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Valuation Category 
Bad debts & voids 

Year 1 (EUV-SH) 

Bad debts & voids 

Year 1 (MV-T) 

Supported 2.25% 9% 

 

4.12 Management Costs 

We have adopted rates for management and administration based on our experience of other RPs operating in 

similar areas to Optivo.  Our rates are subject to an annual inflator of 0.5% (real) for the duration of the cashflow 

reflecting long-term earnings, growth predictions and potential management savings.   

From the information provided in the 2018 Global Accounts, the average cost of management across the sector is 

£1,020 per unit and the average management cost per unit for Optivo is £1,389 per annum.  

In arriving at our opinion of value, we are assessing what a hypothetical purchaser in the market would pay for the 

properties and, in our experience, bids are likely to reflect a marginal approach to management costs.  That is, the 

incremental cost to the organisation of managing the acquired stock is likely to be significantly less than the 

organisation’s overall unit cost.  Furthermore, a growth in stock numbers could give rise to potential economies of 

scale, rationalisation of services and other efficiencies which would reduce unit costs. 

Taking the above into account, we have adopted a rate of  £650 per unit for management and administration in our 

valuations on the basis of EUV-SH.   

We have assumed that a mortgagee in possession would expect to spend 10% of rental income on management 

and administration in our valuations on the basis of MV-T. 

4.13 Repairs and Maintenance 

Although the majority of the properties are generally in a reasonable or good condition, renewal, day-to-day and 

cyclical maintenance will be required to keep the stock in its present condition.   

From the information provided in the 2018 Global Accounts, the total average cost of carrying out major repairs, 

planned and routine maintenance across the sector is £1,830 per unit and the average maintenance cost per unit 

for Optivo is £2,254 per annum.  These Global Accounts figures are an increase on 2017 but lower on average than 

in 2016.  

The above figures are broad averages; costs will vary according to a property’s age, type, size and form of 

construction.  In particular, the profile of expenditure will be different for a newly built property compared to an 

older property.  The former should only require modest routine maintenance over the first 5 to 10 years of its life, 

with major repairs only arising from years 15 to 20.  Hence there is a low-start cost profile, rising steeply in the 

medium term, whilst an older property is likely to have a flatter profile with a higher starting point. 

In accordance with section 3.3 we have had due consideration to the age and construction type for each of the 

tenure types in our valuations. 

The following table sets out the average cost assumptions we have made in the first year of our EUV-SH cashflows.  

All of our appraisals assume that these costs will inflate at 1.0% (real) per annum. 
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Category of Expenditure Period 
Rented 

Properties 

Major repairs and renewals Year 1 £767 

Cyclical repairs Year 1 £371 

Day-to-day repairs Year 1 £392 

Total Average Costs Year 1  £1,530 

 

We have adopted higher costs for major repairs in the first 2 years of our MV-T valuations as some of the properties 

will require refurbishment and redecoration in order to attract buyers or to be let in the private residential market.  

After this initial period, our costs settle to a lower level similar to the costs used in our EUV-SH valuation. 

4.14 Discount Rate 

Our cashflow valuations are based on constant prices and therefore explicitly exclude inflation.  The chosen 

discount rate reflects our judgement of the economic conditions at the time of the valuation and the level of risk 

involved in each cashflow, taking all factors and assumptions into account.  To determine the risk involved we have 

looked at:  

■ the sustainability of the existing rental income; 

■ the likely rate of future rental growth; 

■ the condition of the Portfolio; 

■ the level of outgoings required to maintain the maximum income stream; 

■ the likely performance of the Portfolio in relation to its profile and location; 

■ the real cost of borrowing; and 

■ the long-term cost of borrowing. 

For our EUV-SH valuations of the rented properties we have adopted real discount rates of between 5.25% and 

5.75% on net rental income.   

