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5 PROPERTY VALUATION:
5.1 REAL ESTATE APPRAISAL
:

1. Real estate appraisal, property valuation or land valuation is the practice of developing an opinion of the value of real property, usually its Market Value. The need for appraisals arises from the heterogeneous nature of property as an investment class: no two properties are identical, and all properties differ from each other in their location - which is one of the most important determinants of their value. So there cannot exist a centralized Walrasian auction setting for the trading of property assets, as there exists for trade in corporate stock. The absence of a market-based pricing mechanism determines the need for an expert appraisal/ valuation of real estate/property.
2. Although some areas require no license or certification at all, a real estate appraisal is generally performed by a licensed or certified appraiser (in many countries known as a Property ‘‘Valuer’’ or Land ‘‘Valuer’’ and in British English as a "valuation surveyor"). If the appraiser's opinion is based on Market Value, then it must also be based on the Highest and Best Use of the real property. For mortgage valuations of improved residential property in the US, the appraisal is most often reported on a standardized form, such as the Uniform Residential Appraisal Report. Appraisals of more complex property (e.g. -- income producing, raw land) are usually reported in a narrative appraisal report.

5.1.1  TYPES OF VALUE:
There are several types and definitions of value sought by a real estate appraisal. Some of the most common are:

5.1.1.1 MARKET VALUE:
The price at which an asset would trade in a competitive Walrasian auction setting. Market Value is usually interchangeable with Open Market Value or Fair Value. International Valuation Standards (IVS) define Market Value as:

Market Value is the estimated amount for which a property should exchange on the date of valuation between an educated buyer and a reasonably motivated seller in an arms-length transaction after proper marketing wherein the parties had each acted knowledgeably, prudently, and without undue influence

5.1.1.2 VALUE-IN-USE:
The net present value (NPV) of a cash flow that an asset generates for a specific owner under a specific use. Value-in-use is the value to one particular user, and may be above or below the market value of a property.

5.1.1.3 INVESTMENT VALUE:
Investment value is the value to one particular investor, and is usually higher than the market value of a property.

5.1.1.4 INSURABLE VALUE:
Insurable value is the value of real property covered by an insurance policy. Generally it does not include the site value.

5.1.1.5 LIQUIDATION VALUE:
Liquidation value may be analyzed as either a forced liquidation or an orderly liquidation and is a commonly sought standard of value in bankruptcy proceedings. It assumes a seller who is compelled to sell after an exposure period which is less than the market-normal timeframe.

5.1.2 PRICE VERSUS VALUE:
1. It is important to distinguish between Market Value and Price. A price obtained for a specific property under a specific transaction may or may not represent that property's market value; special considerations may have been present, such as a special relationship between the buyer and the seller, or else the transaction may have been part of a larger set of transactions in which the parties had engaged. Another possibility is that a special buyer may have been willing to pay a premium over and above the market value, if his subjective valuation of the property (its investment value for him) was higher than the Market Value.
2. An example of the above would be the owner of a neighbouring property who, by combining his own property with the subject property, could thereby obtain economies-of-scale. Such situations often arise in corporate finance, as for example when a merger or acquisition is concluded at a price which is higher than the value represented by the price of the underlying stock. The usual rationale for these valuations would be that the 'sum is greater than its parts', since full ownership of a company entails special privileges for which a potential purchaser would be willing to pay. Such situations arise in real estate/property markets as well. It is the task of the real estate appraiser/property ‘‘Valuer’’ to judge whether a specific price obtained under a specific transaction is indicative of Market Value.

5.1.3 MARKET VALUE DEFINITIONS IN THE USA:
1. In the US, appraisals are performed to a certain standard of value (e.g. foreclosure value, fair market value, distressed sale value, investment value). The most commonly used definition of value is Market Value. While ‘Uniform Standards Of Professional Appraisal Practice’ (USPAP) does not define Market Value, it provides general guidance for how Market Value should be defined:

“A type of value, stated as an opinion, that presumes the transfer or sale of a property as of a certain date, under specific conditions set forth in the definition of the term identified by the appraiser as applicable in an appraisal”.

2. Thus, the definition of value used in an appraisal or ‘Comparative Mmarket Analysis’, (CMA). A CMA analysis and report is a set of assumptions about the market in which the subject property may transact. It becomes the basis for selecting comparable data for use in the analysis. These assumptions will vary from definition to definition but generally fall into three categories:

5.1.4 THREE APPROACHES TO VALUE:
1. There are three general groups of methodologies for determining value. These are usually referred to as the "three approaches to value" which are generally independent of each other:

a. The cost approach;
b. The sales comparison approach; and

c. The income approach.
2. However, the recent trend of the business tends clings to the scientific methodology of appraisal which relies on the foundation of quantitative-data, risk, and geographical based approaches.

3. The appraiser using three approaches will determine which one or more of these approaches may be applicable, based on the scope of work determination, and from that develop an appraisal analysis. Costs, income, and sales vary widely from one situation to the next, and particular importance is given to the specific characteristics of the subject.

4. Consideration is also given to the market for the property appraised. Appraisals of properties that are typically purchased by investors (e.g.  skyscrapers) may give greater weight to the income approach, while small retail or office properties, often purchased by owner-users, may give greater weighting to the sales comparison approach. While this may seem simple, it is not always obvious. For example, apartment complexes of a given quality tend to sell at a price per apartment, and as such the sales comparison approach may be more applicable. Single family residences are most commonly valued with greatest weighting to the sales comparison approach, but if a single family dwelling is in a neighborhood where all or most of the dwellings are rental units, then some variant of the income approach may be more useful.

5.1.4.1 THE COST APPROACH:
The cost approach was formerly called the summation approach. The theory is that the value of a property can be estimated by summing the land value and the depreciated value of any improvements. The value of the improvements is often referred to by the abbreviation ‘RCNLD’ (reproduction cost new less depreciation or replacement cost new less depreciation). Reproduction refers to reproducing an exact replica. Replacement cost refers to the cost of building a house or other improvement which has the same utility, but using modern design, workmanship and materials. In practice, appraisers use replacement cost and then deduct a factor for any functional disutility associated with the age of the subject property.

In most instances when the cost approach is involved, the overall methodology is a hybrid of the cost and sales comparison approaches. For example, while the replacement cost to construct a building can be determined by adding the labor, material, and other costs, land values and depreciation must be derived from an analysis of comparable data.

The cost approach is considered reliable when used on newer structures, but the method tends to become less reliable for older properties. The cost approach is often the only reliable approach when dealing with special use properties (e.g. -- public assembly, marinas).

5.1.4.2 THE SALES COMPARISON APPROACH:
The sales comparison approach in a real estate appraisal is based primarily on the principle of substitution. This approach assumes a prudent individual will pay no more for a property than it would cost to purchase a comparable substitute property. The approach recognizes that a typical buyer will compare asking prices and seek to purchase the property that meets his or her wants and needs for the lowest cost. In developing the sales comparison approach, the state licensed real estate appraiser attempts to interpret and measure the actions of parties involved in the marketplace, including buyers, sellers, and investors.

A. METHOD OF DATA COLLECTION:
Data are collected on recent sales of properties similar to the subject being valued, called comparables. Sources of comparable data include real estate publications, public records, buyers, seller, real estate brokers and/or agents, appraisers, and others. Important details of each comparable sale are described in the appraisal report. Since comparable sales are not usually identical to the subject property, adjustments may be made for date of sale, location, style, amenities, square footage, site size, etc. The main idea is to simulate the price that would have been paid if each comparable sale were identical to the subject property. If the adjustment to the comparable is superior to the subject, a downward adjustment is necessary. Likewise, if the adjustment to the comparable is inferior to the subject, an upward adjustment is necessary. From the analysis of the group of adjusted sales prices of the comparable sales, the state licensed real estate appraiser selects an indicator of value that is representative of the subject property.

