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ABSTRACT

Nowadays valuation of a real property is one of the crucial aspects of property in business which is becoming
the critical practice in financial institutes to promote sustainable economic development. As many potential
factors affect the precision of valuation results and investment appraisal, the valuation method as much as
possible should identified, assessed, mitigated and the most suitable approach for the development should be
chosen. To reduce the fluctuation of the result of real property among the financial institutions, which entails
both over and under estimation issues occurred. However, owners and customers faced to dissatisfaction,
inconsistency in property valuation and unbalancing with the current market condition. To come up with, the
aim of the study was to assess the real property valuation methods in Ethiopian financial institutions (banks) in

the case of Jimma zone.

To address the problems, questionnaires were designed and distributed property valuators who directly
participating in valuating property in both private and governmental banks. To supplement the questionnaire,
a desk study was conducted on property valuation method documents. Consequently; analysis of data was
processed using simple statistical approach, examining, tabulating and by using the relative importance index
method (RII) determining the property valuators perceptions of the relative importance of the identified
performance factors and ranking the different performance factor.

The outputs of the overall analysis showed that almost all banks found in the areas use cost approach type of
valuation methods depending on the basis prepared by their organization particularly or Ethiopian Bankers
Association manuals. Private Banks would not use depreciation value of the real property due to the
interference of management and there would be competition between each other to lend their money and treat
their customers. Market condition, construction materials types and the availability of basic utility are the

main factors affecting real property valuation.

The study recommends to the financial institution (banks) to improve real property valuation methods by
following valuation principles and procedures to reduce the over/under estimation might be occurred. The
guideline of the all banks should be prepared nationally by independent organization to avoid the variation
occurred especially between private banks, to follow similar procedures and methods of real property

valuation.

Key words: Appraisal, Financial Institutions, Real Property, Valuation and Valuer
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CHAPTER ONE
INTRODUCTION

1.1 BACKGROUND

Real property is an interest in real estate which is normally recorded in a formal document, such as a title
deed or lease. Therefore, real property is a legal concept distinct from real estate which represents a
physical asset. Real property encompasses all the rights, interests, and benefits related to the owner ship of
real estate. In contrast, real estate encompasses the land itself, all things naturally occurring on the land,
and all things attached below and above the ground to the land by the people, such as buildings and site
improvements and permanently attached to the building such as plumbing, heating and cooling systems;
electrical wiring; and built-in items like elevators, or lifts are also part of real property. A valuation is

estimation or subjective assessment of the value of an interest in a property to the holder of the interest.

There are three main types of interest first the superior interest in any defined area of land, in this case the
owner of this interest has an absolute right of possession and control of the land and any buildings upon it
in perpetuity, subject only to any subordinate interests and any statutory or other legally enforceable
constraints. The second is a subordinate interest that normally gives the holder rights of exclusive
possession and control of a defined area of land or buildings for a defined period, e.g., under the terms of a
lease contract, and/or. The third is a right to use land or buildings but without a right of exclusive

possession or control, e.g. a right to pass over land or to use it only for a specified activity (RICS, 2011).

It is observed that there is inconsistency and ambiguity while determining the value of properties of
projects of the both governmental and private financial institutions (banks) there is claims and complains
raised from different customers and employees of the banks, so that as much as possible this study will be
clearing different complains as well as confusion regarding property valuations methods and to avoid or
reduce such inconsistency. This is necessary to create common ground/understanding among performers

based on the types and methods of valuations and its purposes.

A valuation can be inaccurately calculated whereas price is determined in the market by supply and
demand. A valuation is a prediction of price before it is achieved. Market price is the recorded
consideration paid for an interest in a property. The valuation of a particular interest in land is normally
made by reference to its tenure, its use and its income producing capacity.
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Valuation is concerned with the value of an interest held in property. There can be several interests in one
property at the same time and each of these is capable of being valued. The interest being valued should
always be stated clearly in a valuation report. Most of the time the purpose and implementation of the
valuation are for the mortgage, sale, purchase, rent, company report, probate, calculation of rates
obligations or other public levies and Calculation of tax liabilities, e.g. inheritance. The reason for the

valuation will determine the method to be applied to carry it out.

A valuation does not necessarily lead to a transaction (sale or purchase) that can support or contradict the
valuation, thus the value of the property is not exact and is often adjusted according to the purpose for
which it is used for legal interests held in a property, freehold, leasehold, charge against the property in the
form of a mortgage, easement and covenants. Present-day economies in both developed and developing
countries depend upon efficient allocation and optimal utilization of resources and especially financial

resources.

