hyde, built in 1887, 1895 and 1910 respectively, each housing 40 pupils who reside as boarders.

One of the houses, Holbart, is occupied entirely by boarders. Another house, Holst, contains the language laboratory used by the whole school in part of the ground floor. The third house, Hyde, additionally contains three self contained flats occupied by teachers at the school and their families.

It is expected that the school will be valued for rating purposes on the Contractor’s Basis.

(a)
explain how you would attribute values to the individual parts of the school,

(b)
explain how you would value the developed land within the site and also value the playing fields,

(c)
state the decapitalisation rate you would use in the valuation of the property,

(d)
describe how you would provide an assessment of Holbart House,

(e)
discuss the effect of the language laboratory being situated within Holst House,

(f)
discuss the effect of the teachers’ flats in Hyde House.

7.
(a)
Explain how, in a valuation by the receipts and expenditure method, you would deal with the following matters:

(i) plant and machinery situated on the hereditament
(ii) differences in the amount of consumable stock held in a hotel between the beginning and the end of an accounting year

(iii) in the case of a railway run by a steam preservation trust, the renewal of staff uniforms every 10 years
(iv) the ascertainment of the amount of the tenant’s share from the divisible balance.

(48 marks)
(b)
Describe, with a simple example for each, how a shortened form of valuation can be used for:

(i) Hotels
(ii) Theatres.

(12 marks)
EXAMINERS’S COMMENTS

VALUATION FOR LOCAL TAXATION – LEVEL 3, June 2004
The format of the paper has changed from the previous presentation.

Under the old system the first question was compulsory and covered a range of methods of valuation. In the new format, each question sets a scenario incorporating aspects of the old compulsory question number 1 and also more general but related matters, formerly found in the remaining questions in the paper. Basically the content of the paper remains the same.

Question 1.

Few candidates answered the question

It was expected that, in order to arrive at a decision on whether Units 10 and 16 should be made the subject of one assessment, the cases of Laing (J) and Son v Kingswood AC (1948), and in particular Gilbert (VO) v Hickingbottom (S) & Sons Ltd. (1956) would be considered            together with more recent cases such as Harris Graphics Ltd. V Williams (VO) (1989) and Beale Plc (etc) v Pace (VO) (2002).
Importance was attached to discussion as to whether, in the operation of the whole, the two units were functionally essential to each other. No candidate decided that the two units should form a single assessment and generally this part of the question was well answered.

(b) The question requires an analysis of relevant information relating to rental values in this industrial area in order to provide rating assessments on units 10 & 16. Most candidates correctly answering the question used the rent as at the Antecedent Valuation Date (AVD) as the basis for valuation but (although not strictly necessary) analysed other rents to determine whether rental values had increased or were static in recent past.

In providing an assessment, it was necessary to reduce the tenant’s improvements in Unit 10 to an annual equivalent and to add the result to the rental value found by comparison to complete the assessment.

(c) In the event of an industrial hereditament, such as Unit 10, becoming empty, rates would not be payable. Candidates suggested, correctly, that the void space might be sub-let or assigned (with the landlord’s consent) but, normally, it would be very difficult to expect the landlord  to accept an immediate surrender of the lease. Where the property is not a ‘qualifying industrial hereditament’ it was suggested, correctly, that in the event of part of the hereditament becoming vacant an attempt could be made to invoke the previous of s44A, Local Government Finance Act 1988 (LGFA). Hardship relief under s49 LGFA 1988 was suggested but, in practice, this may be very difficult to obtain.

Question 2.

No candidate attempted this question. There is a need to read up on recent legislation and other relevant topics.

Sufficient information to enable a candidate to successfully answer this question has been the subject of articles in IRRV magazines.

In particular, “Insight” dated November 2003 is a very good start, together with articles in the Rating and Valuation Reporter, for example that on page 290 in the October 2003 edition. The Valuation Office Agency web site will also be found to be useful.

Question 3.

(a) Although most candidates attempted this question, it was not well answered.

Rents agreed at, or close to, the AVD are relevant, as is the assignment of Unit 26. A Settlement of an assessment, as in the case of Unit 28 also provides good evidence.

