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Abstract. The exceptional contribution of urbanisation (hereinafter simply
exceptional contribution) is a regulatory obligation that represents an additional
to the costs of primary and secondary urbanisation, at least equal to 50% of the
greater value generated by projects in areas or buildings with modifications to
town planning. The rule that introduced the exceptional contribution does not
indicate the factors to be considered while evaluating the exceptional contri-
bution, and consequently does not address the evaluation procedure to be used
in determining its exact form. In this paper, an idea will be proposed regarding
the urban development exceptional contribution as it has been applied in Italy
both in regional regulations and in various Local Authorities. From this over-
view, the approach of the different LAs can be seen. Each has autonomously
decided upon the adoption of an analytical procedure to estimate the Trans-
formation Value to calculate the extra contribution. Subsequently, in light of the
result of not considering a specific rate of return during the estimation of the
exceptional contribution, a procedure is proposed for determining the rate of
return to be considered in the indirect analytical procedure for estimating the
Value of Transformation used to calculate the exceptional urbanisation contri-
bution. The proposed procedure is based on the Build-up Method and will take
the form of its operational declination, to be used when one has the coefficients
representative of the areas of risk for the different factors that are typical of
interventions of settlement transformation. To test the proposed procedure it has
been applied to a case study: the evaluation of exceptional contribution in an
Integrated Intervention Program in the Municipality of Grottaferrata (RM).

Keywords: Value of Transformation � Rate of return
Exceptional urbanisation contribution � Appraisal � Financial mathematics
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1 Introduction and Aims of the Work

In light of the ever decreasing availability of public resources in several European
Union countries, including Italy, financing measures “alternative” to the public con-
tributions – such as the urbanization extraordinary contribution of urbanisation
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(hereinafter simply exceptional contribution) – represent one of the main means to
finance infrastructures and public works, especially at a local level, which otherwise
would be devoid of any necessary financial coverage. For these reasons the urban-
ization extraordinary contribution appears as a fundamental opportunity for the territory
development and regeneration. In this way, the exceptional urbanization contribution
can be considered as a measure related to the NPPP and it is part of EU Community-
type directives aimed at finding resources and a private nature know-how to be used for
the construction of infrastructures and public works. In particular in Italy, the NPPP has
been implemented through specific urban planning tools (so-called Complex Programs)
and procedures (so-called Agreement for Programs) for their approval that provide the
agreement between the various Public Administrations involved in the initiative [1–3].

The exceptional contribution of urbanisation represents a charge, which is con-
figured as an additional costs of primary and secondary urbanisation, at least equal to
50% of the greater value generated by projects in areas or buildings with modifications
to town planning.

With article 17, paragraph 1, point (g) of law 164/2014, which included article 16,
paragraph 4 of Presidential Decree 380/2001 (Consolidated Building Law) point
(d-ter), the payment of exceptional urbanisation contribution has been regulated at a
national level since it was already in existence in many Italian local authorities (LA) for
over 20 years. However there has been no regulatory framework to refer to [4–6]. In
fact, although without specific legal guidelines, over time exceptional contribution had
become “customary”, in the context of negotiated Public Private Partnership (NPPP),
for the LAs to consider in the public interest initiatives in which the creation of public
works financed by the private entity promoting the intervention to be “compensated”
with the permission to build notwithstanding the General Land Use Plan, both
regarding the indexes and the usage.

This exceptional contribution is to be determined by the added value generated by a
settlement transformation intervention. In the event of an increase in value of the
buildings or areas due to town planning variations, exceptions or changes in intended
use by the private entity proposing the initiative, this would be deemed as a project in
the public interest. The exceptional contribution is thus set up as a charge (in addition
to the primary urbanisation costs) linked to the increase in value that the areas and
buildings will have as a result of town planning variations, exceptions or changes in
use.

However, despite the introduction of the exceptional contribution within the current
legislation, all the existing provisions that are in force (regional laws and local authority
town planning tools) have been upheld. Even before the introduction of point (d-ter)
within article 16, paragraph 4 of Presidential Decree 380/2001, the exceptional con-
tribution: (i) in some regions1 had already been the subject of specific legislation and in
many Local Authorities it was already present with the appropriate regulation in place.
Although national and regional legislation (where present) has established the break-
down percentages of the capital gain, the factors to be considered in the assessment of

1 Only 3 Regions (Piemonte, Veneto, Marche) have included the exceptional contribution in their
regulations, offering a definition of the methods used for calculating it.
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the exceptional contribution have not been clearly indicated. Consequently, it is not
known what evaluation procedures to employ in determining its exact form. In the
absence of national and regional provisions, different LAs have autonomously decided
upon the adoption of an analytical procedure for estimating the Transformation Value
(see Sect. 2) used for the calculation of the extra contribution.

The analysis of a sample of LAs2, which have independently regulated the
exceptional urbanisation contribution highlights any methodological and operational
problems discovered in the regulatory procedures that are in use.