B. STEPS IN THE SALES COMPARISON APPROACH:
a) Research the market to obtain information pertaining to sales, listings, pending sales that are similar to the subject property.
b) Investigate the market data to determine whether they are factually correct and accurate.
c) Determine relevant units of comparison (e.g., sales price per square foot), and develop a comparative analysis for each.
d) Compare the subject and comparable sales according to the elements of comparison and adjust as appropriate.
e) Reconcile the multiple value indications that result from the adjustment of the comparable sales into a single value indication.

5.1.4.3 THE INCOME CAPITALIZATION APPROACH:
1. The income capitalization approach (often referred to simply as the "income approach") is used to value commercial and investment properties. Because it is intended to directly reflect or model the expectations and behaviors of typical market participants, this approach is generally considered the most applicable valuation technique for income-producing properties, where sufficient market data exists to supply the necessary inputs and parameters for this approach.

2. In a commercial income-producing property this approach capitalizes an income stream into a value indication. This can be done using revenue multipliers or capitalization rates applied to the first-year Net Operating Income. The Net Operating Income (NOI) is gross potential income (GPI), less vacancy and collection loss (= Effective Gross Income) less operating expenses (but excluding debt service, income taxes, and/or depreciation charges applied by accountants).

3. Capitalization rate (or "cap rate") is the ratio between the net operating income produced by an asset and its capital cost (the original price paid to buy the asset) or alternatively its current market value. The rate is calculated in a simple fashion as follows:
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4. Alternatively, multiple years of net operating income can be valued by a ‘Discounted Cash Flow Analysis’ (DCF) model. The DCF model is widely used to value larger and more expensive income-producing properties, such as large office towers. This technique applies market-supported yields (or discount rates) to future cash flows (such as annual income figures and typically a lump reversion from the eventual sale of the property) to arrive at a present value indication.

5.1.5 UK VALUATION METHODS:
1. In the United Kingdom, valuation methodology has traditionally been classified into five methods:

a) COMPARATIVE METHOD:
Used for most types of property where there is good evidence of previous sales. This is analogous to the sales comparison approach outlined above.

b) INVESTMENT METHOD:

Used for most commercial (and residential) property that is producing future cash flows through the letting of the property. If the current ‘Estimated Rental Value’ (ERV) and the passing income are known, as well as the market-determined equivalent yield, then the property value can be determined by means of a simple model. Note that this method is really a comparison method, since the main variables are determined in the market. In standard US practice, however, the closely related capitalizing of NOI is confounded with the DCF method under the general classification of the income capitalization approach.

c) RESIDUAL METHOD:

Used for properties ripe for development or redevelopment or for bare land only.

d) PROFIT METHOD:

Used for trading properties where evidence of rates is slight, such as hotels, restaurants and old-age homes. A three-year average of operating income (derived from the profit and loss or income statement) is capitalized using an appropriate yield. Note that since the variables used are inherent to the property and are not market-derived, therefore unless appropriate adjustments are made, the resulting value will be Value-in-Use or Investment Value, not Market Value.

e) COST METHOD:

 Used for land and buildings of special character for which profit figures cannot be obtained or land and buildings for which there is no market because of their public service or heritage characteristics. Both the residual method and the cost method would be grouped in the US under the cost approach.

2. Under the current RICS Valuation Standards, the following bases of value are recognized:

a) Market Value;

b) Market rent;

c) Worth (investment value) ; and

d) Fair value.
5.1.6 FURTHER CONSIDERATIONS:
5.1.6.1 SCOPE OF WORK:
1. While USPAP has always required appraisers to identify the scope of work needed to produce credible results, it became clear in recent years that appraisers did not fully understand the process for developing this adequately. In formulating the scope of work for a credible appraisal, the concept of a limited versus complete appraisal and the use of the Departure Rule caused confusion to clients, appraisers, and appraisal reviewers. In order to deal with this, USPAP was updated in 2006 with what came to be known as the Scope of Work project. In short, USPAP eliminated the Departure Rule and the concept of a limited appraisal and created a new Scope of Work rule. In this, appraisers were to identify six key parts of the appraisal problem at the beginning of each assignment:

a. Client and other intended users;
b. Intended use of the appraisal and appraisal report;
c. Definition of value (e.g. -- market, foreclosure, investment);
d. Any hypothetical conditions or extraordinary assumptions;
e. The effective date of the appraisal analysis; and
f. The salient features of the subject property.
2. Based on these factors, the appraiser must identify the scope of work needed, including the methodologies to be used, the extent of investigation, and the applicable approaches to value. The rule provided the explicit requirement that the minimum standards for scope of work were:

a. Expectations of the client and other users

b. The actions of the appraiser's peers who carry out similar assignments

3. The Scope of Work is the first step in any appraisal process. Without a strictly defined Scope of Work an appraisal's conclusions may not be viable. By defining the Scope of Work an appraiser can begin to actually develop a value for a given property for the intended user, which is the intended use of the appraisal.

5.1.6.2 HIGHEST AND BEST USE:
1. Highest and Best Use (HABU) is a term of art in the appraisal process. It is a process to determine the use of the property which produces the highest value for the land, as if vacant. There are four steps to the process.
a. First, the appraiser determines all uses which are legally permissible for the property.
b. Second, of the uses which are legally permissible, which ones are physically possible.
c. Of those, which ones are financially feasible (sometimes referred to as economically supported).
d. Of those uses which are feasible, which one and only use is maximally productive for the site. In a simple context, the appraiser must do this twice, comparing the results; as if the land is vacant and in the as-is-improved state, taking into account the costs of demolishing any existing improvements. 
2. The outcome of this process is the highest and best use for the site. An appraisal of market value must explicitly assume that the owner or buyer would employ the property in its highest and best use, and therefore value the site accordingly.

3. In more complex appraisal assignments (e.g. contract disputes, litigation, brown-field or contaminated property valuation), the determination of highest and best use may be much more complex, and may need to take into account the various intermediate or temporary uses of the site, the contamination remediation process, and the timing of various legal issues.

5.1.7 TYPES OF OWNERSHIP INTEREST:
Implicit in the analysis of the subject property is a determination of the interest in the property being appraised. For most common situations (e.g. mortgage finance) the fee simple interest is explicitly assumed since it is the most complete bundle of rights available. However, in many situations, and in many societies which do not follow English Common Law or the Napoleonic Code, some other interest may be more common. While there are many different possible interests in real estate, the three most common are:

5.1.7.1 FEE SIMPLE VALUE:
Fee simple value is known in the UK as freehold. This is the most complete ownership in real estate, subject in common law countries to the powers reserved to the state (taxation, escheat, eminent domain, and police power)
5.1.7.2 LEASED FEE VALUE:

This is simply the fee simple interest encumbered by a lease. If the lease is at market rent, then the leased fee value and the fee simple value are equal. However, if the tenant pays more or less than market, the residual owned by the leased fee holder, plus the market value of the tenancy, may be more or less than the fee simple value.

5.1.7.3 LEASEHOLD VALUE:

The interest held by a tenant. If the tenant pays market rent, then the leasehold has no market value. However, if the tenant pays less than market, the difference between the present value of what is paid and the present value of market rents would be a positive leasehold value. For example, a major chain retailer may be able to negotiate a below-market lease to serve as the anchor tenant for a shopping center. This leasehold value may be transferable to another anchor tenant, and if so the retail tenant has a positive interest in the real estate.