Financial services influence all sections of the society with the financial institutions playing a vital role in
ensuring financial services are distributed to all sectors of the economy including the property investment
and development (Ogedengbe and Adesopo, 2003). According to research by the African Development
Bank (2011), Africa’s middle class grew from 26.3 percent in 1980 to 34.3 percent of the population in
2010 with this phenomenon being accompanied by rapid urbanization and increased consumption for
certain types of goods and services such as housing. In Ethiopia, financial institutions have facilitated the
growth of the economy and the outlook remains positive.

Almost all of the private and governmental financial institutions (Banks) are with the aim of providing
short, medium- and long-term credit too small to large scale projects, owners/firms, merchants and
different parts. Some financial institutions providing short, medium and long term for the priority area that
are believed to generate foreign currency to the country, labor intensive in nature and pay the most tax to
the government. For example, Development Bank of Ethiopia lending tradition is project based, where the
promoter is not obliged to avail collaterals outside the project, in most of the cases. Most of the loan that
DBE extends goes for the purchase of Production Plant, Machinery and Equipment; and, to cover the
construction of Civil Structures. Plant, Machinery, Equipment; and Civil Structures are the major project
items that the Bank holds as collateral. DBE undertakes valuation of Building Assets for foreclosure

action, expansion of existing projects and re-evaluation of its financed building assets.
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1.2 STATEMENT OF THE PROBLEM

Most of the projects that the bank’s finances are specialized in nature, they are to produce specific
product and cannot easily be exchanged in the market in case they fail, hence, it entails both over

estimation and under estimation issue which needs careful and proper estimation (DBE,2018).

In the context of residential, commercial and industrial buildings valued for current market valuations, this
study is aim at identifying weakness prevalent in existing valuation practices in financial institutions. In
the financial institution (both governmental and private banks), there is variation of estimation values of
the real property between the banks and the inconsistent of valuation technique (methods) to valuate real
properties (EBA, 2015).

As market value of a property is the value at which it can be sold in the open market at a particular time
and the cost of constructions materials are increasing day to day, to balance the market value with real
property valuation and at the end to suggest ways of improving it and due to the enhancement of
construction sector it is a must to enhance the valuation process so as to address the problem in customer

dissatisfaction and inconsistency in property valuation (CBE, 2016).

Generally, due to the rapid growth of the country’s development, the manifold investments are expanding,

so the banks should have to enhance the effective and efficient real property valuation processes.
RESEARCH QUESTION

1. Is there difference between the private and governmental financial institutions (banks) regarding of
the property valuation practices?

2. What are the factors affecting real property valuation during estimation?

3. Does the financial institutions (banks) effective or not as they customizing the real property
valuation methods from Ethiopian bankers association?

4. Does the existing practice of property valuation methods affect the Ethiopian financial institutions
(banks)?
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1.3 OBJECTIVES

1.3.1 General Objective

The general objective of the study was assessment of real property valuation method in Ethiopian financial

institutions (banks) in the case of Jimma zone.

1.3.2 Specific Objectives

The specific objectives of the study were

» To analyze the current practices of real property valuation methods

» To compare existing practices of real property valuation methods between the private and
governmental financial institutions;

» To investigate the factors which affect real property valuation during estimation;

> To assess the effectiveness of financial institutions, customize the real property valuation methods

from Ethiopian Bankers Association

1.4 SIGNIFICANCE OF THE STUDY

This study was to compare the real property valuation methods in Ethiopia and to that of Ethiopian banker
association standards would be provided helpful information to other private and governmental Banks.
The governmental and private financial institutions will benefit from the study as a source of information
and foundation for the real and asset property valuation that can help to improve and control the valuation
methods regarding to both over and under estimation issue. Owners, investors, dwellars, business men,
firms and employers of the banks will benefit from the study as a source of information for real and asset
property valuation. Other researchers will use the findings as a reference for further research on real

property valuation method study.

1.5 SCOPE AND LIMITATION OF THE STUDY

1.5.1 Scope of the Study

The scope of this study was limited to the practice of real property valuation and the techniques or
methods adopted by various Ethiopian financial institutions (banks) in Jimma zone. It also attempts to
study the purpose or application real property valuation methods and the types of properties on which

valuation is most likely practiced. In addition, the effective level and the causes for variation in using
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various methods of valuation, the consequential impacts of variations on the parties and overall proposed
remedial recommendations considered in the study.