In particular, one issue found was the failure to consider the specific rate of return
while estimating the exceptional contribution, even in light of the fact that the financial
arrangement of settlement transformation operations usually makes use of capital
equity for the purchase of the asset subject to transformation and third party capital
(debt) to cover production costs.

In the settlement framework, the rate of return can be determined through the
Weighted Average Cost of Capital (WACC) [7–9], the Real Estate Risk (RER) [10]
and the Build-up Method [11, 12]. The WACC is the minimum rate of yield an investor
requires as return for his contribution of capital [7–9]. The RER defines the rate of
yield, specifically regarding real estate, taking into account the various risk factors
common in this sector: context, endogenous and contractor/final product [10]. Instead,
the Build-up Method presents different ways of calculating the rate of return based
upon the identification and total sum of all the specific yield differentials of a pro-
duction initiative [11, 12].

Therefore, the objective of this paper is to identify a procedure with which to
determine the rate of return used in the indirect analytical procedure for estimating the
Transformation Value applied in the calculation of the exceptional urbanisation con-
tribution. The proposed procedure is based on the “Build-up Method” and will form its
operational declination. It can be applied when one has the representative coefficients
of the risks affecting the various defining factors of interventions of settlement
transformation.

The procedure has been adjusted for use by LAs, and is somewhere between a
simplified application of the Build-up Method (the simple addition of the risk coeffi-
cients) and a rather more structured procedure (related in any case to the Build-up
Method) known as Property and Market Rating Method (PAM) of the European Group
of Valuers Association (TEGoVA) which represents an attempt at an international
harmonisation of real estate rating [13].

As the paper continues, in Sect. 2, the process with which to calculate the
exceptional urbanisation contribution via the indirect analytical method thus obtaining
the Transformation Value will be illustrated. The results of “praxis” in the sample
related to Public Administration will be examined and the opportunities and problems
which in the implementation of this method will also be noted. In Sect. 3, in relation to
the issues identified while calculating a suitable rate of return in proportion with the

2 The analysis has been carried out considering the local regulatory framework of 20 Municipalities:
Albisola Superiore, Ancona, Biella, Bussoleno, Caraglio, Cavaion Veronese, Carmagnola, Cuneo,
Falconara Marittima, Ferrara, Fiano Romano, Finale Ligure, Novi Ligure, Lecce, Roccagloriosa,
Roma, San Benedetto del Tronto, Thiene, Venezia, Vescovana.
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specific nature of the settlement transformation initiative for which the exceptional
contribution is calculated, a procedure will be proposed via the operational declination
of the Build-up Method, for the creation of the rate of return to be used in the analytical
procedure to obtain the Transformation Value for the calculation of the exceptional
urbanisation contribution. In Sect. 4 the proposed procedure will be applied to estimate
the exceptional urbanisation contribution of an NPPP initiative in the community of
Grottaferrata (RM); the estimate can be considered “historical” as it refers to the year
2006, in which the NPPP initiative was undertaken. In Sect. 5, the conclusions of this
work will be discussed.

2 Indirect Analytical Method Used to Estimate the Value
of Transformation in LA Practices and in Methodological
(Theoretical) Procedures

From the analysis of regional legislative measures and local authority regulations
(Sect. 2) it has emerged that the exceptional contribution, as part of Italian practices
relating to settlement transformation procedures during changes to town planning, has
been included as a charge corresponding with the capital gain obtained from inter-
ventions which vary from the existing town planning systems. In the various regula-
tions examined, two calculation procedures are proposed to estimate the capital gain:

1. a first one:

CG ¼ TVpt� TVat

Where:

– CG is the financial capital gain (plus-valenza) of the initiative;
– TVpt (after/post transformation) is the Transformation Value of the real estate in

question according to predictions regarding the changes, to be projected through the
analytical procedure of estimation for the Transformation Value;

– TVat (before/ante transformation) is the Transformation Value of the real estate
involved in the initiative according to previous forecasts; in this case the estimation
procedure used depends on the object being assessed (area that cannot be built on,
building area, condition of building, property to be redeveloped, etc.).

The Transformation Value in both cases is calculated using:

TV ¼ MVpt� Rk

where MVpt (post transformation) is the Market Value of the real estate subject of the
initiative according to forecasts regarding the changes; Rk is the total sum of the
transformation costs (technical costs of construction, construction levies related to
building permits, financial interests, overheads, constructor’s profits, etc.);

or
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2. a second one, representing an alternative simplified formula for Transformation
Value:

CG ¼ MVpt� RkþMVatð Þ

Where:

– CG is the financial capital gain (plus-valenza) of the initiative;
– MVpt (post transformation) is the Market Value of the real estate subject of the

initiative according to forecasts regarding the proposed changes;
– Rk is the total sum of the transformation costs (technical costs of construction,

construction levies related to building permits, financial interests, overheads, pro-
moters profits, etc.).

