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ABSTRACT
The following diploma consists of a comparative study of the market of office buildings located in
Valencia, and Budapest. With the objective to understand the commercial real estate, the research
develops a brief introduction to The Central Place Theory to recognize the beginning of Office market
and his fundamentals concepts and the importance of the principles of valuations, also their
fundamental bases of Location, Market Analysis, Supply/Demand, Type of building, Risk, Lease,
Tenancy, and the investor perspective, in order to understand the market niche of Office Building
Market.
The methodology used will consist primarily of an initial comparison analysis using tables with all the
information extracted from the initial research as the market situations, market trends, environmental
circumstances, and technical data sheets according to the International Valuation Standards applied
by the Royal Institution of Chartered Surveyors (RICS) as reference, and created from other sources.
All the information gathered from public databases, and real estate companies, it shows the factors
that affect a property of these characteristics from the point of view of economics ( Prime rent,
Vacancy, Take-up) and from valuation (area, connection, transport, centralization, typology, ecological
certificates, cost of profitability, tenancy, risk, etc.).
Finally, an approach with a comparable datasheet remarks the differences between Spain and Hungary
(terms used, lease details, laws, occupancy costs, comparable, and classification on each market), and
the delimitations of the value of data its explained according with RICS and the currently trends.
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RESUMEN
El siguiente Trabajo de Fin de Grado consiste en un estudio de mercado comparativo de edificios de
oficinas ubicados en Valencia y Budapest. Con el objetivo de comprender los bienes inmuebles
comerciales la investigación desarrolla una breve introducción con la Central Place Theory para
reconocer inicio de mercado de oficinas y sus conceptos fundamentales, y la importancia de los
principios de las valoraciones, así como sus bases fundamentales de localización, análisis de
mercado, oferta / demanda, tipo de edificio, riesgo, alquiler, y la perspectiva del inversor, para
comprender el nicho de mercado del mercado de edificios de oficinas.
La metodología utilizada consistirá principalmente en un análisis comparativo de datos utilizando
tablas con toda la información extraída de la investigación inicial como las situaciones del mercado,
tendencias, certificados ambientales y fichas técnicas de acuerdo con los Estándares Internacionales
de Valoración aplicados por la Royal Institution of Chartered Surveyors (RICS) como referencia y
creado a partir de otras fuentes.
Toda la información recolectada de fuentes públicas, y empresas de real estate, marcan los factores
que afectan a este tipo de propiedad y sus características desde el punto de visto económico (Prime
rent, Vacancy, Take-up) y desde la valoración (superficie, conexión, transporte, centralización,
tipología, certificados ecológicos, costo de rentabilidad, alquiler, riesgo, etc.), serán evaluados.
Finalmente, un enfoque con una hoja de datos comparable observa las diferencias entre España y
Hungría (términos utilizados, detalles del arrendamiento, leyes, costos de ocupación, comparables y
clasificación en cada mercado), y las delimitaciones del valor de los datos que se explican de acuerdo
con RICS y las tendencias actuales.

Palabras Clave: Distrito Central de Negocios, bienes inmuebles, riesgo, BREEAM, RICS, and IPMS
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Acronyms
BOE
Boletín Oficial del Estado
BOMA
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Chapter

1

Introduction
1 Diploma Background
I have always been interested in financial topics, but it is only when I realized the lack of knowledge I
had when I started this topic and asked myself the important questions. We have been instructed at
the university from the point of view of execution, and from a very fine line of the financial market in
real estate.
The nature of this work lies in the interest of the skills necessary to inspect real estate in the office
building market area, it is also a guide to understanding the financial terms, the market, and the
terminology used in the sector related area and new trends affecting the roles of appraisers.
Furthermore, the project will explain in a superficial way the others markets and in relation with office
market, the information needed to make an appraisal by a technical architect/building engineer to
commit it, also the perspective of an investor and what drives to offer this tasks to our profession and
it will also mark the current legislation referent to RICS ( Royal Institution of Chartered Surveyors) and
finally the perspective of what I have learned from it.
In relation with the building typology, the origin comes from my interest in make a proposal to join a
company of Real Estate, and what role I could apply, in order to that I studied how companies were
organized and what positions were available connected with our career.
Since it is true that each typology needs a specific study model and is related to the uses of the building
itself since Real Estate market is highly heterogeneous and consist of numerous submarkets that are
separated from each other by space ( national and regional) and function ( residential, industrial,
logistic, or retail). Moreover, Real Estate also refers to producing, buying, and selling so it directly
affects the country by being a critical driver of economic growth.
The division of assets of Real Estate it is generally divided by:
•
•

•

•

Residential real estate includes both new construction and resales homes with subcategories
as single-family detached, single-family attached, large multi-family.
Commercial real estate includes shopping centers and strip malls, medical and educational
buildings, hotels, and offices. Apartment buildings are often considered commercial since they
produce income.
Industrial real estate includes manufacturing buildings and property, as well as warehouses.
The buildings can be used for research, production, storage, and distribution of goods. Some
buildings that distribute goods are considered commercial real estate.
Land includes vacant land, working farms and includes subcategories within undeveloped,
early development or reuse, subdivision, and site assembly.

The classification is important because the zoning, construction, and sales are handled differently.
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With the purpose of narrow down the topic, it will be taken as a target the typology of office building
and the relation of existing trends and how they are affected.

1.1

Research objectives

The main objective of this research is to analyze the evolution over the years of this type of
construction, how the political, economic, and social can affect the market of offices and how is
affected. Based on this objective, a group of specific goals is developed:
•
•
•
•
•
•
•

2.1

To know how the real estate office market works from an economic point of view.
To analyze how the environment, trends, and evolution of a city affect the price of the
property, and what kind of objectives these constructions seek.
To identify which are the main streets of both cities, their connections, and needs for the type
of user of this type of property.
To identify what add value to new constructions.
To analyze the Office Market of Valencia and Budapest, transport connections and other
services that directly affect, etc.
To understand the purpose of valuations on a building office.
Examine what innovations are acting on the sector.

Framework

The work structure will be detached in the following approach:
•
•
•

•

•
•
•

Step 1, Starting with a previous literature research where it will be investigated what type of
articles refer to this topic to be discussed.
Step 2, An analysis of the Building Office Market to understand the roots of the market.
Step 3, Country’s situation related with the office building market to observe the behavior that
has had some macroeconomic variables such as the Gross Domestic Product, the
Unemployment Rate, the Inflation Rate, etc. and the microeconomic variables.
Step 4 to study the variables that are concerned with this type of real estate, what makes an
investor to invest in this type of buildings, and what is expected of it, in order to reduce the
area of work the terms utilized in the project as also it will be described the type of appraisal
taken.
Step 4 to describe how the cities that are concerned in this study.
Step 5 to explain the importance of the Royal Institution of Chartered Surveyors and the
International Property Measurement Standards.
Step 6 Shows all the data collected and the relations that I have learned with the previous
concepts.

The main objective of this diploma is to research how office building market operate; it will also be
structured as a guide to extrapolate the steps to another market studies.
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Chapter

2

Theoretical framework
2 Literature review of office market
Over time a numerous studies has been published to explain Office Market growth in order to
approach a possible method of investment on this market niche, studying the basics of the city
concept, the outstanding fact of modern society is the growth of great cities.

1.2

Location

Centrality has always been a concept that has fascinated urban geographers. Just as metropolitan cityregions developed from the early industrial city, urban geography developed as a discipline (Wheeler,
2005).
Urban geography is the subdiscipline of geography that derives from study of cities and urban
processes. Urban geographers and urbanists. (Soja, 2008)
The Central Place Theory (CPT) of Walter Christaller (Christaller, [1933]1966) , or also called the
concentric-zonal, sectoral theory and multiple nuclei models of Ernest Burgess, Homer Hoyt and Harris
and Ullman respectively, who each argued that cities had a discernible internal structure usually based
upon access to markets and tendency for activities to cluster in central places (Latham, McCommack,
& Mcneill, 2009).
Cities are the focal points in the occupation and utilization of the earth by man. Both a product of and
an influence on surrounding regions, they develop in definite patterns in response to economic and
social needs. (D.Harris & L.Ullman, 1945).
Each city can consider unique but similar in function and pattern (W.Hartman, 1950) , so it can be said
what happens in one, can be like another, since location types and internal structure are similar, for
most modern cities the exemplar of centrality is its Central Business District (CBD), or how
“downtowns” American term given to lands located at the center of transactional density (transport
hubs, retail markets, office buildings, theatres, etc.) (Fogelson, 2001) have been highly contested
spaces to invest on. Business companies have been aware of the reduced transaction cost involved in
strategic position, minimizing cost of travel time between clients.
A Diagram of internal structure generalization (Figure 1, 2) that represents the concentric-zone theory
(Park, Burgess, & McKenzie, 1925) it applies for every city, although arrangement of the sector varies
from city to city, diagrams for multiple nuclei (D.Harris & L.Ullman, 1945) represents one possible
pattern among innumerable variations, so the forces underlying the pattern of land can be appreciated
also with the combination of sectors, so Harris and Ullman’s diagrams can be used as the basis for
making comparisons between the spatial development and grow of different cities.

Figure 1 .Diagram of internal structure generalization, by (D.Harris & L.Ullman, 1945)

Figure 2. Sector Theory (Planningtank, 2017)
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The Nature of Cities (D.Harris & L.Ullman, 1945) it’s a paper is a classic example of how urban patterns
and processes can be rendered diagrammatically:
1. The central business district (CBD):
Focus of commercial, social, transportation, and civic life, it contains retail district with its
banks, financial departments, store departments, smart shops, office buildings, banks, hotels,
theaters, museums, and organization headquarters, encircling around the downtown is the
wholesale business district.
2. The zone in transition:
Encircling outsides downtown contains the residential deterioration and “Light industry” from
the 80’s and 90’s.
3. The zone of independent working’s:
Workers who have decided to escape from transition zone who desire to live within an easy
access of their work to avoid circulation at the downtown.
4. The zone of better residences:
Compound of single-family residences (depending on the country, different the constructions
types) of exclusive privileged districts and high-class apartment buildings.
5. The commuter’s zone:
Outside the limit of suburban areas, metropolitan areas that are located close to, but
independent of larger cosmopolitan areas.
The continually changing pattern of land use presents many problems, land close to the core is kept
vacant or retained, in antisocial shantytown structures in anticipation of expansion of higher-rent
activities are also retained.
The distribution of population into the normal areas of the city, the division of labor, the differentiation
into social and cultural groupings, represent the normal manifestations of urban metabolism, as
statistics of disease, crime, disorder, vice, insanity and suicide are rough indexes of its abnormal
expression. The state of metabolism of the city may, it is suggested, be measured by mobility, defined
as a change of movement in response to a new stimulus or situation (Burgess, 2008).
Fundamentally designed by their urban structure and defined by urban planners, economists, and
geographers; over time it was also referred to urban spatial structure (connectivity and accessibility),
how land uses are distributed within an urban area and the effect of location on value have been the
subject of much research and discussion by economists, philosophers and sociologist over more than
two centuries. (Michael, 2009)
A short-term advantage of CPT (Christaller, [1933]1966) describes the spatial pattern of urbanization,
and explains why there is a ladder of urban center, the theory approaches the location of trade and
service activity using a prediction based on settlements tend to form triangular/hexagonal lattice
(Figure 3).
The terms used by Walter Christaller:
•
•

A Central Place is a settlement, which provides one or more services for the population living
around.
Simple basic services (e.g. grocery stores) are said to be of low order while specialized services
(e.g. universities) are said to be of high order.

•
•
•

Having a high order services implies there are low order services around it, but not vice versa.
Settlements which provide low order services are said to be low order settlements and ones
that provide high order services are said to be high order settlements.
The sphere of influence is the area under influence of the Central Place.

Two basic concepts:
•
•

Threshold: Minimum population that is required to bring about the provision of certain good
of service.
Range of good or services: Maximum distance people will travel to purchase goods and
services.

Figure 3. The Three principles of central places (Christaller, [1933]1966)
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Assumptions:
•
•
•
•
•
•

Isotropic surface (Flat lands).
An evenly distributed population.
Evenly distributed resources.
Similar purchasing power of all consumers and consumers will patronize nearest market.
Transportation costs equal in all directions and proportional to distance.
No excess profits (perfect competition).

Although CPT will never be found in the real world, it helps to understand in a static way how cities
have formed itself:
•

•

Topographical properties; it’s not common to find large areas of flat land, because the
presence of relief barriers channeling transport in certain directions (Government intervention
can dictate the location of industry and the perfect competition is unreal with some firms
making more money than others).
Social trends, people fluctuate their shopping habits and not always going to the nearby
center.

From these concepts the lower and upper limits of goods or services can be bound. With the upper
and the lower limits, it is possible to see how the central places are arranged in imaginary area.
Application to Economic development:
•
•
•

•

•
•

Average transportation cost per purchase are lowered by multipurpose shopping trips.
The consumer might find it desirable to shop at multiple locations on a single trip.
Not only population but demographic characteristic, socioeconomic structure, potential
expenditures, and shopping behavior are the most important factors to explain special
clustering.
Although a major tenet of central place theory was that producers tend to locate as far as
possible from competitors, firms may recognize the advantages of agglomeration and the
benefit of centrality that result from adjacent location.
The development of central places depends on factors such as transport costs, expenditure
shares for relevant goods and the cost characteristics of stores.
Planning commissions continue their efforts on industrial recruitment while the pursuit of
other development strategies such as retail-sector expansion may be overlooked.

The validity of the place theory may vary witch local factors, such as climate, topography, history of
development, technological improvement and personal preference of consumer and suppliers.
However, it is conceivable to discern Christaller patterns in most distributions of urban centers, even
though these patterns will often be distorted by the terrain or imperfect because of suboptimal
historical development decisions.
The theory does a reasonably great assignment of describing the spatial pattern of urbanization. No
other economic theory explains why there is a hierarchy of urban centers. CPT also describes the
location of trade and service activity, including consumer market-oriented manufacturing.

The arrival of the early mainframe computers in the 1960s gave birth to the “science” of spatial
analysis, where permitted to quantifying everything about urban life from demographic trends,
migration movements, housing markets, journey-to-work trips and so on , what nowadays most
sophistically we have proclaimed as information management and nowadays go beyond Smart Cities
concept; a Smart City uses real-data information to make the most efficient use of physical
infrastructure with Internet of things (IOT) and the emerging Green Cities concept encompasses
thousands of urban areas around the world all striving to lessen their environmental impacts by
reducing waste, expanding, recycling, lowering emissions, increasing housing density while expanding
open space, and encouraging the development of sustainable local business, it can be settle out that
variables of Office Market constantly develop itself by the trends of the City.
This literature helps to understand the concept of how CPT was the example of how spatial science led
to austere formulations “which have limited value in understanding real world situations”. (Guelke,
1978), although CPT continued to be widely studied throughout the 1970s before output started
tapering off, another meaning of the term monument –gradually emerged. This meaning is implied by
(Scott, 2012) when he states that the “rather rapid fall of central place theory from grace can almost
certainly be understood by the fact that even given its internal logical coherence, it has so little to say
about the great issues of urbanization and regional development that we face in today’s post-Fordist
world, apart from some modest continuing applications in retail geography.” (Meeteren & Poorthuis,
2017).

2.2

Market Analysis

A “market” can be considered as any effective arrangement for bringing buyers and sellers into contact
with one another. It does not need to be a single place. (Michael, 2009)
Markets produce prices… (but property possess(es) a unique set of characteristics,
so that… valuations has to be primarily a process of analysis and interpretation,
albeit by reference to other market transactions. (Baum & Goldstone, 2000)
The aim of any market study is to find the point where supply and demand intersect to supply the right
quantity of a good at the right price (Figure 4).
Since the world is complex and dynamic, no economist can ever identify that exact point. A market
analyst accumulates information on as many factors as possible to make an educated guess. (Novak,
1996)
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Figure 4. Supply and demand intersection (Own design)

The educated guess of a market analysis is based on four basic components, once the data has been
collected and evaluated, the valuer will draw assumptions, and no single piece of data holds the answer
to market demand, in fact it will be used a substantial amount of subjective professional judgment to
weigh the different details as (Barrett & Blair, 1982):
1. The project description (Outlining the bounds of the study, listing the limitations of
the study, describing the potential project, and assessing indirect economic and site
factors)
2. A demand assessment (Market drivers)
3. A review of supply (Currently products and future possibilities)
4. A synthesis.
Real Estate
Real Estate : Land and all things that are a natural part of the land (e.g. trees,
minerals) and things that have been attached to the land (e.g. buildings and site
improvements) and all permanent building attachments (e.g. mechanical and
electrical plant providing services to a building), that are both below and above
the ground. (Note that a right of ownership, control, use or occupation of land and
buildings is defined as a real property interest in IVS 400 at paragraph 20.2.)
Real Estate is a tangible asset, and a type of real property (real property examples: land, buildings, and
other improvements, plus the right of use and enjoyment of that land and all its improvements).
Personal property means assets (or liabilities) not permanently attached to land or
buildings: Including, but not limited to, fine and decorative arts, antiques,
paintings, gems and jewelry, collectables, fixtures and furnishings, and other
general contents; Excluding trade fixtures and fittings, plant and equipment,
businesses or business interests, or intangible assets.
Real property is not the equivalent and should not be confused with personal property (personal
property examples: intangible assets like investments, along with tangible assets such as furniture and
fixtures).
The business of Real Estate
The vast majority of real estate used by business firms is leased and not owned. This is true in spite of
the vast number of buildings with signs that contain a name of a major corporation on the exterior,
these signs usually identify major corporate tenants, who are allowed the right to erect a sign by the
landlord in its lease agreement term.

The reasons to not own the property for a firm:
1. Opportunity cost; Most tenants find leasing to be more cost-effective that owning.
Since purchasing would generally not be optimal considering the square meters (SQM)
needs for the company, that means an input of capital that could use for other
investments and paying for facilities in relation to SQM. Secondary a purchase would

“put the user in the real estate business”, the tenant would have to take the risk of
owning and also have the real estate busines “know how” to manage it.
2. Risk; even if a tenant could occupy the total space in a building, it might still choose to
lease, owning would reduce operating flexibility, if the firm decided to leave the
location, it might have to sell the entire property, this could take a considerable of
time and tie up personnel and capital. If it had leased, it could move upon the lease
expiration date or even negotiation a release from the owner/lessor.
In the other hand, the cost of maintain and repair the facility would be highly.
If the firm decided to size down using an number of square meters, as an owner would
have to engage a broker to find an additional user or buyer for the excess space.
Furthermore, it might have to renovate the space to suit the requirements of the new
tenant. Again, this would mean undertaking unrelated real estate business activities.
In summary, the primary point is that history is replete with evidence of corporations that ventured
away from their core business and engaged in real estate investment and development. Results
have been mixed at best. The real estate industry includes economic functions that are specialized
nature and are split and distinct from the operations of the many different business activities
conducted by tenant-users. These noncore real estate business activities include the following
risks:
•
•
•
•
•

Selecting the “right tract” of land and developing the “right amount” of space.
Leasing that space to many different tenants.
Hiring personnel, collecting rents, and maintaining the facility.
Finding financing for the investment or development.
Doing continuous research about real estate markets in order to decide when to sell, raise
or lower rents, renovate and so on.