In our MV-T model we have adopted a higher rate on rental income to reflect additional risk resulting from the 

significant rental growth that we have assumed during the first 3 to 6 years.  In addition, we have adopted a higher 

rate on income from sales to reflect the additional premium on the yield which an investor would expect from a 

sales income stream. 

We have adopted real discount rates of between 7.25% and 7.75% (rental income), and between 9.0% and 10.0% 

(sales) for our MV-T cashflows. 
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5 Valuation Commentary - Shared Ownership 

5.1 Introduction 

There are 213 shared ownership properties within the Portfolio.  Optivo currently owns 55.14% of the equity in the 

units and a rent is charged on this percentage. 

5.2 Rental Levels 

According to the information provided by Optivo, the average gross weekly rental level is £80.13 against the average 

retained equity.  All rents are expressed on the basis of 52 rent weeks per year. 

We have not included the value of any current or future ground rent income in our valuations. 

5.3 Rental Growth 

The RSH's restriction on future rental growth through section 2.4.5 of the Capital Funding Guide allows a maximum 

of 0.5% real growth per annum only.  The imposition of this formula effectively constrains the net present value of 

the cashflow to the basis of EUV-SH. 

It should also be noted that although, in general, rents in the sector will be linked to CPI, the rents for shared 

ownership properties will grow as set out in the signed leases for each property.  We have not had sight of these 

leases and assume that they have the standard rent review provisions (upwards only, indexed linked at RPI plus 

0.5%) set out in the model shared ownership lease, published by the National Housing Federation. 

We have grown rents at a rate of RPI plus 0.5% in line with this guidance and the terms of the existing leases. 

5.4 Outgoings 

In forming an opinion of the net rental income generated by the Portfolio, we have allowed 3.5% of gross rental 

income for management. 

5.5 Voids and Bad Debts 

We understand that all of the properties are now let and so we would not expect any voids going forward.  We have 

allowed for the incidence of bad debts in the discount rate. 

5.6 Repairs and Maintenance 

We have assumed any repair obligations will lie with the leaseholders.  We would expect that repair/renewal, day-

to-day and cyclical maintenance would be required to keep the stock in its present condition.  However, we have 

assumed that, where appropriate, service charge income fully covers expenditure. 

5.7 Discount Rate 

For our EUV-SH valuation we have adopted a discount rate of 5.0% on the rental income and 7.75% on sales. 
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5.8 Rate of Sales 

We have adopted what we would expect to be a long-term sustainable rate of sales of further tranches over the 50 

years of our cashflow model.  We have assumed that equity is sold in 25% tranches. 

The rates we have adopted in our cashflow are as follows: 

 

Years Tranche Sales p.a. 

Years 0-2 4 

Years 3-10 8 

Years 11-39 6 

Years 40-50 2 

 

It is difficult to judge when tenants will purchase additional tranches so the income from sales proceeds has been 

discounted at a higher rate, in line with section 5.7, to reflect the additional risk of realising the value.  However, it 

should be noted that in our valuation, the majority of the value (circa 65%) is attributed to the rental income. 
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6 Valuation 

6.1 Background 

We have prepared our valuations on the following bases: 

■ Existing Use Value for Social Housing (“EUV-SH”); and 

■ Market Value subject to existing Tenancies (“MV-T”). 

Our valuations have been prepared in accordance with the RICS Red Book. 

Apportionments of the valuations have been calculated as arithmetic apportionments and are included in the 

schedules at Appendix 2.  This is a portfolio valuation, and no valuation of individual properties has been performed. 

In forming our opinion of the value of the Portfolio as a whole, we have neither applied a discount for quantum nor 

added a premium to reflect break-up potential. 

The definitions of the bases of valuation are set out in full in section 7 of this Report. 