5.1.8 HOME INSPECTION:
If a home inspection is performed prior to the appraisal and the information provided to the appraiser a more useful appraisal may result should there be substantial defects in construction or major repairs required. This information may be particularly helpful if one or both of parties requesting the appraisal may end up in possession of the property as may be the case with property included in a divorce settlement or judgment.
5.1.9 MASS APPRAISAL AND AUTOMATED VALUATION MODELS:
‘Automated valuation models’ (AVMs) are growing in acceptance. These rely on statistical models such as multiple regression analysis or geographic information systems (GIS). While AVMs can be quite accurate, particularly when used in a very homogeneous area, there is also evidence that AVMs are not accurate in other instances such as when they are used in rural areas, or when the appraised property does not conform well to the neighborhood. AVM's have also gained favor in class action litigation, and have been substantiated in numerous cases, both in Federal and state courts, as the appropriate method for dealing with large-scale real estate litigation problems, such as contaminated neighborhoods.
5.1.10 GOVERNING AUTHORITIES AND PROFESSIONAL ORGANIZATIONS:
5.1.10.1 INTERNATIONAL:
1. The various US appraisal groups international and then international professional appraisal organizations, have all started collaborating in recent years towards the development of International Valuation Standards which will facilitate global real estate appraisal, a much-needed adjunct to real estate investment portfolios which transcend national boundaries. Most appraisal groups international and incorporated already facilitate global real estate appraisals.

2. The IVSC, the International Valuation Standards Committee, is a Non-governmental Organization (NGO) member of the UN, with membership that encompasses all the major national valuation standard-setters and professional associations from 41 different countries (including the Appraisal Institute, the American Society of Appraisers, the RICS and the Appraisal Institute of Canada). IVSC have published the International Valuation Standards (IVS), now in their 8th edition.

5.1.10.2 GERMANY:
In Germany, real estate appraisal is known as real estate valuation (‘Immobilienbewertung’). Real estate appraisers (‘Immobilienbewerter’ or ‘Gutachter’) can qualify to become a ‘Öffentlich bestellter und vereidigter Sachverständiger’ (officially appointed and sworn expert). However, this formerly very important title has lost a lot of its importance over the past years, but still is of some value in court procedures. The title is not generally required for appraisals.

A. GOVERNING AUTHORITIES:
The real estate appraisal practice in Germany is partly codified by law. The federal ‘Baugesetzbuch’ (abbr. BauGB, "German statutory code on building and construction'") contains guidelines on governing authorities, defines the term market value and refers to continuative rules (chapter 3, articles 192 ff.). Each municipality (city or administrative district) has to form a ‘Gutachterausschuss’ (appraisal committee), consisting of a chairman and honorary members. The committee gathers information on all real estate deals (it is mandatory to send a copy of each notarial purchase contract to the ‘Gutachterausschuss’) and includes it in the ‘Kaufpreissammlung’ (purchase price database). Most committees publish an official real estate market report every two years, in which besides other information on comparables the land value is determined. The committees also perform appraisals on behalf of public authorities.

B. FEDERAL REGULATIONS:
1.  The ‘BauGB’ defines the ‘Verkehrswert’ or ‘Marktwert’ (market value, both terms with identical meaning) as follows: 
"The market value is determined by the price that can be realized at the date of valuation, in an arm's length transaction, with due regard to the legal situation and the effective characteristics, the nature and lay of the premises or any other subject of the valuation" (non-official translation). 
2. The intention, as in other countries, is to include all objective influences and to exclude all influences resulting from the subjective circumstances of the involved parties. The ‘BauGB’ defines the ‘Verkehrswert’ or ‘Marktwert’ (market value, both terms with identical meaning) as follows:
 "The market value is determined by the price that can be realized at the date of valuation, in an arm's length transaction, with due regard to the legal situation and the effective characteristics, the nature and lay of the premises or any other subject of the valuation" (non-official translation). The intention, as in other countries, is to include all objective influences and to exclude all influences resulting from the subjective circumstances of the involved parties.
3.  This federal law is supported by the ‘Wertermittlungsverordnung’ (abbr. ‘WertV’, "regulation on the determination of value"). The ‘WertV’ defines the codified valuation approaches and the general valuation technique. German codified valuation approaches (other approaches such as ‘DCF’ or residual approach are also permitted, but not codified) are the:

a) ‘Vergleichswertverfahren’ (sales comparison approach) - used where good evidence of previous sales is available and for owner-occupied assets, especially condominiums and single-family houses;

b) ‘Ertragswertverfahren’ (German income approach) - standard procedure for property that produces future cash flows from the letting of the property;

c) ‘Sachwertverfahren’ (German cost approach) - used for specialised property where none of the above approaches applies, e. g. public buildings.

d) ‘WertV's’ general regulations are further supported by the ‘Wertermittlungsrichtlinie’ (abbr. ‘WertR’, "directive on the determination of value"). The ‘WertR’ provides templates for calculations, tables (e. g. economic depreciation) and guidelines for the consideration of different influences. ‘WertV’ and ‘WertR’ are not binding for appraisals for nonofficial use, nonetheless they should be regarded as best practice or Generally Accepted (German) Valuation Practice (GAVP).

C. COMMENTS ON GERMAN GAVP:
1. In most regards Generally Accepted (German) Valuation Principles is consistent with international practice. The investment market weighs the income approach most heavily. However, there are some important differences:

a) Land and improvements are treated separately. German GAVP assumes that the land can be used indefinitely, but the buildings have a limited lifespan; This coincides with the balancing of the assets. The value of the land is determined by the sales comparison approach in both the income and cost approaches, using the data accumulated by the ‘Gutachterausschuss’ which is then added to the building value.

b) In order to account for the usage of the land, the net operating income is reduced by the ‘Liegenschaftszins’ (interest paid to the land-owner by the owner of the building, i.e. ground rent). The ‘Liegenschaftszins’ is the product of the land value and the ‘Liegenschaftszinssatz’ (interest rate for land-use). The ‘Liegenschaftszinssatz’ is the equivalent of the yield - with some important differences - and is also determined by the ‘Gutachterausschuss’.

c) Unlike the All Risks Yield (ARY) in UK practice, the ‘Liegenschaftszinssatz’ (abbr. LZ) does not include an allowance for default (not to be confused with structural vacancy), therefore this needs to be subtracted from gross operating income. As a result, the ‘Liegenschaftszinssatz’ will usually be lower than the All Risks Yield.

d) Based on the assumption that the economic life of the improvements is limited, the yield and remaining economic life determine the building value from the net operating income.

e) It should also be observed that contracts in Germany generally prescribe that the landlord bears a higher portion of maintenance and operating costs than their counterparts in the US and UK.

D. CRITICISM:
1. Mathematically the distinction between land and improvements in the income approach will have no impact on the overall value when the remaining economic life is more than thirty years. For this reason it has become quite common to use the ‘Vereinfachtes Ertragswertverfahren’ (simplified income approach), omitting the land value and the ‘Liegenschaftszins’. However, the separate treatment of land and buildings leads to more precise results for older buildings, especially for commercial buildings, which typically have a shorter economic life than residential buildings.

2. An advantage of the comparatively high degree of standardization practiced by professional appraisers, is the greater ability to check an appraisal for inconsistency, accuracy and transparency.

E. PROFESSIONAL ORGANISATIONS:
1. The Federal German Organization of Appointed and Sworn Experts (‘Bundesverband Deutscher Sachverständiger und Fachgutachter’, abbr. BDSF) is the main professional organization encompassing the majority of licensed appraisers in Germany. In recent years, with the move towards a more global outlook in the valuation profession, the RICS has gained a foothold in Germany, somewhat at the expense of the BDSF.

2. With special focus on hypothecary value, in 1996, German banks with real estate financing activities formed the ‘HypZert GmbH’, an association for the certification of real estate ‘‘Valuers’. A ‘HypZert’ qualification is regarded as mandatory for their appraisers by many German banks.

