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Abstract

qises the consultant estale surveyors and v,
)S Y
The grasp of

Crs qf,
; inciple ; : ‘
ol 0" pﬂ:’fqﬁ and brokerage. So much of 0urln'auona/ ’\f'ealt// is COonsof,y,
ic ) ibute his ertise (o ¢ff

professional praclllce of :gerb’ valuer has a duty to contribute his expertise 1 . ffic

t the pr
estate assets tha

. » roperty lo an invesy,
Valuers should estimate the worth of a property -
es. Valuers
scares resources.

chould be a basis for investmen! counseling rathe

r than 4,
; ilding. Valuation s sy ) ; g
price of a building. Vi is of investment world. This paper examined income approac, |,
in Stream
from the main

ined by identified various valuation approaches (| raditiong
Tes e examinec ’ e ,
models. Yhe.s'e wefrl ation models (Contemporary valuation f:ppr()czchc.s). The Purposefy)
e alterntz{x\'e o lopted and data were sourced from [stale surveyors qnq valyer.
g CO//L’C;ION “}05 l;:le Izvssenlial paramelers involved in both conventional gy, |
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i Efi 0, Fif;dings reveal that, contemporary models, apart from producing re,),
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app'mal defensible, and can be analyzed in line with other investment media, the v,
b ’ [ or investmen! properties (.
1odels tends to over-value the property particularly fc ; proy : ;
" j del is absolutely accurate, but continued advances in valuation principles ;.
valunnor? oy ¢ ientific input in the valuation process and helpin
client’s increased demand for more sc D b : :
is esti i - rent scenarios.
better understand how real estate value is estimated under differe
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1.0 INTRODUCTION

The decision to engage in real property
investment is among the most difficult
and critical an investor has to make.
This is so not only because
capital outlay and e
gestation period byt 5
decision is made, any er
result if discovered, ca
remedied. Since ¢

markets operating in differc:
interests in land. This the:
separate markets exist for ¢ -
property that involved difier:
of buyers and sellers. At 1/
it is pertinent to menti
article, which is being sold
in the property marke
nnot easily be INTEREST in land |
apital i limited ang properties) such as o
leasehold. In other word:
market is a medium (hio

of the large
ause of long
Iso once the
ror which may

USE  consistent v ownership rights and o P
maximizatj nb. with  the  wealih transferred from one pers
(Bello 20(?3" O}{ectwc of the investor However, (he INTIRI
’ eal property marke o yerly
e . et, canc{brra sal prop
which can otherwise b transferred in real | |

ESTATE MARK b e
o Mj:[)m A7) s defined ag
s r. ) PVE’ Where “bundle  of

Srofrights” ig being Cxchanged. |
could alsg b 4 System of riti
between landowncrs 1 l
Cstale agents T
SUm total of 411

o) y yne !
can be transferred for ¢

. . . !
the following reasons of |

as  for insurance, O
mortgage, rental valuc
determining l)l”l“"“‘“
programme (e
Properties),  taxation
compensation for 0%

\A(:
ansaction
users ang
markey g
and |1H‘gcr

and
Property
1€ smaller
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ad Use Act no 6 (?t 1 ?h),
serest La formance analysis of
e ey rger and takeover, rating
me

cnmhf\:.\e;“ b alance-sheet etc.
assesSIIETE

vestment world I$ 2 much-
The I'ﬁed world.  While many
diversi

s are shopping for surplyg
jnvestors osecute pressing investment
funds to pllogrs that have it want to be
maters, OE(‘i that those requiring such
rest assure oing to pay back or
. lusfundsafeg_B
surp ize such credit facilities. Thig
f]:]&gr;'wes rise to the need for collatery|
securities  to  guarantee loan
advancement.

Overtime, various items are being used
to guarantee loan advancement byt the
current dispensation, which has been
the status quo in the millennium, hag
favoured the use of landed properties
as collateral for loan advancement. To
assess the value of sych landed
properties, the services of Estate
Surveyors and Valuers cannot pe
dispensed with The valuer uses his
ional acumen, which has never
doubt to value such properties

for Mortgage purpose, and even goes
further 1o advice on the maximum
mount that can pe granted as loan. In
doing this, he becomes an arbiter 1o
both the Mmortgagee and the mortgagor.

been in

1:2. Aim
This paper gy
an contemp
mveslment
Prodyg; ng
Purpoge

amined the conventional
orary approach of

method of valuing income-
Properties for mortgage

'3 ; Objectiyes
0 ldenlify the various
"aditionallconvcntional }

Yaluﬂli()n appro
'”c"mc-gcncr

ach of valuing
ating propertics
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Via they, pur

Pose and basis of
Valuatioy,

[35)

lI'o CXamine the rc]iubili\y or

" the valuation
method(s) mentioned in (1)
above by idcnlifying their
inhereny problems.

