


Steve Hile

3.2 Offices

“Occupiers of large

offices in the City will be
especially hit hard by the
2010 revaluation as they
will lose their valuation
discounts — in some cases
in excess of 30% — that
they currently receive.”

Swiss Re

Having developed London’s most iconic
office building, Swiss Re’s rates bill

was based upon the Valuation Officer’s
assessment of prime office values. By
identifying aspects of the building that,
from a rating perspective, detracted
from value, its rating liability was reduced
by over £3m.
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50% increases for occupiers in the City
and Docklands...

The 2010 revaluation will be particularly
onerous for central London office occupiers,
who we predict will see some of the largest
assessment increases of any sector and/or
location. Following significant rental growth
over the last five years, uplifts of around

50% are predicted for City and Docklands.
Occupiers of large City offices could be

hit especially hard as they may lose the
quantum discounts — in some cases in
excess of 30% - that they presently receive
for occupying large units. Values for prime
West End offices will double or even treble if
the new assessments are based on headline
rents, leading to enormous increases in rates
bills following revaluation. All these ratepayers
will be hoping to be afforded some protection
from the effects of the increases through
transitional relief.

Although the City and Docklands office
market has softened in recent months
due to an unexpected drop in demand
triggered by the credit crunch, the tight
levels of supply mean that peak rental
levels are being artificially maintained.
Increases in supply and the anticipated
decline in rents are unlikely to be seen until
after the April 2008 valuation date for the
2010 assessments. Rates bills for office
occupiers should therefore reflect peak
market conditions at a time when rental
values are falling and economic conditions
are weak.

...Mayfair occupiers, too, should brace
themselves

Despite the Lyons Review of Public Sector
Relocation, demand for large units from
government departments and agencies has
remained strong, particularly reflecting in the
Victoria market. Mayfair has experienced
the most significant rental growth in prime
locations but rents drop off considerably

for older and less well located stock.

Emerging London sub-markets
Paddington Basin has so far had little effect
on the West End but newer locations such
as King’s Cross are just emerging, as are
developments by the river at Fulham, both
of which are likely to have a greater effect on
secondary space than Grade A. Whilst the
2010 assessments will be based on rental
values as at the April 2008 valuation date,
they have to take into account the existence
of all buildings at April 2010. This means that
if new developments have come on stream
by 2010, the assessments for existing units
ought to be below current rental values.

Mixed outlook for other office centres
Offices outside central London have generally
seen much less marked growth since April
2008. Rental markets in the south and east
of England have performed particularly
poorly, with rents falling in some outer
London and South East centres. Slough,
Guildford, Basingstoke and Cambridge
should all be revaluation winners, with
liabilities reducing at revaluation.

There has been only modest office rental
growth in the North although there are
exceptions, with rents in Liverpool rising

by over 30%, and Norwich and Newcastle
by around 20%. Other major city centres,
including Manchester, Nottingham and
Glasgow have seen rental growth in line with
average rental growth, as a result of which
the revaluation effect should be neutral.



John Upton-Prowse

3.3 Manufacturing
and logistics

“Many manufacturing and

logistics occupiers will
benefit from static or
falling rates bills in 2010.”

S — i

Europa European Express

Europa European Express occupy
three warehouses totalling 150,000

sq ft in Erith, south east London.
Having recently undertaken a sale-and-
leaseback in respect of some of these
properties, it was possible to present
very thorough rental evidence which
was close to the antecedent date,
demonstrating that the Valuation Office’s
assessment was inaccurate. The rates
appeals saved the company in excess
of £215,000.
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Relatively static rental movements for
this sector...

The last five years have seen only modest
rental growth for manufacturing and
distribution properties in the UK. As a result,
many occupiers will benefit from static or
falling rates bills in 2010 but there will be
locations, and specific property types, where
rates bills will rise against this general trend.

...especially as the abolition of empty
rates relief in 2008 is dampening

rental growth

The manufacturing sector has seen low
levels of rental growth, due to falling demand
resulting from the ongoing contraction of
the UK’s manufacturing base. Vacancy rates
could increase and the sector will suffer
adverse effects from the removal of empty
property rates relief introduced on 1 April
2008 in England and Wales. The legislation is
already having some impact on rents, which
comes on top of the worsening economic
outlook. Further reduction in demand will
lead to landlords ‘cutting deals’ on vacant
accommodation to offload the empty rates
liability. The legislation will impact most on
secondary and older accommodation and
this should help to reduce rate liabilities in
2010 - so long as the assessments properly
reflect market conditions.

