Management
Rights
Market Update
Covid-19
19 August 2020

z

June and July were very quiet months for management rights valuations. There have been no holiday
transactions reach an unconditional contract stage (that we are aware of) and the permanent business
market recovered somewhat, though most transactions were mostly for smaller scale and fringe location
businesses.
August to date has provided a number of quote opportunities and there appears to be movement in the
permanent business market. We are aware of a small scale holiday business contract on the Gold Coast and
along with negotiations continuing for a larger resort style complex on the Sunshine Coast, which may reach
a contract shortly.
Further we are aware of recent contracts for permanent complexes on the Sunshine Coast, Mackay, Brisbane
suburbs and the Gold Coast. A contract was negotiated for a smaller permanent complex in May and settled
during July on the Sunshine Coast with the multiplier in line with expectations given the size at just under 5
times.
As we reported last, we proposed that the impact to those locations with significant international tourism
numbers would lessen as the ‘drive to’ style markets would hopefully be less impacted. As the following
tables note, occupancy was decimated due to movement restrictions in April, however has improved
gradually since. The Sunshine Coast, which has always been a local drive to based market, has bounced
back quicker, though the Melbourne and Sydney lockdowns recently are impacting occupancy currently:
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Since June, our research suggests:


Residential markets have experience an increase in sale volumes and agents now report low levels of
owner occupier stock for sale. Investor product in fringe areas remains higher, and units in holiday
buildings are hard to sell.



Holiday unit businesses remain the greater concern given their unit owner/investor returns are heavily
impacted. A number of managers have placed permanent tenants into holiday units and may have
difficulty convincing owners to return to their short term pool due to the fluctuating holiday returns
versus steady income. This is primarily in older or secondary style complexes.



It appears the drive-to weekend market is strengthening, but research suggests rooms rates are still
10 to 15% below the year on year rates of 2019.



Some significant bookings over the Xmas period are from Sydney and Melbourne tourists, which could
be at risk if travel restrictions are not lifted.



Majority of permanent complexes have limited impacts to rentals and arrears due to Covid legislation.



Serviced apartments where permanent letting is not permitting are subject to greater risk.



The manager’s lot/real estate component has not yet been impacted given the strength of the
residential real estate market.
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Impacts on Valuation
Despite our communications, many clients are asking this question on a daily basis, so we have kept it in the
newsletter to remind all readers.
Has Covid-19 changed the valuation methodology?
There have been conversations between many industry professionals about the use of 1 years’ historic P&L
being used in perpetuity for assessing the Net Maintainable Income. Management Rights is the only known
going concern sold and valued using 1 years trading figures.
There is conjecture some financiers may change to 3 years historic, plus projections for the next 12 months
as part of due diligence. From a methodology point of view, we support more rigorous analysis of financials
as this gives greater certainty to the valuation assessment and mortgage security process. Historically, we
have requested 3 years of trading information across the business and this will continue along with future
booking information to compare to historical trade.
How are we approaching valuations of management rights businesses today?
Given permanent businesses appear to be faring reasonably well, there is unlikely to be much change. If we
consider a basic rent relief scenario where only 4% of tenants are seeking assistance:
E.g. letting pool 100 units, average rental $400/week, 4% were granted a $50 per week reduction for 6
months, the loss of commission to the manager is:
 4 x $50 x 8% commission x 26 weeks
 $416
So, in this example, the reduction in net profit for a 12 month period could be negligible. It is business as
usual.
However, with profits likely to be significantly impacted in the short term or holiday let market, how do we
approach that valuation if instructed to assess a value right now?
As a result, our approach to valuation is similar to other asset classes as follows:
 assess a maintainable net profit and adopt a market derived multiplier (years purchase) factor.
 deduct loss of net profit (which we will assess for the affected period) to arrive at our adopted value of
the management rights business component. In a numerical example:
NOP

$500,000

Multiplier

5

Value

$2,500,000

Less Loss of Income

$300,000

Adopted Value

$2,200,000
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Letting pool information required as part of our due diligence?
Together with a number of industry professionals, this list of questions was devised and is required to be
answered as part of the valuation process:
1.