5.1.10.3 JAPAN:
The Japanese Association of Real Estate Appraisal, established in 1965, is the only certified association and is regulated by the Ministry of Land, Infrastructure, Transportation and Tourism.

5.1.10.4 MALAYSIA:
1. In Malaysia, real estate appraisal is known as Property ‘‘Valuer’’. ‘‘Valuer’’ is a professional who has been educated and trained to determine the value of fixed property, execute feasibility studies and provide expert advice on property related matters. An independent ‘Valuer’ can provide impartial and motivated reports on the value of real or limited rights in land. 
2.  The ‘Valuer’ requires a combination of a number of professional qualities and capabilities, and needs a thorough knowledge and understanding of the interacting influences which create, maintain or diminish the value of property or rights therein. The ‘Valuer’ does not invent value, but interprets market forces, which determine the value. ‘Valuer’ is a profession closely related to real estate. A ‘Valuer’ determines the value of property based upon market conditions at a given time.
3. One of the frequent applications of the ‘Valuer’'s skill is to determine values for purchase or sale, and for insurance purposes.
4. ‘Valuer’s are qualified to undertake valuations in all classes of properties, including commercial and industrial properties; all types of residential properties, agricultural and special use properties. However, most ‘Valuer’s tend to specialize and do not undertake the full range of valuations. It is therefore vitally important for clients to select and appoint a registered ‘Valuer’ with the relevant practical experience required to undertake the specific valuation.

5. While it is essential as professional, the ‘Valuer’s are governed by The Board of ‘Valuer’s, Appraisers and Estate Agents under provision of ‘Valuer’s, Appraisers and Estate Agents Act 1981. Its primary function is to regulate the ‘Valuer’s, Appraisers and Estate Agents practicing in Malaysia.

5.1.10.5 RUSSIA:
1. In Russia, on par with many other former Soviet Union economies, the profession emerged in the first half of 1990, and represented a clean break with the former practice of industry-specific pricing specialists and with activities of statutory price-setting authorities in the Soviet Union. Currently, property valuation, as it is called, is a ‘specialism’ within general-purpose "valuation profession", which functions in a self-regulatory mode overseen by "self-regulated professional organizations" of ‘Valuer’s (SROs),i.e. public supervisory entities established under provisions of special legislation (which very loosely can be likened to trade unions). The principal among those is The Russian Society of Appraisers, established in 1993 and presently exercising oversight over about half of the valuation profession membership. Among its 6000+ members a sizeable majority are real property ‘Valuers’, rubbing shoulders with business and intangible assets appraisers. The latter categories of ‘Valuers’ are also allowed to value property, though valuation professionals tend to specialize.

2. ‘Valuer’ in Russia, including real property ‘Valuers’, are individuals maintaining their SRO membership and bearing unlimited property liability for the result of their services, that is their professional status is modeled on the organization of public notaries. Regardless of the fact, over 80% of ‘Valuers’ tend to be employed by valuation or consulting companies, and thus do not enter practice as stand-alone individual entrepreneurs. High-end appraisal services are principally represented by valuation arms of the International "Big-four" consultancies in the country, but there also exist reputable national corporate valuation brands.

3. Most of valuations in the country tend to be performed for statutory purposes envisaged by the Federal Valuation Law (as amended in 2007) and other related laws, such as the Joint Stock Companies Law. Such pieces of legislation provide for more than 20 so-called "mandatory cases of valuation", including valuations for privatization purposes, lending purposes, bankruptcy and liquidation etc. Valuations for corporate accounts used to be much more prominent before 2000, when the national accounting regulator ceased to ‘incentivise’ the accounting fair value option. At present, the mass appraisal of property for taxation purposes is also starting to be outsourced by the Government to the institution of professional ‘Valuers’.

4. Adjudication of ‘Valuer’-certified estimates of value in case of the onset of disputes is conducted through the Experts Councils of ‘Valuers' ‘SROs’. Official courts tend to concur with the resolutions of such Councils. In some rare instances the imprimatur of SRO's Experts Councils is also required for a valuation done by a particular ‘Valuer’ to enter into effect.

5. The technical details of practice of real estate ‘Valuers’ in Russia are aligned with the international pattern. Members of the Russian Society of Appraisers are bound by the observance of the International Valuation Standards. There also exists a set of three general-purpose government-developed "Federal Valuation Standards" (FSO 1,2,3 adopted in 2007) which prescribe a required uniform structure for valuation reports.

5.1.10.6 UNITED KINGDOM:
1. In the UK, real estate appraisal is known as property valuation and a real estate appraiser is a land ‘Valuer’ or property ‘Valuer’ (usually a qualified chartered surveyor who specializes in property valuation). Property valuation in the UK is regulated by the ‘Royal Institution of Chartered Surveyors’ (RICS), a professional body encompassing all of the building and property-related professions.
2. The RICS professional guidelines for ‘Valuers’ are published in what is commonly known as the Red Book. The current version is the RICS Valuation Standards 6th Edition. The current edition was first published in 2007 and most recently updated with the 1 April 2010 Amendment. The RICS Valuation Standards contains mandatory rules, best practice guidance and related commentary. Changes to the standards are approved by the RICS Valuation Professional Group Board, and the Red Book is updated accordingly on a regular basis. While based in the UK, RICS is a global organization and has become very active in the US in recent years through its affiliation with the Counselors of Real Estate, a division of the National Association of Realtors.

5.1.10.7 UNITED STATES:
1. Appraisal practice in the US is regulated by the various states. The Financial Institutions Reform and Recovery and Enforcement Act (FIRREA) of 1989 demanded all the states to develop systems for licensing and certifying real estate appraisers. To accomplish this, the Appraisal Subcommittee (ASC) was formed, with representatives from the various Federal mortgage regulatory agencies. Thus, currently all the real estate appraisers must be state-licensed and certified. But prior to the 1990s, there were no commonly accepted standards either for appraisal quality or for appraiser licensure. In the 1980s, an ad-hoc committee representing various appraisal professional organizations in the U.S. and Canada met to codify the best practices into what became known as the Uniform Standards of Professional Appraisal Practice (USPAP).
2. The Savings and Loan Crisis in the U.S. resulted in increased Federal regulation of the mortgage lending process via the Financial Institutions Reform, Recovery and Enforcement Act of 1991. A portion of this act required federal lending regulators to adopt appraisal standards. A not-for-profit organization, the Appraisal Foundation (TAF), was formed by the same organizations which had developed USPAP, and the copyright for USPAP was signed over to TAF. Federal oversight of TAF is provided by the Appraisal Subcommittee, made up of representatives of various Federal lending regulators. TAF carries out its work through two boards: the Appraisal Standards Board promulgates and updates USPAP; the Appraisal Qualifications Board (AQB) promulgates minimum recommended standards for appraiser certification and licensure. 
3. During the 1990s, all of the states adopted USPAP as the governing standards within their states and developed licensure standards which met or exceeded the recommendations of TAF. Also, the various state and federal courts have adopted USPAP for real estate litigation and all of the federally lending regulators adopt USPAP for mortgage finance appraisal.

4. In addition, there are professional appraisal organizations, organized as private not-for-profits, which date to the Great Depression of the 1930s. One of the oldest in the U.S. is the American Society of Farm Managers and Rural Appraisers (ASFMRA), founded in 1929. Others were founded as needed and opportunity arose in specialized fields, such as the Appraisal Institute (AI) and the American Society of Appraisers (ASA) founded in the 1930s, the International Right of Way Association and the National Association of Realtors which were founded after World War II. These organizations all existed to establish and enforce standards, but their influence has waned as the government increases appraisal regulation. In March 2007, three of these organizations (ASFMRA, ASA, and AI) announced an agreement in principle to merge. NAIFA (National Association of Independent Fee Appraisers), a charter member of The Appraisal Foundation, helped to write Title XI, the Real Estate Appraisal Reform Amendments. It was founded in 1961.