There will be no changes to empty rates in
Scotland until 2010 at the earliest. However,
we expect liabilities for the industrial and
logistics sectors in Scotland to reduce
marginally, especially around Glasgow, with
Aberdeen and Edinburgh seeing little change.
Wales generally will see little change except
around Cardiff where the market has experienced
above average increases in rental levels.

Large distribution warehousing has
proved more robust

The market for larger scale distribution
accommodation — we define this as
warehouses in excess of 50,000 sq ft that
are primarily used for distribution — has
grown significantly with a considerable
change during the last five years.

There has been a major expansion in the
locations that are now considered suitable
for national and regional distribution facilities,
with a series of emerging markets in places
such as Burton-on-Trent, Doncaster,

Kettering and Stoke-on-Trent seeing
considerable large-scale developments.
As a result, these logistics markets have
also seen an increase in rental levels that
will feed through to rateable values.

Our market-leading Prime Logistics research
report reveals there are many logistics locations
that have experienced rental increases. South
Yorkshire and the West Midlands in particular,
are regions where there have been major
increases in demand and development.

We have also seen improvements in

the building specification provided by
developers. Greater loading provision,
eaves heights from 10m upwards and more
cross docking facilities, has increased rental
levels of these specialist facilities. Unit sizes
have also increased with some of the major
retailers taking premises of 500,000 sq ft
up to around 1m sq ft, which is creating

a national market for these ‘super sheds’.

Trade counter properties to see 10%
increases in liability

We also anticipate growth in rate liability for
the trade counter sector, especially for units
in prominent locations. Rents have grown
considerably over recent years showing two
to three times the average growth for all
industrials in many areas. This rental growth
is due to both limited supply and strong
demand from national operators growing
their portfolios with quasi-retail operations,
taking advantage of the lower rental levels
for B8 warehouse units. Such units could
see over 10% increases in rate liability with
other smaller industrial properties in the same
area getting their rates dragged up with
them. However larger units, unsuitable for
trade counter use, will have seen much lower
rental growth and benefit from falling rate
liability thereby increasing the differential.

There are locations where particular
economic conditions and oversupply of the
industrial stock has led to falls in rental levels
and where we anticipate a considerable
reduction in rates liability. For example,
Swindon has suffered from oversupply and
lack of demand for its industrial stock. Other
locations that should show the same trend
include Banbury, Bracknell, Peterborough,
Slough, and Telford.



Keith Norman

3.4 Energy, oil and gas

“We envisage a doubling

of some assessments

and potentially more for
certain classes, depending
on the existing level of
assessment and the age
of the plants.”

British Energy

Hunterston B, located on the west coast
of Scotland, is one of British Energy’s
largest facilities, comprising over 200
buildings including nuclear reactors, a
turbine hall and a host of other support
and infrastructure facilities. When
generation output ceased temporarily
due to unforeseen circumstances, British
Energy was able to achieve a much
reduced rates assessment, saving in
excess of £5m.
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Cost increases for the 2005 revaluation
were modest...

Assessments in the oil and petrochemical
industries are based on a depreciated
replacement cost approach. Cost increases
for the 2005 revaluation were modest and
were generally more than offset by ageing
assets, the declining economic profile of the
UK petrochemical industry, and perceived
overcapacity in the UK refining industry.

The UK petrochemical industry continues

to decline with plants relocating to cheaper
locations in the Far East with ready access
to feedstock. However investment in world
scale commodity plants has been witnessed
at Wilton on Teesside and in key speciality
markets. There is now a recognised lack

of refining capacity in Europe with oil prices
reaching previously unimagined heights.
North Sea gas is declining, along with oil
reserves, with consequential knock on
effect on the utilisation of the gas processing
plants and the oil installations in Shetland
and Orkney. In contrast, new investment

is being seen in key infrastructure assets
such as LNG terminals and underground
gas storage facilities.

..but in relation to this revaluation,
replacement costs alone have risen

by between 25% and 75%

The 2010 revaluation will be far more
eventful for the petrochemical sector than

in 2000 and 2005. On replacement costs
alone, we envisage increases of between
25% and 75% in assessment being strong
possibilities. This is most likely to affect
assets such as pipelines and tank farms,
and particularly those of a modern vintage.
However, we also believe that the picture
will be very mixed and site specific. Older
chemical plants competing against overseas
competition and of limited scale are likely

to see a far more modest impact. Assets
requiring substantial investment and suffering
from poor configuration will also see less
significant impact.