These are a few examples of many of the functions requiring special skills that can be performed most
cost-effectively by real estate firms that specialize in these activities. Business firm-users are best left
to focus on their primary activities.
One general exception could be a single tenant-user requires its own facilities for its corporate
headquarters or must have unique features such as high-tech labs, specialized computers installations,
security, or other features that are unique. In these very special cases, ownership may be preferred to
leasing.
Categories of buildings
The two major categories used to classify property are residential and non-residential. Although hotels
and motels can also be thought of as supplying residences for persons, they are short-term residences
and thus are not considered as residential property. In (Figure 5) it´s represented the rational
classifications from an economic perspective.
Residential housing it is usually differentiated by location (urban or suburban) and size of structure
(high rise, low rise, or garden apartments). High rise apartments are usually found near the central
business district (CBD) of cities because land costs are greater than in suburban areas. These are
income-producing properties and highly profitable.
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Figure 5 Classification of Real estate Uses ( (Brueggeman & Fisher, 2011)

Non-Residential properties are usually broken down into six major subcategories: office, retail,
industrial, hotel/motel, recreational, and institutional. As is the case for many of the categories, the
same building can be a mix of both office and retail space. In fact, the same building could contain
residential as well as non-residential uses of space. A combination of end uses in one property is usually
referred to as a mixed-use development.
Thus, the categories being discussed should be viewed more as a appropriate way of classifying the
use of space for the purpose of analyzing supply and demand, and thus investment potential for that
space.
•
•

Office buildings range from major multitenant buildings in the CBD’s of most large cities to
single tenant buildings, often built with the needs of specific tenant or tenants in mind.
Retail properties vary from large regional shopping centers containing over a million square
feet/meter of space like a mall center to small stores occupied by individual tenants found in

•

almost every town. It is also common to find retail space combined with office space,
particularly on the first floor of office buildings in major cities, depending on the opportunity
cost could be change de use of the building.
Hotels and motels vary from considerably in size and facilities available and are used primarily
as a place for business travelers and families to spend a night, these properties may have
limited amenities and will often be located very close to a major highway.
Hotels designed for tourists who plan to stay longer will usually provide dinning and facilities,
a swimming pool, and other specific amenities. They will also typically be located near other
attractions that tourists visit. Hotels at “destination resorts” provide the greatest number of
amenities. These resorts are away from major cities, where the guests usually stay for several
days or even several weeks. Facilities at these resort hotels can be quite luxurious. Hotels that
cater to convention business may be either a popular destination resort or located near the
center of a major city. People who go to conventions usually want a variety of choices for
dining and want to be able to “combine business with pleasure.”

•

•

•

Industrial and warehouse properties include property used for light or heavy manufacturing
as well as associated warehouse space. This category includes special purpose buildings
designed specifically for industrial use that would be difficult to convert to another use,
buildings used by wholesale distributors, and combinations of warehouse/ showroom and
office facilities. Older buildings that were initially used as office space often “filter down” to
become warehouse or light industrial space.
Recreational real estate includes uses such as clubs, marinas, sports complexes, and so on.
These are very specialized uses, usually associated with retail space that complements the
recreational activity. Dining facilities and possibly hotel facilities may also be present.
Institutional real estate is a general category for property that is used by a special institution
such as a government agency, a hospital, or a university. The physical structure could be similar
to other properties; government office space, for example, would be similar to other offices,
and could in fact be in the same building. However, space used by institutions such as
universities and hospitals are usually designed for a specific purpose and not easily adaptable
for other uses.

Supply and Demand Analysis
Market Rent (MR) : The estimated amount for which an interest in real property
should be leased on the valuation date between a willing lessor and willing lessee
on appropriate lease terms in an arm’s length transaction, after proper marketing
and where the parties had each acted knowledgeably, prudently and without
compulsion (see IVS 104 paragraph 40.1). (RICS, 2020)
Market rent for office properties depend on the economic base, as well as on the supply and demand
for space by tenants.
The factors involving demand for a potential development are those which describe the scale and
purchase patterns of market participants. By examining the factors, the valuer attempts to quantify
the total level of demand. Some aspects of demand are difficult to quantify and may be assumed to
remain constant.
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The factors affecting supply are those which describe the amount of a product in the marketplace and
the price that product is currently receiving (Figure 6).
Demand
•Population
•Income
•Employment
•Market trends
•Relative price
•Taxes
•Interest rate
•Down payment requeriments
•Future expectations
Supply

•Existing supply
•Planned supply
•Competitive environment
•Availability of land
•The cost of land, labor and capital

Figure 6. Market drivers (Own design)

The most important part of the supply section is the stock of existing supply, this means identifying
comparable properties, which are those sites in the market that have a similar set of amenities at a
similar scale.
Once the type of comparable has been identified, it will find the total number of units or square meter
in the market area, how much they are being rented or sold for, the vacancy rate and absorption rate.
In describing the existing stock, a basic analysis will just identify the total number of square feet or
units available. A more detailed analysis will segment the market by quality, age and any concentration
of the existing supply. While age is often a factor in quality, it may be analyzed separately to show
when the supply was introduced into the market.
Quality segmentation for real estate is based on the amenities a unit provides (which amenities created
the highest demand and what people were willing to pay for specific amenities), concentration of types
of space are also important to identify. For example:
A market could have one million square meters of Class A office space, but 300.000 sqm of that space
might be in one building occupied by a single corporation. Since that occupant is probably not going
anywhere, that office space will remain occupied and will not increase the supply of available office
space.
Vacancy is a primer indicator of existing supply, if any area has a high vacancy rate, it may mean that
there is an overabundance of a type of property in the market. A high vacancy rate will also mean that
rental rates are low.
Absorption rate is of prime interest, it provides an idea of time in calculating future financial returns.
The absorption rate is the change in the total inventory of a type of square footage over a period of
time, it includes the introduction of new properties and the deletion of existing properties based on it,
it can be estimated how long after being built a product will be fully utilized, for example:

A new office space may be become absorbed at a rate of 10.000 square meter a month. If the developer
is about to introduce 50.000 square feet full absorption could take greater than five months.
At any point in time, a fixed stock of space exists in the market in previously constructed buildings.
Some of this space will be leased. The remaining space constitutes vacancies, or supply of space
available for lease.
The price at which an owner can lease the space depends on the market rental rate on comparable
properties. The amount of existing space that buildings owners are willing to lease at different rental
rates is expressed by a supply curve as illustrated (Figure 7).

Figure 7.Rental Market Equilibrium (Brueggeman & Fisher, 2011)

As the market rental rate rises, more space is supplied by building owners. The maximum amount of
space that can be leased at any given point in time is limited, however, to the existing stock of space.
At lower market rental rates, some of the existing space may not be made available for lease. This
space may be deliberately held vacant by owners in anticipation of higher market rents in the future.
Alternatively, they may prefer to convert the space to a different use instead than rent it under the
existing use at the current market rate for that use. A certain amount of space will also always be
vacant because of tenants moving and the time it takes for newly constructed space to be offered for
lease. This stock of space will change over time due to construction of new buildings and demolition
of existing buildings.
For the demand for space from users also showed in (Figure 7) . As the rental rate falls, firms are more
willing to use additional space in their operations rather than other factor inputs such as labor and
capital. The intersection of the supply and demand curves determines the equilibrium market rental
rate as well as the amount of space that is leased. The total space that is leased at a given point in time
includes space that was leased in previous periods. The difference between the existing stock of space
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and the total amount leased at the market rate represents vacant space. This is a normal, or
equilibrium, market vacancy rate.
The supply curve illustrated (Figure 7) depicts a short-run equilibrium for a period of time during which
the total supply of existing space is fixed and does not increase due to new construction or decrease
due to demolition. That is, the supply of space includes existing space that was constructed in the past
based on analysis of the rental market at that point in time. Changes in the market for space after an
additional building is constructed can result in a change in the market rental rate. For example, suppose
the demand for office space increases because new firms are locating in the area and office
employment is increasing. This is indicated by a shift in the demand curve from D to D’ (Figure 8).

Figure 8. Increase in Demand and Supply (Brueggeman & Fisher, 2011)

Based on the supply curve for existing space offered for lease, the market rent would rise from R to R’.
The increase in demand is likely to result in an increase in the construction of new space, however,
because the profitability of developing new space increases at the higher market rents and lower
market vacancy rate. The amount of new space that is developed depends on the profitability of
developing new space as well as the supply of land for development. As new space is developed and
the stock of space increases, the maximum amount of space that can be offered for lease increases
from Smax to S’max and shifts the entire supply curve from S to S’ as shown (Figure 8). Based on the new
supply curve (after new space is constructed) equilibrium rents decrease from R’ to R’’.
In other words, the rental rate does not rise as much as it would have in the absence of new
construction. Depending on the quantity of space added by new construction, it is possible that rental
rates could fall below the level at which they were before demand increased if more space is developed
than was needed to meet the increase in demand.
This analysis considered and increase in the demand for space, which was followed by an increase in
the supply of space. A decrease in the demand for space causes an opposite movement in the demand
curve and a reduction in the equilibrium market rental rate. This results in an increase in the vacancy

rate may persist until the demand for space increases. Some decrease in the existing stock may occur
due to depreciation and demolition of older buildings, but this occurs over a long period of time.
International and local market
Supply and demand relationship in the abstract is useful, but, when real estate investments are made,
a market analysis must usually be undertaken to determine the level of vacancies, rents, the amount
of new construction under way, and when the property will be ready for occupancy. A summary of
many of variables must be considered when undertaking a market macro/micro study.
All of these relationships are generally dependent on, or derived from, the types of employment
generated by the economic base of the area and the levels of supporting employment. When
considering investments in apartments and retail properties, in addition to forecasting the number of
new employees, investors need information on the quality of job creation indicated by the salaries and
wages that will be earned by individuals in the area, as well as their ages, the size of their households,
and other related information. This information will provide a better understanding regarding the type
of apartments and retail merchandise desired, which will, in turn, indicate which submarkets are likely
to benefit from economic growth.

Figure 9. Determinants of Supply and Demand - Major Property Types (Brueggeman & Fisher, 2011)
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Similarly, when considering investments in warehouses and office properties, a deeper understanding
of the nature and kinds of employment produced by growth in the economic base will help in
investment analysis. Some of the variables are considered (Figure 9).
Relation between location and User-Tenants
The conceptual framework for determining how locations within a city are evaluated by business it
goes without saying that location is an important attribute in real estate to succeed.
Real estate and developers should understand the business operations of potential tenants-users and
how certain locations will appeal to those users. Users of real estate are business firms that operate
to make a profit.
Consequently, most real estate decisions made by these users are considered in terms how leasing
space in alternative locations will generate more profit by (1)increasing sales revenue, or (2)reducing
the cost of operations, or (3)some combination of both. An example it shown (Figure 10) related to
USA.

Figure 10.Relationship between User Revenue, Expenses, and Profits per Square Foot by location (Brueggeman
& Fisher, 2011)

Because profitability will vary by location, the above analysis implies that user A and other users either
who are competition with User A or who operate business in which location significantly affects sales
revenue will tend to cluster near location (1) as they anticipate earning higher profits there.
On the other hand user B whose expenses are very sensitive to location, will choose location (3), and
similar business as User B but that have similar operating cost structures will compete for space in
around location (3). This process of profit analysis and competition by many different firms for space
in locations that tend to maximize profits produces certain general land-use results in real estate
markets:
1. The process of firms competing for space will result in the highest rents possible for the most
profitable locations and, ultimately, the highest land value and best development for a site
(e.g., office, retail, warehouse, apartment, or hotel).
2. Locations will tend to be dominated by clusters of users with revenue or operating expenses
structures that relate in similar ways to a given location.
3. Locations with the greatest appeal to users will tend to produce higher rents and to exhibit
highest spatial densities. Developers will attempt to build multistory projects or cluster

buildings on very desirable sites so that they may earn the highest rents per square foot. This
process will tend to attract tenants whose operations can be conducted in relatively small
amounts of space or multistory structures while still enabling them to earn higher revenue and
profits.
4. Some locations are competed for by firms that are most cost sensitive. These firms tend to
require large amounts of land and large facilities on which to conduct larger scales of
operations at lower rents per square foot.
When viewing location in this way, we can begin to understand how and why land-use patterns and
submarkets develop within urban areas. It should also help us understand why retail and high-rise
office developments occur in some areas while warehouses requiring large quantities of land on single
levels occur in others. Of course, these patterns of land use are also affected by zoning and historic
land-use patterns in urban markets. However, even the latter influences are subject to periodic
changes.
For most business users, real estate is an operating input that is used with labor to produce output. In
other words, business firms in their operations combine labor and materials with real estate at a
location to produce goods and services. Business users view real estate as an input that affects
operating expenses and/or revenues, the relationships between land and building space requirements,
rent, the number of employees, and revenues should be viewed in the context of various locations.
These resources tend to be combined by businesses so that they maximize profit. Land-use patterns
follow this pattern of business location decision making.
Market rent
The term market rent (MR) refers to the price that must be paid by a potential tenant to use (lease) a
particular type of space under then current market conditions. The rents depend on many factors,
including:
•
•
•
•

The outlook for the national economy.
The economic base of the area in which the property is located.
The demand for the type of space provided by the property in the locations being analyzed.
The supply of similar competitive space.

As previously exposed, the market rent on office buildings depends on the number of firms doing
business in the area as well as the likelihood of new firms locating in the area, the number of employees
these firms currently employ and are expected to employ in the near future, and the amount of space
that the firm needs for its employees to do their job. These factors can be very difficult to estimate as
they depend upon many uncertain and complex factors.
The number of employees and amount of space per employee that is needed by a particular type of
firm may be quite different in the future than it was in the past, due to changes in the way the firm
does business, especially with advances in technology.
Real estate investors must also be very concerned with the credit quality of tenants. As a part of the
leasing process, credit reports, bank references, and references from suppliers and customers are all
important. Real estate is a durable asset that has a relatively long economic life. The market rent at a
given point in time is the price that users must pay for the use of a unit of space, in a particular time.
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Market rent can change many times over the economic life of the building because of changes in the
demand for space from potential users and/or changes in supply of space as additions or deletions are
made to the stock of available space.
Basically, these changes are one source of volatility that will affect the rental income from properties
over time. The value of a particular property at any point in time depends on the present value of the
rental income expected from the building its remaining economic life. Thus, real estate investors must
consider how changes in the supply and demand for space might affect market rental rates over the
economic life of the property.
Vacancy
As indicated previously, all space available in a building may not be leased at a particular time, a tenant
may leave after their lease has expired ( or breach their lease agreement before it expires), or it could
be that the space has never been rented, especially if it is in a newly constructed building.
To project income for a property, it is therefore necessary to project how much of the space will be
occupied by tenants during the anticipated holding period for the project. There should always be
some allowance for vacant space, even in markets where leasing activity is strong, because as a tenant
turnover occurs it takes time to make space ready and re-lease space to new tenants. Hence, there will
always be some loss in rents, even in buildings occupied by a few large tenants.
It is more difficult to project vacancy for newly constructed properties. While some leases may be
signed before a project is completed, it is possible that less than full occupancy will be achieved
immediately after construction is completed. In these cases, projections must be made as to how long
it will take remaining space to be “absorbed” by the market, that means how long will it take to reach
a normal level of occupancy, so the long it takes for space to be rented, the less income the investor
will receive during the initial years of the project. Because this affects cash flows in the early year of
the holding period, it will also have a significant impact on the investment value of a property.
The investor perspective
Time value of money is the basic framework in which investment decisions are made. Basically, a
currency received today is worth more than received in the future. So “more is better than less”, and
“sooner is better than later”.
These principles seem obvious, but they are at the basis of determining the quality of an investment.
The time value concept of money is shaped by three factors: Opportunity cost, inflation, and risk.
Opportunity cost is the income forgone by waiting to receive a currency. For example:
If a dollar currency is received immediately, a person can invest that dollar to generate interest now. If
the investor must wait a year before receiving that dollar, then the interest lost for that year is the
opportunity cost. The opportunity cost must be compared with the return. If an investment has a lower
return than the opportunity cost other investments should be pursued.
Inflation reduces the buying power of a currency over time, because as price increases more money is
required for the same product. For example:
A bottle of milk used to cost 1 euro, but today cots over 2 euros. A profitable investment will provide
yields that exceed the rate of inflation.

If an investor is waiting to receive a euro, a possibility exists that the euro may never be supplied. This
is risk, the project may not produce the projected level of return, and returns may not exceed
opportunity costs or inflation. The plan may even go bankrupt. The investor must decide whether the
risk is excessive in deciding to invest in a project.
From a perspective of an investor, the investment analysis reflects lease terms, market supply and
demand, conditions affecting rents, the tenant’s credit risk, and how responsibility for expenses
associated with the operating property will be divided between the property owners and the tenants.
A cash flow model represents investment risk and return for investment opportunities.
The discounted cash flow model analyzes cash flow in terms of the time value of money. They present
an itemized listing of all incomes and expenditures for a project and typically included as follows:
•
•
•
•
•

•

Gross income: This is income generated from operation and includes rents and other
payments.
Vacancy and collection losses: In determining income, it is generally accepted that the analyst
will assume some losses due to vacancies or payments delays.
Operating expenses: These include maintenance costs, salaries, and marketing costs.
Net Operating Income (NOI): NOI is gross income minus the vacancy and collection losses and
operating expenses.
Debt service: Debt service is the amount of payment required to cover a loan. Debt service
will be paid until a loan is amortized. Amortization is the point at which both the capital and
interest on a loan is completely paid.
Before tax cash flow: This is the bottom line for income. This money will be divided between
the investors as their return.

A cash flow model show incomes and expenditures in the future currency, but a methodology is
needed to determine present value. To do so the valuer uses a discounted cash flow model. Many texts
provide formulas for discounting single and streams of payments. Using a computer spreadsheet
programs cash flows can easily by discounted.
Many analysts use net present value and internal rate of return calculations to augment their
discounted cash flow analysis. Net Present Value (NPV) discounts both income and expenses to provide
a single total project value in today’s currency.
Return on investment (ROI) is a measured used to evaluate the efficiency of an investment or evaluate
the efficiency of a number of various investments, it try to measure the amount of return on a
particular investment, relative to the cost, basically ROI represents the benefit or return of an
investment divided by the cost of the investment, result is expressed as a percentage or a ratio.
The Internal Rate Return (IRR) is a metric used to estimate the profitability of potential investments,
estimates the discount rate. If the discount rate does not exceed the desired return percentage than
the project may not be economically feasible. Based on these calculations the analyst can determine
whether the project provides ample monetary returns to exceed opportunity cost, inflation, and risk.
A complete feasibility study will extend beyond financial feasibility to analyze all aspects of a project.
An over-optimistic feasibility study may lead to project failure loan defaults, or even bankruptcy for
the participants. (Novak, 1996)
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Implications for Risk
“Risk is defined in financial terms as the chance that an outcome or investment’s
actual gains will differ from an expected outcome or return. Risk includes the
possibility of losing some or all of an original investment”. (Investopedia, 2019)
In general, the market rent depends on changes in the demand for space as well as expected changes
in the supply of space as represented before. Expected and unexpected changes in market rental rates
over the entire economic life of a property affect the return and risk associated with investing in that
property. Changes in the demand for space can result from several factors that affect the economic
base of the area where the property is located social, economic, and political.
Supply variations of space can result from developers responding to anticipated increases in the
demand for space or a belief that they can attract enough tenants from existing buildings to make their
building profitable.
The investor must evaluate how changes in the market rental rate due to changes in supply and
demand can affect the income potential of a possible investment as well as the volatility in income.
Even if the investment is an existing building that has already been leased, the income can be affected
when the existing leases expire and are renewed at the market rental rate at that time.
From a perspective of an investor risks, the strategies more often used are Core, Core + (plus), and
Value-Add and Opportunistic, terms used to define the risk and return characteristics of a Real Estate
investment. They range from conservative to aggressive and defined by both the physical attributes of
the property and the amount of debt used to capitalize a project.
Physical attributes of assets can include length and term of the in-place leases, credit worthiness of
the tenants, and the physical condition and location of the building. The amount of debt used to
capitalize a project is an equally important consideration because it impacts the risk profile of the
investment.
For example, a property with a credit tenant and long-term lease in place may be attractive to the
conservative investor, but not when 80% of the purchase price is financed with debt. (Episcope, 2018).
•

•

•

Core investments, (expectations of 7-10% annually benefit using 40-45% debt to capitalize
transaction) conservative investors looking to produce stable income with very low risk and
minimum volatility. Core properties require very little handholding by their owners and are
typically acquired and held as an alternative to bonds. It requires very slightly asset
management and is typically occupied with credit tenants on long-term leases.
Core plus investments (expectations of 8-10% annually benefit using 45-60% of leverage);
associated with a low moderate risk profile, property owners typically can increase cash flows
from minimum property improvements, increasing the quality of the tenants, or by
management efficiencies. The cash flow is less predictable, but requires participation by the
owner, and even it produces ample cash flow, some of the income will be used for future
deferred reparations or maintenance.
Value-add investments (expectation of 11-15% annual benefit using 60-75% of leverage);
associated with moderate risk. Value-add properties often have little to no cash flow at
acquisition but have a great potential to produce future cash flow once the value has added.
These buildings often have occupancy issues, management problems, deferred maintenance,

•

or a combination of all these three. These investments require a deep knowledge of real
estate, strategic planning, and daily oversight.
Opportunistic Real estate investment (expectation over 20% annual benefit using 70% or
more of leverage); the riskiest, investors assume the most complicated project and may not
see a return on their investment for year. Building developments, purchasing a vacant building,
land development and repositioning a building from one use to another are examples of It but
depends on the capacity of investors to obtain debt.