To consider the use of v
alternative v

Otherwige of

arious

aluation models
(cumemporary valu

ation
appro

ach) in property
Investiment analysis,

To determine the most logical
and acceptable valuation model
between conventional and

contemporary approach.

2.0  LITERAT
Literature op

emphasized that,
before, valuation
witnessing  some
criticisms and  att
considerable
the non-ins
Surveyors.

URE REVIEW
valuation methods
more than ever
discipline is now
surgical waves of
racting to itself 2
amount of doubts among
ouciant practicing Estate
Those criticisms and doubts
center around the efficacy of the
widely used conventional techniques
of valuation to actually or simulate the
present economic variables in a more
realistic and logical manner. Precisely
put, it is in the area of property
investment valuation that g surveyor
has to demonstrate a more thoughtfi
and  systematic approach

towards
valuation practice than hitherto. Egq
(1987) was quoted by (Sule, 2004) to
have contributed (o the workshop on

“Valuation  Approaches under the
Structural  Adjustment Programme”
raised some fundamental issues when
he said, inter-alia: “... factors which
normally guide the valuer in ej(ler his
valuation or viability appraisals such
interest  rates, opportunity  ¢ost

money, adjusted (or re
money, inflation

as
of
al) value of

rale,  returp on



g O
comparuuvc buildmg
ments od c0S d the

8 e
pl‘Ojeds dlng » Th
unders! ive € onomlst uld comPel t
conse times sh her W
chang® * 1 and POy within the
to st equat ools 10 le should 88
have & onomic (.:l.ll'feﬂt ¢ 0 pportunity
oursel‘;"'S oney! What 1 the ¥ operty
cost }(:ope o obtain © anZ gn g
cﬁ:estmem - z;,nk red to be as
and advances are N0 th the high
n as 18%‘“3 mu its in
big Jvings and depos!
returns fr te coupled

-oh interest 18
. f}:ilg income O property
with reduce;here < no doubt that the
mvestment, nod of valuation has
investment method = der the
been called into quesnon..Uﬂ €
comparative concept of investment,
how can we as consultants continue t0
advise our clients to accept Very low
yields, as low as 6% or 7% on property
investments, when the investor can as
well place his capital in a fixed deposit
account and earn a much higher rate?
Can we truthfully argue that
appreciation of invested capital in
property over the years will
compensate for these low returns? The
paradox, then, is that if you use a high
Exterest rate to discount a low income,
OW you can convi ’
owner to part witr}:w;:;:se p? opperr(iperty
accepti . y by
pting a sale figure, which will b
El?l:lghly 5 or 6 times the annua] rent ’
i € present mopping up OfliQUidit. .
e system further aggyy y In
es that the

properties that are pyt
u
ROt get buyers, beqy ' 1n the market o

the form O
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the non—rcu)nc:lmlm.. of

methods with the proble,,
or growth. The intuitive miﬂ.

1 ield i AUy

all-risks yldd_ in convenyyg,, Iy
of valuation 15 {00 tempiip,, M,
pot reflect 1n explicit tegpy, ],dl'dc
or rental growth rate. e,

}

I

However, Adeyemi (199g,
that, .it Iy 4 COMIMOn fep). o,
Nigerian property market 1o, o
cost method qf valuatio . ‘m
income-producing property Csp\:y,_ 4
for mortgage purposes. Morm‘ i
hardly can you see valuers pre::’;’f |
using mvc.st,mcnt method of vl |
and even il the latter method j ba:f‘ !
{

&

adopted, it will be traditional te,
of investment approach to Valualt;:‘
Why should this be so especial, ;T‘
the present economic situation
prevailing in Nigeria today, whig:.
been subjected to hyper-inflatiy
factor? One of the consideration:
investing in property developmen:
is an inflationary hedge for invest:
as well as capital value appreciaiin:
the long run. It is inflation p

because every year a property owkrt

property manager revises upward

the rent passing by the property fole

cognizance of the existing purchst
power in the economy. Adeyen (b
opined that, it is impropef 0

valuing income producing prop”
with cost method of valuation: &

care is not taken, 50% of the Pmbfi
‘.