The issues facing the power generation
industry have changed radically...

For the power generation industry, the 2005
revaluation brought substantial reductions
in rateable values for fossil fuel and nuclear
power stations due to over capacity and
low wholesale prices. The benefit, however,
was not realised for some years due to the
impact of the Government’s transitional
arrangements.

Since then picture has changed radically
with electricity prices rising substantially,
albeit in some cases — particularly gas — this
has been followed by the fuel price. New
investment is being seen in gas, wind, and
waste to energy plants. Proposals are now
being brought forward for a new generation
of coal and nuclear plants, something

that would not have been contemplated

at the time of the last rating revaluation.

In Scotland, renewables and clean coal
technology are being actively promoted.

...and we envisage a doubling of

some power generation assessments

For power stations, we envisage
assessments facing increases of up to

100% and potentially more for certain
classes. Again this is not a picture which will
apply across the spectrum, but will depend
upon the age of the plants. For example,
non-compliant coal plant with expected lives
to 2015 will see a far more modest impact,
as will older nuclear stations due for closure.
Even compliant coal plant and nuclear
stations where lives have been extended face
substantial investment in order to facilitate
longer lives, and this will mitigate some of the
potential impact. It is again the more modern
plants which will face the largest impact.



Philip King

3.5 Minerals

Mark Banton

3.6 Waste management

British Ceramic Confederation

Ceramic brick and tile factories are
valued for rates based on the cost of
rateable items which are converted
to an annual value by applying the
Government set rate of 5% (for the
2005 revaluation). The British Ceramic
Confederation Rating Steering Group
successfully challenged the Valuation
Office cost guide on the major cost
items, including factories, kilns and
driers. They also reduced the quarry
royalties applied, saving the brick and
tile industry millions of pounds.
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Some evidence of increased royalty rates
Quarries are valued for rates by applying

a royalty rate per tonne to the number of
tonnes extracted per year. Rateable plant
and machinery is then added. Assessments
for quarries in England and Wales are
reviewed annually, consequent upon

output increases or decreases.

There is some evidence of increases in
royalty rates agreed for new leases and

in review negotiations that could impact
upon the 2010 assessments. However, the
evidence is limited and royalties are affected
by numerous variables. Many royalties are
either geared to average selling price or are
indexed, or both, and this creates a dearth
of true ‘arms length’ royalty transactions.

Temporary or permanent allowances
provide opportunities to mitigate liability
Working difficulties at existing quarries are
common and these need to be factored into
negotiations for temporary or permanent
allowances in order to mitigate liability.

Government will consult with the sector
later this year

Rateable plant and machinery is valued

by reference to their capital cost which
has increased substantially. Assessments
will also reflect changes in the statutory
decapitalisation rate, by which costs are
converted to annual value. The Government
will consult later in the year over the
decapitalisation rates to be used for

the 2010 revaluation assessments. We
anticipate that they may increase which
would therefore feed into increases in
assessments in 2010.

For non-quarry mineral processing sites,
assessment increases are more likely in
urban rather than rural areas.

New assessments will reflect increased
gate prices

Landfill sites are also valued for rates by
reference to input in tonnes and a royalty per
tonne. There is often little rateable plant and
machinery on site and the 2010 assessments
will not therefore follow increases in costs.

As for mineral leases, royalties are often
geared to gate price and there are few
market transactions to form the evidence
base for rating assessments. Gate prices
have increased, however, which could
flow into royalty rates applied. These may
also be revised from single royalties on all
waste streams to split royalties on different
streams. This could result in rateable value
increases, particularly for sites which take
hazardous waste.

Total landfill volumes are falling as a result
of greater emphasis being given to recycling
and composting, which should partly
counteract increased assessments based
on increased royalties.

Modern recycling and transfer facilities
to face increased assessements
Elsewhere within the waste management
sector, there has been a significant growth
in the number and size of recycling and
transfer facilities and the specification of
these have, in general, improved greatly.
New facilities often now comprise large
buildings to enclose the recycling,
composting and sorting operations,
whereas previously such work was typically
done outdoors. These factors will feed
through into increased assessments.