Underwriting tenants
Commercial Real Estate (CRE) lease to tenants for a period. The lease document assigns rights, duties,
and responsibilities between the lessor (owner) and lessee (tenant) for the length of the lease. The
term of lease includes legal considerations that are created to protect the interest of both parties and
specify how rents and expenses are to be paid in the future.
When negotiating for the use of space, the property owner will evaluate the financial capacity of the
tenant, the lease is a contractual agreement that creates an asset for the property owner and liability
for the tenant.
The ability of the tenant to pay currently and in future periods is very important. Furthermore, to
properly assess risk, the property owner must understand the nature of the tenant’s business, its
competitive position in the industry, and the health of the industry itself. Evaluating a tenant and a
lease proposal, following information should be considered:
•
•
•
•
•

Financial statements/income statement-balance sheet.
Credit ratings
Any analyst report of the firm/industry.
Bank relationships
Existing obligations (debt, other leases).

Underwriting leases is a very important component of risk assessment, which ultimately affects cash
flow produced by a property and hence its value.
An example of a possible risk situation comes if a tenant defaults on a lease because of a business
failure and petitions a court for bankruptcy protection, the tenant may be allowed to continue to
occupy the space and pay a diminutive or no rent during reorganization, if the lessor/owner encounter
financial difficulty may be affect the quality of service to the tenant.
Office Properties Concepts
Rent Premiums and discounts applied
Rent premiums and rent discounts may be applied for office space tends to be leased for three- to
seven-year terms with tenants often having the option to release leases for additional terms. Rents
vary by location within office properties, and owners may charge premium rents for space with the
following features and locations:
•
•
•

Ground floor, transfer points, and space contiguous to elevators banks.
Higher floors with unobstructed views.
Building corners

Rent discounts may apply to office space in the following locations:
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•
•
•

Middle floors and locations not adjacent to the elevator bank.
Offices with obstructed or less desirable views.
Noncontiguous space occupied by one tenant (e.g., space on the second floor and space on
the sixth floor).

It also depends on the needs of the tenants, buy generally this item are the most common factors to
sum or rest value for the tenant.
Determining Lease Revenue
To determine revenue, the base rent per square meter or square feet of rentable area, must be
multiplied by the quantity leased to tenants. While this may seem to be a straightforward calculation,
it is not always as easy as it seems. This is particularly true in buildings where multiple tenants use and
share common space, and even the concept must be specified since certain countries use different
considerations.
Rent quoted are normally quoted on the Gross Area on a net rental basis in
currency/measurement/period of time, plus the Value Added Tax (VAT).
It is useful to think about the rentable area in a building as the total area that could be rented to a
single tenant-user. This would usually equal the total area on all floors and the lobby but exclude the
non-rentable area, which usually includes the thickness of exterior walls, any columns or protrusions
through the floors such as elevator shafts or structural supports, mechanical equipment closets,
basements, and so on, needed by the owner to maintain or operate the building. It would include areas
such as elevator landings, lobbies, or reception areas, restrooms, or any areas that could be used by a
tenant and their visitors/clients (these latter areas are also referred to as a common areas).
In case where many tenants share a building, each tenant will occupy its usable area on a floor.
Valuation fundamentals
Market Value (MV), is a crucial matter when financing or investing in income-producing properties,
defined as follows on the International Valuation Standards (IVS).
The estimated amount for which an asset or liability should exchange on the
valuation date between a willing buyer and a willing seller in an arm’s length
transaction, after proper marketing and where the parties had each acted
knowledgeably, prudently and without compulsion (see IVS 104 paragraph 30.1).
(RICS, 2020)
A property’s MV is additionally the basis for the lending decision because the property will be either
the full or partial security for the loan. When making investment decisions, the investor will not
normally want to pay more than the MV of the property.
Similarly, the lender will not want to lend more than a proportion of the MV of the property because
if the property must eventually be sold due to foreclosure of the loan, it would probably not sell for
more than its MV.
In the context of real estate finance, appraisal reports on properties are a part of the documentation
required by lenders when considering whether to make mortgage loans.

Because lenders and borrowers or investors use appraisals in decision making, they should be familiar
with the generally accepted approaches to valuations. There are many other instances when estimates
of property values must be made after a property is acquired. These include valuations for insurance
purposes, property tax assessments, investment performance reports for investors, and so on. These
estimates may have to be made annually or even more frequently regardless of whether a property is
sold. (Figure 11).
The Royal Institution of Chartered Surveyors (RICS) is a professional organization that establishes and
enforces standards for valuing, operating, and developing assorted types of property, is one of the
world’s leading professionals for qualifications and standards in lands, property, and construction.
Qualified RICS members are recognized by designations such as FRICS for fellow, MRICS for member,
and AssocRICS for associate, being part of RICS is a quality assurance mechanism that provides
confidences and regulated standards aiming for quality standards. The Red Book is issued by them, the
publication details mandatory practices for members undertaking valuation services, it also offers
reference resources for valuation users and other stakeholders.

3.2

Property Valuation

Property in English law means goods and belonging owned by a person or legal body are termed
“personal property” whereas land and buildings are “real property”. To make a distinction clear, land
and buildings are termed real estate, a phrase long used in the US and increasingly adopted in the UK.
A “valuer” is an individual, group of individuals or a firm who possesses the necessary qualifications,
ability, and experience to execute a valuation in an objective, unbiased and competent manner. In
some jurisdictions, licensing is required before one can act as a valuer (IVSC, 2020).
Valuation: An opinion of the value of an asset or liability on a stated basis, at a
specified date. Unless limitations are agreed in the terms of engagement this will
be provided after an inspection, and any further investigations and enquiries that
are appropriate, having regard to the nature of the asset and the purpose of the
valuation. (RICS, 2020)
Valutions, mostly reflecting past or current value, are an intrinsic part of most reporting and business
decisions, including financial reporting, tax reporting, litigation support and transaction support, and
to support secured lending decisions. (Royal Institution of Chartered Surveyors (RICS), 2017)
There are many possible reasons (Figure 11) for valuing property ( buy or sell, let or take a lease or
agree a rent review, to asses tax or business rates payable, for insurance, to obtain a compensation
payment, to borrow money using the property as “security”, to show its value as a fixed asset on a
company balance sheet, to develop or develop).
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Figure 11.Main valuation purposes (Royal Institution of Chartered Surveyors (RICS), 2017)

The Valuation report:
A valuation report certifies clients receive:
•
•
•
•

Consistency in approach, aiding understanding of the valuation process and hence of the value
reported.
Credible and consistent valuation opinions by suitably trained valuers with appropriate
qualifications and adequate experience for the task.
Independence, objectivity, and transparency in the valuer’s approach.
Clarity regarding terms of engagement, including matters to be addressed and disclosures to
be made.

•
•

Clarity regarding the basis of value, including any (special) assumptions or material
considerations to be considered.
Clarity in reporting, including proper and adequate disclosure of relevant matters where
valuations may be relied on by a third party.

The valuation process begins from the moment the client requests a valuation, up until the value is
established and reported (Figure 12).
Opportunities for client influence exist and appear to be used. (Baum, Crosby, Gallimore, McAllister, &
Aelaide., 2000). There has been considerable amount of research into the process of the valuation in
various parts of the world, especially the United States (US) and the United Kingdom (UK).
Early research tended to concentrate on the methods used by valuers. Some findings suggested that
poor technique was responsible for inaccurate pricing, and that this inaccurate pricing influenced the
operation of a few sub-markets.
Examples in the UK include the short leasehold market in the 1970s and 1980s where the use of dual
rate conventional YP applications was exploited by a small group of pension funds (N., 1995).

Figure 12. A high-level overview of the valuation process (Royal Institution of Chartered Surveyors (RICS), 2017)
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The valuer and client must meet, and are required to discuss and agree upon specific details before
the perform starts:
•
•
•
•
•
•
•
•

•

Identification of the valuer, client(s), other intended uses, and the property being valued.
The purpose of the valuation. Basis(es) of value adopted.
The valuation dates.
Nature and extent of the valuer’s work – including investigations – and any limitations.
Nature and source(s) of information upon which the valuer will rely.
Any (special) assumptions to be made.
Format of the report.
A confirmation that the valuation is undertaken according to International Valuation Standards
(IVS) and a statement that compliance with these standards may be subject to RICS
regulations.
A statement setting out any limitations on liability.

An investigation is a formal or systematic examination or research undertaken on a property. The Red
Book 2017 states that investigations “must always be carried out to the extent necessary to produce a
valuation that is professionally adequate for its purpose”, the four aspects (Figure 13).

Inspection

Public
database

Investigations

Property
analysis

Market
research

Figure 13. The 4 aspects of investigation (Own design)

The four aspects are defined as follows:
Inspection
A property inspection can either be a:
•
•

Full on-site inspection, both internal and external or,
Drive-by inspection, (external only) Inspections are usually carried out using
standardized checklists (Table 1).

Property analysis
Valuers often specialize in certain asset types, e.g. residential, commercial, retail, or industrial.
It is the responsibility of the valuer to verify information and ensure they have relevant experience to
accurately determine value.
Market research
A valuer needs to have a high level of insight into the local market. This can be at city, country, or even
international level. An important part of determining a building’s value is its location.
Public database
Public data is an important source, equally available to everyone.
The disparity from country to country emerged on the level of general market maturity in terms of
transparency or availability of data transactions and building characteristics.

4.2

Valuation principles

In a global context among European valuers and professional bodies the issue of possible convergence
of valuation standards and practice is considered highly topical, the focus has been made to harmonize
standards within the European Union. (Lorenz, 2002)
The globalization of business activities in general, the increased amount of cross-border transactions,
a growing number of company mergers and acquisitions or the drive to international diversification of
property investments are only some of the reasons for the need of common global standards for the
valuation property as one of the most important factor of production and for the rising acceptance of
IVS published by the International Valuation Standards Committee (IVSC).
In the financial sector, the accounting profession is also developing a common set of International
Accounting Standards (IAS) while is now converting to be accepted by states and financial markets all
around the world. Since it became obvious in the 40’s and 80’s that both the valuation and the
accounting profession are heavily dependent on each other, the key driving force behind the ambition
of harmonizing property valuation standards has been valuation for financial reporting. Clearly what is
required in these IAS has a severe impact on international standards for the valuation of property.
The international banking industry attempts to adopt a new and more sophisticated regulatory
framework, called Basel III (Third Basel Accord) (Investopedia, 2019) in order to measure credit risk
and determine capital adequacy since the previous crisis.
Surprisingly, the regulatory framework does not only contain the rules for the treatment of property
as collateral but also guidelines and requirements for the valuation of such property.
At a first glance these developments on the international scene may seem to have little practical
consequence for the individual valuer acting within the tight borders of a national or local property
market. But over time international events will affect national markets and with them the individual
valuer.
Principles of real estate valuation standards
The principles of real estate valuation are the basis of the valuation works; each area of the world
normally establishes the principles that they consider convenient and must be in correspondence with
the laws in that area.
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An interesting work from (Maria, 2016) represent a benchmarking of Spanish and IVS norms, here in
will only described and since we will stand from the international perspective, IVS it’s the main focus.
In Spain, valuations are governed by the Ministry Order ECO 805 /2003:
They are the norms of valuation of real estate and of certain right for certain
financial purposes. Ministry of Economy. Boletín Oficial del Estado, BOE (BOE,
2015)
In Hungary, the relevant national legislation (European Forum of Oficial Gazettes, 2020) is regulated
by a decree issued by the Ministry of Finance (25/1997. (VIII. 1.) PM decree) (EMF & ECBC, 2017):
Which determines all valuation processes for both residential and non-residential properties (except
agricultural land)
In United Kingdom by The Royal Institution of Chartered Surveyors (RICS) and the Red Book (RICS,
2020):
RICS is a professional body promoting and enforcing the highest international standards in the
valuation, management and development of land, real estate, construction, and infrastructure.

Another important groups or international institutions:
The European Group of Valuers (TEGoVA) and the “Blue Book”:
A European association of professional bodies working for standards, ethics and quality in the real
estate valuation market. (TEGoVA, 2020)
In Mexico by the Federal Mortgage Society and the Methodologies and criteria of “Instituto de
administración y avaluos de bienes nacionales (INDAABIN):
Federal Mortgage Society; body responsible for promoting the development of primary and secondary
housing credit markets, through the granting of guarantees for the construction, acquisition and
improvement of housing.
&
Institute of Administration and Appraisals of National Assets (INDAABIN), is a decentralized body of
the Ministry of Public Administration, which provides real estate, valuation, legal, regulatory and
registry services to the Public Administration of Mexico.
In EEUU by the Appraisal Institute published The Uniform Standards of Professional Appraisal Practice
(USPAP):
It is an institute of the United States, to standardize real estate valuation processes by promoting
professional education and defending ethical standards.
In the case of EEUU The Building Owners and Managers Association (BOMA international):
BOMA is a professional organization for commercial real estate professionals based in the United
States and Canada. (TEGoVA, 2020)

In recent years, the various appraisal groups and international professional appraisal organizations
have started collaborating to develop the International Valuation Standards (IVS) also known as the
“White Book”:
The International Valuation Standards Council (IVSC) is an independent, not-forprofit organization committed to advancing quality in the valuation profession.
The primary objective is to build confidence and public trust in valuation by
producing standards and securing their universal adoption and implementation
for the valuation of assets across the world. International Valuation Standards
(IVS) are a fundamental part of the financial system, along with high levels of
professionalism in applying them. (IVSC, 2020)
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The following principles of real estate will stand out:
The principles of real estate valuation influence the way in which the estimation of real property value
is approached. It must be emphasized that there principles tend to accompany and compliment
another. An understanding of these principles is essential to the proper application of the various
techniques and procedures of evaluation.
1- Principle of anticipation: “The value of a property that is in economic exploitation is a function
of the income expectations that it will foreseeably provide in the future”.
Its value is determined by the current value of all future net income. This principle is the basis of the
valuation method of income capitalization.
2- Principle of purpose: “The purpose of the valuation determines the method and valuation
techniques to follow. The valuation criteria and methods used will be consistent with the
purpose of the valuation.”
The practice of real estate valuation is conditioned by its purpose, depending on the needs and
requirements, so the criteria and techniques will be one or the other.
3- Principle of greater and better use: “The value of a property capable of being dedicated to
different uses will be the one that results from allocating it, within the legal and physical
possibilities, to the most economically advisable, or if it is capable of being built with different
building intensities, it will be the result of build it, within the legal and physical possibilities,
with the intensity that allows it to obtain its greatest value”.
The appraiser must study all possible options, contemplating in any case the premises of legality,
physical possibilities, probability, profitability, and maximum intensity.
The choice of possible uses must not be arbitrary and must comply with the following requirements:
•
•
•
•
•

It is reasonable to estimate that use for the property.
That such use is expected to be required by a buyer.
That is lawfully possible, that urban planning regulations or any other law allows it.
It is physically feasible to locate that use in the property.
That the viable operation of change of use is economically feasible.

4- The principle of supply and demand, the value varies directly proportional to the demand and
inversely to the supply.
5- Principle of probability: "According to which, in the face of several reasonable scenarios or
possibilities of choice, those deemed most probable will be chosen."
6- Principle of proportionality: “The appraisal reports will be prepared with the appropriate
breadth taking into account the importance and use of the object of valuation, as well as its
uniqueness in the market.”
7- Substitution Principle: "The value of a property is equivalent to that of other assets with
similar substitute characteristics."
This principle is the basis of the method of valuation by comparison, which is based on a series of
common characteristics between the assessed samples of real estate that are located in the market
and the property to be valued, subsequently a homogenization is carried out that allows extrapolation

of securities, obtaining the most likely price that a buyer of real estate assets would be willing to buy
it.
A fundamental aspect of the method of comparison, it is based on this principle, it’s to determinate
which goods can be considered of equal characteristics and substitutes for the object of study.
•
•
•
•
•
•
•
•
•
•

Situation/Environment
Location
Size (Surface)
Orientation
Design
Quality or constructive characteristics
Level of facilities
Effective age of the property
Conservation and maintenance status.
These features mark the similarity of real estate.

8- Principle of temporality: "The value of a property is variable over time."
It implies the assignment of a validity period for the valuation
9- Principle of transparency: "The valuation report of a property must contain the necessary and
sufficient information for easy understanding and detail the assumptions and documentation
used."
For example, specific references that allow locating and checking the samples of the market study used
in the approval must be included in the report.

5.2

Methods of Valuation

There are five mains methods used when conducting a property valuation: the comparison, profits,
residual, contractors, and that of the investment. A property valuer can use one of more of these
methods when calculating the market or rental value of a property. The most prominent and
preferred method to use is the comparison methods, as it is directly linked to current market
transactions.
The Comparison method is used to value the most common types of property, such as houses,
shops, offices, and standard warehouses. Ideally the market should be stable and there should be
multiple, recent lettings/sales of comparable properties:
- Size.
- Location.
- Condition and conservation status.
- Functional use.
- Characteristic and construction qualities.
- Age of the property.
- Partial rehabilitation performed.
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The best comparable factors should be selected and analyzed, and thereafter adjustments can be
made for their differences. Finally, an estimated MV can be created.
The Profits method could be applied when no comparable rental/sale transactions are available, and
it’s often used for pubs, hotels, nursing homes (typically a business property with an element of a
monopoly, with results in lack of comparable variables). The method estimates a business’s gross
profits and thereafter deducts all working expenses excluding any rental payments made; this gives
the divisible balance, or the amount of capital to be shared between tenant (for running the
business) and landlord (for rent).
The Residual method could be used to value property with development potential or vacant land
that is having its current use changed to something more profitable. When calculating land value one
must take the gross development value minus the cost of development (including the developer’s
profit). The residual sum is then the capital that the developer can spend on the property in its
undeveloped form. This method is, quite famously, inaccurate due to number of inputs and costs
that are challenging to determine, and also have a tendency to change over time.
The Contractor’s method is a cost method of valuation, and can sometimes be used when
comparative, profits or investments methods cannot be used. The situation often occurs if a property
has a specialist nature, meaning there are no market transactions. The method assesses all the costs
of providing a modern equivalent property, and thereafter adjusting it to reflect the age of the
subject property. This method is often referred to as the ‘method of last resort’ due to its
unreliability, as the market value is determined by the economic forces of supply and demand, not by
the cost of production.
Lastly, the Investment method can be applied to determine the market value of a freehold or leasehold
interest in property from its potential to generate future income. It is typically used for the main forms
of properties where a tenant is providing the landlord with an investment return on his capital cost
(purchasing the building). Using this method, the comparable property transactions of sales and
lettings are analyzed to find the revenue. The profit is thereafter applied to the future rental income,
which is discounted back to the present day giving the net present value (NPV), also called discount
cash flow method. This is finally used as an indicator of how much the building is presently worth.
In the General Standards IVS 104 Bases of value, marks that a valuer must select the appropriate basis
(or bases) of value and follow all requirements described on it, whether those requirements are
included as part of this standards ( IVS Defined or non IVS defined) (IVSC, 2020) (RICS, 2020)
(a) IVS-defined bases of value:
1. Market Value (section 30),
2. Market Rent (section 40),
3. Equitable Value (section 50),
4. Investment Value/Worth (section 60),
5. Synergistic Value (section 70), and
6. Liquidation Value (section 80).
(b) Other bases of value (non-exhaustive list):
1. Fair Value (International Financial Reporting Standards) (section 90),

2. Fair Market Value (Organization for Economic Co-operation and
Development) (section 100),
3. Fair Market Value (United States Internal Revenue Service)
(section 110), and
4. Fair Value (Legal/Statutory) (section 120):
a. the Model Business Corporation Act, and
b. Canadian case law (Manning v Harris Steel Group Inc)
Appraisal Process
Appraisal is an estimate of value, in making this estimate, appraisers use a systematic approach,
referred to as the appraisal process (Figure 14).

