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| game by moderating thein borrowings

and house price bids, together with

taking the longer time horizon asso-
ciated risks into account.
What happens if and when interest
rates rise again? Furthermore, with
~the present low inflation climate, the
+ monthly paybacks are going to erode
far slower than previously in the high
inflation era, with a consequent low-
ering of the household quality of Tife.
The BICC State of the Construc-
tion Industry Report 2004 states that
rental increases from 1999 to 2003
for affordable property was minimal,
with the rental increases noted in the
upmarket villa developments. This
indicates that it.may currently be
cheaper to rent out an affordable
property, as the rental payments

could be substantially less than the -

mortgage payments. This possibly

- reinforced with the much awaited
amendments to the present archaic
rental system could witness a renais-
sance of the rental property market.

Commercial investment
properties

Considering the above residential
gains, it still appears that the institu-

 tional investor is more interested in

the prime office, retail and indus-
trial/warehousing sector. The gain in
a residence’s value is to the gain of
the shareholder, in this case the
Owner.

It is,possibly due to a high global
home ownership rate in the
advanced economies that the crash
of the Stock Markets at the dawn of
the new millennium, did not cause

‘the depression experienced in the
Thirties.

Unlike the residential sector,
which as. previously noted is cur-
rently experiencing unsustainable
double figure growth rates, the com-
mercial sector over the same three-
year period is experiencing growth
stagnation, if not decline in capital
value, This due (0a present oversup-
ply of commercial properties,
together with a number held up by
the banks due to foreclosure, further
compounded with a slowdown in
the economy. In a slowdown, rents
are an overhead that conmpanies
restructure by relocating.

In an article published in The
Archirect, reference was made to the
development of the Opera Housg
site, with the players being Govern-
ment as the supplier of the land and
provider of design services, wherehy
with the private investor being pre-
sented with an approved MEPA
scheme the viability planning risk
thus .being eliminated, the private
sector then partakes in the construc-
tion profits and the general public
partaking in the annual normally
revisable upwards rental earnings, as
a partner with the government who
had offered a large proportion of the
asset in the form of land value.

It was however, stated that for this -

property securitisation to be success-
ful, Malta ‘needed to be branded as
the Capital of the Mediterranean.
However one asks how this brand-
ing is to be achieved if the present
road development upgrading is tack-
ling the outlying roads, while the
Airport road leading to Castille is in
a deprecated condition? Surely
funds should be used to yield the
greatest benefits.

Considering the current large
land, which is sending hoteliers out
of business, as the land value is sub-
stantially higher than the going con-
cern of the hotel trade, why has land
reclamation not been attended to?

Land over the past 25 years has
been appreciating at 16 per cent pa,
i.e. a doubling in value every five

-years, so a larger land areq for Malta -

dedicated to the leisure industry,
could possibly save our tourism
industry which. is a provider of
approximately a third of our GDP.
Another recent characteristic of land
value: as from last year, the land val-
ues are mirroring the development -

.value of property in the coming

year. -

To get prime developments in
place-in time not to lose out to other
destinations requires a concentrated
effort involving the Government, the
private sector and the private

small/medium investor. This all

points to public, private partnership
(PPP) schemes which have been
undergoing studies since 2000.

In soch cases, leverage ratios are
common, and typical ratios would
vary between 1:8 and 1:10, i.e. for
every Lm1 spent by government, an
equivalent of Lm8 to Lm10 invest-
ment generated by the private sector
would be expected for a project to
be considered as successful.

This also means that whereas if
government had to do such projects
alone it would have finished with,
for example, Lm10 million value of
investment, now, with the same
Lm10 million, it would have gener-
ated an Lm80 to Lm100 million
equivalent investment.

Now that the Valletta Waterfront
project is nearing completion, why
not tackle Fort St Elmo on the PPP
principle, where the creation of a
boutigue hotel among other uses
would help revitalise further the
lower part of Valletta.

The Victoria Lines escarpment 1§
also calling out for redeveloping the
existing British heritage forts linked
by well laid out footpaths creating a
heritage trail. A recent seminar —

“PPP: Geétting Down to Business” —

(L

- ered more or less risky than a com-

attended’ by the Lord Mayor of

London sets one thinking: we're still
at the very beginning; five years of
studies considered wasted. Further
lost time means losing out to other
destinations.