Simon Chalwin

3.7 Education, healthcare and
other specialist properties

“The outcome of
Government consultation
on the decapitalisation
rate for properties valued
on a cost basis will be
a significant factor in
the effects of the 2010
revaluation.”

Surrey County Council

Surrey County Council occupies a
diverse portfolio of over 600 properties,
ranging from offices and storage space
to schools, libraries, fire stations and
other municipal facilities. They needed to
be certain that their rates assessments
were fair and that they were on top

of the complex and labour intensive
payments and refunds processes. Their
solution was a fully outsourced rating
service to manage the entire process
and achieve assessment savings across
its portfolio of specialist properties.
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Building cost indices show a rise of 28%
over the last five years

Universities, schools, hospitals, museums,
local authority properties, healthcare facilities,
police stations and other similar specialised
properties are normally valued for rating
purposes on a cost basis; although the
non-specialised properties occupied by
these users are valued by reference to rental
values. The prime drivers of value for cost
based assessments are the levels of building
cost for their notional replacement, the land
value and the statutory decapitalisation rate
used to convert capital costs to annual value.

Although there has been some variation in
the increase in building costs for different
classes of specialised properties, and in
different regions, over the last five years,
general cost indices show a rise in the order
of 28%. The Valuation Office and Scottish
Assessors are likely to have regard to such
indices as well as their own analyses of
building costs, which are being collated

in preparation for the 2010 Revaluation.

There is rarely any market evidence of land
values for particular specialised uses and
regard may be had to the prevailing land
values in the locality. Where these relate

to residential values, for which there has
generally been a significant increase between
April 2003 and April 2008, there is the risk

of a sizeable uplift at revaluation, although
this will vary between locations.

The gap between older and modern
buildings is widening...

Gerald Eve has been active for many years
in central negotiations regarding schemes of
valuation for specialised properties such as
schools and universities and we will continue
our involvement for 2010. There are many
complex issues involved in cost based
valuations including allowances for physical,
functional and economic obsolescence of
buildings and the correct value of land.

There is a widening gap between older
buildings, especially those built in the 1960s
and 1970s, and new buildings purpose built
to meet modern requirements.

...and there is a risk that the
decapitalisation rate will increase

for the 2010 revaluation

The Government has yet to prescribe the
statutory decapitalisation rate for properties
valued on a cost basis and the outcome of
the consultation to be undertaken later this
year will be a significant factor in the effects
of the 2010 revaluation. We are aware that
some in the Valuation Office consider that
the rate should be increased for 2010. For
the 2005 and previous revaluations, a lower
decapitalisation rate has been prescribed
for education, healthcare and defence
properties and it remains to be seen whether
this favourable differentiation will be retained
for the 2010 revaluation. Without it, these
property classes could face the highest
assessment increases of all sectors.



David Butters

3.8 Leisure

Mitchells and Butlers

Mitchells and Butlers runs many of
Britain’s leading licensed retail and

restaurant brands including Vintage Inns,

Ember Inns, Toby Carvery, O’Neill’s, All
Bar One, Browns and Scream, as well
as some of the most famous pubs in
the country.

Despite Mitchells and Butlers having
provided all relevant rental and trading
information to the Valuation Office
Agency to assist their preparation of
accurate 2005 revaluation assessments,
in excess of £20m of reductions in rates
liabilities has thus far been negotiated
over the last two revaluations.
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Hotels

Budget hotels will see significant
increases in liabilities...

The 2005 revaluation assessments reflected
the market in 2002/3 which was a period of
recovery for the hotel industry following
September 11, SARS and the Irag war. Since
then, provincial hotels have experienced
improving market conditions and steady
year-on-year growth in trading levels. Fears
remain that some cities — such as Cardiff and
Leeds — have or are becoming over bedded,
and the rapid growth of budget hotels
continues. Some of the better budget hotels
have improved in quality, particularly in city
centres, and now offer a wider range of
facilities such as restaurants and bars.
These hotels continue to threaten traditional
mid-market three star properties and can
also squeeze room rates for four star hotels.
Provincial hotels, including ‘budget’ properties,
will mostly see quite significant increases

in liabilities post the 2010 revaluation.

...and so too will London hotels
London hotels have experienced a ‘boom’
period in the last few years with very buoyant
market conditions and significant year-on-
year growth in trading levels coming from
a very low base in the early years of the
21st century. London is still considered to
be ‘under-bedded’, particularly with the
Olympics coming in 2012, and London
hotels will experience significant increases
in liabilities in 2010.