It will be expected that the payment of a premium in 1988 by an assignee is an indication that the incomer considers the rent to be low enough for him to pay the equilvalent of rent for the rest of the lease rolled up into a lump sum. However, the price paid for fixtures and fittings cannot be considered part of this. In the case of Unit 26, of the £30,000 paid only £13,700 can (without any other information) be considered a true premium.

The tenants each pay a proportion of the service charge as an item completely separate from the rent. The leases are therefore effectively full repairing and insuring leases. Some candidates, quite wrongly, made a deduction for this item from the rent, but the rents were already conforming to the definition of rateable value.

(b) In some cases a better answer was provided to this part of the question than part (a). One candidate ignored part (a) completely, answering only the latter part of the question.

Regional Car Parks conform to the “ingredients” of rateable occupier.

Discussion was expected on the valuation of multi-storey car parks by the contractors and receipts/expenditure methods which, in some circumstances might lead to the adoption of a shortened method of valuation by arriving at a unit price.

Question 4.

This was a popular question and, in the main, it was well answered.

(a) The Receipts/Expenditure method might be used, but in this case it is expected that the pool will be valued using the Contractors’ Basis.

Discussion was expected on the effect of the status of the charitable trust and also the possible effect of incorporating the pool within the park.

Better answers discussed Oxford City Council v Broadway (VO) (1999).

In addition green (VO) v Barnett LBC (1994) and an older case of smith (VO) v St. Albans City & District Council (1975) might support a good answer.

(b)
Here rental comparison (allowing for the distinct disabilities likely to be present and affecting the subject property) should be most appropriate.

The provisions of the Rating (Former Agricultural premises and Rural Shops Act

(2001) will give the circumstances in which the farmer may obtain relief from rates in these 
circumstances.

(b) Most candidates described the Receipts/Expenditure basis as the means to arrive at an assessment and the better candidates progressed the discussion to include reference to fair maintainable receipts and were aware of arrangements agreed between the Valuation Office and licensed property trade bodies. The property was identified as a composite hereditament.

The relief stemming originally from the Local Government and Rating Act 1997 and s43 (6a) & (6b) LGFA 1988 was, in a few instances, well described.

Question 5.

This question was attempted by the majority of students. There were a number of very good answers from candidates who appeared to have good practical knowledge and familiarity with non-domestic rating rent return. There were also poor answers where, in particular candidates had little knowledge of the nature of ground leases and lease terms in general.

Such Knowledge is essential when attempting to analyse rental evidence. Chapter 7 of Brown & Bond “Rating Valuation Principles and Practice” provides a basis, but the information provided in the chapter should be supplemented with an understanding of the relevant forms of return.

Question 6.

The Majority of candidates attempted this question and it enabled knowledge of the Contractor’s Basis of Valuation, of composite hereditaments and also rather specialist knowledge of the rating of schools to be displayed.

Rather than work through a standard form of valuation, the candidate was expected to explain how to estimate the cost of construction and to allow for deficiencies which might be present in the individual buildings, particularly obsolescence. It was expected that a distinction would be drawn between the valuation of developed land, e.g that built upon or tarmac-ed, which might be valued at a percentage of the adjusted replacement cost in total and the playing fields which would be valued having regard to evidence drawn from other similar land.

All candidates stated the correct decapitalisation rate.

Holbart House is a dwelling and gave the opportunity for assessing for Council Tax to be discussed.

The use of Holst House is a simple split between the use of the language laboratory which would be considered non-domestic and the residential accommodation. One candidate elaborated on his answer to query whether the use of the laboratory was deminimus, but such detail was not expected.

In the case of Hyde House, it was generally concluded that the flats would be entirely self contained and would be subject to separate assessments for Council Tax.

Question 7

The question is entirely about the Receipts and Expenditure/ Profits method of valuation. In 7(a), as with question 6, rather than expect the candidate to work through an accepted form of valuation, it was expected that the candidate would have sufficient knowledge of the method to explain the various selected components comprised in the form of the valuation.

This form of question last appeared under the “old” syllabus in June 2003 and December 2001.

In 7(b) it was expected that at (i) an example of a valuation based on an adjusted value per bedroom would be given, or a valuation made by taking a percentage of gross receipts. In (ii) a valuation by a  value attributed to each seat would be made, or again, a percentage of gross receipts.

Under the “old” style of examination paper, questions concerning matters raised in 7(b) would be found in the compulsory question 1.
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