1.5.2 Research Limitation

The major limitation of the study was the lack of willingness of professionals to complete and return the
questionnaire which took too long than expected. A series of briefings on the questionnaire was conducted
to motivate respondents in completing the questionnaire as its findings are for academic purpose.
Inadequacy of the practicing firms on real property valuation, lack of specialized professionals in the

particular area to get further interview and lack of worked real property valuation results and reports.
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CHAPTER TWO
LITERATURE REVIEW

2.1 REAL PROPERTY AND ITS VALUATION

Property valuation is the process of estimating property value for a certain purpose, at a certain time based
on the property’s characteristics taking into account all factors that can affect property value. "Property"

means an aggregate of things or rights to things whose possession protected by law.

Property has a very wider meaning in its real sense. Property means buildings, vehicles, machineries, and
equipment. Property is divided into two broad categories: Real property (rights in Land), and personal
property (other than rights in Land).

"Real property" is an interest in real estate, which is normally recorded, in a formal document, such as a
title deed or lease. Therefore, real property is a legal concept distinct from real estate, which represents a
physical asset. Real property encompasses all the rights, interests, and benefits related to the owner ship of

real estate.

"Real estate" encompasses the land itself, all things naturally occurring on the land, and all things attached
below and above the ground to the land by the people, such as buildings and site improvements and
permanently attached to the building such as plumbing, heating and cooling systems; electrical wiring; and

built-in items like elevators, or lifts are also part of real property.

"Personal property" is defined by exception: property that is not real is personal. Personal property by its
nature is not permanently attached. Major characteristic of personal property is its movability without
damage either to itself or to the real estate to which it is attached (such as: vehicles, machineries and
equipment) (IAAO 1990).

"Valuation" can be defined as: “The art, or science, of estimating the value for a specific purpose of a
particular interest in a property at a particular moment in time, taking into accountable the features of the
property and also considering all the underlying economic factors of the market including the range of
alternative investments”. Asset valuation is defined as, “The art of estimating the fair monetary measure of

the desirability of ownership of specific properties for specific purpose” (Marston, 1970)
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Valuation is based on the valuer’s knowledge of market conditions. Valuation of real property is
conducted for different purposes namely; expansion works of existing projects, revaluation of its building
assets and foreclosing properties of defaulted projects. "Valuer's" means an engineer or technologist or
any skilled person employed by the Bank for the purpose of valuation.

2.2 MARKET BASIS OF VALUATION

Market value the most probable selling price of a property in terms of cash or comparable to cash if: (1) it
were sold in a competitive and open market; (2) reasonable time were allowed for exposure in the open
market; (3) both buyer and seller were well informed or reasonably knowledgeable and acting prudently
and in their own best interests; and (4) both buyer and seller were typically motivated, willing, and under
no undue pressure or compulsion to buy or sell.” Implied in the definition is the notion that the transaction

must be “arm’s-length.”(IAAO, Property Appraisal and Assessment Administration, 1990).

Market-based valuations are developed from data specific to the appropriate markets and through methods
and procedures that try to reflect the deductive process of participants in those markets. They are

performed by the application of the sales comparison, income capitalization, and cost approaches to value.
2.2.1 Income Capitalization Approach

The income capitalization approach is based on the net income or investment returns that a buyer expects
from the property. The price that the buyer will pay will be determined by the probable return the property
will yield from the investment and should be based on net operating income which means all expense of
maintaining the building, such as upkeep and management must be subtracted from potential gross income
to realize net operating income. However, of the three generally accepted valuation approaches to market
value; this manual adopts the cost approach for valuation of properties for the reason that it is the cost
approach method which is more suitable to estimate specialized properties such as industrial complexes of
specialized nature, farm developments (DBE Real property valuation manual, 2018).

Specialized properties: are those properties rarely if ever sold on the open market, except by the way of
sale of the business of which they are part of, due to their uniqueness which may arise from the specialized

nature and design of the buildings, their configuration, size or location.
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In general, specialized properties are those having specialized physical or geographical factor, offer very
little utility for any purpose other than that for which they were originally designed. These classes of
properties are so specialized by nature that no comparable market data could be employed to apply the
income approach; hence, the final market value will fully rely on the results of the cost approach (DBE

Real property valuation manual, 2018).