Health and fithess

Industry consolidation with distorted
market rental evidence

The health and fitness sector has been
dominated by consolidation over the past
five years as well as the survival of the fittest.
After a period of rapid expansion, the rate
of new club openings ground to a halt, with
JUB being the only major operator to have
continued on a significant expansion trail.

The health and fitness industry has polarized
over the last five years. Premium end

and larger racquets club operators have
remained successful with lower attrition rates
and greater member loyalty than the rest

of the sector, while budget end providers
have become leaner and better equipped

to offer a viable alternative for the cost
conscious consumer. Mid-market operators
have therefore faced some of the strongest
challenges as witnessed by the financial
woes of Cannons and Holmes Place prior
to their acquisition.

In common with many other leisure asset
classes, a large proportion of the stock is
held leasehold, with geared or minimum
compound rental increases often being a
part of the leasing structure. Caution must be
exercised when looking at prevailing rental
evidence for 2010 as much of this may not
be representative of market levels, which is
also true of increasingly prevalent finance
driven ‘OpCo/PropCo’ rents in this sector.

...mid and budget operators to benefit
from falling liabilities

For 2010, membership and operational
statistics should help support only modest
increases in assessments in the mid and
budget end of the sector, and liabilities will
fall for some. At the premium end of the
market, there is likely to be pressure for
greater increases.

Public houses

Assessing pubs during uncertain
economic times will be difficult...
Valuation officers are busy gathering rental
and trading information in respect of the
50,000 public houses in the country. They
will endeavour to use this information to
assess the state of the market for pubs and
to determine maintainable levels of trade at
the April 2008 valuation date for the 2010
rating assessments.



“Uncertain economic
times and difficult trading
conditions will make it
difficult for the Valuation
Office and Scottish
Assessors to judge the
state of the market.”

The Restaurant Group

When the Manchester Arndale Centre
was rebuilt following the IRA bombing,
The Restaurant Group took space in the
final phase for its Est Caffe concession.
The rates assessment was based upon
retail values in the scheme but The
Restaurant Group was able to show that
lesser values should apply to non-retail
uses. The Est Caffe assessment was
reduced by over 75% saving them more
than £600,000.
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This is being undertaken at a time when the
pub industry is moving into uncertain times
and valuation officers and Scottish Assessors
are going to have some difficult judgements
to make in the coming months. The turmoil
in the financial markets and the effects of the
credit squeeze have yet to show their real
effect on household budgets and will mostly
not yet be evident in the trading data being
provided, which relates to the 2007 year end.
The latest hike in alcohol duty and the rise in
the price of raw materials will further push up
the price of drink and food at an inopportune
time. In the meantime, supermarkets
continue to sell cheap alcohol encouraging
drinking at home. None of this is likely to
show through to any great extent in the
information the Valuation Office is currently
collating, yet it is all pertinent to the April
2008 valuation date.

Similarly, whilst the introduction of the
smoking ban may show through in some
of the trade figures, the figures to date are
unlikely to show the full effect.

Managed pub estates will see rises in
rateable values

We expect that rateable values will rise, as
at every previous modern revaluation, more
so amongst the managed pub estates which
have shown the better trading performance
in the last five years. Among the tenanted
and/or leased estates and the free houses,
we expect a more diverse picture with some
receiving reduced rates bills.

Restaurants

The expansion of restaurant brands

has forced rents up

The restaurant sector has grown significantly
in the last five years. Increased competition
between the main operators to acquire sites
to expand their brands has forced rents up
in both city centre and out-of-town locations.
It is noticeable, however, that restaurants in

town centre retail and leisure schemes have
shown greater rental growth than their out-
of-town counterparts.

Whereas latterly it appears rental levels
out-of-town may have plateaued, operators
still appear to have a significant appetite for
good town centre schemes — such as The
Hub in Milton Keynes, St Katherine’s Dock
in London, Exeter’s Princesshay and Cabot
Circus in Bristol — and will pay good money
to be represented there. These schemes are
likely to face significant revaluation increases.
The drive-thru market has perhaps been
more subdued but the main operators

will still compete for the best sites.

With many pub companies realising that
selling food is the best way to support their
business in a time of declining wet sales,
they have also been competing for traditional
restaurant sites. However, the April 2008
valuation date for the 2010 revaluation
coincides with a period of particular
uncertainty for some pub companies

and parts of their portfolios, which they
expanded aggressively, are now on the
market. Detailed analysis of the deals to

rid themselves of these leases may prove
to be wholly different to their headline rents.