5. One of the best known professional organizations of real estate appraisers in America is the Appraisal Institute. It was formed in from the merger of the American Institute of Real Estate Appraisers and the Society of Real Estate Appraisers. Founded along with others in the 1930s, the two organizations merged in the 1990s to form the Appraisal Institute (AI). This group awards two professional designations: SRA, to residential appraisers, and MAI, to commercial appraisers. The Institute has enacted rigorous regulations regarding to the use and display of these designations. For example, contrary to popular belief, "MAI" does not stand for "Member, Appraisal Institute". According to the institute, the letters "do not represent specific words", and an MAI may not use the words "Member, Appraisal Institute" in lieu of the MAI mark. The primary motive for this rule is to prevent dilution of the trademark.

6. Another leading appraisal organization is the American Society of Appraisers which is a sponsor member of the Appraisal Foundation and awards the ASA (Accredited Senior Appraiser) designation to candidates who complete five years of documented appraisal experience, pass a comprehensive exam along with required commercial and/or residential appraisal coursework, and submit two appraisal reports for review.

7. Other leading appraisal organizations include the National Association of Independent Fee Appraisers and the National Association of Master Appraisers, which were also founding sponsor-members of the Appraisal Foundation. The Massachusetts Board of Real Estate Appraisers (MBREA), founded in 1934, is the only state appraisal association that has been named a sponsor of the Appraisal Foundation. In recent years, the Royal Institution of Chartered Surveyors (RICS) has become highly regarded in the US, and has formed a collaboration with the Counselors of Real Estate, a division of the National Association of Realtors. RICS, which is headquartered in London, operates on a global scale and awards the designations MRICS and FRICS to Members and Fellows of RICS. The Real Estate Counseling Group of America is a small group of the top appraisers and real estate analysts in the US who collectively have authored a disproportionately large body of appraisal methodology.
5.2 PROPERTY VALUATION IN INDIA
 :

1. As has been emphasized, that the property valuation is an important component of a property transaction every where but in developing countries like India and Pakistan, it becomes a very important component in view presence of loose controls. All the basic factors involved and rules to be followed are the same Here also the valuation process evaluates the market value of the property. A comprehensive valuation report contains value of all the major assets of a property and also the basis and manner in which the valuation has been performed. Valuation or assessment of a property can be a self-assessment or through an external source. One can seek the service of various professional agencies or hire a Government registered valuer for a fee as prescribed by the valuers association. Some real estate agents too conduct valuation based on prevalent market rates.
2. It is, though, always advisable to conduct an official property valuation, since the valuation report comes handy in different financial transactions. For example, if one uses the valued property as a security against a loan, the bank's loan approval process would be expedited if the property is certified by an official valuer. Such certification also becomes essential in situations, where the correct value of the property has a legal bearing-such as, a will statement, insurance papers, business balance sheets etc.
5.2.1 DETERMINING FACTORS: 

5.2.1.1 DEMAND & SUPPLY:
The factors that have an impact on the market value of a property are demand and supply forces operating in the market, type of property, quality of construction, the local infrastructure available and maintenance of the property as well as that of the premises. 
5.2.1.2 LAYOUT:
Layout of premises and ancillary costs too are given importance in a property valuation. The layout of the premises in terms of optimum space utilization in an efficient manner helps the premises notch up valuable points. Ancillary costs of holding the premises like society outgoing for maintenance of the building, municipal taxes, etc would also determine the marketability of the premises. 
5.2.1.3 LOCATION:
Another prime determining factor, when it comes to property valuation, is the location or setting of the property. The valuation of an apartment or independent house, which is set near to the bustling market or office area can be quite high than that placed in a remote area.
5.2.1.4 SAFETY & SECURITY:
Safety and security of the apartment is another factor which is closely looked upon in the present times. With incidents of robberies, burglary or theft increasing day in and day out, people are shifting base straight away. Today, a property located in or near the riot prone area has lower rates, even if it is in the best of location and filled with all the modern conveniences and amenities.
5.2.1.5 OTHER FACTORS:
Additional factors, such as plush green surroundings, good quality roads nearby, civic amenities like safe drinking water and systematic drainage system add to the valuation of the property. Good connectivity of the property with the bus depot, railway station and airport is equally important and adds to the face value of the apartment or house.
5.2.2 PROPERTY VALUATION METHODS INVESTMENT METHOD:
Based on discounted cash flow method, it takes into account the future cash flows that the real property can bring to the investor. The method is a practical and discreet one, extending a fair view of the value of the property.
5.2.2.1 COMPARATIVE METHOD:
In this method, the latest sales figure of property in the market is devised. Based on the comparative values, it derives capital values for properties and rental yield.
5.2.2.2 CONTRACTORAL METHOD:
A cost-based approach, it is generally used in rating all the compulsory purchases.
5.2.2.3 RESIDUAL METHOD:

This method is generally applicable in development projects, where the real estate developer sells most of the property.
5.3 VALUATION STANDARDS BILL AND NORMS IN INDIA
:
1. The urban development ministry, along with the Indian Bank Association (IBA), the National Housing Bank (NHB) and the corporate affairs ministry, has drafted a handbook on policy, standards and procedures for real estate valuation by banks and housing finance institutions. The exercise, the first ever, is to put some order in real estate valuation.

2. In parallel, the company affairs ministry has drafted a Valuation Professionals Bill. It seeks to create a Council of Valuation Professionals of India. It will have experts from professional institutions and regulate the business of valuation. The council will set standards for valuers, train them, set qualifying norms and monitor them.

3. The norms include educational qualifications, work experience, membership of professional bodies, registration with the government and references. An IBA official told Financial Chronicle that the draft bill was now in the consultation stage.

4. The Royal Institute of Chartered Surveyors (RICS), India managing director, Sachin Sandhir, who helped in drafting the bill, said, the valuation practice in this country was replete with instances of bad corporate governance, bad debts and fraud. “It is an accepted fact that property valuation methods in India are as varied as the property laws in different states. In the absence of any prescribed standards, guidelines or reporting formats, valuers could manipulate assumptions, calculations and approaches.

5. “In the past, the Securities & Exchange Board of India (SEBI) has said disclosures made by real estate developers prove there are no standards of valuation. In some cases, inflated valuations are based on assumptions about future property values.

6. Internationally recognized and International Valuation Standards-compliant RICS standards could not have come at a better time,” he said. According to officials, the need for some regulation has arisen because of the fly-by-night operators in the real estate business who take customers as well as the tax authorities for a ride and whose valuation systems are, at best, opaque.

7. The new policy will also look at other features like term of the empanelment, compliance to standards and procedures, obligations and other aspects. Importantly, an annual performance review by senior officials of banks will be undertaken. According to the draft, if the performance of the valuer is unsatisfactory, he or she can be taken off the panel. Use of unfair practices, professional misconduct, violation of the code of ethics and professional practice, will also invite similar action.

8. A valuer will be expected to address all conflicts and help arrive at an amicable solution; supportive documents are to be provided before the valuation work begins. According to the draft, banks will raise objections, if any, within 15 days of the submission of rectification and resubmission. Two valuers will be appointed if the property value exceeds Rs 10 crore and the maximum acceptable difference between the two evaluations should not exceed 15 per cent.

9. The draft says membership of RICS will be a key necessity for registration of valuers. RICS, headquartered in London, has also offered support to develop skills and capacity of valuers. Ashish Jindal, northern region director of Knight Frank, said property valuation in India was done by diverse groups of people with varying backgrounds and skills. “Property valuation is considered just a part of the disciplines of engineering and architecture, so a degree in these subjects is sufficient to become a property valuer. But valuation needs knowledge of other disciplines, such as law, economics, accountancy, town planning and environmental science.