Some of the characteristics of specialized properties are: -they are useful to a limited number of uses or
users; they are rarely, if ever, sold on the open market, except as part of the business entity, they have
generally specialized structures; and they earn revenue that has not been derived from an open market and

for which market-based evidence does not exist.
2.2.2 Sales Comparison Approach

The sales comparison method is one of the more accurate methods of estimating market value. This
method involves comparing the property being appraised to similar properties that have recently sold and
reflects the actions of buyers and sellers in the real estate market. A buyer or seller usually examines other
available properties before negotiating a final purchase price. To use the sales comparison method to
estimate market value, the assessor must have information about an adequate number of properties that
have recently sold. The properties must be reasonably similar in physical characteristics and location. The
county director of tax equalization can help the assessor obtain information about sales transactions from
Statements of real estate full consideration completed for the sales ratio study. The assessor is cautioned to
comply with the secrecy provisions which require that the names of the grantee (buyer) and grantor
(seller) be kept confidential (Cory Fong, 2011).

Sales price of comparable+Adjustments = Indicated Value of subject property...... Equation 2.1

2.2.3 Cost Approach

The cost approach is based on determination of the minimum cost of replacing or replicating the service
potential embodied in the Property with modern equivalent, in the most efficient way practicable, given
the service requirements, the age and condition of the existing property and replacement in the normal
course of the business. The approach mainly involves determination of replacement cost of developments
and corresponding depreciation. Replacement cost is the cost of replacing an existing property with a

substantially identical new modern equivalent property. When calculating depreciated replacement cost, it
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is important that physical deterioration be taken into account and that optimization for obsolescence and

relevant surplus capacity occur (EBA Real property valuation manual, 2015).

This approach is to be used when a value estimate via either the income capitalization approach or the
sales comparison approach is not possible because of data problem. In cost approach, quantifying
Deprecation to reach at Depreciated Replacement Cost or Depreciated Reproduction Cost is the most

paramount and important step (DBE Real property valuation manual, 2018).

Replacement or Reproduction Cost of Improvements - Depreciation on Improvements + Site Value
= Property Value.............cccco e i ei i et et e et e e EQuation 2.2
(DBE Real property valuation manual, 2018).

However, of the three generally accepted valuation approaches to market value; this manual adopts the
cost approach for valuation of properties for the reason that, it is the cost approach method which is more
suitable to estimate specialized properties such as industrial complexes of specialized nature, farm

developments.

Specialized properties: - Are those properties rarely if ever sold on the open market, except by way of sale
of the business of which they are part of, due to their uniqueness, which may arise from the specialized

nature and design of the buildings, their configuration, size or location.

Characteristics of specialized properties: -are useful to a limited number of uses or users, are rarely, if
ever, sold on the open market, except as part of the business entity, have generally specialized structures;
and earn revenue that has not been derived from an open market and for which market-based evidence

does not exist.

In general, specialized properties are those properties having specialized physical or geographical factor,
offer very little utility for any purpose other than that for which they were originally designed. These
classes of properties are so specialized by nature that no comparable market data could be employed to
apply the income approach; hence, the final market value will fully rely on the results of the cost

approach.

In applying cost approach, buildings are first categorized according to their purposes, height, materials of

construction and size. Then each category is further classified into grades based on the quality of materials
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used for the construction. For the analysis of cost of construction complete and approved structural,
architectural, electrical, sanitary and other designs of representative buildings are collected and bill of
quantity is prepared using currently updated unit price manual, finally the unit cost per m2 and/or per m3
is determined by dividing the estimated cost of the construction of the building into the building’s plinth

area or volume.

The first step in the cost approach, as in any valuation exercise, will require collection of relevant
documents and carrying out property survey. This basic step will mainly involve the following activities
(DBE-Real Property Valuation Manual, 2018).