Cinemas

Rent review evidence shows nil or
fixed minimum increases in rents...

The cinema sector had a good year in
2007 with admissions and customer
spending patterns both rising throughout
the period. Over recent years, operators
have concentrated hard on improving their
offer with continued investment in foyer
and screen facilities whilst at the same time
seeking to drive maximum returns from
franchising and sublet opportunities. This
renewed focus reflects the fact that the
consolidation which characterised the
early part of the decade has probably



“Whilst we expect

rateable values across

the cinema sector to
remain broadly static,
poorer multiplexes and
traditional cinemas should
benefit from reduced
rates bills in 2010.”
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now drawn to a close. Most of the multiplex
stock is concentrated in the hands of three
dominant operators; Odeon, Cineworld

and Vue Cinemas.

...S0 we expect rateable values across
the sector to remain broadly static
Cinema rents have still not punched through
the ceiling that was set during the sector’s
rapid expansion of the late 1990s and many
rent reviews have been concluded at nil or
fixed minimum increases. It is noteworthy
that the rental values of older first generation
multiplex cinemas have been punished as
modern state of the art facilities have been
developed. Rising costs of energy, minimum
wage and red tape continue to bite across
the industry but the smoking ban that has
so badly affected other areas of the leisure
sector has not had an impact upon cinema
operators. Against this generally benign
background and the fact that cinema-going
is still perceived as a relatively cheap leisure
experience in a period of current economic
uncertainty, we expect rateable values across
the sector to remain broadly static. Poorer
multiplexes and traditional cinemas should
benefit from reduced rates bills following
the 2010 revaluation.

Gaming

Fragile market conditions prevail within
the bingo industry...

The advent of the smoking ban and the loss
of jackpot machines through changes to
gaming regulations have dealt a serious blow
to the bingo industry. Recent press coverage
suggests that some of the smaller operators
are financially distressed and that the two
dominant players, Mecca and Gala, are likely
to accelerate the closure of unprofitable
clubs — and in particular the older converted
cinema town centre clubs that are held
freehold and have an alternative use value.
The Chancellor’s refusal to reform what

the industry describes as ‘double taxation’
continues to pile on further pressure.

[t is hardly surprising that the industry

has collectively scaled back its planned
investment in existing clubs and has all
but eliminated the acquisition of new ones.

...means we are not expecting any growth
in bingo rateable values

There had been signs of rental growth in
2005 and the early part of 2006, but the
powerful pincer effect of the smoking ban
and loss of profitable machine income has
halted and reversed any gains made since
the turn of the century. Given the industry’s
well-publicised gradual loss of admissions
throughout the last decade and the one

off shocks of 2007, many modern flat

floor bingo clubs are far too large for the
business they are capable of generating
today. The industry has been considering
alternative uses for spare accommodation,
but such opportunities are rather limited
given the leasehold nature of the industry’s
modern flat floor estate. Against this fragile
background we are not expecting growth
in bingo rateable values between 2005 and
2010. Current year trading performance will
indicate whether falls in assessment should
be expected.

Casino transactions will need
exceptionally careful analysis

The casino industry has been affected by
many of the same issues; smoking ban and
loss of jackpot gaming machines, as well as
a sharp increase in gaming duty announced
in the 2007 Budget. While smokers are less
prevalent casino visitors than to bingo halls,
the casino industry is far more susceptible to
attack from online gaming which has grown
rapidly over the last five years.

The sector has also been badly hit by the

uncertainty over deregulation and increase
in permitted areas as the Government has
vacillated over recent years with its ‘on-off’



“The nightclub sector
should benefit from the
2010 revaluation as it will
be difficult to establish
a pattern of positive
rental growth.”

Soho Clubs and Bars were faced

with an assessment of £387,500 for
its Cheers bar and nightclub near
Piccadilly Circus in London’s Regent
Street. The valuation officer supported
this assessment with the rent on the
property of £400,000 but Soho Clubs
and Bars were able to demonstrate that
the rent was not an arms length open
market transaction, and were able to
reduce the assessment by some 10%.
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decision on super and regional casinos.
Nonetheless, and distinct from bingo,
there is still growth in venue provision with
operators seeking to expand their estates
selectively. Rental transactions will need
exceptionally careful analysis in order to
see how they relate to these turbulent
times for the industry. Overall, we cannot
see the case for much growth in liabilties
at the 2010 revaluation.