6.2 Asset Value for Loan Security Purposes 

Our valuation of all 222 properties being valued on the basis of EUV-SH, in aggregate as at the date of valuation, is: 

£22,300,000 

(twenty two million, three hundred  thousand pounds) 

Our valuation of all 790 properties being valued on the basis of MV-T, in aggregate as at the date of valuation, is: 

£155,050,000 

(one hundred and fifty five million and fifty thousand pounds) 

 

Freehold Properties 

Our valuation of the 206 freehold properties that have been valued on the basis of EUV-SH, in aggregate as at the 

date of valuation, is: 

£21,015,000 

(twenty one million, and fifteen thousand pounds) 

  

Our valuation of the 790 freehold properties that have been valued on the basis of MV-T, in aggregate as at the date 

of valuation, is: 

£155,050,000 

(one hundred and fifty five million, and fifty thousand pounds) 
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Leasehold Properties 

Our valuation of the 16 leasehold properties that have been valued on the basis of EUV-SH, in aggregate as at the 

date of valuation, is: 

£1,285,000 

(one million, two hundred and eighty five thousand pounds) 

6.3 Asset Value by Tenure 

Our valuation of each individual tenure is shown in the following table: 

 

Category Unit Count 
Basis of 

Value 
EUV-SH MV-T 

General Needs Unrestricted 776 MV-T £63,030,000 £151,790,000 

General Needs Restricted 8 EUV-SH £580,000 n/a 

Affordable Unrestricted 8 MV-T £1,130,000 £1,960,000 

Affordable Restricted 1 EUV-SH £60,000 n/a 

Supported 6 MV-T £510,000 £1,300,000 

Shared Ownership 213 EUV-SH £21,660,000 n/a 

Total 1,012  £86,970,000 £155,050,000 
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7 Bases of Valuation 
Our valuations have been prepared in accordance with the RICS Red Book.   

7.1 Existing Use Value for Social Housing 

The basis of Existing Use Value for Social Housing is defined in UK VPGA 7 of the RICS Valuation Global Standards 

2017 – UK National Supplement as follows: 

“Existing use value for social housing (EUV-SH) is an opinion of the best price at which the sale of an interest in a 

property would have been completed unconditionally for a cash consideration on the valuation date, assuming: 

■ a willing seller; 

■ that prior to the valuation date there had been a reasonable period (having regard to the nature of the property and 

the state of the market) for the proper marketing of the interest for the agreement of the price and terms and for the 

completion of the sale; 

■ that the state of the market, level of values and other circumstances were on any earlier assumed date of exchange 

of contracts, the same as on the date of valuation; 

■ that no account is taken of any additional bid by a prospective purchaser with a special interest; 

■ that both parties to the transaction had acted knowledgeably, prudently and without compulsion; 

■ that the property will continue to be let by a body pursuant to delivery of a service for the existing use; 

■ the vendor would only be able to dispose of the property to organisations intending to manage their housing stock 

in accordance with the regulatory body’s requirements; 

■ that 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 

■ that any subsequent sale would be subject to all the same assumptions above.” 

7.2 Market Value 

The basis of Market Value is defined in VPS 4.4 of the Red Book as follows: 

“The estimated amount for which an asset or liability should exchange on the valuation date between a willing buyer 

and a willing seller in an arm’s length transaction after proper marketing and where the parties had each acted 

knowledgeably, prudently and without compulsion.” 

Market Value subject to Tenancies is in accordance with the above definition, with the addition of the point below: 

“That the properties would be subject to any secure or assured tenancies that may prevail, together with any other 

conditions or restrictions to which property may be subject.” 

7.3 Expenses 

No allowance is made in our valuations for any expenses of realisation. 
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7.4 Tax 

No allowance is made in our valuations for any liability for payment of Corporation Tax, or for any liability for Capital 

Gains Tax, whether existing or which may arise in the future. 

The transfer of properties between RPs is exempt from Stamp Duty Land Tax (“SDLT”).  Our MV-T valuations include 

fees of 3.0% on individual unit sales, however we have not included SDLT or other costs of acquisition within our 

valuation. 