Figure 14.Appraisal process (Barrett & Blair, 1982)

The potential items described herein during an assessment comes from Red Book (RICS, 2020), and
the RICS guidance note (RICS, 2013)
The Valuer “Red Book” checklist for inspection:
•
•
–
–
–
–
–
–
–

Characteristics of the locality and surrounding area, and the availability of communications,
services and facilities that affect value.
Characteristics of the property and its use:
Dimensions, areas, and use(s) of constituent elements
Age, construction and nature of buildings or structures
Accessibility both for occupiers and for visitors
Installations, amenities, and services
Fixtures, fittings, and improvements
Plant and equipment that would normally form an integral part of the building
Apparent state of repair and condition
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–
•
–
–
•
–

Hazardous materials kept on the property.
Characteristics of the site
Natural hazards such as ground instability, mining or mineral extraction, risk of flooding from
all mechanisms, including pluvial and fluvial sources
Non-natural hazards such as ground contamination where there are substances in, on or under
the ground resulting from historic or current uses.
Potential for development or redevelopment:
Any physical restrictions on further development

The valuer “RICS Guidance Note on Sustainability and Commercial Property Valuation” checklist for
inspection”, (Figure 12)

Location

Site
consideration
s

Data

Inspection

Documentati
on

Building

Figure 15. The valuer checklist (Own design)

A suggested checklist of data and other information factors that a valuer should consider collecting
where feasible, whether or not there is direct evidence that these currently impact on value.
Checklist Table for Inspection and to value sustainability (RICS, 2013):
Consideration
LOCATION
Accessibility to the property
Public modes of transportation
Private modes of transportation
Physical disability accesses
Green & Open areas
User-relevant basic services
SITE CONSIDERATIONS
Land use and possibility of change type-quality of land use
Current and planned on-site defenses against environmental risks

Type of contamination on-site
Building's exposure to sunlight/shading
Soil conditions (potential geothermal energy usage)
BUILDING
Energy asset rating
Energy performance
Carbon emissions
Sources of energy available
Services in relation to age and efficiency and future life expectancy
Potential for energy renewal usage
Likely risks to the local environment through emissions
Water consumption during operation
Water conservation or installation of measure to promote water use efficiency
Waste reduction facilities
Capacity to be adaptable/flexible to enable it to be used differently in the event of changing
demand patterns
Resilience to the consequences of climate change
Barrier-free accessibility to and inside the building
Design and construction in relation to its ability to facilitate future re-use and recycling of
material in the event of refurbishment and/or demolition
Health impact in relation to building materials and building specification (daylight/natural
ventilation)
Ability to support use comfort (thermal conditions, visual conditions, acoustic conditions and
indoor air quality)
Availability of solutions to resist environmental risks (flood prevention schemes for buildings at
risk)
DOCUMENTATION
Statutorily required certifications or ratings
Voluntary certifications, including the date granted and grade achieved
Any other externally verifiable evidence of sustainability
Building passports/building files (in the sense of object/building documentation along the
building life cycle)
Ground expert testimonies, building diagnostics, blower-door-tests, etc.
Planning documentation that supports claims of sustainability
Life, cycle assessments, ecological footprint analysis
Lease terms that encourage or mandate behaviors and standards in relation to environmental
and social factors.
Management of the building in the with ethical/social responsibility goals (e.g. Environmental
management systems)
DATA TO VALUE
To what extend does the analysis of sustainability characteristics of the subject property meet
the best practice of comparable buildings.
Does the building present environmental risks that can be quantified and linked to insurance
and the ability to form appropriate security for a loan
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Does the building fail to meet best practice in relation to health, well-being, and occupier
comfort standards?
Where a building is below best practice standard, would it be economic to remedy the
deficiencies given the context in which the building sits, taking due account of any local or
national incentives or discounting schemes that would/could reduce the cost of retrofitting?
Do the building present operating cost advantages or in other ways present a profile that might
make it more attractive to tenants/owner-occupiers than comparable properties?
What impact does the presence/absence of sustainability characteristics have on the timing
and level of resale or re-letting values and the ease of marketing?
Where the building is currently compliant or even beyond compliance, to what extent is this
likely to change in the future given the direction of legislation?
In the case of tenanted property, what is the likelihood that the actual or potential tenant
would use the sustainability feature currently lacking, such as energy efficiency or carbon
reduction, etc., as a bargaining tool during rental negotiation (i.e. is there likely to be a ‘brown’
discount)?
In the case of tenanted property, does the lease or other documented management process
support programs of sustainability improvements?
Overall, is the subsector of the market and the likely potential tenant/buyer profile
‘sustainability aware’?
Table 1. Inspect Table (Own design) Extracted from (RICS, 2013)

In reference to environmental risk, the range of issues includes, but is not limited to:
Flooding, energy efficiency, climate, design, configuration, accessibility, legislation, management, and
fiscal considerations.
As commercial markets become more sensitized to sustainability matter, they may begin to
complement traditional value drivers, both in term of occupier preferences and purchaser behavior.
The way at which sustainability may feed into value will vary depending on the property type and the
geographic market/submarket in which the asset is sited.

6.2

Standard measurement Office Buildings

At present, the way property assets – such as homes, offices, or shopping centers – are measured
varies dramatically.
In some parts of the world it is formed practice to include common space (lift shafts; communal
hallways, etc.) in floor area measurements; in others off-site parking might be included. With so several
different techniques of measurement in use, it makes it difficult for property users, investors,
occupiers, and developers to accurately compare space.
Research by global property firm Jones Lang LaSalle (JLL) shows that, depending on the technique used,
a property’s floor area can deviate by as much as 24% (Figure 16) (IPMS, The case for an international
standard, 2013).
In order to bring a true basis for cross-border comparison, transparency and self-regulation RICS and
the Building Owners and Managers Association (BOMA) , the two bodies have come together to the
creation of International Property Measurement Standards to address the lack of consistency in the
way property is measured, and therefore valued. (Property Reporter UK, 2020)

General market adoption of these new standards will provide the building blocks for well-functioning
global real estate markets and will be complementary to International Financial Reporting Standards
(IFRS) and International Valuations Standards: two layers shaping the global financial system.
The International Property Measurement Standards Coalition (IPMSC)
An international group of professional and not-for-profit organizations working together to develop
and embed a single property measurement standard.
An International Property Measurement Standard (IPMS)
Will ensure that property assets are measured in a consistent way, creating a more transparent
marketplace, greater public trust, stronger investor confidence, and increased market stability.
The aim of IPMS is to provide a consistent measurement of Property IPMS will met the requirements
of Users of Property for consistency in measurement and reporting. Until now the stated area of floor
space in identical Buildings has varied considerably between countries, and sometimes within the same
country, owing to differing measurement conventions. The measurements can be used for valuation,
transaction, and benchmarking purposes.
IPMS for offices (IPMS, IPMS TECHNICAL FAQ, 2020):
IPMS for offices is the first in a series of International Property Measurement Standards (IPMS). It
refers to a common methodology for measuring office space – that is, the space within an office
property and not the units used to quote space. IPMS for Offices will set out what should, and what
should not be included when measuring office floor space. It will be followed by chapters focusing on
other property classes. IPMS for offices was identified as the first-class property to be standardized
given its international application and the number of existing measurement methodologies in use.
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Figure 16.The case for an international standard

IPMS defines what is to be measured in a Building and the measurement parameters. IPMS does not
dictate how measurements are to be obtained.
The appropriate IPMS building class (such as office, residential, industrial, retail) to be used should be
chosen according to the current or proposed designed function of the Building or part of a Building
being measured, and it can be used for any purpose agreed between Users, Service Providers and Third
Parties.
IPMS provides a common language that can interface with existing local measurement standards, the
most important factor is that can interface between existing measurement standards by providing a
common measurement language.
Service Providers must adopt appropriate measuring and computing processes to satisfy the
requirements of Users with accuracy. These requirements can range from a broad approximation for
some purposes to a precise calculation for contractual or other reasons.
The Standards Setting Committee (SSC) found there to be no market consistency in the reference to a
level. (IPMS, 2013)
For all property classes IPMS has adopted level 0 as the primary ground level. Upper and lower levels
are referred to sequentially as the number of levels above or below level 0. For example, levels 1, 2 or
3, etc. are above level 0, and levels -1, -2 or -3, etc. are below level 0.
Study Case IPMS Office Buildings (IPMSC, 2014) (Table 2).
IPMS: Office Buildings
GENERAL PRINCIPLES OF MEASUREMENT AND CALCULATION
The SSC has adopted the following fundamental principles of measurement and
calculation, which apply to all Buildings
1 The item must be capable of being measured.
2 The measurement must be objectively verifiable.
3 The measurements and calculations must be clearly documented and the
following stated:
3.1

The IPMS standard used, for example, IPMS1, IPMS2-OFFICE or IPMS3-OFFICE.

3.2

The method of measurement

3.3

The unit of measurement

3.4

The measurement

3.5

The date of the measurement

4 Where an interface is adopted, the reconciliation between IPMS and the
standard referred to must be detailed
5 Inevitably there will be situations not directly covered by IPMS. In these
circumstances the principles of IPMS should be extrapolated using commonsense approach
Table 2. IPMS principles (Own design)
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Best measurement practice:
Type
IPMS 1
IPMS2-Office
IPMS3-Office

Areas
Are to be taken from drawings or on site.
Are to be taken to the Internal Dominant Face for external
walls or otherwise horizontally at wall-floor junctions,
ignoring skirting boards, cable trunking
Table 3. IPMS Office (Own design)

The SSC is aware that there are many different measurement conventions in use. In some markets
Floor Area is measured to the wall-floor junction, in others it is taken to the midpoint of walls or the
external face. Other markets have adopted varying interpretations of the dominant face of an inside
finished surface. For those reasons, different measurements practices has been adopted as IPMS-2
and IPMS 3.
The rest of figures are extracted from the IPMS Office Building, represented herein, the important
point is understanding the uses of them.
Type

Uses

IPMS 1 Office
IPMS 2 Office

For planning purposes on the summary costing of development
proposals.
For asset managers, brokers, cost consultants, facility managers,
occupiers, owners, property managers, researchers and valuers to
provide data on the efficient use of space and for benchmarking.
Enable for users and service providers to make direct floor space
comparisons between data from different markets practices.
For agents and occupiers, asset managers, facility managers, property
managers, researchers and valuers.

Component
Area
IPMS 3 Office

Table 4. Uses of IPMS- Office Measurements (Own design)

A brief guide:
IPMS 1 - Office is used for measuring the area of a building including external walls, in some markets
can be used by parties for planning purposes or the summary costing of development proposals, it is
the sum of the areas of each floor level of a building measured to the outer perimeter of external
construction features and reported on a floor by floor basis.
In many markets, but not universally, this is known as Gross External Area.
Diagram 1 and 2 (Figure 17, 18) inclusions, Balconies(a), covered galleries (b) and generally accessible
rooftop terraces (f)are included. They are to be measured to their outer face and their areas are to be
stated separately.
Diagram 1 and 2 (Figure 17, 18) excludes open light wells or the upper level voids of atrium (c), open
external stairways that are not an integral part of the structures (d), patios and decks at ground level
(e), external car parking, equipment yards, cooling equipment and refuse areas (g).

Figure 17. Diagram 1: IPMS 1 Upper floor level (IPMSC, 2014)
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Figure 18. Diagram 2 Plan and section (IPMSC, 2014)

IPMS 2 – Office is for measuring the interior area and categorizing the use of space in an office building,
it can be used by parties such as asset managers, brokers, cost consultants, facility managers,
occupiers, owners, property managers, researchers and valuers to provide data on the efficient use of
space and for benchmarking.
The Component Areas in IPMS2, enable users and service providers to make direct floor space
comparisons between data from different market practices, it’s the sum of the areas of each floor level
of an office building measured to the internal dominant face and reported on a component by
component basis for each floor of a building.
Consider it in many markets, but not universally, as Gross Internal Area.

Diagram 3 (Figure 19) inclusions of all areas, including internal walls, columns and enclosed walkways
or passages between separate buildings, available for direct or indirect use. Covered void areas such
as atria are inly included at their lowest floor level.
Diagram 3 (Figure 19) excludes open light wells or the upper level voids of an atrium, patios and decks
at ground level not forming a part of the building structure, external car parking, equipment yards,
cooling equipment and refuse areas, and other ground level areas that are not fully enclosed are not
to be included.
The internal dominant face is the inside finished surface comprising 50% or more of the surface area
for each Vertical Section forming an internal perimeter.
A vertical section refers to each part of a window, wall or external construction feature of an office
building where the inside finished surface area varies from the inside finished surface area of the
adjoining window, wall or external construction feature, ignoring the existence of any column. If there
is no any, the measurement should be the wall-floor junction.

Figure 19. Diagram 3 -Internal Dominant face (IPMSC, 2014)
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Diagram 4 (Figure 20, 21, 22) formed by the following eight Component areas IPMS 2 – Office is formed:
•

Component Area A – Vertical penetrations:

Examples of vertical penetrations include stairs, lift/elevator shafts and ducts buy any penetration of
less than 0.25m2 is to be disregarded.
•

Component B – Structural Elements

This comprises all structural walls and columns that are to the inside of the International Dominant
Face
•

Component C- Technical Services

Examples include plant rooms, lift/elevator motor rooms and maintenance rooms.
•

Component D- Hygiene Areas

Examples include toilet facilities, cleaner’s cupboards, shower rooms and changing rooms.
•

Component E – Amenities

Examples of amenities include cafeterias, day-care facilities, fitness areas and prayer rooms.
•

Component G – Workspace

The area available for use by personnel, furniture, and equipment for office purposes.
•

Component H – Other areas

Examples of other areas include balconies, covered galleries, internal car parking and storage rooms.
In the case of multifactional use, the principal use will be stated. Component Areas may be determinate
private, being reserved for a tenant, or shared, being available for the use of several tenants.

Figure 20. Diagram 4 - Component Areas (IPMSC, 2014)
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Example – stairs, lift/elevator shafts
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Component Area B - Structural Elements
Example – structural walls, columns

Component Area C - Technical Services

Component Area D - Hygiene Areas
Example – toilet facilities, cleaners’
cupboards, shower rooms and
changing rooms

Component Area E - Circulation Areas
Example – all horizontal circulation
areas

Component Area F - Amenities
Example – cafeterias, day-care
facilities, fitness areas and prayer
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Figure 21. Sample spreadsheet part 1 for IPMS -2 Office (IPMSC, 2014)

Floor

2

1

0

1

2

3

4

Total

Component Area G - Workspace
Workspace

0

0

0

0

0

0

0

0

* Limited use areas

0

0

0

0

0

0

0

0

IPMS total

0

0

0

0

0

0

0

0

Component Area H - Other Areas
Example – balconies, covered
galleries, internal car parking and
storage rooms **

0

0

0

0

0

0

0

0

* Limited use areas

0

0

0

0

0

0

0

0

IPMS total

0

0

0

0

0

0

0

0

Aggregate non-limited use Component
Areas

0

0

0

0

0

0

0

0

* Limited use areas

0

0

0

0

0

0

0

0

Total IPMS 2 – Office

0

0

0

0

0

0

0

0

TOTAL IPMS 2 – Office

Additional areas outside IPMS 2 – Office
External car parking

0

Decks, patios not forming part of the building structure

0

Any other areas (Example – equipment yards, cooling equipment, refuse areas)

0

*Each limitation, if any, is to be stated separately.
**Th extent of each use within Component Area H is to be stated separately.

Figure 22. Sample spreadsheet part 2 for IPMS -2 Office (IPMSC, 2014)

IPMS 3 is for measuring the occupation of Floor Areas in exclusive use. It can be used by parties as
agents and occupiers, asset managers, facility managers, property managers, researchers, and valuers.
It is not directly related to IPMS 1 or IPMS 2 – Office, neither is it a Component Area within IPMS 2.
IPMS 3 – Office stands for the Floor Area available on an exclusive basis to an occupier, but excluding
Standard Facilities and shared circulation areas, and calculated on an occupied by occupier or floor by
floor basis for each building.
Standard Facilities are those parts of a building providing shared or common facilities that typically do
not change over time, including for example, stairs, escalators, lifts/elevators and motor rooms, toilets,
cleaners cupboards, plant rooms, fire refuge areas and maintenance rooms.

José Antonio Martínez Cócera
Trabajo Final de Grado | ETSIE – UPV

[56]

Diagram 5 (Figure 23 ,24) includes all internal walls and columns within an occupants exclusive area.
The floor area is taken to the internal dominant face and, where there is a common wall with an
adjacent tenant, to the centre-line of the common wall.
Diagram 5 (Figure 23 ,24), excludes Standard facilities, and according to how the building is occupied
may vary. In case of single occupation, it has to assume hypothetically, that the building is multiple
occupation, floor by floor, in order to determine the extent of the standard facilities.

Figure 23 Diagram 5 (Upper floor, single occupancy) – IPMS 3 - Office (IPMSC, 2014)

Figure 24. Diagram 6 (Upper floor, multiple occupancy) – IPMS 3 - Office (IPMSC, 2014)
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7.2

A guide of Valuation technique

For performing a real estate appraisal for an office property, the first thing it’s to understand the
theories, distinctive terminology, ideologies, and analytical methods associated with office building
valuation.
Distinctive emphasis should be given to the income capitalization approach and the intricacies of
determining a value for properties with several tenants.
Various points are relevant:
The attributes associated with the various styles of office building, significant inspection concerns,
and industry measurement standards.
A detailed investigation of the income approach by examining substitute lease types, appropriate
procedures for predicting office rents, vacancy rates, and operating expenses, as well as suitable
methods for choosing capitalization and discount rates.
As generally, exist various number of distinct types of office properties in a market, especial interest
must be done when researching comparable sales within the Sales Comparison Approach.
For example, It could be two sales of office building properties that are of identical size, however, one
of the buildings may contain an open build-out that is intended for a single user while the other building
may contain heavy partitioning and be better suited for use as a multi-tenant property.
The appraisal must be specifying if it is an owner-user office property or a multi-tenant property
leased at the time of the sale. Adjustments can be done to account for the difference, but it is better
to find sales with the same properties.
The applicability of any individual valuation approach in an office building is usually a function of the
current or intended use of the office building. The Sales Comparison Approach is the most applicable
approach in the case of an owner-user office property, while the Income Approach is in the case of a
multi-tenant office property.
The Cost Approach generally would not be the most applicable valuation approach unless the
property consist of a new building in an emerging market with limited comparable sales and
comparable rental data.
Two analysis are eligible; Typically, either direct capitalization analysis or discounted cash flow analysis
is used.
Direct capitalization method converts a single year’s income or an average of several year’s income
expectancy into an indication of value in one direct step by dividing the income estimate by the
appropriate income rate, also called the direct capitalization rate. A Capitalization rate ties property
value to earning ability.
Direct capitalization is suitable for properties unencumbered by leases; properties encumbered by
short term leases; and/or properties encumbered by leases that reflect terms like the market.

Discounted Cash Flow analysis, income and expenses are analyzed for each year of the projection or
holding period, and the net income is discounted to the present value indication by applying an
appropriate yield rate (discount factor). The value for the subject is estimated by summing the present
values of cash flows during the projection period and the present value of the reversion at the end of
the holding period (less typical sales costs).

Figure 25. Discount Cash Flow Application (RICS, Valuation of development property, October 2019)

The NPV model is set out in numerous corporate finance and investment appraisal texts. In a standard
cash flow, profit is represented as a return on capital (IRR) and the Net Present Value (NPV)
Discounted cash flow analysis is appropriate for properties with terms that differ from the market;
erratic lease structures; or multi-tenant properties with a wide range in lease terms.
Typically, direct capitalization is appropriate for owner-user properties or smaller multi-tenant office
properties while larger office properties typically require using a discounted cash flow analysis.
Determining the correct analysis method can make a significant impact in the final value of a property,
once an analysis it is determined, next step it’s to analyze extracted market income and expense data.
To the selection of comparable rental properties within the Income Approach, properties that could
be substituted as an alternative to the subject property must be selected. Not very office space is the
same, selections should be similar to the subject in terms of expense structure, quality, condition and
utility.
It is common to find office properties that are close to each other in proximity but are not comparable
to each other in any other way.
For example, in downtown business districts of some metropolitan areas it is common to have several
different types of office properties.
One office property may consist of a recently completed Class A LEED certified high – rise office building
while another office property two blocks away may consist of a single-family residential home built in
1900`s that was converted into an office building. Both of the properties are close in proximity, but it
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would be unlikely that both properties could be used as comparable in the same valuation due to their
differences.
Another important consideration when choosing comparable office properties is expense structure.
The expense structure of a lease determines who is responsible to pay the real estate expenses,
including the real estate taxes, insurance, management, utilities, janitorial, repairs and maintenance.
It’s possible that the lease may be on a full-service (gross) basis with the owner paying all the expenses
related to the real estate, a NNN (Triple-net) basis with the tenant responsible for all the expenses
related to the real estate, or a modified-gross basis with tenant responsible for all the expenses. If the
subject property is currently leased, the best comparable would be properties with the same expense
structure as the subject. Any differences in lease structure would have to be accounted for through
expense adjustments.
In some types of real estate, some methods are not applicable, either because the cost valuation does
not reach a real value of either real estate, or because there is no comparable real estate market.
However, there is a way to calculate the value of a good and that is related to the returns or benefits
that can be obtained from of that good. This is the case of rental properties or economic holdings, of
which we have information about their performance. In these cases, the method applied is called
Income Approach and is based on the Principle of anticipation.
In conclusion , the income approach method is based on the relationship between the rate of return
an investor requires and the net income that a property produces. It is used to estimate the value of
income-producing properties. Appraisals using the income capitalization approach can be
straightforward when the subject property can be expected to generate future income, and when its
expenses are predictable and steady.
Using the direct capitalization approach:
•
•
•
•

•

Estimate the annual potential gross income.
Take into consideration vacancy and rent collection losses to determine the effective gross
income.
Deduct annual operating expenses to calculate the annual net operating income.
Estimate the price that a typical investor would pay for the income produced by the particular
type and class of property. This is accomplished by estimating the rate of return, or
capitalization rate.
Apply the capitalization rate to the property's annual net operating income to form an
estimate of the property's value.