Nightclubs

Nightclubs have faced a difficult

five years...

The nightclub market has suffered a difficult
five years since the April 2003 valuation
date for the 2005 assessments. Licensing
reform in November 2005 and, to a lesser
extent, the smoking ban in 2007 have
accompanied a crusade by the media and
government bodies against a perceived
drink-related disorder problem. Meanwhile,
there have been growing pressures on
younger consumers’ spending power and
on operators’ energy and staffing costs,
particularly in the wake of new regulations
for the licensing of doorstaff and increases
in the minimum wage.

...and should benefit from the 2010
revaluation

The late 1990s expansion drive of the major
operators is now long over and the industry
is in a period of consolidation, with a number
of operators already having gone to the
wall. The sector should benefit from the
revaluation as it will be difficult to establish
a pattern of positive rental growth, while at
the lower end of the market there should be
reductions in some assessments.

Ten-pin bowling

Falling demand from bingo and nightclub
operators have kept rents steady
The ten-pin bowling industry has been

relatively calm over recent years, with the
larger operators scaling back their expansion
plans, in part due to the lack of available
sites. Where opportunities have arisen to fill
gaps — such as at new leisure schemes in
Trowbridge and Camberley — rents agreed
suggest only modest growth since 2003,
with rents for the best units remaining

below £10 per sq ft.

The key drivers for operators remain the
quality of the location and the size of
catchment, with proximity to a multiplex
cinema important. The fall in demand for D2
boxes on leisure schemes from competing
operators, such as bingo and nightclubs has
helped keep rents steady. As a result, any
increases in assessments in 2010 should

be modest.



Other
Issues

affecting

liability

“Perhaps the area
of greatest risk and
uncertainty relates
to those properties
which are presently
undervalued.”
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Section 3 has summarised our views on
likely changes to rateable values at the
revaluation in April 2010 which we forecast,
on average, to rise by around 10% to 15%.
This should lead to proportionate reductions
in the Uniform Business Rates (UBR) in each
country, but lots of uncertainties remain that
could affect the eventual impact of the 2010
revaluation on actual rates bills received.
They include:

e Transitional arrangements — which limit
the maximum permitted annual increases
in liability — are available to protect
those facing significantly increased bills
from having to pay the full revaluation
increase immediately. The revenue
forgone by providing this protection is
recouped by also limiting the reductions
allowed to those whose bills fall following
revaluation. Markedly different schemes
of transitional arrangements have existed
in England and Scotland but there were
no such arrangements in Wales at the
2005 revaluation. No details of the 2010
transitional schemes will be provided
until the latter part of 2009.

e Small business rates relief — various
relief schemes have been introduced
over the last few years in each of the
countries. They differ, as does the
method of funding them. At present, all
businesses in England that do not qualify
for the relief, cover the costs by way of
a UBR surcharge; in Wales the full costs
are covered by the Welsh Assembly
Government, whereas in Scotland
the costs are shared between large
businesses and the Executive. The
UBRs for 2008/9 referred to in section 5
include the surcharges imposed to fund
the small business rates relief schemes.

e BIDs — A Business Improvement
District (BID) is a partnership between
a local authority and the local business
community to develop projects and
services that will benefit the business
environment within the boundary of a
clearly defined commercial area. There
are now in excess of 60 BIDs with local
rate levies. BID levies vary — normally
in the region of 1% to 2% of rateable
value — and have a cost implication for
all occupiers in a BID area.

e Business rates supplements —
the newest supplement — to become
available to local authorities from April
2010 - are intended to fund or support
what is described as ‘economic
development’. Precise details will only
become available once a Parliamentary
Bill is introduced later this year but the
Mayor of London has already decided
that the maximum permitted 2% levy will
be applied to all ratepayers in London
with assessments above £50,000, to
assist with the funding of Crossrail.

e Undervaluation — perhaps the
greatest risk and uncertainty relates
to those properties which are presently
undervalued. At the time of the 2005
revaluation, the Valuation Office
Agency was put under pressure by
the Government to achieve accurate
initial assessments and not to concede
reductions on appeal as had been
achieved by appellants previously.
Perhaps as a result, the assessments
for many properties were on the low
side and were therefore either accepted,
or appeals were withdrawn. If more
accurate assessments are prepared for
the 2010 revaluation, these previously
undervalued properties will experience
assessment increases above their five
year rental value growth.
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The rating system

Business rates are a tax that raises

over £20bn each year, levied by central
Government on occupiers of non-domestic
premises. Local authorities collect the tax
on behalf of the Government but have no
discretion in setting the principal taxable
amount. The Government pools the funds
centrally and redistributes that pool in
proportion to the population of each local
authority. Therefore, there is no financial
link between the businesses that pay

the rates and local authorities.