Do you have an overall strategy to manage tenants / landlords? If so provide details.

2.

How many tenants have advised you or applied for break lease as a result of a loss of
employment from the restrictions and shut down of businesses?

3.

How many tenants have requested or have been granted reduced rent?

4.

How many tenants have requested or have been granted rent free period?

5.

Can you provide details of lot/unit numbers of those that have applied and those that have
been granted and those that have been refused;

6.

Can you provide details for those that have been approved, the previous rent, the new rent, the
period of the reduction, and end of lease dates;

7.

Can you provide details for those that have been refused, whether that has been accepted by
the tenant and if not the status of that tenancy.

8.

Have the number of rental arrears changed?

9.

Current vacancies and numbers of units to become vacant in the next 1 to 3 months because
of tenancies ending or tenant having given notice to terminate.

10.

Current recent vacancy time before a unit is rented (give examples).

11.

Level of enquiry for any current vacancies (What, if any, incentives are being offered to attract
tenants? Any indication or expectation that it will take longer to let units over the next 3
months?)

12.

Recent history of rents achieved from new rentals and if higher or lower than in the past (give
examples).

13.

Tenants' general occupation if possible (eg: 50% employee, 30% tradie or self-employed, 20%
Centrelink or welfare).

14.

Have unit owners been advised or pre-warned for any potential requests for rent reduction, rent
payment on hold etc.?

15.

Have any owners expressed they would experience financial hardship if rents are reduced or
the unit is vacated?

16.

Are any owners body corporate levies in arrears? If so, are there any signs at present that this is
increasing at all?

If there was new restrictions placed on Queensland, could HTW undertake inspections?
The short answer – yes.
We are open and continuing to do business to help support the local economy by allowing people to access
equity within their homes, commercial properties and businesses to help see them through this health and
economic crisis.
We have a contactless inspection tool that is also accepted by financiers.
This report is not intended to be comprehensive or render advice and neither Herron Todd White
nor any persons involved in the preparation of this report accept any form of liability for its
contents. Please contact us if you have any questions or would like further advice.

z

How Can We Help?
NATIONAL STRENGTH
For more than 50 years, Herron Todd White has been
helping our clients make the most of their property
assets. As specialists in valuation and advisory
services, with our extensive experience, our main
objective is to look after our clients’ best interests;
upholding high standards of independence and
professionalism that we believe are second to none.
Valuing is our core business. We do not sell, lease or
manage property, so you can be certain that our advice
is always impartial and unbiased.
LOCAL EXPERTISE
Whilst Herron Todd White has the largest valuation
team across Australia, one of our strengths is the range
of local specialists across multiple going concern asset
classes. We also have a database of information
extending across a range of market impacts from the
1989 pilot strike, the 1990-91 recession, GST impacts
in 1999/2000, the significant value growth during the
2000’s, the GFC impacts through 2008-2010 and the
steady growth from 2013 noted.
As a result, we are uniquely positioned to be able to
assist clients through this period of significant
uncertainty. We can undertake a range of services
including, though not limited to:
General Residential & Rural Residential
Prestige Residential & Rural Residential
Residential Development
Office
Industrial
Retail
Rural
Hospitality & Leisure

Chris McKillop
Sunshine Coast, Regional QLD, NT
0419 704 815
chris.mckillop@htw.com.au

Education & Child Care
Service Stations
Other specialised property
WHAT CAN WE DO FOR YOU?
Valuations
SMSF
Stamp duty and accounting purposes
Family Law and Expert Witness
Pre-purchase and pre-sale
Retrospective assessments
Portfolios
Rental assessments and determinations
Statutory land value advice and assessments
Easements
Mortgage security
Legal
Family law
Compulsory acquisition and compensation
Single Expert Witness
Shadow Expert Witness
Deceased Estates
Due Diligence
Asset risk analysis
Highest & best use assessment
Feasibility analysis
Research
Supply & demand analysis
Product & pricing mix analysis
Competition analysis

Stacey Sager
Sunshine Coast
0401 268 884
stacey.sager@htw.com.au

Tod Gillespie
Brisbane, Gold Coast, Tweed Coast
0411 744 792
tod.gillespie@htw.com.au