8.2

Characteristics of the Building offices

An office is an example of a heterogeneous good. Its value is dependent upon a great many
characteristics associated with that property such as size, age, a range of quality attributes and lease
terms.
Property valuation is concerned with the identification, analysis, and quantification of these many
characteristics. However, difficulties arise in quantifying the influence of these different characteristics
on price.
Principal determinants of office rent values an office property as a heterogeneous good can be defined
by a vector of characteristics or attributes which relate to its physical accommodation, location, and
tenure rights. The attributes in turn can be subdivided into the following categories (Dunse & Jones,
1988):
•

•

•

•

•

•

Physical accommodation Capacity: At its most basic this is the floor area of the office, although
it will also be influenced by any constraints, for example a cellular layout, the building’s
structure places on design and layout. Modern offices normally provide the greatest flexibility
in this regard by the provision of large floor plates.
Internal accessibility: The significance of which floor an office suite is on is likely to be affected
by the availability and the quality of a lift. Basements may also not be popular because of
natural lighting difficulties. The existence of a reception area is usually an attractive feature.
Internal services: The quality of office space is not easy to define. There is a considerable range
of potential internal services which add value although to different degrees. These include air
conditioning/heating, raised floors to enable computer and telephone cables, security
systems, lighting, internal sound insulation, cooking, toilet and washing facilities and carpeting,
specifications for which a potential occupier is likely to pay a premium.
Physical structure: The cladding and standard of the exterior and structure are important both
to the image the occupier is trying to project, and to subsequent repair and maintenance
expenditure. Double glazing also improves the internal working environment. A major
influence is the age of the building, for example prewar buildings are mainly of solid
construction with many load-bearing walls. In the case of older offices, whether they have
been refurbished is a key attribute. The provision of internal car parking spaces is an added
attraction to an occupier.
Location Spatial relationships: The choice of an office also brings a set of spatial relationships.
Within a central business district (CBD) key relationship determining rental value could be
distance from the most prestigious office addresses, proximity to the intercity train station,
links with commuter train and bus networks, or closeness to the main shopping center.
Business environment: The CBD provides agglomeration economies by giving access to a
common pool of services and labor. Despite the advances in information technology, and the
subsequent changes in office practice, the CBD continues to offer agglomeration economies.
In addition, the opportunity for face-to-face contacts and the proximity of potential clients also
contribute to the desire by most office users to be located within the CBD. There is also the
belief that a prestige city center address contributes to income generation for a firm. Within
any CBD there is likely to be a rent pinnacle associated with a prestige location/neighborhood
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•

•

from which rent declines with distance. However, this basic pattern may be overlaid
sometimes by a hierarchy of neighborhoods or even a series of specialist prestige areas
associated with given professions.
Built environment: The nature of the physical environment is difficult to formalize but is likely
to be influenced by the general state of local buildings, other land uses, density of buildings,
the existence of green space, and the general upkeep of an area. Positive scores on these
characteristics are likely to be coincident with prestige areas.
Tenure rights: Traditionally commercial property has been let on a standard institutional 25year lease (long term) which provides for over five-year rent reviews only, with the tenant
responsible for repairs and maintenance. Any variation in these conditions will lead to
recalculation of the market rent. This classification of office characteristics provides a
framework for the subsequent empirical analysis. However, this review also indirectly draws
out the importance of age as a crucial determinant of many of these characteristics, especially
physical structure.

Although no formal standards exist for building classification, BOMA gives a general definition for each
class. (BOMA, 2016)
Type
General
Comment

Classification
Level
General
Description

Age

Class A
Class B
Class C
Each building classification is relative to its own market, and criteria may vary from
one market to another. In specific markets, Class A can subdivide into categories
such as Prestige, AAA, AA and A. In some cities, a category called Class I (industrial
buildings converted to office) is emerging and starting to compete with the more
traditional office building classes.
Higher Level
Mid-Level
Lower Level
The most prestigious buildings with the
most amenities in the best locations. They
generally are the most attractive buildings
built with highest quality materials and
construction methods. Due to their
exceptional quality, Class A buildings are
usually leased to reputable tenants at the
highest rental rates in the market.
High-rise building within prime central
business district. Strong market presence.

Generally, they are
slightly older
buildings that still
possess good
management and
quality tenants.

Recently built projects with the most
advanced standards, and very wellmaintained older buildings renovated on a
continuous basis with up-to-date security
and comfort standards

Recent construction
projects with
minimal required
standards, and wellmaintained older
buildings.

Older, less
desirable
architecture,
limited
infrastructure
and obsolete
technology
define these
buildings. They
have higher
than average
vacancy rates
for their market
and leasing
them can be a
challenge.
Older office
buildings with
minimal
maintenance.

Location and
Access

Generally located in the central business
district (CBD) with strong identifiable
location (well-known business address)
and convenient access (public transit
facilities, etc.), offering striking views.

Construction
and
Architecture

Distinctive and classic design, concrete
and steel construction, landmark quality,
superior exterior finishes for the curtain
wall and superior interior quality finishes
in main lobby and common areas,
including elevators and washrooms. Welldesigned layout to accommodate one or
several tenants on the same floor.
Generally built by a reputable developer.

Property
Management

Best management practices in the
industry, managed by a recognized
professional providing on-site services
such as security, HVAC, air quality,
maintenance, tenant work coordination,
local tenant services representative,
environmental management, etc.

Well maintained
with minimal
required standards.
Not necessarily onsite staff.

Tenants

Attract premier, prestigious, and
financially healthy tenants.

Compete for a wide
range of quality
tenants.

Leasing rates

The highest rental rates in each office
market.

Normally get
average rents for
their market area.
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Can be located
outside of the CBD
or within the district
of class A buildings.
Their location is less
identifiable.
Generic
architecture. Curtain
wall is acceptable
and in some cases
the structure can be
apparent. Interior
finishes are of
average quality. It is
not uncommon for
value-added
investors to target
these buildings with
the intention of
renovating them
back into Class A
buildings.

Located on less
desirable
streets in older
sections of the
city
In need of
extensive
renovations,
many times
these buildings
are targeted for
redevelopment.
The curtain
walls, if any,
and the
mechanical,
electrical and
safety and
security
systems of
Class C are
generally
dated, and the
quality of finish
is often below
average.
Maintenance
often
overlooked and
deficient.

These buildings
compete for
tenants seeking
short-term
leases for
functional
space at below
average rental
rates
Offer lower
rental rates and
can be more
difficult to
lease.
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Building
Systems

State-of-the-art systems that meet
industry standards. Automated
mechanical, electrical and safety and
security systems. High capacity back-up
power system.

Elevators

Fast elevators in sufficient number for the
number of floors and building population.

Security

Security 24/7 – controlled access system,
camera monitored

Environmental Generally, hold at least one recognized
environmental certification (BOMA Best
level 3 or 4, LEED). Responsible
sustainability practices in place.
Parking

Services

Sufficient private and public parking to
accommodate tenants and visitors
including VIP, monthly reserved and
monthly non-reserved sections, car wash
and automated payment services. 24/7
access for building tenants with security
controls in place. Bike stands and EV
charging stations have become the norm
in the A category. Very clean and secure
environment.
Professional and experienced manager
providing a centralized tenant call service
system including maximum response
time, onsite staff (security, maintenance,
mechanical, tenant coordination,
administration), concierge services,
tenant relationship program, regular
tenant activities such as barbecues,
holiday breakfasts, welcoming committee
for new tenants, etc. Additional services Conference center, fitness center, serviceoriented retail such as convenience store,
cafeteria/food court restaurants, dry
cleaning services, ATM and Wi-Fi.

Adequate (but not
state of the art)
mechanical,
electrical and safety
and security
systems. Low to
medium capacity
back-up power
system.
Generally, have
slower elevators
with older
technology.
Security services can
be on-site, but
generally during
business hours only
Could have a basic
certification such as
BOMA Best level 1
or 2.

Limited
systems and
obsolete
technologies

Generally, offer a
limited quantity of
interior and/ or
exterior parking
spaces with a
monthly nonreserved section. No
public parking. Very
basic installation.

May not have
parking spaces.

Basic services much
less sophisticated
than in the class A
category. Generally,
an off-site
maintenance team.

Very limited
services.

Table 5. BOMA’s Office Class definition (BOMA, 2016)

Obsolete or
inexistent
elevators.
May not have
security
services at all.
Generally, no
environmental
certification.

Certification systems are generally used for the purpose of sustainability assessment in buildings or
neighbors, it adds an incredible value to the asset or to the location.
A paper made by (Huber, 2012) briefly represents a comparison of the most notable certificates and
denote that different between the certificate and its shown that certification systems are quantitative
standards to measure the concept of sustainable development in any region.
A list of rating tools is considered in the World Green Building Council (WGBC), (World Green Building
Council , 2020), herein will be described the most common certification tools used (Tables 6, 7):
Building Research Establishment's Environmental Assessment Method (BREEAM). (BREEAM, 2020)
Leadership in Energy and Environment Design (LEED) - Neighborhood Development (ND)
German Sustainable Building Council (DGNB) - New City Districts (NCD)

Certification Tool
BREEAM
HQE
LEED
CASBEE
Green Star
DGNB

Year

Country

1990
1996
1998
2001
2002

UK
France
USA
Japan
Australia

Certification for urban
communities
BREEAM - Communities
HQE - Aménagement
LEED - ND
CASBEE - UD
Green Star - Communities

2009
Germany
Table 6. Certifications tools (Huber, 2012)

DGNB - NSQ

The next comparative table is extracted from (Huber, 2012), an overview of the three certification
systems (Table7).
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BREEAM Communities

Title

LEED - ND

Building Research
Establishment Environmental
Assessment Method (for)
Communities

DGNB - NSQ

Leadership in
Energy and
Environment
Design Neighborhood
Development

German Sustainable
Building Council - New
City Districts (Deutsche
Gesellschaft für
Nachhaltiges Bauen –
Neubau Stadtquartiere)

Logo

Developer and
country

Building Research
Establishment (BRE)

Climate & Energy

Certification
phases
Certification
Institute
Assessment
Method

Website

Building Council
(DGNB)

Resources
Place Shaping
Transport & Movement
Community
Ecology & Biodiversity
Business & Economy
Buildings

Outstanding
Excellent Very
Good Good Pass

Germany

United States of
America

2009

Release

Rating
System

German Sustainable

(USGBC)
United Kingdom

Groups of
Criteria

U.S. Green
Building Council

2009
Smart Location &
Linkage
Neighborhoods Pattern
& Design
Green Infrastructure &
Buildings

2011
Ecological Quality
Economical Quality
Sociocultural &
Functional Quality
Technical Quality
Process Quality

Innovation & Design
Process
Regional Priority Credits
Platinum
Gold Silver
Bronze

Gold
Silver
Bronze

Planning

Planning

Planning

Project completion

Construction
Project completion

Construction

Building Research
Establishment (BRE)
Global
Third-party,
Education and
Accreditation
through BRE Global

Project completion

Green Building
Certification
Institute (GBCI)

German Sustainable

Third-party,
Education and
Accreditation
through GBCI

Third-party,
Education and
Accreditation
through DGNB

Building
Council (DGNB)

www.breeam.org
www.usgbc.org
www.dgnb.de
Table 7. An overview of three certification systems (Huber, 2012)

9.2

European Office Market

Gross Domestic Product (GDP) is the total monetary or market value of all the finished goods and
services produced within a country’s borders in a specific period. As a broad measure of overall
domestic production, it functions as a comprehensive scorecard of a given country’s economic health.
In addition, there are several types of GDP measurements (Investopedia, 2020):
•
•
•
•

Nominal GDP: GDP evaluated at current market prices
Real GDP: Real GDP is an inflation-adjusted measure that reflects both the value and the
quantity of goods and services produced by an economy each year.
GDP Growth Rate: The GDP growth rate compares one quarter of a country's GDP to the
previous quarter to measure how fast an economy is growing.
GDP Per Capita: GDP per capita is a measurement of the GDP per person in a country's
population; it is a useful way to compare GDP data between various countries.

Growth rate refer to the percentage change of a specific variable within a specific period. For investors,
growth rates can be beneficial in assessing a company’s performance or sector, and to predict future
performances.
The economic growth rate for 2019 (Figure 26). The average for 2019 based on 43 countries was 2.51
%. The second highest value was in Hungary with 4,93% and Spain with a lower value with 1,98%.
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Figure 26. Economic Growth : Rate of change (The World Bank, 2020) (theglobaleconomy, 2020)

Chapter

3

Methodology
3 Methodology process
As indicated at the beginning of the paper, the main research is to understand Commercial Real Estate
(CRE), applying the concepts developed in the previous chapter, defined and related, the most
accessible data will be extracted from the available sources of data in order to develop a superficial
comparison of the situation of the office market between Budapest and Valencia.

1.3

Source of data

Comparable evidence is at the core of virtually all real estate valuations. (RICS, Comparable evidence
in real estate evaluation, 2019)
The process of identifying, analyzing and applying comparable evidence to the real estate to be valued
is, therefore, fundamental to producing a sound valuation that can stand scrutiny from the client, the
market and, where necessary, the court, but even valuers with widely experienced in handling and
analyzing comparable data, approaches vary.
In developing markets, comparable evidence is often more difficult to obtain, for commercial
investment real estate, the longest-established and best-known indices are provided by MSCI (formerly
the Investment Property Databank IPD), which produces indices covering capital and rental value
movements, yields and investment returns. These may be disaggregated by, for example, region, town,
sector, and investor category. It covers many of the principal commercial investment markets, but
coverage of secondary real estate markets can be less comprehensive.
It would be probably the greatest indicator to study real estate if the information its processed
accurately, but since it is raw data, it need times to be processed, and real estate companies aims
ahead to make forecasts.
Many of the larger firms of real estate advisers also produce indices for the main markets worldwide
and across most sectors. These can show trends in market and sector performance, although such
indices are often limited to prime real estate. The performance of secondary real estate, or that in
provincial locations, may differ significantly.
The information herein is obtained from public data and extracted from real estate companies, since
most part of information comes from database that are privately and need a payment to access it.
The main source of data comes from organizations such BOMA, RICS, or large real estate brokerage
companies as CBRE Group, JLL, Cushman & Wakefield, Savills, Deloitte, Knight Frank, Colonial, DWS,
Aareal Bank, Capital Land, Blackstone, Costar, CFL, Super Property, Lend Lease, BNP PARIBAS Real
Estate, AEW, ARA, Mitsui Fudosan, Starwood Capital Group, GIC, Patrizia Inmobiliaria, BlackRock,
Catella, Quadreal, Green Street Advisors, etc. (Table 6), annually or monthly depending on the
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situation, they present reports/researches/insights by their internal RESEARCH departments to
present to investors the reality of the sector, hence a prevision of the market.

CBRE
JLL
Cushman &
Wakefield
Savills plc
BNP Paribas Real
Estate
Knight Frank
Deloitte
Colliers
International

Full Name
CBRE GROUP, Inc.

Founded
1906

Jones Lang LaSalle
Incorporated
Cushman
&
Wakefield plc
Savills
BNP Paribas Real
Estate
Knight Frank LLP
Deloitte TouchE
Tohmatsu Limited
Colliers
International

1783

Headquarters
Area
Los Angeles, California, Worldwide
U.S.
Chicago, Illinois U.S.
Worldwide

1917

Chicago, Illinois U.S.

Worldwide

1855
1990

London, UK
France

Worldwide
Worldwide

1896
1845

London, UK
London, UK

Worldwide

1976

Toronto, Ontario Canada

Worldwide

Table 8. Example of Real Estate Clients (Own design)

The term “H1” and “H2” is commonly referred when companies report earnings or sales projection
report, it stands for “half first” and “half second” of a particular year, sometimes the year is divided
into quarters referred as Q1, Q2, Q3, and Q4.
An insight paper of RICS about commercial property data, discuss the benefits of and challenges to an
increasing use of data in the commercial property market also it considers not only its availability and
quality, but also the skills needed by surveyors and valuers to recognize its uses and maximize the value
in analyzing it, it makes recommendations for the future of property world full of accurate, easily
available data (RICS, The use and value of commercial property data, 2019), the table below lists data
sources that are relevant to specific areas and where property professionals are most likely to look for
data in the field (Figure 24).

Figure 27. Data Source table (RICS, The use and value of commercial property data, 2019)
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2.3

Macro economics

The International Monetary Fund (IMF) Economic growth forecast for “H1” in Europe reveals the most
affected countries affected by Covid-19. (Figure 25, 26)

ECONOMIC GROWTH FORECAST 2021
Hungary

Spain

Germany

UK

France

10,00

5,00

-

(5,00)

(10,00)

(15,00)
Hungary

2013

2014

2015

2016

2017

2018

2019

2020

2021

1,96

4,20

3,85

2,20

4,32

5,09

4,93

(3,10)

4,20

(1,44)

1,38

3,84

3,03

2,89

2,35

1,98

(12,80)

6,30

Germany

0,43

2,23

1,74

2,23

2,47

1,53

0,56

(7,80)

5,40

UK

2,14

2,61

2,36

1,92

2,47

1,34

1,41

(10,20)

6,30

France

0,58

0,96

1,11

2,23

2,29

1,79

1,51

(12,50)

7,30

Spain

Figure 28.Economic Growth Forecast in Europe (International Monetary Fund, 2020)

Figure 29. Economic Growth Forecast in Europe (International Monetary Fund, 2020)

At the end of 2019, economists around the world were sure about 2020 would be a year of continuity,
even better than 2019 as the systemic risks faced by the global economy (mainly Brexit and the trade
war between the US and China) began to diminish.
The first impact from an economic point of view of the pandemic were both a disruption to the supply
chain (with a possible shortage of goods and the closure of borders) and decrease in domestic demand
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following the restrictions imposed by governments. Indeed, as activity and demand effectively stopped
overnight, companies were pushed towards unknown horizons, forcing governments to take
unprecedented steps to protect jobs and income.
Real estate investors, by their very nature, tend to view property as a long-term investment so are not
likely to take hasty reactions to the current environment.
Factors affecting supply and demand, key indicators
Since the main objectives are Spain and Hungary, in order to mark a reference, and since using Europe
as a reference its complicated in terms of data, it will be used the primary markets in the office market
(Germany, UK and France).

POPULATION SIZE 2013 -2019
Hungary

Spain

Germany

UK

France

Euro Area

90,00

680

80,00

660

70,00

Millions

60,00

620

50,00
600
40,00

580

30,00

560

20,00

540

10,00
-

2013

2014

2015

2016

2017

2018

2019

Hungary

9,89

9,87

9,84

9,81

9,79

9,78

9,77

Spain

46,62

46,48

46,44

46,48

46,59

46,80

47,08

Germany

80,65

80,98

81,69

82,35

82,66

82,91

83,13

UK

64,13

64,60

65,12

65,61

66,06

66,46

66,83

France

66,00

66,31

66,55

66,72

66,86

66,97

67,06

Euro Area

573,58

588,17

603,23

618,78

634,8

651,33

668,45

Time line

Figure 30.Population Size (United Nations Population Division, 2020)
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POPULATION PER SQUARE KM
Hungary

Spain

Germany

UK

France

300,00
250,00
200,00
150,00
100,00
50,00
-

2013

2014

2015

2016

2017

2018

Hungary

109,00

109,00

109,00

108,00

108,00

108,00

Spain

93,00

93,00

93,00

93,00

93,00

94,00

Germany

231,00

232,00

234,00

236,00

237,00

237,00

UK

265,00

267,00

269,00

271,00

273,00

275,00

France

121,00

121,00

122,00

122,00

122,00

122,00

Figure 31. Density of population per square KM (The World Bank, 2020)

Inflation stands for Year-on-year percentage changes in end-of-period consumer prices. Is a
quantitative measure of the rate at which the average price level of a basket of selected goods and
services in an economy increases over some period. It is the rise in the general level of prices where a
unit of currency effectively buys less than it did in prior periods. Often expressed as a percentage,
inflation thus indicates a decrease in the purchasing power of a nation’s currency. It can be contrasted
with deflation, which occurs when prices instead decline.
A representation of population by countries in order to understand the volume of Spain, Hungary, and
the other countries by quantity (Figure 32).

