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Unit 2 - The Valuation Process

The professional valuer addresses the problem posed by a client who requires knowing what a particular interest in land is worth. To do this, the valuer has to follow a process.

The process consists of the following stages:

1. Defining the property and interest to be valued. For example, freehold, leasehold, life, sub-lease, riparian rights, etc.

2. Determining the purpose for which the valuation is required – i.e. for sale or lease in the open market, for insurance etc. The purpose and interest to be valued will help to determine the most appropriate method of valuation to be employed in this process.

3. Inspection of the property.

4. Investigation of legal rights and restrictions, easements, tenancies, etc.

5. Research with respect to Town and Country Planning requirements and considerations.

6. Research into sales or cost evidence as appropriate. 

7. Classification of comparable transactions and analysis of the data to establish possible market value and market trends.

8. Adjustment of any price established from the analysis to reflect advantages and disadvantages specific to the property being valued.

Prices may still vary considerably even in say, the private housing market, with stable market conditions and homogeneity of premises and legal interest, because of a lack of knowledge of the market by buyers and sellers or where anxiety of one vendor may generate a lower price than that for which the vendor is willing to wait on the market for a purchaser. Add to these uncertainties the physical and legal peculiarities of each property, a changing market and the unavailability of information about all the transactions, which are recorded, the task of scientific analysis seems formidable. Yet as valuers, the requirement is to undertake such analysis to determine the value of various property interests at various points in terms for various purposes and sometimes under various statutes.

There is no single estimate of value and it is necessary to adopt a particular definition, which is appropriate to the particular purpose for which the valuation is required. This will help to establish in practice, the quality of the advice given to the client by establishing the basis of the valuation.  As values are also not static, and in general depending on the state of the market for landed property, the skill of the valuer is largely concerned with judging the effects on value of different attributes in a process of comparison with known values. These attributes are:

· Complex legal rights

· Physical state of the properties

· Environment of the market

Most analysis revolves around the comparative method of valuation and therefore some consideration will be given to the aspects of analysis to be considered.

The Comparative Method of Valuation

This is a widely used method of valuation, which applies to capital valuation of freehold and sometimes, leasehold interests, and to rental valuations of the common types of landed properties. The method rests on the wide acceptance of market price as the best indicator of value. The assumption being that evidence of recent transactions can be extrapolated to a similar property subject to allowances for variable factors.

Requirement for the Comparative method of Valuation

1. The Collection of Sales Data

a. The Source of data – This may include, in Jamaica, Office of Titles, real estate professionals, classified advertisements, legal offices, canvassing communities. Information however is difficult to obtain but only regular experience in the type of property and the market concerned will really satisfy the need for detailed knowledge of market transactions.

b. Details of transactions – Full details of sales will not always be known. Caution must therefore be exercised when such transactions are being relied upon. The use of a range of comparables should provide a reasonable base to determine market value.

c. Without comparables the valuer perishes!!!

d. Other methods are applied where there is no prospect of finding relevant evidence of market sales.

e. There may be a time lag between arguments and final conveyance, during which the market can change. The date of agreement is important in a fluctuating market.

f. Techniques of analysis will enable the use of prices from one property to value another.

g. Where rental values are known, capital value can usually be derived by the use of the investment method of valuation.

2. Comparability

a. Comparable must be comparables!!! The following are some of the principles for considerations

i. Factors integral to the property, including

1. space, design, condition and quality of the building, services, layout, accommodation, etc.

2. tenure, covenants, restrictions in the title, easements, etc.

3. rent control, planning permission, building regulations, etc.

b. Factors external to the property, including

i. Location and access, transportation

ii. Neighbourhood and amenities

iii. Services appropriate to the kind of property

iv. Catchment areas – commercial.

c. Market considerations

i. Was the transaction “arm length”?

ii. Are comparable properties really in the same market as each other?

iii. Has there been changes in demand and supply in the market place since the transaction date?

3. Considerations for Site Analysis

· Type of lots

· Size

· Shape

· Slope

· Drainage

· Soil composition

· Availability of public transport

· Availability of Utilities

Sometimes it is necessary to reduce comparable evidence to a single common unit so as to allow for application with suitable adjustments to the particular valuation problem. Prices may be derived for the following units according to the property types.

a. Rate per square metres or square feet for commercial or industrial property; 

b. Rate per square metres or square feet for building sites;

c. Rate per hectares or acres for larger building sites;

d. Rate per hectares or acres for agricultural lots.

e. Price per lot or plots or residential units for single residential lot sites or building sites for detached, semi-detached residential units;

f. Price per unit of turnover for specialist properties such as petrol stations where rent can be expressed as $ per litre;

g. Price per hectare/acre inclusive of the value of buildings for agricultural units;

In using the method the valuer should always bear in mind the fact that the property is heterogeneous and should always ask whether any special factors affected the market value of the comparables that is being used or whether any special factors are likely to affect the value of the property which is under consideration.
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