
 
 
Table 1 – shows losses from November 2007 to June 2009. This excludes substantial returns to the market to recapitalise these investments 
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Graph 1 Australian A-REITs weighted to retail: change in share holder value Aus$ Billion Nov 07 to Jun 09 - 

analysis excludes efforts to re-capitalise to reduce gearing levels 
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 BDO Kendalls A-REIT Half Year Survey 2009:  sector falls due to 1. Excessive gearing, associated with refinancing 2. 

Exposure to overseas markets 3. Concerns about valuations 4. Complex financial structures. No reference to rent 

levels/leasing practice 
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Graph 1 – shows the data from Table 1 and the impact on A-REIT share holder value of each security 



“Rental determinations and arbitration (ADR): a micro solution to the macro problem” WAVO 4, Financial market security and the valuation profession: Guilin Lijiang 
Waterfall Hotel, Guilin, Guang Xi Province, People’s Republic of China, 23 – 26 November 2009, by Don E Gilbert, Brisbane, Australia (see WAVO 1 & 2; PPC ’08), 
Australian Asset & Property Consultants and Queensland Lease Consultants – strictly subject to copyright 

Graph 2: Damage to Intangible Asset Value of leases in Regional Shopping Centres (Australia), due to poor leasing practices, lack of tenure, high rent eroding 

profit (excluding franchise fees) causing negative returns 
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Graph 2 – shows damage to Intangible Asset Value of Australian leases as business profit is eroded due to poor leasing practices. This is akin to 
Legislators and Regulators upholding rent control, by failing to enact simple end of lease dispute resolution mechanisms 
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Graph 3: Doncaster Shopping Centre (actual occupancy costs as at 26/10/98) vs CCH Business Benchmarks accountancy averages: representative sample of all Regional Shop

Shopping Centres (2006/07) and damage to Intangible Asset Value of lease income streams
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Graph 3 – shows Doncaster Shopping Centre disproportionate occupancy costs as at 26/10/98 vs CCH Business Benchmarks accountancy averages: 
representative sample of all Regional Shop Shopping Centre rents (2006/07) and damage to Intangible Asset Value of lease income streams through poor 
leasing practices 
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Graph 4 - shows damage to investments arising from gearing and consequence of "non-market rents" capitalised to produce "market value" arising poor 
leasing practices in Australia and damage to Intangible Asset Value of landlord and tenant leases 
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Graph 5 – shows 360º performance evaluation of valuations. In absence of testing “veracity” of leases and rental income streams i.e. market rent, one’s 
valuation could be 100% + out if this part of an exercise is not thoroughly tested. 
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Hypothetical rent as a residual method of assessing market rent* 

PRACDEV key indicator 
reports 

Jeweller Fruit & veg @ double 
turnover 

Comment 

Sales say 1,000,000 2,000,000 Hi vs low “average” $/sale value. One brings in custom, other 
relies on traffic 

Average gross profit 58% or 580,000 34% or 680,000 Low vs hi margins, stock turn 2.5 vs 28 per annum 

Less wages  27% or 270,000 19% or 380,000 Including one working proprietor 
Less all other 12% or 120,000 9% or 180,000 High vehicle, storage, power 

Net profit say 10% or 100,000 2% or 40,000 Risk reward amortisation @ business rates of tangible assets 
Rent as residual: occupancy 
cost to sales 

9% or 90,000 
To 12/13% at hi 

trading levels 

4% or 80,000 
Up to 6/7% at hi 

trading levels 

Needs double the turnover to pay almost the same rent in $$ 

Floor area to generate sales 70 M2 200 M2 Hi vs low traffic area 
Rent / M2 $1285 / M2 $400 / M2 Capacity to pay same $ / M2 quite different; measure carefully 

*substitutes businesses’ own trading accounts viz. a “Mini Business Plan” with rent as a residual a willing informed, prudent, not overly anxious tenant 
would pay entering a lease. [In my opinion in this modelling, the fruit & veg net profit/return is too low, relative to set-up costs] 

 
Table 2 – shows Hypothetical Rent as a Residual Method of assessing market rent, whereby a businesses’ own trading accounts are substituted in place of trading levels 
a hypothetical tenancy could achieve. The table also shows that two different types of businesses, whose rents if assessed on a $/M2 basis might be either too low or too 
high i.e. well above or well below market rent if assessed purely on a $/M2 basis. 
 
Hypothetical Rent as a Residual can be used in absence of rental “evidence” and or as a “check method” against other rental data. If the independent expert valuer is able 
to obtain rental data, PLUS turnover data, and establish evidence of an arms-length transaction of “fully informed, willing but not anxious” parties, this combined 
evidence can be compelling to assist in establishing market rent. Business people are less willing to part with sales/trading data to valuers who are not independent of 
managers and managing companies. The valuer must be the “gate keeper” of this data, how it is used and to avoid abuse of it. 
 
In regard to “Testing” the evidence for relevance, a skilled professional expert determiner will not simply be accepting evidence at face value. He/she might seek to 
discuss lease renewal terms to ensure it was an arms-length transaction. Maybe he/she will seek to discuss or obtain trading data and ascertain that the rent falls into 
suggested benchmark levels for the “permitted use” of the business. The valuer may carry out references and cross-references for consistency and or make adjustments 
for the specific size, frontage, locational issues (socio-economics i.e. demographics and psychographics), growing local market, declining local market, new competition, 
etc. using skills and judgement; considers legislative requirements i.e. “reasonable rent” and terms of lease; and makes his/her determination 
 
In regard to establishing “reasonableness”i, any rental analysis assessed on a dollar per square metre ($/M2) basis should be multiplied out by the floor area and to test it 
against KPIs for it being the reasonable rent under the legislation. 
 

                                                           
i S 29 RSLA Queensland, which calls on a specialist retail valuer to “determine the rent on the basis of the rent that would be reasonably expected to be paid for the retail shop, if it were 

unoccupied and offered for leasing for the use to which the shop may be used under the lease or a substantially similar use”. 