Step 1 Document Collection

The valuer shall at first collect the following relevant documents: -title certificate/s, construction permit/s
for improvements, approved complete plan/s for G+1 and above buildings and for large size halls, but
optional for others except architectural plans, specification and Bill of Quantities prepared by qualified
professional/ for improvements under construction/ and other relevant documents deemed necessary for

the specific task
Step 2 Carry out survey of the properties to acquire relevant data:

Land and title/ownership information: -confirm that the ownership information, plot orientation and
dimensions indicated on the title deed correspond with the physical property, and take owners address,
carryout measurement of actual plot, to determine dimensions and plot area, take note of any
encroachments or reductions of Vis-a’ Vis the title deed, take note of location of the property with respect
to prominent land marks, determine holding type remaining holding period and identify any easements or

restrictions(DBE Real property valuation manual, 2018)

Information on Improvements on the site: -measurement of buildings with (plus or minus 50 cm tolerance
both ways), compound works, fences and ancillary facilities and comparison with permitted constructions,
construction details and improvement category, age/remaining lives for buildings, land and improvements,
quantities, area, volume, size or capacity, condition and deprecation information, costing information
(original cost and major refurbishment details land costing, where available),component information

(where applicable) and notes on special structures.
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Neighborhood information: -general use of property, location, type and width of access roads, distance
from main road, information on local development plans in near future, encumbrances on the site and

availability of basic utilities (DBE Real property valuation manual, 2018)

There are five steps to complete the cost Approach to Valuation; estimate the replacement cost new (RCN)
of all improvements to the land, estimate the accrued deprecation for each improvement, calculate
replacement cost new less deprecation (RCNLD) by deducting all accrued depreciation from replacement
cost new for each improvement. (Subtract step 2 from step 1), request land lease value from the concerned
lease office and add all replacement cost new less accrued depreciation to the land lease value. This step
somehow will derive us to a value which is indicative market value. Each of these steps is explained in the
following sections ((EBA Real property valuation manual, 2015)

Step 3 Estimate the replacement cost new (RCN) of all improvements to the land

Replacement /construction costs of improvements are based on market rates or evidence, which would

typically be estimated from analysis of ranges of representative improvement categories.

The step mainly requires: categorization of improvements, building grading, determination of
superficial/plinth area or volume of the subject property, determination of appropriate replacement cost

rate and determination of costs of site developments, consultancy fees and others
Mechanism of analysis and data corresponding to the above steps are detailed as follows: -
Step3.1 Improvement Categorization

At first, improvements on the site will be categorized in to two major groups (Buildings and Site works)

enabling effective grouping of replacement cost calculation:

Buildings are then grouped in a way that would allow the most comprehensive and effective
representation of building types. As in any such exercise, the valuer’s expertise in the proper
identification of building components and judgment in the application of ranges of replacement cost rates
is vital for the realistic representation of costs of specific properties (DBE Real property valuation manual,
2018)
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2.2.4 Income Approach

The income approach to value is based on the assumption that potential buyers will pay no more for the
subject property; hence they set the subject’s value, than it would cost them to purchase an equally
desirable substitute investment that offers the same return and risk as the subject property. It considers the
subject property as an investment and, to that end bases its value is on the rent it will produce for the
owner (EBA manual 2015).

One basic principle in estimating the value of property is the anticipation of future benefits. The income
approach, also called income capitalization, converts future benefits of property ownership into an

indication of present worth (market value).

Present worth, which is the result of capitalizing net income, is the amount a prudent investor would be

willing to pay now for the right to receive the future income stream.

The prospective commercial property buyer is primarily interested in the potential net return the property
will provide. The price the buyer is justified in paying for the property is a measure of his prospects for a
net return from his investment. Thus, the income property valuer must explore the rental market and

compare the income-producing capabilities of one property to another.

Hence, in commercial property valuation, the appraiser must rely heavily on the income approach to value
to determine the net economic rent the property is capable of yielding and the amount of investment that is
required to affect the net return at a rate investor would expect. The commercial appraiser must complete a
comprehensive study of the income-producing capabilities of comparable properties and an analysis of

present-day investment practices.

The net, normalized income of the property is determined based on the assumption that the property is
fully let at market rentals and market escalations allowing for normalized vacancies, if applicable, and
incurs market-related operating costs. The net normalized income is then capitalized into perpetuity using

a market-related capitalization rate to give the market value indicative.

This section provides an overview of the steps used to develop and apply the income approach to value. It
will lay down procedures inherent to the application of the approach and systematically formulate data

required for the parameters indicated in the approach.
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In order to simplify the understanding of the basic steps of income appraising, they have been briefly

outlined here before taking more in depth look at each step. (EBA manual 2015)

STEP 1: Estimate Gross Annual Income

A. Determine type of rental unit (i.e. per m*, per m etc.)
B. Calculate other income (i.e. parking fees, etc.)
C. ldentify vacancy and collection loss

STEP 2: Identify Operating Expenses
A. Fixed Expenses (Taxes and Insurance)
B. Variable Expenses
C. Repairs and Replacements

STEP 3: Determine Net Operating Income

STEP 4: Determine Income Projection Period
A. Remaining Economic Life
B. Investment Holding Period

STEP 5: Identify Method of Capitalization to use

2.3WHY Is A VALUATION NEEDED?