Figure 32.Population by country (Eurostat, 2020)
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Land area
Hungary

Spain

Germany

UK

France

Euro Area

SQ KM
0%

50%

Hungary

SQ KM
93.030

Spain

505.990

Germany

357.386

UK

242.495

France

551.695

Euro Area

100%

10.180.000

Table 9. Total Land area ( (Eurostat, 2020)

INFLATION FORECAST
Hungary

Spain

Germany

UK

France

5,00

%

4,00
3,00
2,00
1,00
(1,00)
(2,00)

2013

2014

2015

2016

2017

2018

2019

2020

2021

Hungary

0,42

(0,93)

0,89

1,84

2,14

2,75

4,03

2,99

3,09

Spain

0,25

(1,04)

0,02

1,57

1,11

1,18

0,79

(0,99)

1,39

Germany

1,33

0,20

0,20

1,71

1,48

1,75

1,53

0,20

1,34

UK

2,07

0,91

0,06

1,21

3,03

2,28

1,42

1,02

1,95

France

0,84

0,10

0,30

0,82

2,26

1,91

1,62

(0,70)

1,32

Figure 33. Inflation forecast (International Monetary Fund, 2020)

Inflation can be viewed positively or negatively depending on the individual viewpoint and rate of
change. For those with tangible assets, like property and Real Estate or stocked commodities, may like
to see some inflation as that raises the value of their assets.
Investors looking to protect their portfolios from inflation should consider inflation/edged asset
classes, such as gold, commodities, and Real Estate as Real Estate Investment Trusts (REIT’s or SOCIMIS
in Spain). From an investor’s point of view, companies that accumulate large cash reserves or that have
relatively little debt are more attractive under deflation.

Unemployment rate stands for the number of unemployed persons as a percentage of the labor force
(the total number of people employed plus unemployed).
The minimum wage is the lowest wage per hour that a worker may be paid, as a mandated by law. It
is legally mandated price floor (minimum price) on hourly wages below which a blue-collar worker
(manual labor work or referred as unskilled labor).

UNEMPLOYMENT FORECAST
Hungary

Spain

Germany

UK

France

30
25
20

%

15
10
5
0

2013

2014

2015

2016

2017

2018

2019

2020

2021

Hungary

10,18

7,73

6,81

5,12

4,16

3,71

3,42

5,40

3,98

Spain

26,10

24,44

22,06

19,64

17,23

15,26

14,11

20,80

17,48

Germany

5,23

5,01

4,63

4,16

3,76

3,40

3,16

3,89

3,45

UK

7,58

6,20

5,38

4,88

4,43

4,08

3,83

4,83

4,38

France

10,30

10,28

10,37

10,04

9,43

9,03

8,45

10,40

10,40

Figure 34. Unemployment forecast (International Monetary Fund, 2020)

MINIUM WAGE
Currency Euros [ Except UK]

Hungary
1.800,00
1.600,00
1.400,00
1.200,00
1.000,00
800,00
600,00
400,00
200,00
-

Spain

Germany

UK

France

2013

2014

2015

2016

2017

2018

2019

2020

Hungary

274,40

284,20

294,00

310,80

357,00

386,40

417,20

450,80

Spain

752,85

752,85

756,70

746,40

825,65

858,55

1.050,00

1.108,33

Germany

1.440,00

1.440,00

1.440,00

1.440,00

1.440,00

1.498,00

1.557,00

1.584,00

UK

1.020,00

1.043,00

1.074,00

1.193,00

1.242,00

1.243,00

1.300,00

1.360,00

France

1.430,22

1.445,38

1.457,52

1.466,62

1.480,27

1.498,47

1.521,22

1.539,42

Figure 35. Minimum wages (exchange rates applied for HUF 1 September 2020)
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When companies invest, they create jobs, which can push up salaries, and consequently inflation. But
lots of companies are worried about the future, and the financial market concerns are not helping, so
in a global point of view its totally uncertainty.

GDP PER CAPITA (PPP)
Hungary

Spain

Germany

UK

France

60.000,00
50.000,00

40.000,00
30.000,00
20.000,00
10.000,00
-

2013

2014

2015

2016

2017

2018

2019

Hungary

25.324,96

25.458,54

27.541,45

28.230,55

29.529,31

31.072,90

32.622,85

Spain

35.441,63

36.039,69

37.450,92

38.553,60

39.575,54

40.328,94

40.883,32

Germany

49.873,11

50.771,04

51.209,09

51.930,16

53.011,77

53.659,99

53.815,37

UK

43.422,99

44.228,30

44.912,82

45.428,72

45.974,86

46.309,80

46.699,30

France

43.021,35

43.227,45

43.553,40

43.914,48

44.826,51

45.561,00

46.183,52

Figure 36. GDP per capita (The World Bank, 2020)

To understand the key drivers for office space in Europe that also influence investors, it has to be clear
that key drivers comes from employment by companies that use a high proportion of office space, such
as those in the finance, insurance, and real estate industries, as well as other industries services.
Businesses typically use a certain amount of space (square meter) per employee. For example:
The amount of office space per employee tends to average about 10 square meters.
Thus, for each additional office employee, there will be a need for 10 additional square meter(sqm.)
of office space. The number of sqm. per employee may vary depending on whether the property is a
high-rise downtown building, a suburban office building and so on, but times are changing, and new
trends requires less space.
The most valuable players are banking and financial institutions who provide services, they continues
to provide the major occupier of premium office space globally, technology/firms – in particular, online
platforms (Figure 36), shows from a research of JJL (JLL, Q4 2019) the companies on demand.

Figure 37. Demand for Premium office space (JLL, Q4 2019)

Market categories defined based on total occupancy costs (top markets):
-High end > 90 € /sq ft/year
-Mid level: 50-90/sq ft/ year
-Value < 50/sq ft/ year
There is also a parameter in real industry that will change in the next years, since real estate began,
location, location, and location has always been the traditional mantras (Deloitte Insights, 2020), but
since 2016 smart buildings concepts are shifting the industry.
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1600

TOTAL OCCUPANCY COST EUROS
1339

1400

Current per sq.m / annum

% Change 12 months

1200
1055
1000
800
564,71

600

553,85
407,87

396,67

459,6

400
218,82
200

15,5

10,3

8,8

Budapest Valencia

Madrid

Barcelona

8

10,1

3,7

5,8

Berlin

Munich

UK
Centrral

France
Central

0

Current per sq.m / annum
% Change 12 months

0

396,67

218,82

564,71

407,87

459,6

553,85

1339

1055

15,5

10,3

8,8

8

10,1

3,7

5,8

0

Figure 38. Total occupancy cost (Own design)

Location

Total occupancy Cost
Euro €*

Terms

Current
per sq.m /
annum

% Change
12
months

Budapest

396,67

15,5

0

0

Tenancy
Improvements (per
local
currency/measurem
ent
0

Valencia

218,82

10,3

3/2

2

0

Madrid

564,71

8,8

3/2

4

50-150

Barcelona

407,87

8

3/2

3-5

40-100

459,6

10,1

5/5

0

50-40

553,85

3,7

5/5

0/3

50 - 350

UK Central

1339

5,8

10

24

0

France Central

1055

0

3/6/9

7/17

0

Berlin
Munich

Typical
lease
terms
(years)

Typical rent
free (months)

Table 10. Occupancy costs (Own design, various sources)

*Occupancy costs include service changes and taxes and are standardized on a net internal area basis,
also the currencies are converted in Euros.

The Key Performance Indicators (KPI) are the Vacancy rate, Rent Prime (€/sqm), and Take-up (sqm).
Take-up represents the total floor space known to have been let or prelet, sold or pre-sold so tenants
or owner-occupiers during the survey period. Id does not include space that is under offer.
•
•
•
•
•
•

A property is deemed to be “taken-up” only when contracts are signed, or a binding agreement
exists.
Pre-let refers to take-up that was either in the planning or construction stage.
All deals (including pre lets) are recorded in the period in which they are signed.
Contract renewals are not included.
Sales and leasebacks are not included as there had been no change in occupation.
Quoted take-up volumes are not definitive and are consequently subject to change.

Vacancy includes sublet space (except in Germany), but where possible, vacant sub-let space is
recorded separately.
•
•

In France, vacancy excludes premises which the owner will renovate only once a lease is
signed.
In Spain only counts immediately available space.

Vacancy rate represents the total vacant floor space including subletting’s divided by the total stock
at the survey date (or in Q4 for annual data or H2).
Prime rent/Yield represent the top open-market rent/net yield at the survey date for an office unit:
•
•
•

Of standard size commensurate with demand in each location
Of the highest quality and specification
In the best location in the market

Space Calculation differs in Spain, where figures in m2 (Take-up, Vacancy, Pipeline, Completions) as
well as Rental Values are based on Gross Letting Area (GLA) space, contrary to the other main
European Markets, which use Net Letting Area.
Since the data comes from Real Estate companies, it depends on how data its treated, for this data,
it’s extracted from (BNP PARIBAS REAL ESTATE, 2020), which the method used as: In order to make
the Spanish figures comparable across all monitored markets, they should be multiplied by 0,82 (Net
Letting Area = 0,82). This ratio is applied by BNP Paribas Real Estate to produce international indices
and benchmarks. This is one of the reasons of IPMS to create a common benchmarking.
To represent Europe in accordance with the data, the most valuable markets are described. (Figures
38, 39, 40, 41).
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TAKE-UP M2
Budapest

Madrid

Barcelona

Berlin

Munich

UK Central

France Central

2.500.000,00
2.000.000,00
1.500.000,00

1.000.000,00
500.000,00
-

2016

2017

2018

2019

Budapest

277.445,00

361.980,00

385.787,00

278.484,00

Madrid
Barcelona

429.600,00

552.982,00

533.595,00

617.133,00

288.174,00

304.345,00

354.659,00

400.169,00

Berlin

838.000,00

913.000,00

831.000,00

1.016.000,00

Take up m2

Munich

778.000,00

995.000,00

975.000,00

770.000,00

UK Central

1.058.424,00

1.177.744,00

1.400.461,00

1.147.084,00

France Central

2.140.094,00

2.364.163,00

2.206.488,00

2.064.363,00

Figure 39. Europe Take-up (BNP PARIBAS REAL ESTATE, 2020)

VACANCY RATE %
Budapest

Madrid

Barcelona

Berlin

Munich

UK Central

France Central

14,00
12,00
10,00

%

8,00
6,00
4,00
2,00
-

2016

2017

2018

2019

Vacancy rate %
Budapest

9,50

7,50

7,30

5,60

Madrid

11,80

10,20

9,60

8,40

Barcelona

11,50

10,10

8,80

6,70

Berlin

2,80

2,00

1,50

1,50

Munich

4,20

3,30

2,30

2,40

UK Central

5,80

6,20

5,50

4,90

France Central

6,80

6,20

5,00

5,70

Figure 40. Vacancy Rate (BNP PARIBAS REAL ESTATE, 2020)

PRIME RENT €/M2/YEAR
Budapest

Madrid

Barcelona

Berlin

Munich

UK Central

France Central

1.800,00
1.600,00
1.400,00
1.200,00
1.000,00
800,00
600,00
400,00
200,00
-

2016

2017

2018

2019

Budapest

264,00

276,00

288

300

Madrid

384,00

372,00

420

435

Barcelona

258,00

282,00

312

342

Berlin

342,00

396,00

432

480

Prime Rent € /m2/year

Munich
UK Central
France Central

432,00

444,00

468

474

1.547,00

1.439,00

1407

1407

800,00

850

850

880

Figure 41. Prime Rent (BNP PARIBAS REAL ESTATE, 2020)
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UK Central (London) and France central (Central Paris) represents the most notable data to the
Europe Office Market with that volume. The other rest are used as reference as the city’s most
notables and interest for this diploma as was mentioned before.
Currency note: Constant Exchange Rate for Q4 2019 average: (€/£): 1,1620), (€/HUF): 357,698.

3.3

Micro locations

Budapest
Introduction
The capital of Hungary within over 1,774 million of population is situated along the Danube, in the
heart of the Carpathian basin. Hilly Buda, which comprises one-third of the city’s area of 525 km² is
located along the right bank of the Danube surrounded by low mountains. János Hill, with its 529
meters is the highest summit of Buda. Across the river sprawls flat Pest. (budapest.hu, 2020)
Location

Figure 42. Budapest Area (Budapest Business journal, 2019)

Economic indicators
Hungary has rapidly become a service-focused economy, the major economic indicators for Budapest
are as follows (Table 9):
City

Population

Hungary
Budapest

9.767.600
1.741.041

Unemployment Rate %

3,42

Minimum
Wage €

Average Gross
Monthly
Salary IT*
417,2
1691,342

Table 11. Budapest Economic indicators (Source: ÁFSZ, Statics Office Hungary) (ÁFSZ, 2020)

*The average gross monthly salary IT is chosen due to the high demand in offices.
District segmentation

Figure 43.Districts of Budapest (https://commons.wikimedia.org/wiki/File:Budapest_districts_map.svg, 2020)
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Cities
Buda
Óbuda
Pest

Districts
I, II
III
IV, V, VI, VII, VIII, IX, X
XI to XXIII
Table 12. The city of Budapest (Own design)

Table 13. Budapest Districts (Own design- from (https://www.ksh.hu/regionalatlas_districts, 2020))

Trends on market
The development of Budapest’s modern office market began at the beginning of the 1990’s. Both
international and local real estate developers have progressively developed a modern stock of Class A
and Class B buildings endowing Budapest with high quality standards.
The quality of the Budapest office stock is in line with Western-European standards and the modern
Class A office buildings meet the technical requirements of large, international tenants. The latest
handovers of new developments are certified under the LEED or BREEAM rating systems in the
planning and construction phase, while older buildings have started to apply for the operations and
maintenance certifications.
The city of Budapest possesses a mature submarket with excellent infrastructure is divided into two
easily identifiable parts by the Danube river, namely: Buda and Pest. While Buda is the wealthier
residential area, Pest is the administrative and cultural center of the city with governmental buildings,
ministries, and headquarters. Budapest has a well-developed, efficient, and dense public
transportation network. It has 4 metro lines and numerous bus, tram, and suburban railway lines,
which provide excellent access to every part of the city. The infrastructure network of Budapest has
been continuously developed.
Metro line was completed in 2015 (M4) connecting Buda and Pest and several busy and strategically
important tram lines are also being upgraded and extended (tram line 1, 3, the merging tram network
of Buda including line 17, 19, 47 and the reconstruction of Széll Kálmán Square). No doubt that once
these developments are realized, they will add a significant boost to the commercial property market
of Buda.
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Transport connections

Figure 44. Transport connections to the office market (CBRE, 2019) (Europaproperty, 2017)

Office Market
The total modern office stock currently in Budapest adds up to 3.817.305 sqm, within the overall stock,
the total gross area of Class “A” buildings represents 70%, whereas the remaining 30% represents Class
“B” offices.

2019/2020 Budapest
Class A
Class B
TOTAL

Office Built Stock (m2)
3.204.915
612.390
3.8173.05

Figure 45. Office Built stock of Budapest (JLL research)

The Budapest office market is divided into 8 submarkets, which all have different characteristics in
terms of stock quality, availability, rental levels, and development pipelines. Most of the office stock is
located on the Pest side, owing to Pest’s administrative role and favorable public transport network.
Budapest Key factors
2019/2020 Office
Take-up
Submarkets Stock
(m2)
Class A
(m2)
Váci
900.000
Corridor
Pest Central 581.000
South
Buda South
425.000
CBD
370.000
Buda
340.000
Central
Buda North
368.000
Pest Central 110.000
North
Periphery
109.195
Total
3.215.000 278.484

Vacant
(m2)

Vacancy rate (%)

Maximum
Minimum
rent
rent
(€/m2/month)

4,5
7,2
4,3
4,3
7
2
14

315.070

35
5,6

25

13,50

Table 14. Budapest submarkets key factors (JLL research)
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From a research from years ago, it can be distinguished how Budapest has growth on stock m2 by
districts, also this information was extracted from the most relevant advisors in Hungary in that period:
Colliers International, Cushman & Wakefield, Janes Lang LaSalle, etc.

Figure 46. CBD District (ELTINGA, 2012-13)

Figure 47. CBD District continuation (ELTINGA, 2012-13)
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Budapest office from 2013-2019
Submarkets
2019
Total Office Stock (m2)
Váci Corridor
900.000
Pest Central South
581.000
Buda South
425.000
CBD
370.000
Buda Central
340.000
Buda North
368.000
Pest Central North
110.000
Periphery
109.195
Total
3.8173.05

2013
Office Stock (m2)

Diff

491.862
N/A
413.377
164.307
243.140
126.333
N/A
N/A
1.439.019

1.904.981

Table 15. Budapest Submarkets difference between 2013 & 2019

Stock by
Submarkets

Office
Stock Class
A & B (%)

Office Stock
Class A & B
(m2)

Váci Corridor
Pest Central
South
Buda South
CBD
Buda Central
Buda North
Pest Central
North
Periphery
Total

22%
13%

839.807,10
496.249,65

11%
10%
16%
11%
13%

419.903,55
381.730,50
610.768,80
419.903,55
496.249,65

4%
100%

152.692,20
3.817.305,00

Vacancy
rate (%)

Yield
s

Maximum
rent
(€/m2/month
)

Forecast
2021

5,6

5,25

25

4.100.00
0

Table 16. Budapest Office Market Forecast 2020 (Own design)( (Knight Frank, 2020)

An insight of Knight Frank (Knight Frank, 2020) forecast an increase of office stock of 4.1 M of m2, also
shows a lack of consistency on data from 2012 as (Table 15).

Figure 48.Budapest Stock forecast (Knight Frank, 2020)

It reveals the difference in data consistency from Real estate companies between Knight Frank and
ElTinga market research.
Currently green offices:
All over the developed world people are paying more attention to environmentally conscious
construction and operation. This approach is also gaining ground in Hungary, the main promoter being
the Hungary Green Building Council – hugbc.org. In Conferences and workshops sustainability aspects
emerge more frequently and new developments often refer to the BREEAM or the LEED system. In
Hungary, in addition to the best-known international system, the German DGNB accreditation system
and the EU Green Building guidelines also play a role. Environmentally and energy conscious
construction will probably determine the future of the Budapest office market. (ELTINGA, 2012-13)
Green building certification is now a market standard: all major offices building in planning or under
construction are targeting green building certifications, and more than 1.1 Million sqm of office space
on the Budapest office market is green certified according to Colliers International.
As a reference, accreditation arrived on the market in 2010-2011, in 2012 Budapest had 200.000 sqm,
in 2017 (Journal, 2017) around the third part of office stock in Budapest is green certified, and almost
all the portion of Class A office and retail, are green accredited.
Representing the stock market (Table 12) it can be seen how stock market increased from the year
noted.
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A public database shows how Certified BREEAM assessments are delivery and including rating, showing
342 assets of office buildings valuated.

Figure 49. Certified BREAAM features for Budapest (GreenBookLive, 2020)

Figure 50. Office Budapest BREEAM (GreenBookLive, 2020)

Main office transactions 2019: Lettings and Sale
Occupier
Exxonmobil
British Petrol
OTP RE Fund
White House Office
Thyssenkrupp
Components

Space (m2)
27.300
22.100
28.200
21.600
15.900

Building-Adress
Pillar
Agora Hub
Roosevelt 7/8
Váci út 47
South Buda Business
Park

Submarket
Váci Corridor
Váci Corridor
CBD
Váci Corridor
South Buda

Table 17. Main office lettings and sale (Own design from various sources)

Main office transactions 2019: Investments
Buyer
Otp Property Fund
Warbug-Hih Invest
R AMC
HU Investor Group
OTP RE fund

Price (€/Millions)
Confidential
Confidential
41M
Confidential
Confidential

Building-Adress
Roosevelt 7/8
GTC White House
Nordic Light Trio
Mésázáros u.48
Futó u.35’37.,6 emelet

Submarket
CBD
Váci Corridor
Váci Corridor
Central Buda
CentraPest

Table 18. Main office investments (Own design from various sources)

The data is extracted from the insights of Real Estate companies, this information come from private
base data from the company itself, or from private data platforms as Real Capital Analytics

Figure 51. Example of extracted data from Real Estate companies ( (Cushman & Wakefield, Q1-2020)
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Valencia
Introduction
Valencia is Spain’s third largest city, with over 790,000 inhabitants. Located on the Mediterranean
coast, and with a 9km long park cutting through the middle of the city following the old course of the
River Turia, Valencia welcomes more than 1.9 million tourist each year, both domestic and
international.
Location

Figure 52. Valencia city (Own design).