R D R W el o M i &~ BT

Eh

3
now facing lending institutions ”m'{;‘ T

0 ! I‘l c
attributed or apportioned 10 pot ( S:

. . 34
un-authentic valuation rcporls paset”,

cost technique. He further CPﬂ""fﬂ; tsll
that, it is true that cost M4 ”'l][‘[;‘!' o
what price should be paid for "™ co
is determine by forces of 5‘”"“&,;‘ a)
demand. Even in property ml?"‘l”w di
also fails. It fails becaus¢ 4" ﬂ;“‘””(, o
not be ripe for the kind ()f'.d‘t‘";‘lt PN

erecte !
rected or put-up and '™ !
Producing streams of 11¢

ome¢




.. ay not generate expected
jovelope! it g:;e consideration must be

ncome 4 omic pase of an area

give! ommencing _property
pefor® v and this economic base 1
JeveloP™ T U the interaction of

dgwrmm? supply factors not cost of
Jeman dﬂt A deyemi(ibid), reviewed
dcvellop - nces that may warrant the
lh?‘er.U cost method of valuation
ptilization a5 against the traditional

%n pr?[;[el,clf yaluation approach
mvii/emional approach)  without
nis}l(jng case for the utilization _of
contemporary investment  valuation
nodel  which is a sophisticated
development and improvement of

conventional investment method of

valuation.

Baum and Mackmin (1981) posited
that the conventional capitalization
approach is perfectly acceptable under
normal conditions where property is let
on normal terms with regular rent
reviews, and where there is evidence of
capitalization rates. In such cases it is
most logical to use an equivalent yield
?:pproach whether it will be in the
format of the terms and reversion, Or
the layer method. In all cases, but
particularly, where income pattern is
not normal, they believed that there is
25;0‘}8 case for using a Discounted
flocsal F 19‘” (DCE_‘) approach. This is the
pomnt of this paper.

4 METHODOLOGY
C““Cc{ionpmdm method  of  data
Sourced ‘f’;’as adoplcrd. Data were
SUrveyorg angm registered  estate
the data were \gilucrs and analyses of
Prameters ased on the essential
(.‘Unvtntiolna] nvolved in both
DProaches, A a"f’ contemporary
data C()llle‘cg' part 1rpm this source of
ENtaily lh‘"’": this rescarch also
Magazings LJ use  of  textbooks,
5 Journals and reviews of
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literature

ul)nﬁalum 5() complements what was
: ccted from primary source (estate
surveyors and valuers).

40 DATA ANALYSIS AND
RESULTS.
The  conventional — approaches

assume a continuous level of income
flow at reversionary once the full
rental value is achieved. It also adapt
one variable yield to adjust for all the
:sumlurilics and dissimilarities
identified through the analysis of
comparable sales. The overall rate or
all risks capitalization rate is used to
calculate the present worth. This
traditional method includes;

(i)  Term and Reversionary
Technique

(i)  Equivalent Yields (vertical
approach)

(i)  Equivalent Yields

(horizontal or layer method)

In conventional technique, all forms of
valuations traditionally ~rely upon
direct comparison of the overall market
yield from similar properties.

CASE STUDY

A residential property of 6 flats of 3
bedroom apartment in a prime location
at sw9/684 Akinyemi way, Ago-
Taylor, off ring-road, Ibadan is to be
valued for mortgage purpose. The
property was let at a rent of N42,

000.00 per annum/ flat and N12, 000

p.a for a room apartment. The
estimated net income is N264, 000 .00
p.a. and the lease has 3 years unexpired
(erm. Similar 4 flats of 3 bedrooms
cach presently producing N240, 000.00
p.a. (net) in the same vicinity recently
disposed for N4, 000,000, Analysis
{rom comparables shows that the FRV

of the subject property 1s N375, 000.00

p.a. ’
Source:- Segun Qgunseye &C0.,

[istale sarveyors & valuers. N0 82,
Fajuyi road adamasingba Ibadan.
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VALUATION italization rate from comparable (i, -
Determination of market capia ( )'““‘m! l

Income (INet rent) X1 00

: 1

Capital value

20000 X IO
4,000,000

Determination of the open market value of the subject vj
eter

pp . (-Onv('"linn I
d

approaches. .