– MVat (ante transformation) is the market value of the real estate subject of the
initiative according to previous forecasts (area that cannot be built on, building area,
condition of building, property to be redeveloped, etc.).

In both procedures, the methods for estimating the capital gain require use of the
analytical procedure to estimate the Value of Transformation. In the first case, we are
dealing with the differences between the Transformation Values of real estate inter-
ventions considering their usage in town planning both pre and post intervention. In the
second case, the estimation of the capital gain coincides with the Value of Transfor-
mation to be calculated by including in the costs of the transformation and the previous
Market Value of the areas and or buildings involved in the intervention.

Both methods for calculating the exceptional urbanisation contribution noted in
Italian practices represent a simplification of the traditional indirect analytical calcu-
lation of the Transformation Value [14]:

TV ¼ MV ptð Þ �P
Kp

1þ r0ð Þn

Where:

– MV(pt) is the Market Value of the asset constructed in the area.
– Rkp = is the total sum of all production costs (construction costs, urban planning

costs, technical expenses, general and administrative expenses, building permit fees,
financial costs, constructor’s profit, other expenses necessary for building
construction).

– r′ = is the specific rate of return for the intervention.
– n = is the number of years needed to complete the intervention.

The insertion, in the calculation formulas, of a specific rate of return relevant to the
particular initiative being evaluated has not been noted in any of the resolutions (and
related attachments) examined. Even if the various procedures observed in the Local
Authorities under analysis, take into account various issues as the technical costs of
construction in the direct costs, construction levies and related building permits,
financial interests, overheads, and even the profit of the constructor. This last cost item
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is generally a fixed percentage (as stated in the regulations) of all the other costs of
transformation or of the Market Value after transformation and is intended as a “regular
average profit” for the housing development sector. Considering that the financing of
settlement transformation operations is usually composed of capital for the acquisition
of the asset undergoing transformation and debt capital to cover the production costs.
This simplification, which presupposes that all settlement transformation initiatives in a
particular territory are “ordinary” and of average “complexity” and business “risk”, can
have a negative effect on the estimation of the exceptional urbanisation contribution:

– if the initiative is particularly simple and therefore less risky than an “ordinary”
settlement transformation initiative, to estimate a profit commensurate with an
“ordinary” settlement transformation, results in an unjustified increase of this outlay
- and consequently all costs - to the detriment of the capital gains, and is seemingly
a “loss of revenue” for the Local Authority administration, considered as “damage
to the treasury”, as the exceptional urbanisation contribution is connected to the
capital gain;

– if the initiative is particularly complex and therefore more risky than an “ordinary”
settlement transformation initiative, to estimate a profit commensurate with an
“ordinary” settlement transformation results in an unjustified decrease of this
expenditure bringing a consequent risk of the initiative being halted by the con-
structor, and therefore a lack of revenue relative to the exceptional urbanisation
contribution.

To calculate the exceptional urbanisation contribution it is therefore necessary to
put into practice a Transformation Value using the traditional procedure, by consid-
ering a rate of return directly related to the initiative for which the exceptional con-
tribution is being calculated [15, 16].

The rate of return, which takes the place of the “direct” profit of the constructor,
must be identified by the operational risk of the intervention and that depends on the
defining factors of the settlement transformation intervention itself. These include risk
free rates in the financial market, real estate sector risks, risks associated with the
location of the intervention, risks related to the type of real estate produced by the
intervention, technical risks, urban risks and financial risks [17–19].

These factors result in an operational risk owing to the volatile nature of operating
cash flows, and derives mainly from the possibility that the created real estate is unable
to earn revenue [20–23].

Therefore, the rate of return demonstrates the profitability that the constructor can
expect from the settlement transformation initiative, such as: MV(pt) − Rkp. If the
financial interests on the capital needed to support the project costs (assuming, as usual,
that the costs of the settlement transformation initiative are paid for by borrowed
means) are considered among the costs of the transformation (Rkp), it follows that the
difference: MV(pt) − Rkp represents the Investment Value of the settlement transfor-
mation initiative.

Performance indicators (e.g. IRR) usually represent the actual return on the
investment value and include the profits of those who have supported the investment. It
follows that the return on the investment must be considered as a discount rate of the
difference: MV(pt) − Rkp; as a result the rate of return includes the constructor’s
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profit. When using the traditional indirect analytical method to estimate the Value of
Transformation it should not therefore be included among the costs of the transfor-
mation or only be considered as an ordinary profit [24].

3 A Procedure to Build the Discount Rate in the Analytical
Procedure for Estimating the Transformation Value

In this section, a procedure (Build-up Method) is proposed to define the rate of return of
a settlement transformation initiative involving town planning variation. The suggested
procedure represents an operational declination of the Build-up Method, a methodol-
ogy that allows the creation of the rate of return as the sum of the different yield
differentials, which depends upon the different defining factors of the actual initiative
[25].