Economic indicators
Population
Spain
Valencia
Barcelona
Madrid

46.733.038
4.974.969
7.609.499
6.685.471

Unemployment Rate %

Minimum Wage
€
13,8
1.050,00
14,1
10,5
10

Figure 53.Economic indicators (Source: INE, Datosmacro.com)

Average Gross
Monthly Salary IT
1916,666667
2916,666667
3083,333333

District segmentation

Figure 54. Districts of Valencia (Ayuntamiento Valencia, 2020)

The Valencia metro has been developed out of a former regional narrow-gauge network opened as
soon as 1888 and called El Trenet de Valencia. Still under Ferrocarriles Españoles de Via estrecha
(FEVE)administration in the early 1980s, it was decided to build a tunnel through the city center in
order to connect two of the northern lines with the one in the south. After all narrow-gauge lines
were taken over by the Valencian Government in 1987, Ferrocarrils de la Generatilitat Valenciana
(FGV).
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Figure 55. Metro system connections (Schwandl, 2019)

Table 19. Valencia Districts (Own design)

Trends on market
In a research made by BNP (BNP PARIBAS REAL ESTATE, 2020), Valencia area was one of the third major
autonomous regions recording greater expansion.
The lack of available space within the urban center will divert requirements for large floor areas to the
Outskirts of the city. Mergers and acquisitions will prompt businesses spread over various locations to
regroup within the same head office, favoring an increase in the take-up office floor space.
The strong performance of market fundamental is awakening the interest of investors in the
acquisitions of office, both on the institutional side and from private investors.
However, there is some difficulty in locating space with the necessary surface and an optimal level of
quality, particularly in the case of those greater than 1.000m2, alternative solutions such as
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modifications in the use of industrial or residential buildings, are chosen more often, which take a new
path.
Currently the downtown area, which is one of the most demanded, represent more than 40% of the
total stock and at the same time offers a very heterogeneous quality in buildings. (CBRE, 2019)

GDP PER CAPITA
VALENCIA
40.000,00
35.000,00
30.000,00
25.000,00
20.000,00
15.000,00
10.000,00
5.000,00
0,00

BARCELONA

MADRID

2013

2014

2015

2016

2017

2018

2019

18.987,00

19.469,00

20.301,00

20.948,00

21.859,00

22.426,00

23.094,00

BARCELONA 25.795,00

26.403,00

27.630,00

28.680,00

29.722,00

30.426,00

31.110,00

MADRID

30.574,00

31.907,00

32.840,00

34.041,00

35.041,00

35.876,00

VALENCIA

30.131,00

Figure 56. GDP PER CAPITA per communities (Sources INE, Datosmacro.com)

UNEMPLOYMENT RATE %

%

VALENCIA
18
16
14
12
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8
6
4
2
0

BARCELONA

MADRID

2018-Q1

2018-Q2

2018-Q3

2018-Q4

2019-Q1

2019-Q2

2019-Q3

2019-Q4

VALENCIA

17,1

15,6

15,3

14,3

14,1

14,3

13,9

14,1

BARCELONA

12,2

11,4

10,6

11,8

11,6

11,2

10,9

10,5

MADRID

13,4

12,1

11,9

11,5

11,7

10,5

10,3

10

Figure 57. UNEMPLOYMENT RATE PER COMMUNITIES (Sources INE, Datosmacro.com)

Transport connections and submarkets
Prime area
It is characterized by the quality of the supply, they are representative buildings, mainly headquarters
of large companies, it could be considered as the CBD since the major deals and prime rents have been
consolidate in that specific location area.
They are assets with technical floor, common toilets per floor, curtain-wall facades, 24h services,
private parking, and maintenance. They are located mainly in Paseo de la Alameda axis, from Avenida
Aragon to the City of Sciences.
Centre
It is characterized by the heterogeneity of its buildings with different qualities and services, and
includes from converted manor buildings to offices, to more current buildings of exclusive offices and
mezzanines in mixed-used buildings.
In general, they are buildings with lower rents than the Prime Zone rents due to their lower benefits,
lack of parking and lack of technical floor, but they stand out for being excellent communicated with
the entire city. Pintor Sorolla Street as the main axis, which houses Valencia’s financial center and the
largest number of exclusive office buildings, many of them corporate financial entities and insures.
Decentralized
This area includes buildings that, although located within the metropolitan area of Valencia, they do
not belong to the two previous areas, located in the main communication routes of the city.
They are characterized for being buildings of exclusive use offices, in many cases with qualities and
services like prime zone. Very accessible zone by public transport and by offering parking for
employees.
The main areas are Avenida de las Cortes Valencianas, Avenida Alfahuir and in recent years, Cardenal
Benlloch Avenue, as well as the Gran Turia City in Vara de Quart.
Outskirts
It includes large buildings for office exclusive use located in the outskirts, namely Paterna Technology
Park, Tactical Business Park, and the Alfafar and Torrent area.
Supply is agglutinated in representative buildings that offer services and good image to more
competitive rents.
Special mention has the Technology park for offering the largest range of author buildings, mainly
corporate buildings, of all the office stock in Valencia.
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Figure 58.Valencia Area (BNP PARIBAS REAL ESTATE, 2020)

Office Market
Regarding the investment office market in offices in Q4-2018 by a research of CBRE, there was an
absolute record, both in terms of investment volume and the number of closed operations, reaching a
total of 80.3 Millions of € , a 345% more that achieved in 2017 from 23,3 Millions of €. According with
CBRE the most relevant transactions was the sale of Pintor Sorolla 1, BBVA headquarters to Fiatc for
32 M €.
However, the lack of available stock is not an exclusive situation of the capital. It is also a problem that
exists in Madrid and Barcelona, but with a difference, the two of them have projects under
construction that add up almost 600.000 square meters of offices in total, meanwhile projection of
Valencia new properties is residual.
2019/2020
Valencia
Barcelona
Madrid

Office Built Stock (m2)
730.000
6.600.000
15.000.000

Figure 59. Spain Office Built Stock (Cushman & Wakefield, Q1-2020)

Valencia Key factor (not classified by building typology as A, B or C)
2019/2020 - Prime
Centre
Decentralized Outskirts
Total
Submarkets
Office Stock (m2)
98.899,00
311.372,00
142.144,00 172.515,00 728.430,00
Take-up (m2)
1.835,00
12.142,00
11.416,00
31.568,00
40.275,00
Vacant (m2)
8.680,00
17.930,00
11.416,00
31.568,00
48.698,00
Vacancy rate (%)
8,80
5,60
8,00
18,30
9,50
Maximum rent
14,5
12,6
11
7
(€/m2/month)
Minimum rent
10
7
6,9
5,5
Figure 60. Valencia Key Factors of Office market (BNP PARIBAS REAL ESTATE, 2020)

In a research made by CBRE on Q1 of 2019 (CBRE, 2019) marked a rank for Prime office space
occupancy costs in local currency and measure, ranked by 12 month % change increased.
Ranking Budapest and Valencia in a good position for 2019.

RANK - CHANGE OF INCREASE BY YEAR
2019
30,00%
25,00%
20,00%
15,00%
10,00%

5,00%
0,00%

Figure 61. Ranking of increased cities by 2019 (CBRE, 2019)
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In term of green building stock at Valencia, it cannot be representative since no data is accessible.
From (GreenBookLive, 2020) it can be obtained which BREEAM certificates regarding Valencia are
operative:

Figure 62. Certified BREAAM features for Valencia (GreenBookLive, 2020)

Figure 63.Office Valencia BREAM (GreenBookLive, 2020)

There is no data corresponding to the search: Quantity of certified BREAM assessments office typology
in Valencia.

Chapter

4

Results, discussion, and delimitations
4 Comparative analysis
Exceptional note for Covid-19.
The global economic slowdown was more severe than expected by COVID 19. As well as the technical
slackening after the cycle peak was reached in 2017/2018, business was weakened by factor including
rising trade tensions between the US and its key partners, the repeatedly delayed outcome of Brexit
and geopolitical tensions in some areas of the world.
From a macroeconomic standpoint, China has been hit hard by the decline in its industrial out-put and
the fall in the profitability of its companies.
From a microeconomic standpoint, the so-called “high-yield” companies, which are very weak
financially and survive largely thanks to low interest rates, could cause significant damage to business
in the event of an increase insolvencies in accordance with (BNP PARIBAS REAL ESTATE, 2020)
Real Estate will remain attractive in the context of low interest rates, against this backdrop, the factors
pushing interest rates downward are more prevalent now than a year ago. i.e. lower growth and
inflation, more risks to the economy and greater liquidity.
Some of these liquid assets will be transferred to alternative investments considered more attractive,
such as Real Estate, which will boost demand and prices.
From a point of view of benchmarking, there is no possible comparative between the cities exposed,
even using data from Valencia, Barcelona and Madrid to compare with Budapest, the information
accessed here in doesn’t show the characteristics of the buildings, and for compare both cities a
datasheet as follows should be operative, in the case of the economic comparison the need for real
data, real characteristics of the building are needed.
From a general perspective can be compared the key factors of office market: Office stock, Take up,
and vacancy.
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4.1

Comparative sheet

Difference between data.
Valencia
Office Stock (m2)
Take-up (m2)
Vacant (m2)
Vacancy rate (%)
Prime rent (€/m2/month)

Budapest
728.430,00
40.275,00
48.698,00
9,50

14,5

3.817.305,00
640.000,00
278.484,00
5,30
25

Table 20. Comparative situation between office market Valencia & Budapest (Own design)

Office market occupancy practices
Understanding office practices reveal global insights on the markets and costs associated with
occupying office space in major markets worldwide, it helps corporate occupiers to see the
complexities of global leasing practices and easily compare differences across global markets and
investors to forecast possible risks. The next tables show comparative sheets (N/A– no info accessible).

HUNGARY

ITEMS

SPAIN

Local Essentials
Negotiable when signing for 5 years or longer
Brokers are paid by the party represented
Rents are indexed; Monetary Union Index of
Consumer Price (MUICP) is typical to use
Landlord pays for standard fit-out
Is common

Break
Brokers Fees
Escalation

Fit-out
Option to renew

Is common 1 month for each year signed

Rent Free

3 months or bank guarantee is required

Rental Deposit

Rent is paid on monthly or quarterly basis
Right to sublet is negotiable

Rents
Right to sublet

Break options rare
N/A
Indexed annually

Usually tenant pays
Options usually included in the lease contract
Negotiable, average 1 month per year of lease term.
At present and in CBD the free rent period tends to
match the fit out works.
N/A
Rent is paid on monthly or quarterly basis
Normally allowed with landlord consent

N/A

Security

N/A

Tenant broker

Tenant pays

Transparency

High for Madrid and Barcelona

General information on the market is available
Flexible, typically at least 3 years

Terms

2 months' deposit + 6–12 months' bank guarantee

3-5 years typical

Table 21. Difference office destinations Hungary/Spain [LOCAL Essentials] (CBRE)

Lease Details
Gross office area = the tenant’s exclusive space (net
area) + add-on (common areas, shared restrooms).
Vertical circulation or technical shafts are not included
in gross area in Hungary.
Net area is the internal office space, excluding
exterior walls and technical shafts but including
interior walls within the tenant’s area.

A typical add-on factor from net area to gross area is
8% and thus a typical ratio of net area to gross area is
92.5%. An add-on factor above 10% can be considered
unreasonable and most recently delivered buildings
operate with a smaller common area ratio (ca. 5%).

Definitions

The quoted area is known as total lettable or
"superficie bruta alquilable". It includes walls and
windows, corridors, toilets and common areas of the
building such as lobbies. It excludes elevators,
stairways and vertical shafts.
In the lease contract, a clause may say "superficie
alquilada como cuerpo cierto", which means that both
parties accept measurement.

Efficiency

Holdover by
Tenant

This total lettable area represents about a 20–30%
increase over net areas, known in Spain as "superficie
útil" or "superficie neta utilizable" (net area or net
internal area in Europe; net usable area in U.S.),
which is area measured from the internal side of walls.
It includes columns, fan coils and toilets if they are
inside the premises and for the private use of the
tenant.
A typical ratio of net area to total lettable area in a
Class A building in Madrid is 75–80%.

Penalties can be in the lease, or determined after
holdover, and may be decided in court. The Civil Code
considers a tenant to have held over if the tenant fails
to vacate within 15 days following lease expiration.
The tenant incurs payment of rents lost and possibly
damages to the landlord for loss of a tenant. It is
standard for a clause in the lease contract to state that
the tenant must pay 2–3 times the daily rent for each
day the tenant holds over

Table 22. Difference office destinations Hungary/Spain [Lease Details 1.1] (CBRE)
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Consequences for delays caused by the landlord are
negotiable. However, for delays caused by the
tenant, the tenant pays rent for each day of delay

Late Delivery
by Landlord

There is no special regulation for leases of
commercial spaces in the Civil Code. Lease
agreements are therefore regulated by the special
acts of the law on residential leasing in the Civil
Code and other relevant legislation. If either party
breaches the lease contract, these laws clearly state
the outcome.

Laws and
Practices

The tenant and the landlord may, but are not
required to, sign either a non-binding Letter of
Intent, or a Preliminary Agreement, which obligates
parties to conclude a contract.
Lease negotiations typically take 3-6 months. Both
parties can use advisors to represent the party's
interest and mitigate the transaction. Once
commercial terms are agreed, a non-binding heads
of terms is signed before legal details are worked
out. Discussions about technical details (incl. site
plan) are usually conducted parallel to the lease
negotiation.
Landlords occasionally provide a short-term
expansion option (i.e. six months) and charge for it.
A right of first refusal can be included in the lease
agreement. This gives the tenant the option, free of
charge, to lease a defined area before the owner is
entitled to let it to a third party.
N/A

An option to renew is negotiable before the lease is
signed.
5+5 leases (leases with a fixed term of 5 years and a
5-year renewal option) are typical, however this
component tends to be flexible if agreed upon in
advance
Subleasing is common, subject to landlord approval.

The terms of release and penalty payments can be
included in the lease document or negotiated when
and if the landlord fails to deliver on time. The Civil
Code contains guidelines for late delivery. Court
decisions support such claims. The tenant is
sometimes released from the lease contract and
paid double the amount that is
paid in advance. A tenant can sometimes get
damages.
Law 29/1994, "Ley de Arrendamientos Urbanos",
covers office leases. Terms and conditions of leases
must not conflict with this law or with the Civil
Code.

Negotiating

N/A

Option to
Expand &
Right of First
Refusal

Negotiable. Options to expand or reserve space
normally have a cost. Depending on the negotiating
power of the tenant, right of first refusal options
can be included in the lease, at no additional cost.

Other Lease
Details or
provisions
Renewal

N/A

Right to Sublet

The landlord provides general signage at the
building entrance on each floor. Larger, special
signs usually require the permission of local
authorities but are only difficult to obtain in certain
heritage protected areas, eg. the central areas
along the banks of the Danube.

Signage and
Naming of
Building

Standard unit of measurement is square meters and
gross office areas are quoted.

Space
Measurement

Almost 90% of leases signed in Madrid and
Barcelona have an option to renew, which is
normally linked with a rent review to market.

Subleasing and assignment to a third party are rare,
due to short lease terms.
External signs on facades may be prohibited by
landlords or by municipality rules. Large cities like
Madrid have stricter rules in the city center than
outside. Signs are normally only allowed at ground
floor level. Small signs on doors are allowed. Names
on rooftops require permits, and the landlord is
likely to charge a fee.
Standard unit of measurement is square meters
and gross office areas are quoted.

Table 23. Difference office destinations Hungary/Spain [Lease Details 1.2] (CBRE)

Although there is no obligatory standard contract by
law, lease agreements are similar in structure. Key
lease terms are included, and rights and duties of
the parties are clearly explained. Lease contracts can
be amended at any time in writing.

Standard Lease

Office lease terms are typically 3-5 years. Large
occupiers (5,000 sq m+) tend to go for built-to-suit
or pre-lease solutions and sign for longer terms.
Break options can usually be exercised after years 3,
5, and 7 of the leases. Leases longer than 10 years
are rare.

Term

Standard lease agreements with typical clauses exist.
Terms and conditions of leases must not conflict with
Law 29/1994 (the Ley de Arrendamiento Urbanos) or
with the Civil Code. However, the starting point will
normally be a contract supplied by the landlord,
which will be modified according to the wishes of the
relevant parties.
The term is negotiable:
A three to five-year obligatory period plus a two-year
renewal option for the tenant is typical. For large
corporations negotiating spaces more than 5,000
sqm, the term is usually 5+5.

Since 2015, more tenants commit for longer terms
because of recovering business confidence. A
decline of renewals is also seen, while new leases
and pre-leases are on the rise again.
Older premises still offer very competitive and
flexible terms. Small companies still prefer to sign
for shorter periods, sometimes only for a year but
with a renewal option.

Some leases give the tenant one or more break
options. Break options are quite common except for
pre-lease or built-to-suit agreements.
Most leases agreements require the tenant to pay a
penalty if a break option is exercised. Break
penalties typically depend on the time remaining of
the original lease term as well as the amount and
timing of provided tenant incentives.
A typical 5-year lease can include a break option at
year 3, with an average penalty of 6 months. Leases
with break options normally command a slight rent
premium.

Termination or
Break

The right to terminate the lease early is rare.

Table 24. Difference office destinations Hungary/Spain [Lease Details 1.3] (CBRE)
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Occupancy costs
Rent Quoted: Rents are normally quoted on the
gross area on a net rental basis in EUR/sqm/month
plus VAT. Rental payment agreed in local currency
remains exceptional.
Rent Schedule: Rent and service charge is normally
payable monthly or quarterly in advance.
Rent-Free Periods: One month per contracted year
is typical for a 5-year lease. Generally, it depends
on the occupier, lease length and fit-out level.
Rent Escalation: Rents are indexed annually to the
Euro MUICP (Monetary Union Index of Consumer
Pricing) or HICP (Harmonised Index of Consumer
Pricing) of the EU-28. Rental escalation linked to
HUF HICP is not common.
Typical service charge amounts range between
EUR 3.5–4.5 / sq m / month. The service charge
covers:
Maintenance of Common Areas and Services: This
includes tenant’s proportional share of the cost of
operating, maintaining and cleaning common
areas, security and repairs, air conditioning,
plumbing, drainage, sewage, fire prevention,
elevators, and building telecommunication
systems.
Property Tax: The property tax is included in the
service charge. The rate varies according to the
district's regulation, size and use of the property.
The rate is between EUR 3–4 / sq m / year.
Property insurance for the building.
Property Management: 3–5% of annual rent.
Building Security: The service charge covers the
cost of services such as 24-hour reception and
security service.
Facility Management: 1% of annual rent. Facility
management is similar to property management.
However, in Hungary the term "facility
management" applies to more complex office sites
or if a tenant occupies more than one building.
Property Tax: Property tax is part of the service
charge.
Value Added Tax (VAT): For office leases, VAT is
27% of the monthly rent plus service charges

Electricity: The tenant pays for electricity
consumption based on metering, except for
electricity that operates the air conditioning
system, which is included in the service charge. In
Grade A buildings, electricity and air conditioning
are provided 24 hours a day and are included in
the service charge.
Water: The tenant pays for water consumption
based on metering.
Telephone and Data Lines and Cabling: The
landlord provides a building telephone station and
telecommunication cables to a connection point
on the premises. The tenant contracts for
telecommunications services and wiring of
premises. The landlord provides channels for

Rent

Rent Quoted: On a gross basis in EUR/sqm/month.
Rent Payable: Monthly in advance.
Escalation: Rent is normally indexed annually (to
the national CPI or occasionally to a provincial
index or a letting index) with open market review
every 3–5 years. The Instituto Nacional de
Estadística publishes these indices monthly on the
Internet.
Free Rent: Negotiable, average of 1 month per
year of lease term. In CBD the free rent period
tend to match the fit out works

Service
Charges

The tenant pays service charges separately from
rent. In some cases, landlords also apply service
charges to parking spaces. Service charges include:
Building Management Fees: Management fees are
usually 3% of the rental income. Water charges are
included in service charges.
Security, cleaning of common areas, maintenance
and repair of installations, water consumption
(based on the area a tenant occupies, this is
estimated at EUR 0.84/sqm/year), building
insurance and civil responsibility insurance.
In Madrid and Barcelona, service charges for a
Class A buildings in the City Centre range from EUR
5.0–6.0/sqm/month and up to EUR
7.0/sqm/month in some modern high-rise
buildings.