'Ta‘i-‘;cget"f-gtu'm' -

The hurdle property return is per-
ceived differently from an institu--
tional investor and a corporate com-
pany. In the case of institutional
investors, money they invested does
not have a direct cost, as it is not
raised in the capital markets, but is
received as regular payments from
insurance premiums, and life or pen-
sion plans.

The required return is normally
added on as a premium to a safe
bond yield, such as a 15-year
Goyernment Bond. This premium
varies from 2.75 per cent for prime
high street shops and offices up to
nine per cent for leisure properties.
Thus a hotel’s earnings profit is to
be discounted at around 14 per cent,
while a prime office location is to

pany’s activities. None of the above
may be quantified precisely as real
estate companies undertake develop-
ment (high risk) and investment
(low risk), but according to Barclays

_Capital 2000, the extra-return earmed”

- by equity shares over the return

have its net rental earnings dis- -

counted at around 7.75 per cent,
reflecting the lower risk of office

investment, explaining the reason -

for not including leisure properties
in - an institutional = investor’s
portfolio.

In the case of the corporate com-
pany, it is based on the after-tax
weighted average of capital: Capital
consisting of debt and equity thus

depends on the optimal gearing ratio

and the compmly’s cost of equity. In'

the case of a project that is typical
of the company’s activities and of
similar risk, then the rate is similar.
Adjustments have to be made if a
project to be undertaken is consid-
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from gilts averaged 4.7 per cent pa.-
in the 20th century, while the excess

return over Treasury bills averaged

4.1 per cent pa. This information *

helps to provide a guide for a com-
pany’s equity cost.

In the case of projects, as distinct
from existing portfoljo investments,
the required return includes a return
for enterprise. A simple rule of
thumb to assess development re-
quired return is to double the cost of
capital. If bridging finance to com-
plete project works out at eight per
cent pa, then target return to be 16
per cent pa, thus giving an addition-

.al markup of five to 10 per cent pa,

not seen to be exceptional.

Alternatively property developers
are more confident in assessing re-
quired return as a-capital profit
calculated at 15 per cent of the pro-
ject’s total cost. Inland Revenue here
take note in applying the right profit
mark-up - for calculating capital
gains, as the uncertainty created in
the collection of these taxes is one
of the reasons for the present double
figure hike in property prices.

This scenario considers that if
the philosophy of growth is under-
taken in lieu of the present concept
of debt servicing, Malta in under a
period of 20 years should develop

“into a First World country, as has

been successfully delivered by
other nations.
To deliver this national growth,

which has to be coupled with the

a can develop into the
orld In under 20 vears

branding of Malta as the capital of
the Mediterranean, the private sec-
tor needs to combine with govern-
ment entities to deliver projects in
business-like ventures.

As land presently commands a
substantial asset value, this is'to be
taken advantage of by the govern-
ment for the benefit of all the citi-

.zens, as outlined in a previous article

relating to the securitisation of the
Opera  House site. Increasing
Malta’s land drea by reclamation
would further enhance this asset
value. f

The present system whereby the
taxpayer is being asked to contribute
to a bottomless deficit pit is just
helping reduce the quality of life of
the Maltese citizen, together with
the risk of sending a greater propor-
tion of households to living below
the poverty line.

-People’s savings together with
repatriated moneys currently have

few worthwhile investment opportu- °

nities. Government bond issues,

‘although issuing returns to investors

are however being eroded. as nation-
al growth with fixed rate bond issues
is'not being created.

Thus a total rethink on wealth
creation by undergoing national
securitisation projects on a partner-
ship basis, whereby the smallest
investor may participate alongside
the big investors, will help restore
the good-will feeling of the Maltese
Islands.

Mr D.H. Camilleri, Eurlng,
A&CE, B.Sc. (Eng), BA (Arch),
C.Eng, ACIATh, EIL Struct.E., FICE,
architect and civil engineer, is also

_consultant to Structural & Property

Investments.
E-mail: dhcamill @maltanet.net.
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