According to the Build-up Method, the rate of return r it is calculated via the sum of
the different economic yield differentials (dx):

r ¼ d 1ð Þ þ d 2ð Þ þ � � � þ d nð Þ ¼
Xn

x¼1

d xð Þ

The differentials express the risk in the variability of yield (ya = min yield; yb =
max yield) specific for each defining factor of the operational risk involved in a
construction initiative:

ya\d nð Þ\yb

Therefore, the application of the Build-up Method requires the definition of the
various differentials that characterise the operational risk related to the production
initiative and the specific value of each of these differentials.

On this basis, the Build-up Method is subsequently declined to determine the rate
of return for a settlement transformation initiative in town planning variation.
Returning to what was already briefly explained in Sect. 3, the factors that distinguish
the operational risk of a settlement transformation intervention subject to exceptional
contribution and therefore different to the existing urban planning systems are:

– risk free rates in the financial market (d1), coinciding with those relating to assets
free from the risk of debtor insolvency and changes in interest rates on the market;
therefore, the performance indicators of government bonds or interbank rates such
as the EurIRS rate may be used, with a uniform deadline on the projection horizon;

– real estate risk (d2) subject to the specific features that characterise the real estate
sector (activities subject to regulatory, administrative, legislative, fiscal and envi-
ronmental norms, etc.) from which derives the yield spread required to invest in the
real estate market with a risk-free asset. It represents the minimum risk level for an
investment that does not involve other factors that will increase the specific real
estate risk;
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– risk related to the location of the intervention (d3) resulting from the specific market
to which the asset fits in to. It consists of risk at both a national level (primary and
secondary areas) and a local level (quality of and future developments planned in
the designated area, neighborhood and street). The more attractive a location proves
for consumers, the smaller the risk. The elements include the economic performance
of the local market, the infrastructure, the transport routes and accessibility;

– risk related to the type of property (d4) inferred from the specific types of inter-
vention of each sort of property with different physical characteristics and a different
market, thus resulting in different rates. It is linked to the possibility of inter-
changeability of use and by the user;

– technical risk (d5) derived from changes in the expenses and timescale of the
building construction. This also includes the risks connected with the similarity of
the finished building to the initial project plans (building site phase risks);

– town planning risk (d6) related to the different housing and planning situations that
require different procedural processes. It is therefore linked to uncertainty about the
schedule and obtaining the necessary permits for real estate development;

– financial risk (d7) consisting of a higher return required for borrowing which, due to
the priority of payment with respect to equity, increases the risk of damaging the
latter. It is determined by applying a multiplier based on the financial leverage
model that considers the effect of the financial structure and the differential with
respect to the amount of related debt and the tax benefits.

Considering the 7 differentials involved in determining of the rate of return for
settlement transformation initiatives in town planning variations and putting in action
the previous formula 4, it is possible to define the equation, according to the Build-up
Method for the specific rate of return of settlement transformation initiatives in changes
to town-planning, as follows:

r ¼ d 1ð Þ þ d 2ð Þ þ d 3ð Þ þ d 4ð Þ þ d 5ð Þ þ d 6ð Þ þ d 7ð Þ

For each operational risk factor, based on analysis of a sample of real estate
valuations conducted by independent valuation companies, the following intervals of
“standard” values for each differential have been drawn up:

d 1ð Þ ¼ depending to financial market

2:50%\d 2ð Þ\4:00%

0:50%\d 3ð Þ\2:00%

0:50%\d 4ð Þ\4:00%

0:50%\d 5ð Þ\1:50%

0:00%\d 6ð Þ\7:50%

1:50%\d 7ð Þ\3:50%

Each differential must be placed within its proposed range in relation to the cate-
gory of risk in which in the settlement transformation initiative falls. Five risk
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categories, corresponding to 5 different possibilities (VH, H, M, L, VL) have been
defined for each differential. For each differential (excluding the d(1)), it is possible to
define correlations between the risk categories VH, H, M, L, VL and the relative
reference values through linear interpolation.

Assuming that the risk category VH corresponds with the full risk probability
(100%) and therefore the highest differential value (yb) and the VL risk category
represents the total absence of risk (0%) and therefore the value of the lowest differ-
ential (ya), using linear interpolation, it is possible to define the differential values for
the other risk categories H, M, L and consequently the range of values for each risk
category:

y� ¼ ya þ yb�ya
xb�xa

ðx� � xaÞ

In order to calculate the rate of return it is therefore necessary to identify for each of
the factors representing the operational risk of a settlement transformation intervention
involving changes to town planning, the specific level of risk (VH, H, M, L, VL) and
then to calculate the relative differential (Table 1). The results obtained for the dif-
ferentials as predicted using the Build-up Method establishes the specific rate of return
for the settlement transformation interventions in town planning modifications.