Taxes

Utilities

VAT is 21% of rent and service charges, and is
recoverable in certain circumstances.
Municipal Property Taxes: In over 50% of cases,
the landlord adds Property Tax (IBI), to service
charges. It ranges widely depends on the cadastral
value (which is assigned by the administration) and
the location of the property. The tenant pays
increases if agreed in the lease contract.
In Madrid, the rubbish collection charge was
abolished in 2015 but now back in place for nonresidential buildings and properties with high
cadastral value. Similar situation for Barcelona.
The following utilities are paid by the tenant in
addition to service charges:
Electricity: Tenant's electricity consumption is
metered and payable directly to the electricity
company. The cost is estimated at EUR 1.55–
2.75/sqm/year. Air Conditioning: In most modern
buildings (built in the last 7–10 years) the air
conditioning equipment is separate for each
tenant, and so the electricity to operate it is billed
directly to the tenant. Older office buildings
generally provide centralized air conditioning to all
tenants. Air conditioning costs are divided among
the tenants according to the amount of space each
occupies. Tenants in these buildings pay air

cabling systems within the premises and installs
electrical outlets.

Landlord's Work: The landlord normally delivers
the premises with a standard level of fit-out,
according to the space plan agreed upon with the
tenant; typically with a ratio of open to enclosed
areas of 70% to 30%, suspended ceilings, ceiling
lighting, standard restrooms and gypsum walls.
Landlords also
typically offer cash allowances of EUR 50–100 per
sqm in addition to the standard fit-out.
Tenant's Work: The tenant pays the remainder of
fit-out costs including upgrades, furniture, IT
wiring, and design and engineering.
Fit-out Costs: Fit-out costs for Class A, prime
buildings normally range from EUR 200–350 per
sqm, which the developer or landlord pays as part
of the standard fit-out.
Tenant's obligations can be stipulated in the lease
contract. The tenant is usually required to restore
space to its original state, excluding normal wear
and tear.

A cash deposit or bank guarantee equivalent to
three months' gross rent on average is payable.
Some landlords may also require a parent
company guarantee.

Fit Out

conditioning costs in the service charges.
Cleaning: Tenants individually contract the
cleaning of their office space, although the
landlord may offer this service and charge
separately. In many offices towers the landlord
obliges the tenant to use a specified cleaning
service for security reasons.
Landlords typically provide suspended ceilings,
ceiling lighting, raised floor and restrooms, and
sometimes power cabling and distribution trays.
Carpet, blinds, and other improvements are
sometimes negotiable as incentives, although rentfree periods are more commonly used as
incentives.
The tenant usually performs the fit-out, with
tenant's contractors and construction workers,
supervised by the landlord's architects and
engineers. The landlord may charge fees for
supervision and must approve all construction.

Restoration

Security
Deposit
and
Guarantees

The lease normally includes a "dilapidation clause",
which requires restoration of the premises to their
original condition, allowing for normal wear and
tear. The landlord normally grants a minimum time
for the tenant to remove an installation.
Sometimes the landlord chooses to keep the
installation.
Deposit
The law, applicable throughout Spain, requires that
the tenant pay a deposit, equivalent to two
months of the first year's rent, into an account
held by the state-run Chamber of Property
(Instituto de la Vivienda de Madrid, known as
IVIMA).
For existing space, the tenant pays at contract
signing. For space under construction and not
immediately available, parties sign a pre-contract,
and the tenant is usually asked for a deposit in
excess of the two months' rent stipulated by law.
During the lease term, a deposit can be reviewed
and adjusted according to CPI changes. Deposits
are normally adjusted for a renewal, i.e., after
third or fifth year, although by law a deposit is
reviewed after a five-year lease term. The landlord
returns the deposit without interest at lease end if
the premise is accordingly reinstated.
Bank Guarantee

One parking space per 100 sq m of office space is
typical in the CBD. Elsewhere, one parking space
per 50–75 sq m is typical.
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Car Parking

Landlords always require a bank guarantee in
addition to a deposit. The bank guarantee can be
equivalent to 6–12 months' rent during the lease
term.
Parking costs are normally covered in a lease
contract and paid separately from rent. Fees for
parking spaces range from EUR 90–200 per space
per month.

[112]

Cleaning of the tenant’s premises.
Insurance Cost: Generally, the tenant pays for
third-party insurance, while building and property
insurance is part of the service charge. Tenants
typically have their own liability insurance.

Other
Occupancy
Costs

Repairs and Insurance Cost: The landlord pays for
structural and external repairs. For multi-tenanted
buildings, the landlord recovers repair and
insurance costs from the tenant as a part of the
service charges if stipulated in the lease. If not
specified, or if a building has only one tenant, the
landlord can recover a
maximum of 12.5% of the cost annually, up to a
maximum of 20% of the rent.
Additional civil responsibility insurance may be
required depending on the nature of the tenant's
activity.

Table 25. Difference office destinations Hungary/Spain [Occupancy cost] (CBRE)

Transactions Costs
The Hungarian market is dominated by international
vendors and purchasers, therefore the investment
process and practices are very much the same as in other
Central and Eastern Europe countries. A potential buyer
is given access to confidential documents only if a nondisclosure agreement is signed. Based on initial
information, a non-binding, indicative offer is asked for
from the investor to see whether price expectations are
close enough to start detailed due diligence. Once key
commercial terms are agreed in the heads of terms,
detailed technical, legal and financial due diligence is
undertaken by the potential buyer with an exclusivity
period of ca. 30-60 days. Based on the outcome of the
DD, vendors adjust their pricing and make a binding
offer. Legal negotiations start only after finalizing the
commercial terms.
Each party pays its agent separately. The law prohibits
agents from representing both parties. An agent works
either on the landlord’s or on the tenant’s side.
New Lease or Renewal: Landlords pay 8–20% of the
average annual rent over the term for office, storage and
parking space, excluding the service charge. The tenant
pays its agent 10–15% of the average annual rent over
the term plus a base fee, sometimes with an incentive
payment if the agent negotiates a specified rent. In the
case of renewals, the agent is often paid based on the
savings negotiated for the tenant.
Sublease: Sublessor typically pays 12–16% of the average
annual rent if the agent successfully subleases the space.
Subtenant pays if represented (as official tenantrepresentation) but this is rarely the case.
Legal fees to the tenant's lawyer are negotiable.
In case of leases no stamp duty applies.
For investment transactions, there is a transaction tax of
4% up to a value of HUF 1 billion (approx. EUR 3.3
million) and 2% above that value. The tax amount is
capped at a maximum of HUF 200 million (approx. EUR
650k) per property.

Market
Practices

Agency Fees

Legal Fees
Other
Transaction
Costs

N/A

New Lease: Whoever hires the agent generally pays the
agent. The landlord typically pays its agent 10–15% of
the first year's rent. The tenant typically pays its agent
a standard fee of 10–15% of the first year's rent, although
the tenant and agent sometimes agree to a different fee
structure based on savings.
Lease Renewal: The tenant pays 8–10% or pays according
to an agreed fee formula based on savings (which usually
equates to 15% of savings achieved). Sublease: The
tenant (i.e., the sublandlord) normally hires an agent and
pays the same fees that a landlord would pay when a
standard lease is signed.
Alternatively, parties can agree on a fee based on savings.
Sale or Sale and Leaseback: The party hiring the agent
generally pays 3% on deals up to EUR 15 million and 1.5–
2% on deals over EUR 15 million.
N/A
Additional Fees if Lease is a Public Title Deed
When parties sign a lease as a private contract, no taxes
other than 21% VAT are charged. Lease contracts can
become a public title deed if signed in front of a public
notary and written in the public real estate register.
However, this is very rarely done due to the additional
cost involved, even though it reinforces the status of the
lease, and protects the tenant against eviction by a third
party.
Public title means additional costs: Notary and registry
fees and Stamp Duty Tax, depending upon total amount
of business.
Because Spanish lease laws protect tenants in their
peaceful use of premises, public titles are unpopular due
to added costs. However, tenants with leases of 15 years
or longer are more likely to formalize a lease before a
public notary, for protection, particularly with changing
ownership.
Building licenses and licenses to commence economic
activity account for 4.0–5.0% of the cost of fit-out.

Table 26. Difference office destinations Hungary/Spain [Transaction Costs] (CBRE)
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Comparable and classification
The majority of landlords are international institutions
and the key occupiers are also large corporates present
across many markets. Market practices are therefore
practically the same as in other Central European
markets.

Market
Practices

In Budapest, as in other Central European cities, like
Prague and Warsaw, CBRE and other large international
real estate companies uphold a property research
forum that collects office leasing information,
maintains a shared database, and publishes nonconfidential information such as aggregate stock,
demand and average vacancy and asking rents. They do
not share or publish sensitive and confidential
information.
Buildings are categorized based on technical criteria:

Transparency

-Date of completion or full refurbishment
-Architectural quality of the building
-External shading or equivalent technology
-Size and quality of the reception area
-Internal height in the working areas
-Raised floor, suspended ceiling, or equivalent internal
design solutions
-Flexible lay-out of the office area and size of
contiguous office floor plates
-HVAC system and fresh air supply
-Applicable solutions for reserve power supply
- Available amenities within the building or office park
-Parking ratio, bike parking and adjacent facilities.
-International Green Certificate (BREEAM, LEED, or
equivalent)
Buildings are also rated according to their location:
-Submarket and direct neighborhood
-Public transport
-View and visibility
-Parking and available amenities

Building
Classification

After the last economic downturn, landlords became
more creative in order to attract new tenants:
-Landlords now offer an average of one month free-rent
period per year of lease contract but in business areas
in high demand it usually coincides with the duration of
the office fit out works. Lack of transparency in this
area.
-Landlords also offer attractive stepped rents. CPI
increases apply, if agreed, in addition to step rents.
Open market rent reviews apply after the set period
ends.
-Some landlords provide fit-out allowances.
Nevertheless, fit-out allowances are not common.
Leasing contracts are confidential, but brokers and
consultants keep records of transactions. In Madrid
and Barcelona, the major property consultants
exchange details of completed transactions (tenant
names, addresses, rentals, incentives at some degree),
and make this information available to brokers and
clients, respecting confidentiality where required.

No standard way exists to classify buildings by quality.
However, buildings are classified by use.
-International Green Certificate (BREEAM, LEED, or
equivalent).
-High-Tech Buildings: The term “high-tech” refers to
office buildings where occupancy is limited to occupiers
related to production, normally manufacturing.
However, this restriction is vague. High-tech buildings
do not differ physically from exclusive office buildings
but are located in semi-industrial areas (or areas
formally industrial based).
-Mixed Buildings: Normally office use is limited to the
ground and first floors. Office users share services with
the residential areas, so some services are limited.
Mixed buildings do not normally have 24-hour security,
air conditioning in common areas, regular cleaning of
facade, etc.
-Exclusive Office Buildings: These buildings are used
exclusively for offices, but a change of use may be
possible.

A building is considered Grade 'A' if it is classified as 'A'
from both a technical and location perspective based
on the Budapest Research Forum scorecard.

Table 27. Difference office destinations Hungary/Spain [Comparable and classification] (CBRE,2020)

Value of Data and limitations
To understand the value of data, it will be cited a research by RICS, to understand some of the
circumstance of lack of data and consistency that will described at conclusions chapter.
As an insight of RICS (RICS, The use and value of commercial property data, 2019) reveals the benefits
and challenges of commercial property market, and deals with the ownership of data, its security and
regulation and also makes predictions and recommendations for a property world of accurate, easily
available data future.
- It exposes that the future of data concerning all aspects of property and property markets will

become accessible for everyone, relying on simply owning or having access will decline without the
expert interpretation.
- There is widely held opinion in the market that buying and analyzing data is expensive and cheaper
ways of obtaining data exist.
- Due to regulations as General Data Protection Regulation (GDPR) there are restrictions surrounding
data use, meaning that leases will need to include a data clause allowing landlords and their
representatives to collect and manage personal information.
Information will no longer be a valuable skill; business need to focus on finding the connections
between datasets and analyzing them wisely. Data analysis is also seen as a high-value work and most
wealth managers have access to a specialist research team.
Ingeniously analyzed and well-presented data engages, informs, and sells, and as has been mentioned
on this diploma, on page 34 – paragraph 2, opportunities for client influence exist and appear to be
used (Baum, Crosby, Gallimore, McAllister, & Aelaide., 2000) and can disrupt the market.
In relation with the studied case of Valencia & Budapest
Data can be in the form of facts or statics and is the basis for analysis. It can be categorized in four
levels, from the micro level (asset) through to the macro (economy).

Figure 64. Type of data (RICS, The use and value of commercial property data, 2019)
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Following the scheme in Figure 64, it shows de hierarchy of data for an office building.
Asset as an individual building data could be considered as portals of real estate as brokers examples
could be (idealista.es), or (officerentinfo.hu), in which depending on the mature of the market, could
be viable information or not:
In the case of Hungary, Budapest, on real estate/brokerage webs can be found reliable information for
other transactions, and the most important the classification of the building.

Figure 65. Screenshot of Class A Building (OfficeRentInfo.hu, 2020)

Figure 66. Screenshot of Class A Building (OfficeRentInfo.hu, 2020)
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In the case study of Valencia for example from Idealista.es:

Figure 67 (Idealista.com, 2020)

Figure 68 (Idealista.com, 2020)

If we compare the information that offers Budapest webs and the possible transactions, Valencia have
a lack of structured information.
A process of categorizing building as Table 5. Boma’s Office Class definition should be mandatory to
evaluate and compare another transaction.
Either way, the information obtained for this diploma was based on Portfolios (Figure 64), which as
mentioned on chapter 3, page 70 , source of data, but an unexpected delimitation was found in the
case of Valencia, there exist incredible information from mature markets as Madrid and Barcelona,
and all the research (I refer as a publication with information of properties assets) made by companies
are based on them, and there is lack of information and consistency about the rest of the cities as
Valencia.
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Probably, the portfolios in which the greatest value are those which are presented on the public
research and those who have low value are kept private in the real estate company for his own
statistics.
For Macro level, Figure 64 also marks Market and Economy, it refers to the macro level in which Real
Estate indices, which is information derived from market value and transactions from mature real
estate markets worldwide. They can be a source of useful information due to reliability of the data and
the level of aggregation for mature markets.
For commercial investment real estate, the longest-established and best-known indices are provided
by MSCI (formerly the Investment Property Databank (IPD)), but coverage of secondary real estate
markets can be less comprehensive.
As has already mentioned before, due to the inaccessibility to those type of database (Figure 27), as
Real Capital Analytics, the benchmarking could not be performed correctly, or at least with the
objective I proposed.
Data is used to benchmarking, business planning, decision-making and internal and external reporting,
this makes it difficult to identify exactly why data is needed, specific decision will require specific data.
Even if data is held in a property system, it may not be in a format that is compatible to benchmarking,
an example of this complexity it’s the difficulty of analyzing measurement information before the
implementation of the IPMS, a standardized global method of measuring data improving market data
and transparency.
Suppliers of such data are included in Figure 27. The ability to purchase it has removed for some
companies the need to have large teams collecting and processing data, as (RICS, The use and value of
commercial property data, 2019) Figure 69 illustrates how some of these sources might be used by
different grouping users.
How these sources might be used by different grouping of users:

Figure 69. Group of users of databases use (RICS, The use and value of commercial property data, 2019)

In an online survey made by RICS to several companies and individuals found the following results:

Figure 70. Online survey by RICS to the industry (RICS, The use and value of commercial property data, 2019)

Most of the respondents seems to lie with the lack of available data in valuation, planning and rating,
but it is also notable that responses suggest that most disciplines lack sufficient data.
Researchers thought that portfolio data is the most difficult to obtain, while 100% of valuers believe
that valuation data is the most difficult to get hold of, which could either change the confidence of
today’s valuations or protect valuers position as experts in analyzing available data.
Asset managers believe rating to be the area that could be most improved by having better data while
Facility Managers believe data in an asset is the most difficult to source.
The “other” represents a mix of data requirements, including customer experience and tenant
satisfaction where empirical data is perhaps the most difficult to obtain and measure.
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Figure 71. Improvement solution (RICS, The use and value of commercial property data, 2019)

This table shows how accurate data outweigh the other options considerably, being training the least
popular option for improving data.

Figure 72. Largest gaps internal/external (RICS, The use and value of commercial property data, 2019)

To see what data is needed, the survey marked that 45% of respondents said the biggest gaps in data
are in the property market and in individual assets, so these are of the key areas that investor might
expect to be well covered.
Lack of data in asset leads to question about what systems, models and reporting methods are
currently being used and what could be done to increase efficiency.
Opening up data and sharing access appears to be the respondent’s keys concern about how to
improve commercial real estate data.
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Figure 73. Data barriers (RICS, The use and value of commercial property data, 2019)

The barrier to opening data, is the lack of standards in today’s industry. If there were consistent
standards internationally and a trusted body to hold data, people may be more willing to share.
The conclusion of the paper marks that:
- Market and asset data are the most difficult to obtain.
- Availability of data is the biggest barrier to change.
- More available and accurate data would improve the ability of surveyor to do their jobs better.
- Surveying practices are employing a wider range of skills, well beyond the traditional surveying

competencies, and know better what they need to do. RICS can support the industry by
encouraging the training of current and future surveyors in data analysis and management and by
implementing global property data standards.

Chapter

5

Conclusions and future lines of research
5 Conclusions and future lines of research
The background provided in this project has provided a basic understanding of the processes. It has
been the best way to learn about valuation, market feasibility studies, and the importance of
international and consistency data.
The major aim of this research was to identify how Real Estate Office markets works, and to create a
guidance for future uses as a complementary learning process from de beginning of the topic.
The research resulted in an unexpected presentation of a mature office market (Budapest) and an
immature office market (Valencia). The quantitative data exposed on the chapter methodology shows
(even the Covid -19 situation that has forced the office market shifts to remote working) in the long
term vacancy rate will stay constant, and since the most part of tenants are long term situations, as
Real Estate investors, bye their very nature, tend to view property as a long-term investment so are
not likely to take a hasty reactions to the current environment. The problem will lie in the liquidity of
the companies and the tenacity of producing income.
The examination of the evidence revealed several strands to the research:
-The market structure of valuation providers and the structure of information.
-The unequivocal importance of international and consistency parameters to benchmarking, RICS.
-The accuracy of and lag in valuations since outlooks are presented at the end of the year, reason of
using suppliers of database as Real Capital Analytics.
It also reveals significant differences in the ability of all but the largest firms to compete to provide
periodic valuation services, most of the data shows incongruence in terms of data between Real Estate
companies, I assume that’s because the different use in standards, data providers, and also the itself
department of research since they could be working with the own company database.
In a concise way, this research gave me a perspective of the future property valuer, which skills require
research methods, calculation, measurement, report writing, negotiation, law, management and
business finance, a working knowledge of economic and politics, a knowledge of building construction,
an awareness of environmental issues.
Despite the lack of information on Valencia office market due to its immature, I consider that in the
next years, with the technological transformation, Valencia will possess High Value to be considered
as a city to invest for Office market development, it only needs an in-depth study to develop an
ecosystem for Information Technological to boost a supply of Building Office Buildings.
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5.1

Relate disciplines

The principal disciplines of the project framework are distributed in Financial Management as a Real
Estate Appraisal and will cover the follows items:
Valuations, real estate appraisal of an Office Building addressing the international regulations of the
RICS institution as a guide for the project.
Cost control theory of the future incomes of the building as the economic points of view for an
investor, also the skills learned in the career of economics bases and building surveyor to value a
building in each country.
Feasibility study , at some point the project it's structured to take into account the perspective of an
investor, in order to present the data of Valencia and Budapest to compare in which city would be a
better investment for this type of property related with the appraisal.
Green Buildings certificates, currently, for investors, the value granted by an environmental certificate
makes the difference in how a building is classified, with which the types of international certificates
are valued and in what way they add value to the property and interest.
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