10. Moreover, a valuer must keep abreast of changing legislation, emerging economic trends and constantly shifting market forces. This breadth of knowledge and experience is extremely rare, given the lack of relevant educational courses available to meet these needs,” he said.

5.4 PROPERTY VALUATION IN PAKISTAN:

1. The rules/procedure for property valuation in Pakistan are, by and large, similar to those applicable in case of India. 
2. This process, as usual, relates to appraisal towards estimating the value of the immovable property and covers:

a) A detailed introduction to the property that includes surveys & easements, dates of report, definition of market value, sales history, transfer fees, title and various other related topics;  

b) An extensive site evaluation which would contains site description, location map, topography, accessibility, visibility and zoning;  

c) Neighborhood description including site linkage, crime intensity, nearby schools and major projects and announced developments in the vicinity; 

d) Overall Site Evaluation; and
e) Highest and best use.
5.4.1 VALUATION OF HOUSE/FLAT/HBFC PROJECTS
:
Valuation of house/flat shall be done through PBA’s approved valuers as is done in normal house purchase cases. The applicant may request HBFC, in writing, for valuation of the house/flat for purchase investment which shall be done through one valuer of Pakistan Bank Association (engaged by HBFC) in case of investment below Rs.2.50 million and through 2 valuers in cases of investment of Rs.2.50 million and above. The applicant shall be responsible to pay the cost of the valuation through pay order. In such cases, the District Manager shall issue a letter to the Valuer..

5.4.2 RE-VALUATION OF HOUSE/FLAT:

In case the applicant disagrees with the Collector Index Rate and if the (a) rate of plot pertaining to the particular locality has not been entered in the Revenue Collector Index (b) only commercially constructed building rate of the locality are appearing in the Revenue Collector Index (c) and the applicant requests in writing, for re-valuation and submits pay order in respect of fees of the valuer, in that case the property valuation be got done for the second time for calculation of admissibility of investment.

5.4.3 ASSESSMENT OF COST OF HOUSE/FLAT:

1. The cost of the house/flat shall be assessed on the basis of the cost of land, undivided share of the flat in the gross cost of land of the project as per Collector Index or where Collector Index is not available, the market value of the land obtained through sample survey or through valuation by approved valurers of PBA. If the applicant disagrees with the rates of Collector Index and approved by the Head Office plus the cost of the construction arrived at by multiplying the covered area of the house/flat with the applicable rate of cost of construction determined by the Corporation from time to time.

2. If the applicant who is constructing a smaller unit on a big size of plot, the covered area of housing unit shall be taken twice the covered area of site for determining cost of land. 

3. In cases of investment for house purchase the District Manager/General Manager or his authorized nominee should inspect the house and draw completion report on prescribed format. The valuation certificate of the house, its life and soundness of construction furnished in writing. This to check to see if it is in order.

5.4.4 VALUATION UNDER HBFC’S BRIDGE/BULK FINANCING
The Operation Division, as usual, will get the project cost valued by at least two approved valuers of PBA. The cost will be borne by the Builder/Company.

5.4.5 VALUATION UNDER SHANDAR GHAR  SCHEME:
1. Valuation of the house shall be assessed and cost estimates shall be examined by the approved Valuer/Architect engaged by HBFC, at the cost of the applicant.

2. The applicant shall be responsible for payment of stamp duty, valuers fees, all other charges and expenses incurred on processing and execution of document.

3. The requisition letter for valuation shall henceforth be forwarded to the Valuer along with the following documents:

a) Copy of Building Plan (necessary in Ghar Aasan Scheme & construction of additional room(s) in Shandar Ghar Scheme).

b) Copy of title deed.

c) Complete property address.

d) Telephone number of the applicant.

e) Telephone number of the concerned District Office.

4. The Customer Relation Officer (CRO) shall scrutinize the case thoroughly before preparing the audit proposal on following counts:

a) Title to land declared clear by law.

b) Income verification report of applicant/guarantor appears in the file.

c) Valuation report is available.

d) For existing partners the account position is up-to-date.

5. After preparing the audit proposal, the file shall be sent to Audit Division for necessary audit. After the file is received duly cleared by the audit, it shall be put up to the respective Credit Committee for approval of investment (see paragraph 13.1).

6. While approving the investment, the file should also re-check thoroughly for any audit remarks, documents clearance, income verification and repaying capacity calculation etc., before sanctioning of investment.

7. After the approval of investment, the account number of the case shall be recorded on the cover of document and letter of approval issued to the partner through courier.

8. The valuer’s report (to be drawn in two parts) as per below:

a) Forced sale value of the property plus incremental value of the house as assessed by the Valuer.

b) Item-wise cost estimate report.

9. HBFC will finance up to 50% of the incremental value of the property subject to the maximum investment limit & adequacy of income  

10. In case of existing partners, the investment payable to HBFC shall be deducted from the forced sale value of the property assessed by the engaged Valuer. The default, if any, shall be cleared by the partner before the case is processed for approval.

11. The whole process, utilizes various Methodologies such as Sales Comparison Approach, Comparable Property Sales and Land Comparables already discussed above.
5.4.6 REAL ESTATE INVESTMENT TRUST (‘REITS) AND THE VALUATION STANDARDS:
5.4.6.1 REAL ESTATE INVESTMENT TRUST (‘REITS)1:
1. A real estate investment trust or REIT  is a tax designation for a corporate entity investing in real estate that reduces or eliminates corporate income taxes. In return, REITs are required to distribute 90% of their income, which may be taxable, into the hands of the investors. The REIT structure was designed to provide a similar structure for investment in real estate as mutual funds provide for investment in stocks.

2. Like other corporations, REITs can be publicly or privately held. Public REITs may be listed on public stock exchanges like shares of common stock in other firms.

3. REITs can be classified as equity, mortgage, or hybrid.

4. The key statistics to look at in a REIT are its net asset value (NAV), adjusted funds from operations (AFFO) and cash available for distribution (CAD). REITs face challenges from both a slowing U.S. economy and the global financial crisis, depressing share values by 40 to 70 percent in some cases.
A. HISTORY:
REITs originated in the United States in 1960.
B. UNITED STATES:
a. BASIC REQUIREMENT:

In the United States a REIT is a company that owns, and in most cases operates, income-producing real estate. Some REITs finance real estate. To be a REIT, a company must distribute at least 90 percent of its taxable income to shareholders annually in the form of dividends.

b. QUALIFICATION:
In order to qualify for the advantages of being a pass-through entity for U.S. corporate income tax, a REIT must:

i. Be structured as corporation, trust, or association;
ii. Be managed by a board of directors or trustees;
iii. Have transferable shares or transferable certificates of interest;
iv. Otherwise be taxable as a domestic corporation;
v. Not be a financial institution or an insurance company;
vi. Be jointly owned by 100 persons or more;
vii. Have 95 percent of its income derived from dividends, interest, and property income;
viii. Pay dividends of at least 90% of the REIT's taxable income;
ix. No more than 50% of the shares can be held by five or fewer individuals during the last half of each taxable year (5/50 rule);
x. At least 75% of total investment assets must be in real estate;
xi. Derive at least 75% of gross income from rents or mortgage interest; and
xii. No more than 20% of its assets may consist of stocks in taxable REIT subsidiaries.