This procedure was applied for each of the 7 risk factors that characterise settlement
transformation interventions involving town planning variations. Therefore, the values
of the 7 differentials have been defined in relation to the 5 risk categories and
accordingly the threshold values.

Table 1. Differential threshold values in relation to risk categories in settlement transformation
interventions

Factors defining the operational risk of
an intervention subject to exceptional
contribution

Risk category
Very
high
(VH)

High
(H)

Medium
(M)

Low
(L)

Very
low
(VL)

Risk free rates in the financial market
(d1)

Dependent variable to financial market

Risk of the real estate sector (d2) 4.00% 3.63% 3.25% 2.88% 2.50%
Risk connected to the location of the
intervention (d3)

2.00% 1.63% 1.25% 0.88% 0.50%

Risk connected to the property type
(d4)

4.00% 3.13% 2.25% 1.38% 0.50%

Technical risk (d5) 1.50% 1.25% 1.00% 0.75% 0.50%
Town planning risk (d6) 7.50% 5.63% 3.75% 1.88% 0.00%
Financial risk (d7) 3.50% 3.00% 2.50% 2.00% 1.50%
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4 An Application of Proposed Procedure to Evaluate
the Industrial Profitability Return Inside the Analytical
Procedures for Estimating the Transformation Value
in the Evaluation of Exceptional Urbanisation Contribution
of an Integrated Intervention Program in Grottaferrata
(RM)

In 2006 the Local Authority of Grottaferrata (RM) approved an Integrated Intervention
Program (hereinafter also IPP) in order to redevelop the disused hotel complex known
as the “Grand Hotel Traiano” (the project is hereinafter referred to as Traiano IIP). The
initiative was proposed by the company who actually owned the complex. This IIP was
approved in 2010 by the Region of Lazio. In short, the Traiano IIP envisages the
change in use of some existing buildings and an increase in building potential com-
pared to the previous projections (Table 2).

The Traiano IIP was taken up and approved by the 2006 Local Council (LC) of
Grottaferrata, as it was considered an urban initiative of public interest, by virtue of it
generating an exceptional urbanisation contribution (to carry out public works) equal to
€ 4,214,565, which corresponds to 66.6% of the capital gain of the initiative, estimated
at € 6,313,000. The estimates for the capital gain of the Traiano IIP (and consequently
of the exceptional urbanisation contribution) were made in a synthetic-direct manner: a
unit value has been attributed to the building potential, both of the object due to change
its use and to the results of the new project.

Table 2. Traiano IIP data

Data of IPP Traiano

Territorial area
Total

sm
24.393,00

Existing private building potential
Total

Volumetry (cm)
26.381,25

Gross surface area (sm)
8.244,14

Turistic 26.381,25 8.244,14
IPP private building potential
Total

Volumetry (cm)
34.160,78

Gross surface area (sm)
10.675,24

Residential
New buildings
Renovation

14.142,77
12.500,00
1.642,77

4.419,62
3.906,25
513,37

Commercial/directional
New buildings
Renovation

12.527,93
4.585,48
7.942,45

3.914,98
1.432,96
2.482,02

Turistic
New buildings
Renovation

7.490,08
0.00
7.490,08

2.340,65
0.00
2.340,65
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Following the approval of the Traiano IIP, the company that owns the site (which
will subsequently be known as the “developer”), despite having entered into a con-
tractual commitment with the Grottaferrata Local Council through a planning agree-
ment and the related legal obligations, did not implement the IIP. This was owing to the
fact that, on the basis of the operational business plans of the industrial redevelopment
initiative of the complex, the exceptional urbanisation contribution was not financially
sustainable because it virtually eliminated the IRR by placing the entire initiative at a
loss. Only in 2017, was it recognized3 that the exceptional urbanisation contribution
estimated in 2006 was not financially maintainable for the developer. Therefore, the
Grottaferrata Council are presently (2018) reviewing the commitments that the
developer assumed as part of the urban development agreement and related mandatory
acts. In light of this, it is clear that the synthetic-direct method adopted in 2006 to
estimate the exceptional urbanisation contribution of the Traiano IIP proved inadequate
and led to an incorrect evaluation result that caused the interruption of the redevel-
opment initiative for several years.

The Traiano IIP case study is a useful vehicle for testing the operational capacity of
the procedure proposed in the previous Sect. 3 when used in the application of the
estimate, through an analytical procedure of the Value of Transformation (see Sect. 2)
of the effective capital gain in 20064 (the date of approval) of the Traiano IPP. The
estimate of the capital gain is preliminary to the definition of an exceptional urbani-
sation contribution that could have been financially sustainable for the development
company in 2006. The estimate of the capital gain for 2006 is shown below according
to the practices in use in various Local Authorities as illustrated previously in Sect. 2.
An analytical procedure is applied in order to estimate the Value of Transformation, in
predictions both before and after the IIP:

CG ¼ TVpt� TVat

With reference to the implementation of the indirect analytical procedure for the
estimation of the Transformation Value, also considering as benchmarks the parameters
(to evaluate Market Value and transformation Costs) included in the regulation
approved by LA of Rome (so called DAC n. 128/2014):

– the post production Market Values, namely the finished building product (i.e. the
hypothetical revenues of the transaction) were taken from the database of the Real
Estate Market Observatory of the Tax Revenue Agency (common acronym: OMI)
for both residential use and commercial/tertiary (or directional) uses, through
indirect analytical procedures to capitalise income for the purposes of tourism and
hospitality. The OMI provides data for the year 2006 regarding residential,

3 The recognition of the inconsistency of the exceptional urbanisation contribution and the related
commitments of the developer came following a complex administrative-procedural process that saw
the involvement of the Department of Architecture and Planning of the University of Rome “La
Sapienza” for the purposes of technical-scientific support, scrutiny and supervision of the
Grottaferrata Council as part of the “Grand Hotel Traiano” Integrated Intervention Program.

4 Since this is a historical estimate, all the data based on valuations refer to the year 2006.
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commercial and administrative initiatives. Maximum limit values, which relate to
new construction projects were chosen from within the range proposed by the OMI.
However, the OMI database does not hold records and parameters associated with
tourism and hospitality. In order to compensate for this lack of data, market analysis
was carried out to record the data involved in the indirect analytical estimation
procedure for the market value of real estate in the tourism and hospitality sector of
the territory in which the IIP is located.

– the (direct) Technical Processing Costs of construction have been taken as reference
from the Typological Price List published by DEI, 2006 edition [26]. These costs
have been obtained for the various uses, however the indirect costs considered are:
(1) the costs of making the area suitable and improving connections, assumed to be
about 3.5% of the Technical Construction Costs (or Technical Costs); (2) costs
related to the charges associated with art. 16 of Presidential Decree n. 380/2001,
taken on a flat rate basis of 10% of the Technical Costs; (3) the costs of professional
services, technical and unforeseen additional costs, assumed to be 10% of the
Technical Costs and the costs of making the area suitable and improving connec-
tions; (4) marketing expenses, assumed to be 2.5% of the market value of the
finished building product; (5) estimated financial charges considering an interest
rate equal to that of the EurRSr/Euribor rate in June 2006 (around 2.00%) + Spread
(around 1.00%) with a 15-year loan hypothesis; in round numbers, the assumed
interest rate is 3.00%; (6) the minimum profit of the developer, assumed to be
around 10% of the Market Value of the finished building product; (7) financial
expenses related to the transfer of the real estate property equal to 11% of the
Market Value of the assets before transformation (coinciding with the Value of
Transformation) and relating to: stamp duty; cadastral and mortgage tax (negligible)
and the financial expenses related to acquisition value to be estimated in the same
way as the financial charges relating to other cost items. This cost item cannot be
directly estimated as it represents a percentage of a value that is still unknown; to be
included in the estimate, the effect of this cost item must be considered as a
component with which to update the Transformation Value of the calculation;

– the rate of industrial profitability was estimated (using the conditions of 2006) in
accordance with the procedure proposed in Sect. 3, taking into consideration
(Table 3): (1) a risk free rate from 2006 equal to 1%; (2) “Very high” risk related to
the real estate sector, which can be hypothesised for 2006 due to awareness of the
first signs of contraction in the North American real estate market; (3) “High” risk
related to the location of the intervention, due to the setbacks suffered by the
initiative in Grottaferrata, a medium-sized community located within in the orbit of
Rome; (4) “Low” risk related to property types; (5) “High” technical risk, con-
sidering the possible lengthy timescales for the opening of construction sites and the
consequent cost fluctuations connected to the carrying out of the intervention;
(6) “Very high” urban risk linked to the uncertainty of a favourable outcome to the
project involving changes to urban planning; (7) “Medium” financial risk, in which
a financial debt structure at 100% is assumed for the execution of the initiative also
considering the legal nature of IPP Traiano developer (limited liable company);

12 F. Battisti and O. Campo

A
u

th
o

r 
P

ro
o

f



– in 2006, time period of 4 years was considered necessary for the implementation of
the initiative, on the understanding that 2 years would be required to complete the
alterations to town planning and a further 2 years for the completion of the
initiative.

The estimate of the capital gains for the Traiano IIP was created using on the
parameters that have been listed. Table 4 shows partial estimates of the Transformation
Value for different uses of the IIP, before and after the transformation.

Table 5 shows the calculation of the overall capital gain of the Traiano IIP ini-
tiative, and the resulting hypothesis for the contribution considering the rate established
by the Grottaferrata Council, which is equal to 66.6% of the capital gain.

The results gained by applying the procedure outlined previously give us a capital
gain of € 4,485,612 and an exceptional urbanisation contribution of € 2,987,418, lower
than that estimated in 2006 by the Grottaferrata Local Council.

