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The role of technical due
diligence

Before buying a property, it is essential to understand its physical
condition. This understanding directly affects how the property is
valued. Surveyors perform what is often called Technical Due
Diligence' (TDD), 'Building Surveys', 'Building Condition
Inspections’, 'Pre-Acquisition Surveys' or 'Vendor Surveys'. This
ensures clients understand what they are paying for and the true
value of their investment.

The Royal Institute of Chartered Surveyors (RICS) has published an
overall guide to TDD, which it defines as ‘the systematic review,
analysis, discovery and gathering of information about the physical
characteristics of a property and/or land™.

TDD is usually carried out for buyers or sellers involved in real
estate transactions. It is also used during mergers involving real
estate and other assets, or when companies outsource facilities
management. In practice, surveyors check many things. They
evaluate walls, roofs, and floors to ensure they meet safety and
performance standards. They verify fire safety, access
requirements and building codes. They assess whether the
building can be adapted for future use, such as conversion,
sub-division, or more intensive use. They review sustainability
issues, especially energy use. They identify physical risks such as
subsidence, groundwater issues, or material fatigue. All these
checks happen during construction as well, when building
specifications are created and refined. TDD is therefore crucial
when designing, acquiring or selling properties.

What is lifecycle costing?

Traditional analysis looks at profit and loss over a fixed time
period. Lifecycle costing is different. It calculates all costs of the
property over its entire projected economic life, from construction
through to eventual demolition. As examples, lifecycle costing
can help determine the optimum degree of insulation thickness
for the walls of refrigerated warehouses? or the efficiency of the
warehouse scrapping process.? Variables include staffing, equip-
ment, materials and energy requirements. Its accuracy depends
on using historical data from similar properties and forecasts of
costs likely to occur during its economic life. These include costs
incurred combatting the results of ‘regulatory drift' towards more
stringent regulations over time.# Experts therefore argue that it is
never too early to begin lifecycle cost analysis in facility planning.
Collecting climate and cost details, for example of electricity
usage or equipment failure rates, is an investment that rarely fails
to pay dividends.

How much does lifecycle
costing matter?

Over the life of a warehouse, maintenance costs have long been
estimated at an order of magnitude greater than purchase prices,
with a corresponding impact on valuation® A recent study
suggested lower, but still substantial, disparity: approximately 70%
to 80% of the total costs of a facility are incurred during its
operational phase, whereas only 20% to 30% are associated with

design and construction® In parallel, as with factories, so with
warehouses, design plays a key role in sustainability, addressing
both economic and environmental targets over the economic life
of the warehouse.” For new construction, the key potential role of
Building Information Management (BIM) systems to implement
lifecycle costing in warehouse design across both carbon footprint
and green materials has therefore already been identified for
many years.®

Lifecycle costing does require more data and time than basic cost
analysis. However, the financial benefits make the extra effort
worthwhile. The investment in proper lifecycle costing analysis
delivers proven long-term financial benefits. As a result of both
financial benefits and sustainability concerns, in many jurisdictions,
such as India, lifecycle costing has been mandated for
government agencies? It is also part of ISO 15686-5:2017, where it
plays a critical role in sustainable asset management by helping
stakeholders compare alternatives.*®

The easiest way to understand the importance of lifecycle costing
is through a straightforward example. Imagine choosing between
two solutions for a warehouse structural requirement, such as a
heating, ventilation, and air conditioning (HVAC) system. Evidence
shows that the more expensive system requires replacement
every 15 years whereas the cheaper system must be replaced
every 10 years. The warehouse itself has an expected economic
life of 40 years. Which option makes the most sense?

If we only look at upfront cost, the cheaper system wins. But over
time, it actually costs more. Applied across every major
component over the life of a building, the cumulative effect on
total cost of ownership is material.
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Warehouse Lifecycle Cost Discounted Cashflow (DCF)*

In fairness, it should be clarified that lifecycle costs represent
only one half of the overall calculation. The marginal effect on
rents, for example from LEED certification, must also be taken
into account. Together, these will establish the overall impact on
Net Present Value of different component and maintenance
choices.

What are the problems?