C. AUSTRALIA:
i. The REIT concept was launched in Australia in 1971. General Property Trust was the first Australian real estate investment trust (LPT) on the Australian stock exchanges (now the Australian Securities Exchange). REITs which are listed on an exchange were known as Listed Property Trusts (LPTs) until March 2008, distinguishing them from private REITs which are known in Australia as Unlisted Property Trusts. They have since been renamed Australian Real Estate Investment Trusts (A-REITs) in line with international practice.

ii. There are now more than 70 A-REITs listed on the ASX, with market capitalization in excess of A$100bn.
iii. Australia is also receiving growing recognition as having the world’s largest REITs market outside the United States. More than 12 percent of global listed property trusts can be found on the ASX.
D. BRAZIL:
REITs were introduced in Brazil in 1993 by the law 8668/93 and initially ruled by the instruction 205/94 and, nowadays, by instruction 472/08 from CVM (Comissao de Valores Mobiliários - which is the Brazilian equivalent of SEC). Locally they are denominated FIIs or "Fundos de Investimento Imobiliário". FII's dividends are free of taxes for personal investors (not companies) since 2006, but only for the funds which have at least 50 investors and that are publicly negotiated in the stock market. FIIs, referred to as “REIT” as the similar investment vehicle in the US, have been used either to own and operate independent property investments and associated with a single property or a portion thereof, or owning several real properties (multiple properties) and funding them through the public capital markets.
E. BULGARIA:
REITs were introduced in Bulgaria in 2004 with the so called "Special Purpose Investment Companies Act". They are pass-through entities for corporate income tax purposes (i.e. they are not subject to corporate income tax), but are subject to numerous restrictions.
F. CANADA:
Canadian REITs were established in 1993. They are required to be configured as trusts and are not taxed if they distribute their net taxable income to shareholders. REITs have been excluded from the income trust tax legislation passed in the 2007 budget by the Conservative government. Many Canadian REITs have limited liability.
G. GERMANY:
a. Germany is also planning to introduce German REITs (short, G-REITs) in order to create a new type of real estate investment vehicle. Government fears that failing to introduce REITs in Germany would result in a significant loss of investment capital to other countries. Nonetheless there still is political resistance to these plans, especially by the social democratic party ('SPD'). As of June 2006 the ministry of finance has announced that they still plan to introduce G-REITs in 2007. The legal details seem to adopt much of UK-REITs regulations (taxation, public listing, etc.), as far as it is possible to tell yet.
b. A law concerning G-REITs was enacted 1 June, 2007, and is retroactive to 1 January, 2007.
H. QUALIFICATION:
a. REITs will have to be established as a corporation "REIT-AG" or "REIT-Aktiengesellschaft".

b. At least 75% of its assets have to be invested in real-estate.

c. At least 75% of the G-REIT's gross revenues must be real-estate related.

d. At least 90% of the REIT's taxable income has to be distributed to its shareholders through dividends.

e. The corporation is income-tax-exempt, but the shareholders will have to pay individual income tax on the dividends.

I. HONG KONG:
REITs have been in existence in Hong Kong since 2005, when The Link REIT was launched by the Hong Kong Housing Authority on behalf of the Government. Since 2005, there have been 7 REIT listings as at July 2007, most of which, including Sunlight REIT have not enjoyed success due to low yield. Except for The Link and Regal Real Estate Investment Trust, share prices of all but one are significantly below IPO price. Hong Kong issuers' use of financial engineering (interest rate swaps) to improve initial yields has also been cited as having deterred investors' interest.
J. INDIA:
As of January 2010, India was formulating legislation for REITs in the Indian real estate market. Once introduced these Indian REITs (country specific/generic version I-REITs) will help individual investors enjoy the benefits of owning an interest in the securitised real estate market. The best benefit being that of fast and easy liquidation of investments in the real estate market unlike the traditional way of disposing real estate. The government and Securities and Exchange Board of India SEBI through various notifications is in the process of easing the norms of investing in real estate in India directly and indirectly through foreign direct investment, through listed real estate companies, mutual funds etc. With the current real estate boom and the market being flooded with Initial Public Offer of various listed real estate companies in India it will be the best time for investors to own a share of the profiting market economy. Legislative framework, revised investment norms, a favourable investment opportunity, and a clear taxation policy will provide the right kind of investing opportunity in India in the time to come.
K. JAPAN:
a. Japan is one of a handful of countries in Asia with REIT legislation (other countries/markets include Hong Kong, Singapore, Malaysia, Taiwan and Korea), which permitted their establishment in December 2001. J-REIT securities are traded on the Tokyo Stock Exchange, and most service providers of the J-REITs are Japanese real estate companies, Japanese conglomerates and foreign investment banks.
b. Since the burst of the real estate bubble in 1990, property prices in Japan have seen steady drops through 2004, with some signs of price stabilization and possibly price increase in 2005 and 2006. Some see J-REITs as a way to increase investment in the real estate market, although notable increases in asset values has not yet been realized.
c. A J-REIT (a listed real estate investment trust) is strictly regulated under the Law concerning Investment Trust and Investment Company (the "LITIC") and established as an investment company under the LITIC.

d. In addition to REITs, Japanese law also provides for a parallel system of special purpose companies which can be used for the securitization of particular properties on the private placement basis.

L. PAKISTAN:
a. The Securities and Exchange Commission of Pakistan (SECP) is in process of implementing REIT regulatory framework that will allow full foreign ownership, free movement of capital and unrestricted repatriation of profits. It will curb speculation in Pakistani real estate markets and gives access to small investors diversifying into real estate as well. The Securities and Exchange Commission of Pakistan following regulatory framework similar to Singapore and Hong Kong REITs.
b. The SECP expects that about six REITs will be licensed within the first year, mainly large assets management companies applying for it. Pakistan is recently seeing an outflux of investments by foreign real estate development mostly Malaysian and Dubai based companies.
M. PHILIPPINES:
REITs in the Philippines will soon be available to the public after the Real Estate Investment Trust of 2009 (RA 9856) lapsed into law on December 17, 2009 and its Implementing Rules and Regulations approved by the Securities and Exchange Commission on May 2010.
N. SINGAPORE:
a. Commonly referred to as S-REITs. There are currently 20 REITs listed on the SGX, starting with CapitaMall Trust in July 2002. They represent a range of property sectors including retail, office, industrial, hospitality and residential. S-REITs hold a variety of properties in countries including Japan, China, Indonesia and Hong Kong, in addition to local properties.
b. S-REITs are regulated as Collective Investment Schemes under the Monetary Authority of Singapore's Code on Collective Investment Schemes, or alternatively as Business Trusts.
c. S-REITs benefit from tax advantaged status.

O. UNITED ARAB EMIRATES:
The REIT legislation was introduced by Dubai International Financial Centre (DIFC) to promote the development of REIT’s in the UAE by passing The Investment Trust Law No.5 that went into effect of August 6, 2006. This restricts all 'true' REIT structures to be domiciled within the DIFC. The first REIT license to be issued will be backed by Dubai Islamic Bank with a REIT named 'Emirates REIT.'

P. UNITED KINGDOM:
a. The legislation laying out the rules for REITs in the United Kingdom was enacted in the Finance Act 2006 and came into effect in January 2007 when nine UK property companies converted to REIT status, including the five that were FTSE 100 members at that time: British Land, Hammerson, Land Securities, Liberty International and Slough Estates (now known as "SEGRO"). The other four were: Brixton, Great Portland Estates, Primary Health Properties and Workspace Group.
b. British REITs have to distribute 90% of their income. They must be a close-ended investment trust and be UK resident and publicly listed on a stock exchange recognised by the Financial Services Authority.
c. To support the introduction of REITs in the UK, the REITs and Quoted Property Group was created by several commercial property and financial services companies. Other key bodies involved are the London Stock Exchange the British Property Federation and Reita. The Reita campaign was launched on 16 August 2006 by the REITs and Quoted Property Group, in order to provide a source of information on REITs, quoted property and related investments funds. Reita's aim is to raise awareness and understanding of REITs and investment in quoted property companies. It does this primarily through its portal www.reita.org, providing knowledge, education and tools for financial advisers and investors.
d. Doug Naismith, managing director of European Personal Investments for Fidelity International, said: "As existing markets expand and REIT like structures are introduced in more countries, we expect to see the overall market grow by some ten percent per annum over the next five years, taking the market to $1 trillion by 2010."
Q. NIGERIA:
REITs recently took centre stage in Nigeria when the N50billion Union Homes Hybrid Real Estate Investment Trust was launched in September 2008. In 2007, the Securities and Exchange Commission (SEC) issued the first set of guidelines for the registration and issuance of requirements for the operation of REITs in Nigeria is detailed in the Investment and Securities Act (ISA).