This confirms the inconsistency of the estimated financial capital gain, which did
not take into account the specifics of the industrial initiative of the Traiano IIP that are
represented by the industrial profitability rates calculated by using the proposed
procedure.

Table 3. Rate of industrial profitability evaluation

Factors defining the operational risk of an intervention subject to
exceptional contribution

Risk free rates in the financial market (d1) 1.00%
Risk of the real estate sector (VH) (d2) 4.00%
Risk connected to the location of the intervention (H) (d3) 1.63°%
Risk connected to the property type (L) (d4) 2.25°%
Technical risk (H) (d5) 1.50%
Town planning risk (VH) (d6) 3.75°%
Financial risk (M) (d7) 2.50%
Total 16.63%
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Table 4. Value of Transformation (before and after transformation) of the Traiano IIP for
different destinations
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5 Conclusions

The case study (IIP Traiano) demonstrates that the accurate estimation of the excep-
tional urbanisation contribution can greatly influence the success of a settlement
transformation initiative. An incorrect calculation (ex post) of this charge may result in
an income loss if the exceptional contribution is too low in comparison to the actual
capital gain (which can be deduced from the financial results of the initiative).

Conversely it may cause an interruption of the initiative (in itinere) if the excep-
tional contribution is excessive compared to the actual capital gain, as the profit margin
of the constructor may end up being reduced, thus rendering the initiative not cost-
effective when taking into account the risks involved.

The results of case study also demonstrates the suitability of the analytical proce-
dure for obtaining the Value of Transformation based on the estimate of capital gains if
it is considered its “generally widespread” application: in the case study the parameters
included in the regulation approved by the LA of Rome (DAC 128/2014), represented
the benchmarks to implement the Transformation Value.

The application of proposed procedure allowed to taking into proper consideration
in yield/profit issues and the particular details of each transformation initiative (on
which the entity of the return has been calculated).

Further changes to the proposed procedure (which push it in the direction of PAM)
are: (i) the introduction of new factors, which define settlement transformation initia-
tives; (ii) for each factor that characterises variation settlement transformation initia-
tives, the introduction of sub-factors to which the specific conditions of each risk
category can be attributed: VH, H, M, L, VL; (iii) the conditions related to the specific
risk categories; (iv) models which define the differentials even in the absence of
“comparisons”.

In this way it is affirmed that an LA can validate town planning variation initiatives
with greater certainty as regards the verification of the exceptional contribution in
compliance with article 16 paragraph 4 point d-ter) of Presidential Decree 380/2001,
thus protecting itself from eventual economic damage, and at the same time guaran-
teeing economic and financial practicability for the of the initiative’s construction firm
[27, 28].

Table 5. Total capital gain and exceptional contribution for the Traiano IIP

Exceptional contribution evaluation (at 2006)

Value of Transformation residential destination € 2,278,746
Value of Transformation commercial and directional destination € 2,346,897
Value of Transformation tourist destination € 628,124
Value of Transformation (total) - new destination € 5,253,767
Value of Transformation previous destination (tourist) € 768,154
Capital gain € 4,485,612
Exceptional contribution (66,6% of capital gain) € 2,987,418

A Procedure for Determining the Industrial Profitability 15

A
u

th
o

r 
P

ro
o

f



References

1. Berger, A.: Drosscape: Wasting Land in Urban America. Princeton Architectural Press, New
York (2007)

2. Torre, C.M., Morano, P., Tajani, F.: Saving soil for sustainable land use. Sustainability 9,
350 (2017)

3. George, D., Lin, B.C.A., Chen, Y.: A circular economy model of economic growth. Environ.
Model. Softw. 73, 60–63 (2015)

4. European Commission: Green Paper on Public Private Partnerships (2004). http://eur-lex.
europa.eu/legal-content/EN/TXT/HTML/?uri=LEGISSUM:l22012&from=IT. Accessed 31
Jan 2018

5. Battisti, F., Guarini, M.R.: Public interest evaluation in negotiated public-private partner-
ship. Int. J. Multi-Criteria Decis. Mak. 7(1), 54–89 (2017)

6. Morano, P., Tajani, F.: Saving soil and financial feasibility. A model to support the public-
private partnerships in the regeneration of abandoned areas. Land Use Policy 73, 40–48
(2018)

7. Magni, C.B.: Investment, financing and the role of ROA and WACC in value creation. Eur.
J. Oper. Res. 244(3), 855–866 (2015)

8. Massari, M., Roncaglio, F., Zanetti, L.: On the equivalence between the APV and the
WACC approach in a growing leveraged firm. Eur. Finan. Manag. 14(1), 152–162 (2008)

9. Luehrman, T.A.: Using APV (adjusted present value): a better tool for valuing operations.
Harvard Bus. Rev. 75(3), 145–154 (1997)

