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OUR VIEWS

Those of you with cash that you want to get a better return on than putting it in the
bank, may be considering purchasing a motel. Motel investment is more complex
than typical residential or commercial property investments and for this reason
more frequently requires the skills and research abilities of an expert.

A motel is a business and property investment that has three different forms of
ownership;

1. The land and buildings with an entitlement to receive rental for the term of the
lease.

2. The lease of the motel business (leasehold interest) that includes; chattels, fix-
tures and fittings and goodwill. The lessee pays a rental under the terms of the
lease to the owner of the land and buildings.

3. As a going concern property investment that includes both 1 and 2 above.

As a marketable property, motels are traded on their ability to produce income.
Maintaining the return on investment and value, is dependent on getting the opti-
mum rent possible when this is set and reviewed.

Leasehold interests (2 above) are the most frequently traded. An important part of
the motel’'s profitability is making sure the expenses are realistic, as the more prof-
itable the business the higher the sale price and value.

Motel performance varies greatly due to factors such as; the lessee, location, age
of the buildings and their condition, occupancy rates, the lease term, the manage-
ment of expenses, food and bar facilities, and the lessee’s expertise and approach
to managing the business. Setting a rental requires a clear understanding of these
influences and how they can be applied. Operating expenses and rentals are not
publicly available and obtaining this information requires contacts within the indus-
try. They provide information that forms the basis on which rents are set. Under-
standing this information is necessary so that the value of a motel business can be
accurately assessed.

Andrew Hyder, our specialist motel valuer, with clients all over the Lower North
Island, has acquired considerable skill and knowledge about the motel business
over the past 18 years. In this time he has built a wide network of contacts and a
database of motel information that is essential in working out what are fair rents,
purchase prices and current market values across the three facets of motel owner-
ship.. He is increasingly being used for valuations in this area and in fixing and
negotiating motel rentals.

Motels can be rewarding investments and businesses, but not all are. If you are
going to be involved we highly recommend using a Registered Valuer familiar with
this sector of the market. Their research should be able to help you with industry
trends, prices, rents, profitability of a motel lease, and a surprising amount of detall
on the key success factors in this industry.
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MARKET COMMENTARY

Last month we reviewed the prospect of the
Wellington residential market “bottoming out”
and the change from the decline of 2007/8.
This month the QV and REINZ information
confirms this trend is underway, even if we
are not out of the woods yet.

The decline is well measured in QV’s chart,
but the important clue is the “hook” that has
developed in the last two months. Because

; these figures measure change over the last
Valgro_l'lp s a New Ze_a- year thegy muffle what’s happgening now. The
land wide network of inde-hook is starting to look significant as it starts
pendent valuation and to head out of the decline.

property consultancy The Real Estate Institute figures are more

: revealing. They show a pattern is evident
practices. nationally, but in Wellington some areas ap-
pear to be further into the change.

Uniting over 60 property This month the increase in sales and the

professionals in 23 officesdecline in selling times is pronounced and
across NZ. no matter continues last month’s trend. While still be-

low normal levels they are heading past
where your property pro-

where we were last year.
ject is based Valgroup March typically has a high number of sales
can assist with valuations

and the quickest selling times. Unlike last

year, the market now is more closely fol-
and consultancy. lowed the typical year trend, a considerable
improvement on overall results from 2008.
There are differences between areas, e.g.
Western Wellington has a lower number be-
cause of what appears to be a shortage of
listings.
Selling times are an important measure of
the demand for property and therefore the
strength of the market. In the chart opposite
the start of the decline was in July/August
2007 when the days to sell started increasing
against the trend peaking in August 08 and
again in January this year. These times are
now heading back to normal with some areas
showing this very strongly. Western Welling-
ton was 57 days in January, 32days in Feb-
ruary and 22days in March.

VALGROUP

ANATIONWIDE ASSOCIATION
OF INDEPENDENT VALUATION PRACTICES

Appraisal is proud to be a
member of Valgroup.

Valgroup can also work
across national property
portfolios to ensure that
you are getting local
knowledge and experi-
ence of the market.

Through this affiliation,
Appraisal has access to
current market informa-
tion no matter what the
level of enquiry - be it an
oyster farm or a Mega
market. We are often asked to value property to finance a
project where the owner or bank want to know
what it will be worth when it’s finished. This is
known as valuing on an “as if complete basis”.
Most frequently this is for a new house, but also
includes extensions, alterations, and even land-
scaping. For commercial property it could be to
“i extend the office area or build a new warehouse.

i There are a few points to bear in mind in these
situations that help to understand the valuation.

The valuation can be done before or after the
work has started and it is assumed that the work
is completed. The valuer needs a clear definition
of the work to be done (preferably from plans and
specifications of the proposed work). The valua-
tion is at the date the property was inspected.

CoOST OF BUILDING, VS THE VALUE OF
WHAT IT WILL BE WORTH WHEN BUILT.
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Taking the trend from these three measures and
at the local level, together with our local knowl-
edge, we believe the market is clearly indicating
a change from the recent declines. Over the next
few months we expect many, but not all areas or
market sectors to “bottom out”.

VALUING WHAT’S NOT THERE

Before and after valuations will tell you the added
value to the property. If the cost is significantly
higher than the added value the project may not be
viable and this is a very useful check to make.

The cost/value balance can be improved by careful
cost management. Using high cost fittings can add
substantially to cost but not to value. Conversely
cheap fittings may detract.

Once the valuation is completed, we can report on
progress. This is the “before” value plus the propor-
tion of value added by the work completed as at the
date of inspection. It does not account for the new
market conditions, just what has been put in place.

At the end of the project we should be asked by the
lender to confirm the job has been completed ac-
cording to the original plan on which the valuation