How are rates calculated?

The tax is calculated by assessing the
rateable value (RV) for each property.

A property’s RV is mainly based upon its
market rental value on the valuation date

(1 April 2008), and is therefore determined
by supply and demand and general market
conditions at that time. However, market
rents are tempered by certain statutory and
legal assumptions about the property, which
is one reason why RVs may not necessarily
be the same as the actual rent paid by

the occupier.

What is the uniform business rate?

Once the RV has been determined, it is
multiplied by the appropriate rate poundage
— known as the uniform business rate or
UBR - to determine the amount of tax

that ought to be paid. England, Wales

and Scotland each have their own UBRs
although since 2007/8 the Scottish UBR
has been harmonised with that applicable in
England. For 2008/9, the UBRs are 46.2p in
England and Scotland and 46.6p in Wales.
UBR increases are normally index-linked
although there is the provision for above
inflation increases in certain circumstances.
In a revaulation year, UBRs are adjusted so
that the total tax raised remains constant

in real terms.

Why undertake a revaluation?

A rating revaluation redistributes rates
payments in line with relative movements
in rental values between two consecutive
revaluation dates, in this case April 2003 and
April 2008. Those buildings that have seen
greater rental growth than the average will
face a higher rates bill in 2010. Conversely,
there will be a rates bill reduction for those
buildings whose rental value has moved by
less than the average.
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While we have a team of more than 50 rating surveyors,
the following people are your main contacts for each
of the property sectors covered in this report:

Head of rating
Jerry Schurder

Retail
Richard Stoney

Offices
Steve Hile

Manufacturing and logistics

John Upton-Prowse

Energy, oil and gas
Keith Norman

Minerals

Philip King

Waste management
Mark Banton

Education, healthcare and
other specialist properties
Simon Chalwin

Hotels
Brian Scott

Health and fithess
Charles Wilford

Public houses
David Butters

Restaurants
Richard Stoney

Cinemas and gaming
Daniel Anning

Nightclubs and
ten-pin bowling
Julian Jennings

London (West End)
7 Vere Street
London W1G 0JB
Tel. 020 7493 3338
Fax. 020 7491 1825

London (City)

46 Bow Lane
London EC4M 9DL
Tel. 020 7489 8900
Fax. 020 7489 8300

Simon Prichard

Birmingham

Bank House

8 Cherry Street
Birmingham B2 5AL
Tel. 0121 616 4800
Fax. 0121 616 4801

Chris Kershaw

Cardiff

32 Windsor Place
Cardiff CF10 3BZ
Tel. 029 2038 8044
Fax. 029 2034 4177

Simon Rees

Glasgow

Caithness House
127 St Vincent Street
Glasgow G2 5JF

Tel. 0141 221 6397
Fax. 0141 204 2226

Ken Thurtell

Leeds

1 York Place

Leeds LS1 2DR

Tel. 0113 244 0708
Fax. 0113 244 0722

Mike Roberts

Manchester

No 1 Marsden Street
Manchester M2 1HW
Tel. 0161 830 7070

Fax. 0161 832 7060

Mike Roocroft

Milton Keynes

Avebury House

201-249 Avebury Boulevard
Milton Keynes MK9 1AU
Tel. 01908 685950

Fax. 01908 685951

Simon Dye

West Malling

Suite 24

30 Churchill Square
West Malling

Kent ME19 4YU
Tel. 01732 229420
Fax. 01732 873184

Lisa Laws



Case studies

The organisations featured in the case
studies included in this publication have
each been advised by Gerald Eve. We
have saved our clients over £500m so
far from 2005 revaluation appeals.

Disclaimer & Copyright

This report is a short summary and is
not intended to be definitive advice. No
responsibility can be accepted for loss
or damage caused by any reliance on it.

© All rights reserved.

The reproduction of the whole or part of
this publication is strictly prohibited without
permission from Gerald Eve.
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