Firstly, all too often, investment and maintenance decisions are
still driven by short-term costs and revenues. The property
industry often focuses on short-term capitalisation rates based
on next year's income, which frequently ignore lifecycle costs.
This is partly to blame for short-term thinking. Accountancy
concerns over cashflow explain some of the issue as well.

Investors who ignore lifecycle costs may overpay by a significant
amount. Likewise, others who have considered lifecycle costs
more carefully may find better value. This valuation uncertainty
problem is made worse by insufficient data. Existing warehouses
should have detailed cost records, but often they do not. Some
times this is because records have not been kept accurately, but
also because maintenance costs have been combined across
multiple buildings. For new build, its introduction has still been
hampered by the lack of accurate historical cost databases, the
perceived complexity and time consuming nature of the
calculations, and a potential lack of scalability when using
detailed dynamic simulation tools (e.g., UMI  CityBES,
UrbanOPT)®2 - but above all because investors have not
required it. According to research carried out in 2022 and
published the following year, an estimated half of Saudi
construction projects did not employ BIM to generate accurate
lifecycle costs.®

Secondly, investors focused on immediate profitability are not
always aware of their own discount rates, let alone understand
how the market values sustainability benefits such as lower
energy consumption.** Yet the choice of discount rate is critical
to accurate calculations, whether for investors or in the market
valuation of energy efficient building components.

-$ 778,984 - -$ 1,213,631
- -$ 722,444 -$ 970,905
0.42 0.31 0.17
-$ 325,043 - -$ 211,305
- -$ 225,262 -$ 169,044

Integrating lifecycle costing
into decision-making

Running an efficient warehouse requires long term planning and
forecasting. Planning finances ahead of time based on when
each component needs replacement prevents unexpected
costs and reduces insurance risks. It also helps minimise costs.
Lifecycle costing can also drive owners' decisions, such as
whether to replace conventional high-pressure mercury vapour
(HPL-N) lamps with LEDs in a warehouse environment®, the
choice between active and passive solar energy®, or the
potential benefits of restructuring warehouse space. But it is a
‘specialised task’, not conventionally performed as part of
valuation and for many years generally considered as part of
TDD.¥
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Conclusions

The consideration of initial costs alone is frankly a poor guide to

decisions regarding warehouse components. By contrast,
lifecycle costing that discounts the full projected expenditure
over time is the most likely way to achieve profitable
decision-making for industrial property construction, investment,
and retrofit.® It should be a usual aspect of TDD, in warehouse
purchase as in all real estate sectors. Valuations must account for
true lifecycle costs, not just quick calculations. Otherwise, what
the warehouse actually costs investors may be very different
from its market price.

Chartered surveyors have the data and skills needed to
accurately estimate lifecycle costs. Without good data, investors
and lenders do not realise the costs they are likely to face.
Without proper calculations, they will get the pricing wrong.
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For investors, developers, and lenders, lifecycle costing is not
optional anymore. It is essential for accurate valuations and smart
purchasing decisions.

Getting the right analysis matters. The Built Asset Consulting
team specialises in TDD, reserve fund studies and condition
surveys. They help investors, developers, and lenders make
informed decisions by providing accurate lifecycle cost analysis,
BIM-based forecasting, and comprehensive asset valuations.
Whether you are evaluating a new acquisition, planning a retrofit,
or seeking to optimise operational costs, our specialists can guide
you through the process and help you avoid costly mistakes.
Contact our team today to discuss how lifecycle costing can
unlock true value in your property portfolio.
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The information and analysis contained in this publication are derived from sources generally considered reliable and based on assumptions deemed reasonable and current at the time of undertaking market
research. However, no representation or warranty, express or implied is made regarding their accuracy or completeness. We reserve the right to vary our methodology and to amend or discontinue the indices at any
time for regulatory or other reasons.

The information and its analysis in this publication do not constitute legal, financial, or any other form of advice. Furthermore, it does not constitute a formal valuation, feasibility study or analysis of any property interest
and should not be construed as such. Such analysis, including forward-looking statements are opinions and estimates only, and are based on a wide range of variables which may not be capable of being determined

with accuracy. Variation in any of these indicators can have a material impact on the analysis and we draw your attention to this.

Cavendish Maxwell accepts no liability whatsoever for any loss or damage whether direct or indirect arising from reliance on this information
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