7.5 VAT 

Our valuations are exclusive of VAT on disposal. 
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8 Sources of Verification of Information 

8.1 General 

We have relied upon the description, tenancy type and current rental income provided to us by Optivo and we have 

been unable to verify the accuracy of that data. 

8.2 Tenure 

Unless otherwise stated in this Report, Optivo holds a freehold interest or long leasehold interest with not less than 

80 years unexpired in respect of its properties.  We confirm that there will be no material difference in the MV-T and 

EUV-SH cashflow valuations between these two holding interests. 

8.3 Nomination Agreements 

Our valuations are prepared on the basis that there are no nomination agreements.  If any nomination rights are 

found to be in existence, they are assumed not to be binding on a mortgagee in possession unless otherwise stated 

in this Report. 

8.4 Measurements/Floor Areas 

We have not measured the properties, this being outside the scope of a valuation of a portfolio of this nature, unless 

otherwise stated in this Report. 

However, where measurements have been undertaken, we have adhered to the RICS Code of Measuring Practice, 

6th edition, except where we specifically state that we have relied on another source.  The areas adopted are purely 

for the purpose of assisting us in forming an opinion of capital value.  They should not be relied upon for other 

purposes nor used by other parties without our written authorisation. 

Where floor areas have been provided to us, we have relied upon these and have assumed that they have been 

properly measured in accordance with the Code of Measuring Practice referred to above. 

8.5 Structural Surveys 

Unless expressly instructed, we do not carry out a structural survey, nor do we test the services and we, therefore, 

do not give any assurance that any property is free from defect.  We seek to reflect in our valuations any readily 

apparent defects or items of disrepair, which we note during our inspection, or costs of repair which are brought to 

our attention.  Otherwise, we assume that each building is structurally sound and that there are no structural, latent 

or other material defects.   

In our opinion the economic life of each property should exceed 50 years providing the properties are properly 

maintained. 

8.6 Deleterious Materials 

We do not normally carry out or commission investigations on site to ascertain whether any building was 

constructed or altered using deleterious materials or techniques (including, by way of example high alumina 
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cement concrete, woodwool as permanent shuttering, calcium chloride or asbestos).  Unless we are otherwise 

informed, our valuations are on the basis that no such materials or techniques have been used. 

8.7 Site Conditions 

We do not normally carry out or commission investigations on site in order to determine the suitability of ground 

conditions and services for the purposes for which they are, or are intended to be, put; nor do we undertake 

archaeological, ecological or environmental surveys.  Unless we are otherwise informed, our valuations are on the 

basis that these aspects are satisfactory and that, where development is contemplated, no extraordinary expenses, 

delays or restrictions will be incurred during the construction period due to these matters. 

8.8 Environmental Contamination 

Unless expressly instructed, we do not carry out or commission site surveys or environmental assessments, or 

investigate historical records, to establish whether any land or premises are, or have been, contaminated. 

Therefore, unless advised to the contrary, our valuations are carried out on the basis that properties are not affected 

by environmental contamination.  However, should our site inspection and further reasonable enquiries during the 

preparation of the valuation lead us to believe that the land is likely to be contaminated we will discuss our concerns 

with you. 

8.9 Japanese Knotweed 

Our inspections are for valuation purposes only and carried out on an external and internal sample basis only, 

therefore we cannot confirm whether invasive vegetation has been or is present on the site, our valuation assumes 

that none exists within the demise or proximity of any of the properties. 

8.10 Energy Performance Certificates (EPCs) 

We have not been provided with copies of any Energy Performance Certificates by Optivo.  The Energy Efficiency 

(Private Rented Property) (England and Wales) Regulations 2015 make it unlawful for landlords in the private rented 

sector to let properties that have an EPC rating of F or G, from 1 April 2018.  The Regulations do not apply to the 

majority of properties owned by RPs.  Based on our inspections and our wider knowledge of energy ratings within 

the social housing sector, we do not consider this issue to present a material valuation risk. 
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8.11 Market Rental Values 

Our assessment of rental values is formed purely for the purposes of assisting in the formation of an opinion of MV-

T and is generally on the basis of Market Rent, as defined in the “the Red Book”.  Such figures should not be used 

for any other purpose other than in the context of this valuation. 