Term and Reversionary agpronch

(Graphical illustration of Term and Reversionary Technique)

Term 264Nooo 00 N

Net income e

Yp 3yrs @ 5% 2.7232 718,925

Reversion

FE\{/ 375,000.00

YP perp. @ 6% def’d 3yrs 13.9937 o, 247 638
N 5,966,563

Capital value (say) Némillion.
Note that 5% is used to value the term in order to reflect the degree of .,
income when compared with a full rental value. The term is much mo%aﬁ
the full rental value and as a result, lower rate percent is used to capital )
while higher rate is used to capitalize the reversion. In addition, the 53

to determine the present’s worth of the capital value of the reversion
Equivalent vields (vertical approach)

Term N
income 264,000 -
YP 3yrs@6% 2.6730 705,672
Reversion
FRV 375,000
YP in
Def’d.3yrs 13.9937
5,247.638 ;

Capital value (say) Nomillion,
Advancement on the traditional term
and  reversion valuation s
equivalent yield approach,
valuer does not adjust the yie
the term. The same yield i
value reversionary interest

This layer method Ib”t‘\“l“'
principle with vertical me™

. Lo {(
the that cash flow is spitted 1"
where the

Id used on
s used 1o

—— — -

. - o] at e 1
horizontally. The uplifl e 9
i L It
usually refer to as (0P 7 ‘
an increase above toda o
5 assing
S ’ . therefore the rent passie o
Ec¢ ullvnllcnt Yield (horizontal or layer viewed as a continuing '™
method) e fha ay, W
perpetuing, from today.
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: erpetual in -
chd as a p rp I hCOrc(iC

vi all -

., can be erm. ally, the .
slice C?mm end of the ¢ logical because. i :ﬂ‘_'“’“b’ process 1s
comé treal the qop o OWS the valuers to

: P slice as the riski
the INvestment as the riskier part of

eld (Layer method/Har

-
-
~
P
=5
~
-
(=
-
(e

et ’ ' 2N '
S some 64,000

Layer In6OTF

ypinpeiis d 16.667 4,400,009

Rgverswﬂ

Top slice 110,000

Def'd 3978 13.9937

1,553,301
—A et VD
LY N5,953.310
Capital value (say) N6million

_C_&IIL(EM OF CONVENTIONAL Real value approach formulated by
. METHOD _ _ Wood (1973)
o It has been established that. with Rational valuation model developed
. respect 1O freehol_d reversionary by Sykes (1981) a hybrid version of
3 interest, all 3 conventional models are equated yield approach.
" prone to errors of logic and arithmetic

by capitalizing fixed term income at a CONTEMPORARY APPROACH

rate which implied rental growth. The TO FREEHOLD VALUATION

assumption behind this is the “ALL This contemporary approach is based

RISK YIELD” on the same fundamental principles

The reverse yield gap has rendered the upon which the conventional approach

postulation  of  hiding growth is based. Instead of using one variable

assumptions implicit with a yield (i.e yield) to adopt for all differences

invalid. In case of leasehold valuation between comparables and subject

properties as  in  conventional
technique, rental growth is isolated as
in additional variable to the model.
growth assumption inherent in use of Whereas rental growth is implied in
?” risk remunerative yield and the the conventional ~model.  Other
illogical comparison with freehold. variables which contemporary
The model has not only misrepresented approach utilized and explained are
the property market but also and equivalent yield (e), inflation, risk-free
Perhaps  more importantly isolate (rf) and reviewing period (t)

Property investment  from  other This  contemporary  approach

MVestment, include
i (DCF) Discounted cash flow model

’“t] "¢ of these arguments, various il Rational]modcld l
d ” i H e - 2
“Mative valuation models have been iii  Real value mode

orr : They & Il based on the same
VMulated since early 70’s; and they [hey are &l “% i il
e, fundamental principles ol expressing

the above variables explicitly.

negative comment has focus on the
problem of sinking fund assumption or
allowance as well as the implicit

G g
“)”:“)I\‘Nth Explicit Discount cash flow
Wated by Greaves in (1972).