10. Cacciamani, C.: Il rischio immobiliare: una soluzione di rating dell’investimento immobil-
iare. Egea, Milano (2003)

11. Mercer, Z.C.: The adjusted capital asset pricing model for developing capitalization rates: an
extension of previous “build-up” methodologies based upon the capital asset pricing model.
Bus. Valuat. Rev. 8(4), 147–156 (1989)

12. The European Group of Valuers’ Associations (TEGoVA), Rating Europeo della Proprietà e
del Mercato. PAM (Property and Market Rating). Una guida per il valutatore. https://www.
isivi.it/pamIT.pdf. Accessed 31 Jan 2018

13. Forte, C., De’ Rossi, B., Ruffolo, G.: Principi di economia ed estimo. Etas libri, Milano
(1974)

14. International Valuation Standards Committee. International Valuation Standards. IVSC,
London (2017)

15. Keynes, J.M.: Teoria Generale Della Moneta, Dell’interesse e Dell’occupazione. UTET,
Torino (2001)

16. Tajani, F., Morano, P.: Evaluation of vacant and redundant public properties and risk
control. A model for the definition of the optimal mix of eligible functions. J. Prop. Invest.
Finan. 35(1), 75–100 (2017)

17. Browun, G.R., Matysiak, G.A.: Real Estate Investment: A Capital Market Approach.
Prentice Hall-Pearson Education, Harlow (2000)

18. Chaney, A., Hoesli, M.: The interest rate sensitivity of real estate. J. Prop. Res. 27, 61–85
(2010)

19. Chaney, A., Hoesli, M.: Transaction-based and appraisal-based capitalization rate determi-
nants. Int. Real Estate Rev. 18, 1–43 (2015)

20. Wofford, L.E.: A simulation approach to the appraisal of income producing real estate. Real
Estate Econ. 6, 370–394 (1978)

21. Simonotti, M.: Ricerca del saggio di capitalizzazione nel mercato immobiliare. Aestimum
59, 171–180 (2011)

16 F. Battisti and O. Campo

A
u

th
o

r 
P

ro
o

f

http://eur-lex.europa.eu/legal-content/EN/TXT/HTML/%3furi%3dLEGISSUM:l22012%26from%3dIT
http://eur-lex.europa.eu/legal-content/EN/TXT/HTML/%3furi%3dLEGISSUM:l22012%26from%3dIT
https://www.isivi.it/pamIT.pdf
https://www.isivi.it/pamIT.pdf


22. Ambrose, B.W., Nourse, H.O.: Factor influencing capitalization rate. J. Real Estate Res. 8,
221–237 (1993)

23. Chichernea, D., Miller, N., Fisher, J., Sklarz, M., White, B.: A cross sectional analysis of cap
rates by MSA. J. Real Estate Res. 30, 249–292 (2008)

24. Battisti, F., Campo, O.: The appraisal of buildable land for property taxation in the adopted
general municipal plan. In: Gervasi, O., et al. (eds.) ICCSA 2016. LNCS, vol. 9788, pp. 22–
32. Springer, Cham (2016). https://doi.org/10.1007/978-3-319-42111-7_3

25. McNeil, A.J., Frey, R., Embrechts, P.: Quantitative Risk Management: Concepts,
Techniques and Tools. Princeton University Press, Princeton (2015)

26. Campo, O., Rocca, F.: The parameterization of physical quantities in the definition of
parametric costs the legislative decree n. 50/2016 on public works design. Valori Valutazioni
19, 3–9 (2017)

27. Guarini, M.R., Battisti, F.: Benchmarking multi-criteria evaluation methodology’s applica-
tion for the definition of benchmarks in a negotiation-type public-private partnership. A case
of study: the integrated action programmes of the Lazio Region. Int. J. Bus. Intell. Data Min.
9, 271–317 (2014). https://doi.org/10.1504/ijbidm.2014.068456

28. Campo, O.: Appraisal of the extraordinary contribution in general regulatory plan of Rome.
Int. J. Math. Models Methods Appl. Sci. 9, 404–409 (2015)

A Procedure for Determining the Industrial Profitability 17

A
u

th
o

r 
P

ro
o

f

http://dx.doi.org/10.1007/978-3-319-42111-7_3
http://dx.doi.org/10.1504/ijbidm.2014.068456


Author Query Form

Book ID : 470687_1_En

Chapter No : 3
123

the language of science

Please ensure you fill out your response to the queries raised below
and return this form along with your corrections.

Dear Author,
During the process of typesetting your chapter, the following queries have
arisen. Please check your typeset proof carefully against the queries listed below
and mark the necessary changes either directly on the proof/online grid or in the
‘Author’s response’ area provided below

Query Refs. Details Required Author’s Response

AQ1 This is to inform you that corresponding authors have been identified as per the
information available in the Copyright form.

AQ2 The extra opening parenthesis has been inserted in the phrases “(g) and (d-ter)”.
Please check and correct if necessary.

A
u

th
o

r 
P

ro
o

f