8.12 Insurance 

Unless expressly advised to the contrary we assume that appropriate cover is and will continue to be available on 

commercially acceptable terms. 

8.13 Planning 

We have prepared our valuations on the basis that each property exists in accordance with a valid planning 

permission. 

8.14 The Equality Act 

From our inspections the properties appear to comply with the requirements of the Equality Act 2010. 

8.15 Outstanding Debts 

In the case of property where construction works are in hand, or have recently been completed, we do not normally 

make allowance for any liability already incurred, but not yet discharged, in respect of completed works, or 

obligations in favour of contractors, subcontractors or any members of the professional or design team. 

8.16 Services 

We do not normally carry out or commission investigations into the capacity or condition of services.  Therefore, we 

assume that the services, and any associated controls or software, are in working order and free from defect.  We 

also assume that the services are of sufficient capacity to meet current and future needs. 

8.17 Plans and Maps 

All plans and maps included in our Report are strictly for identification purposes only, and, whilst believed to be 

correct, are not guaranteed and must not form part of any contract.  All are published under licence and may include 

mapping data from Ordnance Survey © Crown Copyright. All rights are reserved. 

8.18 Compliance with Building Regulations and Statutory Requirements 

Unless otherwise stated in our Report none of the properties are of 6 storeys or more or are subject to any remedial 

works in the wake of the Grenfell Tower disaster of June 2017.  We have therefore assumed that the properties 

conform to the Fire Precaution Regulations and any other statutory requirements. 
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Greater London housing market  

House prices in Greater London increased by 0.8% during the three months to end-September 2019. This is below the UK 

average of a 1.6% increase. The 0.8% rise follows an increase of 1.6% in the three months to end-June 2019 and a decrease of 

2.1% three months earlier. In the year to end-September 2019 house prices in Greater London decreased by 0.4%, below the 

1.3% average rise across the UK. (Source: Land Registry).  

 

 

 

 

 

 

 

 

 

 

Despite slow quarterly growth since October 2017, house prices in Greater London remain well above the UK average. The 

average house price in Greater London was £474,600 in September 2019 which compares with £234,370 across the UK. In 

recent years, house prices in Greater London have accelerated away from prices across the UK, although in recent months the 

gap has started to close slightly. (Source: Land Registry).  
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There has been a significant decrease in the annual number of property transactions in London compared with a year earlier. 

Transaction levels in London in the year to June 2019 have decreased by 8.6%, compared to a decrease of 5.5% across the UK 

over the same period. 

The current level of transactions in London, at circa 83,200 pa, is 46.8% lower than the 2006 average which compares with 

29.4% lower than the average across the UK. The annual number of transactions in London is also below the 10-year average 

by 16.9%. In comparison, housing transactions across the UK over the same period exceeded the 10-year average by 6.3%. 

(Source: Land Registry). 

 

 

 

 

 

 

 

 

 

 

The number of development starts in Greater London has decreased compared with a year earlier.  At 13,610, the number of 

housing starts in the year to June 2019 was 17.5% lower than a year earlier and 35.7% below peak 2006-2007 levels. Compared 

with the 10-year average, housing starts in Greater London are now 24.3% below, while housing starts in England are 24.5% 

above. 

The number of annual completions in Greater London has also decreased compared with a year earlier. The number of 

development completions in the year to Q2 2019, at 20,540 units, was 9.2% below the previous year. It was 4.2% below 2006-

2007 levels and 1.6% above the 10-year average. Both starts and completions remain significantly shy of the 66,000 units 

required each year as defined in the July 2018 Draft London Plan. (Source: MHCLG). 
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