42
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L PARAMETERS [
DISCOUNTED CASH K Coyggrcl’omny Wy
Sciast AP H ~4],
The discounted €ash. peen used 10 e growth ey,
a tool that has long ted for use in cash flow models ., 1
business finance and adap ot variables:
the appraisal OF PIOPEY A The equated yie|q ,  DEL
One of the advantagesd iscipline  Of B The growth rag j, = ST
technique 1§ the el f €  The review perio . i, 2
ai o the anticipated Taté © . Period ., ,
quantlfymg the : use the D The inflation ris} Sy
rental growth, which may o Sk-fr, th
S deeply about the as
valuer to think more : NOTE
o h investment. [he A
quantities of the 1 ot () B s S
importance of achieving rental gro ; uated vy -C—
may be judged from the kn'owledge fo\und by adding . Cl
that inflation is endemic ;rl\d 0.1 2% 10 the 1, i
continually on the lanC?.SC- S )’lCld on CUII'\UHJ‘ .
variations of the techmque are to account fy A
examined below; between propey (
THE EQUATED YIELD investment, [ i Gl
ANALYSIS state that trea }7
The Equated Yield Analysis (EYA), Nigeria toda, tl
which was first suggested by Marghall return of 16% 1 (1
(1996), is a DCF model that builds into B
the calculation the expected increase in b G l 3
rent in an explicit manner as distinct (i) e (g)
from all risks yield or growth implicit from  availablc
capitalization rate used in conventional analysis of con
i appraisals. The equated yield of a implied rental Annu:
property investment is the discount rate per annum is DESS
which when applied to the projected - |
income allowing for growth produces a HE [_
net present value equal to zero. A (u)  Rent review |
variety yield of formats for the comparable 18 E-
appraisal are possible, but the (t)years and P
increasing use of computer based (iv) Al risk yiels EX)
spreadsheets (e.8 LOTUS R (K 10
123 )encourages a tabular form ; k" | per
' be obtamned | PR
following for |
1
(1) K=e-(ASF@e) [(1+g) ;
: “ -4 B S —— ()
@ (Bl (g i "
¢ a
(3) 'l‘hcl’ 3YP formula; |
(1+8)= Y DRI Q% - XP (61111 (@) ¢%p—erm-rrrr—--(i valu
YEDep.(@ K% - PV term@ o%

LR appfi(—;ali()n_ Ofa.ny OTthc rorml‘lla (I) """"""" (lll) yives the sanmt
Moreover, inflation risk free yield (i) can be obtained \bﬂh “W Bermu

‘ ="
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1 Uﬁl 1+

g e (iv)

p1RMINATION OF THE VARIABLES 1y 1oy MODL;

I LINTHE CASE

- -

ﬂ,m/mminﬂﬁon of equated yield ¢

Treasury bill in

Nigeria is 16% and
(he reverse yield gap scenario betweg,

an

addition 01“2%’is

alloweﬁ 'I‘(')T because of

)| ])ropen an > e d
assumed 10 be more secured making it Y and g‘“-edge securities which is

¢ =18,
APPLICATION OF DCF CONCENTEMPORARY ;
L ATION OF IMPLIED RENT ——
O VPARABLE ANALYSIs L GrOWTH g From
To arrive at the annual rental growth of ]
(14g)'=YP perp.@ K-YP term @ e
YP perp. @ K X PV term @e
(1+g)3=YP erp. (@ 6% - YP 3yrs (@ 18%
YP perp. @ 6% - PV 3yrs @ 18%
(1+g)* = 16.6667 — 2.1743
16.6667 — 0.6086
(1+g)> =1.4288
(1+g) =/1.4288
(1+g) =1.1263
g =11263-1

1€ property (g) consider equation (iii)

g

=0.1263

Annual reptal rowth

is 12.6% p.a.