What does ‘property’ mean when referring to property valuation? In English law, goods and belongings
owned by a person or legal body are termed personal property whereas land and buildings are real
property. Sometimes, to make this distinction clear, land and buildings are termed real estate, a phrase
long used in the US and increasingly adopted in the UK. Thus, this is concerned with the valuation of real
property, real estate or land and buildings.

There are many possible reasons for valuing property, such as: to buy or sell, to let or take a lease or agree
a rent review, to assess 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 redevelop. Some of these values need assessment on a frequent or recurring basis,
others only very occasionally. All create opportunities for a property valuer to employ his or her
professional skills and expertise to provide the required figure and advice to a client (Michael Blackledge,
2009).
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2.4 COLLATERAL BUILDINGS

Collateral buildings are building that an individual offer to a lender whenever he wants to acquire a loan.
It is used as a way to obtain a loan which, at the same time, acts as a protection for the lender should the
borrower default in his payments. In such an event, the collateral buildings become the property of the

lender to compensate for the unreturned borrowed money.

The main reason why banks value the collateral building before granting finance is so that they can be
assured that if the buyer defaults on their repayments, they have sufficient value in the property to recover
the loan if they are forced to repossess and sell the property. The bank's job is to do a property valuation to
check whether the present market value of the collateral building covers the amount that you want to

borrow.
2.5 THE ROLE OF THE VALUER

According to IVS 2017, the role of 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 matter. Values fulfill a pivotal and responsible role operating at the interface
between clients, financial providers and holders of property assets. As such, a competent valuer must
possess a mix of competencies: hard skills such as gathering data through investigation, inspection and
research, tempered with analytical insight, the exercise of professional judgment and people skills.
Understanding the client’s needs and expectations, and explaining the use and limitations of a valuation in

a way the client understands and accepts, is an important part of the role (RICS,2017).
2.6 DEPRECIATION

According to Kalu (2001), depreciation is the allocation of a tangible asset’s cost over its useful life. In
appraising, it is defined as a loss in value from any cause; the difference between the cost of an
improvement on the effective date of the appraisal and the market value of the improvement on the same
date (Dictionary of real Estate Appraisal, 4th ed.) Put together, it could be intended to mean some form of
gradual or rapid depletion in the value of an improvement which might be caused by physical, natural and
economic forces. It is believed that depreciation beings where construction stops, and therefore, it is a key
factor to analyze in any valuation by cost method if one were to arrive at an appropriate or reliable value

opinion. The term is often used interchangeably with the word obsolescence.
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Causes/ Types

The physical causes or types of depreciation are as follows: physical Deterioration/Depreciation,

functional Deterioration/Depreciation and economic Deterioration / Depreciation.

Depreciation rate can be calculated by a number of methods but the following methods are simple to use

and give fair results.

D= A/UL ................................................................. Equation 2 .3

Where, D = Depreciation; A = Effective age and UL = Total useful or economic life
2.7 PRINCIPLE OF VALUATION

When resorting to valuation of any property, a valuer must be expert in the trade. The valuers must have
sound knowledge in planning and construction of property. They should also be quite aware of
administrative laws like town planning laws, rent restriction act, local tax etc. Valuer being up to date with
market rates, rate of interest together with experience and capability in economic analysis, if money will

take him to exactness in arriving at the fair price of a property. (Marston, 1970)

Following principles should be observed at the time of evaluating a fair and reasonable value of real

property:

i. Cost depends upon supply and demand of the property.

ii. Cost depends upon its design, specifications of the materials used and its location.

iii. Cost varies with the purpose for which valuation is to be done.

iv.Cost is affected by the age of the property and its physical conditions.

v. Invaluation, a vender must be willing to sell as also the purchaser willing to purchase.

vi. There should be no compulsion on either of them so as to decide honest value of the property.
Similarly, there should be no urgency or compulsion on the purchaser of seller. No reduction or
increase in cost should be done on these accounts.

vii. Present and future use of any property should be given due weight age in valuation.

viii. Cost analysis must be based on statistical data as may sometime require evidence in a court of

law.
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