D{MTED CASH-FLOW MODEL VALUATION OFTHE CASE STUDY
YEAR |RENT [ GROWTH | PROJECTED YP3yrs [PV PRESENT
! PER RATE (g) | RENT @18% | @18% | VALUE
| ANNUM | 12.6% (N) (N)

b B

ii\ 264,000 | 1.0000 264,000 2.1743 | 1.0000 | 574,015
—2__ 1264000 |14276 376,886 | 2.1743 0.6086 | 498,725
79 1264000 120381 538,058 | 2.1743__| 03704 | 433331
19 264,000 | 29097 768,161 | *16.6667 | 0.2255 | 2,887.011
perp. ’ -

FL . ———p—— 4,393,082

’lfe.ca‘pit;lg;avl]lrc'(&i}’); N4, 400,000.00

only 4 rack rented investment yield capitalization rate at which the property
Would be valued in the market if it were leased on regular rent reviews;

It ;1]]()‘,415
fenta)

Al

[ —

growth of the current

':/alge ff()m the date of the
onin line with NOTES:-

Scanned by CamScanner
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‘The annual rental growth is at
12.6% realizable every 3years-

the review periods,
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This model, pased on the earlier
work of Greaves (1972) and ﬁfrther
developed by sykes (1981) 1s an
attempt 10 provide a more useful

juation model,

and consistent va
which retains the basic features of
the equivalent, yield model, but

correct its deficiencies.

BASIC FEATURES OF THE

RATIONAL VALUATION MODEL

RO+ g

Figure =P roject
gure 1| Income Flow Projection’fo

2 It values the current (fixed)
income stream separately from
the reversionary income flow;

3. It takes account of the number
_Of years to the next review(s)
irrespective of whether the

4

Rent . "
Implied Rental value .~ '
Growth Rate (g) s

R |----="

n

property .
rented or gy

4, It was the lon,
rate  implie( ;’ I‘
ivestment yje| ,”'M

The variables
determined before pro (v,:“'
valuation arc: e

(a) The risk adjusi

cost of
convention is mmf

0

Capityl

above return on |,
edge stock, -
(b) The annual g
growth — implicd
acceptance of the 1,

The diagram below tllusii..
flow projection assumec -
for a reversionary investne,
current rental value or i
current rental value, R andy
the next rent review. It is @y
rental income remains {ves
first review at which time
is increased not 10 R but o
where g is the implied
growth rate. As the renta!
the first onwards, the proj
flow is capitalized & i
yield rate, Y, derived 107
rented properties and dis¢
risk adjusted opportun’
capital,

E}evncw afler n years
hen regylar rcvicwq,
ra Racke
Racked Reng propertics

»
»

Years
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== e ol = 5 )

&l

g
1,‘."1"“ ".l:{ e

"',efsion freehold valuation by the Ration

and ReV’ i al appro; i
A t‘.:n“al Pfoach. thereforéi tajkes e f?llow'“g form fspr((i) slc-h lhere‘tOre takes the
Ration JOW: : e y > depicted further in the
diagra™ o '
Rent :
,o""u' yr o ,"' ; P eyl ,’.,"x 2 3
R(1+8) Implied Rental /,‘,—"‘r ' IR
n value growth rate ~ _.--~"
() _..-p—— Reveygignary
I income' "
rR Rl+g)
'Currcnt fixed y(1+d)’
income m
—
Years

Figure II: Income Flow Projection for a Term Reversionary property
In the diagram, it is readily observed that;
cvefrd-r/d (1, + d)' T+ R (1 + gy (L+d) \'
Where CV = Capital value : ; -
r = current rental value
R = estimated current rental value
Y = rack rented capitalization rate
n=number of years to next review —
d = risk adjuste ortunity cost of capital. - _
Note also that t}?:Jil;r?;lid eg pg}zowth the g to be used in the valuation will be calculated
from:

£=[[(d-y)d] [(1+d)t - 1] 1T = 1 ovomemimceriroe i
here g, d, y are as previously defined an ber of years mn 1€ |
pattern, v -5

ODEL VALUATION TO THE ABOVE

APPLICABILITY OF RATIONAL M
CASE STUDY

; :on is of the form:
Under the rational mode], a term anl 1¢v€ sion freehold valuatipn is of the

- , ’ J N
Cv= [[e)]- [r/e(1+¢)11] +[R(1-+g)/k (1 ¢) ]
(‘Ons:der ing the data of the case study abovo3
V=1[1(264,000/0.18)]- [264,000/0.18C1-1 8)’]

Ay (1,466,667 — 1,016,474] + 3,826,211
L‘V; N > ’

1 +[264 000(1. 1263)*/k0.06(1. 18)°]

—N.4,276,404.00 brid. (crossby
Yo ? r‘ " N
THE RgAy ) ; value/equated ‘yn:;;il Vhayluc " odel was .
An ahe;n VALUE MODEL. d or 1983). W.OOddbin 1973. The model is
Tation| T:élc;/cl to cquaif:d %lc\/’”uc, first pllblnsljc the principle that an
mode] 1 els is the ‘Rea l")7?) founded onlc reviewed at each rent :
which 5 Opount()ied by W"‘(;d d( an’( income Cujnt-) o a now rental which
FeCong; _been  amendet yayment date, - the intervening
nm""&slcd with the equated yicld {nmchcs inflation ove!

anh to  produce @ ‘Real
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giving Up th‘? Capital

account all risks ahy,
d“ddlg B
ks jnvestment  but exclugj, d
mﬂatlgﬂ_ p;(q)onet ' wood (ibid), referred (o ., "I, (
growth In i erpetulty: as Stey,
real value pr ofile int0 P p ! wr{
: such an :
uired on Su¢ I
The rate of 190 reil rate required for f
income 18 the 1,n.teres i
sk free yield™ ! !
. [ IRFY FROM OTHER CONTEMPORARY VA Rigp, i
DERIVATIOR - 4 implied rental growth (g), IRFY (i) is calculateg , ¢
From equated yield (¢) 2n¢ 5 a
follows using {he formular; ‘
RFY ()= [1xe]- 1
1+g P
@)=[1+018]1-1 |
140.126 2
N
©=[L18]-1 ]
1.126
1= [1.04796] - 1 N
1=0.4796 or 4.796% T
ar
APPLICATION OF REAL VALUE APPROACH TO THE CASE STUD Tl
For a fully let freehold, the formular 1s; [rz
[YPterm@exYPpegg.@l] -
YP perp. @ 1
This is then used to capitalize income. Y
REAL VALUE MODEL Tt
Estimated rental value N264,000.00 p.a. -
YP 3yrs @ 18% x YP pep. @ 4.796% 1
YP 3yrs@ 4.796% ba
2.1743 x 20.8518 26
27337 g:s
; 5849 :
Capital value N—41_?%§F4’]—4 }’vxc
AN T - D 4:(:
;ﬁ:f&g{fil . IIION O-F RESULTS of course would be thd! an " cot
Convcmion'[r-,va' ue indicated by the might not purchase & prope™ | 43
greater th ; ;dplmhza“"" methods is million at 16.62% retur wht! log
approachcin Ft”;’i't of the contemporary an  alternative vestmer! ang
B g e mlglh(f)(:ics']‘lmx)l‘ im[_)ly an purchased at N 44 millt" 5
. The implication produce a return of 18% Some
result
DETERMI . ) clisnts
NA1 ION ()'( MOR’I‘GAGE VAI,”F mimipu
X their ¢l

If the lcn iy inat]
ding institution he (!
8 ution had been advised to lend 2/3 of the egtimated ca!

will look like thig
(a) 2/3 of N(},OO(),()()()AOO = N4,000.000 00

. =
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oﬁ“m O0.00 =N 2,900,000.00
s that if N 4
ot 2 ted as loan to the
iltion Washe failed to repay the
ital and interest due)
d period, and the
. now facing the
s of who t0 buy the capital
d;ii’l;u Zs the interest that due?

S

m

10 e, stipulate

solution is to take

xt :
The 02 f the premises and

possession 0

Then,
N264, 000.002 25/L

N264, 000,00 X 100 2 25L
N26, 400,000.00 > 25L
26.400,000 > L

95

N 1,056,000 > L

collecting the annual rent to offset
the debt.

Assuming the interest on loan is
25%, known that the current rental
value of the premises s
N264,000.00 p.a. and the principle
is that, the income should be able
to pay both interest and capital i.e.
%ncome must be greater or equal to
interest on loan.

The amount of Loan (mortgage) grantable is N_1,056,000.00 i.e. (minimum loan
amount). Assuming this loan is to be repaid at 25% interest rate for 30years.
The annuity table is the reciprocal of years purchase, simple rate, so is the

mortgage table. Thus;

Amount to be borrowed N 1,056,000.00
Annuity of N1for 30years at 25%

(From the table) 0.2503
Yearly installments N 264.327.00

Therefore, if the minimum loan .
amount grantable 1s N
1,056,000.00 at 25% for 30years
based on current rental value of N
264,000.00 p.a, then if the lending
Institution is willing to grant more
th'an the minimum loan amount, it
‘z’”glgobe advisable to grant N
4’000,800.00 instead of N
Cz)nve, 00.00 produced by the
a“ntlonal method. This shows
¢ contemporary approach is

ogi .
: g ca!, correct, rational and
Nalytica.

the one dictating the result of the
valuation not the client influencing the
valuation estimates. This study has
revealed the inadequacy of the
conventional valuation methods being
used by the Nigerian real estate
practitioners and hence confirmed the
need for Nigeria valuers to employ
technique(s) that will enhance the
quality of valuation services rendered
o their clients. The study further
revealed that, in spite of the obvious
need for the contemporary valuation
models, there is a low level of usage of
these models by the Nigerian real

30 iR

Some o ONCLUSIONS

’C'Sult 0 ?}:S Influence the valuation
Clientg inﬂelr valuers, Cost minded
r”a”ipu]at Ue;nce. weak wvaluers (o
the € valuation estimate to suit

5 purpose, Valuer should be

estate practitioners as confirmed by
many studies. Bello and Bello (2007)
opined that the inability of the majority
of these practitioners to understand the
theoretical  basis — underlying  these

ir Cl | ent’
n ; :
¢ valuation techniques could be linked to
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their
ontent  of
the nature and © Presently,

i, L ot of U
except at graauaie S - i
highle)r institutions offering €ot

in Nigeri ve nolt
estate management in Nigeria ha

' se
incorporated the teaching ?f t’;end
models info the curricuid Py
academic programme .This nee o
Estate  Surveyors and 'VaIuerah 0
provide qualitative service tq l e,;
clients calls for changes in (he
curriculum and academic programme
of the polytechnics, cglleges 'of
technology, and universities offering
courses in estate management as well
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(b) 2 of
3 now is that if N 4

anted as loan to the

he failed to repay the
gg:’l:’ca ital and interest due)
he stipulated period, and the

at :t agee i IOW facing the
mort8 of who to buy the capital

ficult

d;f:l/z;ll :Zs the interest that due?

a

The next solution is to take
possession of the premises and
Then,

N264, 000.00 > 25/L.

N264, 000.00 X 100 > 25L
N26, 400,000.00 > 25L
26.400,000 > L

25
N 1,056,000 > L

N4-400’00'00 =N 2,900,000.00

collecting th
the debt.

;\;Os/lm;ing the interest on loan is
th:)é movf\fn that the current rental
£ () the i i
N premises  is
i82124,000.0(? p-a. and the principle
: at, the Income should be able
O pay both interest and capital i.e.

Income must be greater or equal to
Interest on loan

annual rent to offset

The amount of yoan (_mortga_ge) grantable is N_1,056,000.00 i.e. (minimum loan
amount). Assuming -thJS loan 1s to be repaid at 25% interest rate for 30years.
The annuity table is the reciprocal of years purchase, simple rate, so is the

mortgage table. Thus;

Amount to be borrowed

Annuity of N1for 30years at 25%
(From the table)

Yearly installments

Therefore, if the minimum loan
amount  grantable is N
1,056,000.00 at 25% for 30years
based on current rental value of N
}264,000.00 p.a. then if the lending
institution is willing to grant more
th"cln the minimum loan amount, it
will be advisable to grant N
2,900,000.00  instead of N
4,000,000.00 produced by the
Conventional method. This shows
that the contemporary approach is

I’Ogical, correct, rational and
analytical,

St ,

) CONCLUSIONS

S0me '

f‘c')):]lt (‘)'{lctngs influence the vulu'mion

Uientg innmr valuers. Cost minded

"nipulae Bhe wcak‘ valuers 10

heyr Lliﬁnt'svah"“lon estimate to suil
purpose. Valuer should be

Scanned by CamScanner

N 1,056,000.00

0.2503
N 264,327.00
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the one dictating the result of the
valuation not the client influencing the
valuation estimates. This study has
revealed the inadequacy of the
conventional valuation methods being
used by the Nigerian real estate
practitioners and hence confirmed the
need for Nigeria valuers to employ
technique(s) that will enhance the
quality of valuation services rendered
(o their clients. The study further
revealed that, in spite of the obvious
need for the contemporary valuation
models, there is a low level of usage of
these models by the Nigerian real
estate practitioners  as confirmed by
many studies. Bello and l}cllo (2007)
opined (hat the inability of the majority
of these practitioners (0 understand the
Jheoretical — basis underlying  these

valuation techniques could be linked to
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