5.4.6.2 IMPLEMENTATION OF VALUATION STANDARDS IN ‘REITS’:

1. Security Exchange Commission Of Pakistan (SECP) has taken major steps to promote the implementation of international best practices in the field of valuation. It is pertinent to mention that in the real estate valuation, lack of transparency is a major bottleneck in the real estate sector in Pakistan. The SECP has built a strong REIT implementation team which is multi-disciplinary and includes a civil engineer and a real estate broker.
2. To study REIT licensing and evaluation, SECP selected Malaysia as a relevant jurisdiction.
3. Five officers of the Commission were sent on a study tour to Malaysia in June to understand the problems and issues faced by the Securities Commission Malaysia in the monitoring and regulation of Malaysian REITs. A number of meetings were held with the Malaysian regulator and with the Institute of Surveyors to get a first hand knowledge of the REIT market in Malaysia. A second group of five officers is leaving for Malaysia on Friday to visit valuers and REIT management companies operating in Malaysia. Both the visits have been funded by a World Bank grant. Under the same World Bank grant, Mr. Elvin Fernandez was invited to Pakistan to advise on the implementation of international best practices in the field of Valuation.
4. Mr. Fernandez is a qualified property Valuer with over 25 years of work experience. He is a Councilor and Fellow of the Institution of Surveyors Malaysia, a Fellow of the Royal Institution of Chartered Surveyors, United Kingdom and an Executive Committee Member of the Private Valuers Association in Malaysia. He is also a Member of the Investigating Tribunal Panel of the BAR Council Malaysia and a Committee Member of the Licensing Executives Society of Malaysia. He has written and presented about 141 papers on property related topics at different national and international seminars and conferences.
5. Mr. Fernandez is presently the Chairman of International Valuations Standards Committee (IVSC) - an organization responsible for coming up with the world wide standards for Property Valuations. The REIT Regulations of Pakistan have been prepared after consulting the IVSC standards.
6. As already discussed, the IVSC was founded in 1981. The IVSC standards are formulated and published in consultation with International Accounting Standards Board and the ‘Basel Committee’ on Banking Supervision. The SECP has also applied for the membership of IVSC. The SECP is presently an Associate Member of the Asian Public Real Estate Association (APREA) and Mr. Salman Ali Shaikh, Commissioner SECP is a member of the Governing Board of APREA.


5.4.6.3 PROPERTY VALUATION RATES IN PAKISTAN
:
1. The Sindh Board of Revenue, Karachi, has increased valuation rates by 200 per cent per sq yard for properties (houses, plots) in posh areas, 150 per cent for units in upper middle class areas, 100 per cent for units in lower middle class and 50 per cent for units in localities inhibited by the poor segment. 
2. The rates were announced in a new valuation table for properties issued under the Stamp Act, 1899 which has come into effect from July 2, 2010.
3. For valuation purpose properties have been divided into six categories from A-1 for posh areas like ‘Clifton’ and ‘Defence’ to category V1, which covers areas like ‘Surjani Town’, ‘Qasba’, ‘Metrovile’ etc. The valuation rates for properties in ‘Clifton’ and ‘Defence’ area have been raised by 200 per cent per sq yard, 150 per cent for units in ‘Artillery’, ‘Burns Road’ and ‘Gulshan-e-Iqbal’, 100 per cent for units in ‘Gulistan Jauhar’, ‘F.B. Area’ and ‘North Nazimabad’ and 50 per cent per sq yard for properties in suburb areas. 

4. In the interior areas of the province the valuation rates for units situated in major towns like ‘Hyderabad’, ‘Sukkur’, ‘Mirpurkhas’, ‘Nawabshah’, and ‘Larkana’ have been raised by 100 per cent, while for smaller towns there is an increase of 50 per cent. 

5. According to the valuation table rate of residential plots lying in A-1 category is Rs.14,850 per sq yard, commercial plot Rs.34,500 per sq yard, and industrial plots Rs.2,200. 

6. For built-up residential plots the rate is Rs.23,100 per sq yard, built up commercial plot Rs.41,400 and industrial units Rs.386 per sq yard. For a built up flat the rate is Rs.2,475 per sq foot for category A-1, while Rs.125 for flats lying in the poor category. 

7. Acting Chief Inspector of Stamps Ijaz Qureshi told Dawn on Wednesday that the valuation rates had been revised after four years, but they were still far below the prevailing market rates. Citing examples, he said, the market value of a 1,000-yard bungalow in Clifton is Rs.45-50 million whereas the value of the same house in the new table is Rs23 million. 

8. Similarly, the market value of 400-yard bungalow in ‘Gulshan-e-Iqbal’ is over Rs.10 million but in the table its value has been fixed at Rs.3 million. In ‘Korangi’ the value of a plot of 60-yard is Rs.0.7 million against only Rs.60,000 fixed in the table. 

9. The owners registering their property on sale or purchase will have to pay stamp duty and other taxes calculated on the minimum value of the unit mentioned in the table. 

10. Ijaz pointed out that the registration of properties had come to a standstill due to high rates of taxes which eroded revenue from stamp duty and other taxes. However, in the new budget stamp duty rate had been cut from 3 per cent to 2 per cent and capital value tax (CVT) from 4 to 2 per cent. Increase in valuation of properties would be compensated by cut in tax rates, he claimed. 

11. The stamp duty collection declined drastically during last fiscal year due to high rates. The directorate collected only Rs.3,072 million against the target of Rs.6,000 million in 2009-10. 

12. Meanwhile, ‘United Defence Clifton Estate Agents Association’ Chairman Raja Mazhar criticised the 200 per cent raise in valuation rates for properties by the Sindh government and said it would badly damage the real estate business. He said that the Sindh Board of Revenue had been sleeping on the valuation table and issued a new table after five years raising the rates abnormally. He said that the valuation rates should have been increased by 50 per cent this year followed by 10 per cent every year.
5.5 MINIMUM INTERNATIONAL STANDARDS AND BEST PRACTICES
:
5.5.1 PROPER VALUATION:

Lenders must ensure that a proper property valuation is done by a reputable and ‘bank approved’ ’Valuer’. In assessing the profile of the ‘Valuer’, the lender must ensure that a) the ‘Valuer’ is a competent professional and a member of a recognized professional body (if such bodies exist) and b) the ‘Valuer’ has adequate Professional Indemnity Insurance (if self-employed).
5.5.2 A COMPREHENSIVE VALUATION REPORT:
1)  The valuation report presented to the lender must contain the following details:

a. Applicants name & address of the property including postal codes;
b. Description of property/estimation of age;
c. Dimensions/floor area;

d.  Number/type of rooms;
e. Vacant or tenanted;
f. Any extensions/Planning permission;
g. Services – water, gas, electricity etc.;
h. If under construction – stage reached/work & time to complete;
i. Evidence of subsidence/landslide, if any;
j. Rights of way across /through property;
k. Market value;
l. Purchase Price;
m. Reinstatement/replacement cost;
n. Repairs identified;
o. Recommendations;
p. Signature/qualification/name of firm; and
q. Environmental factors.
5.5.3 REASONS FOR MINIMUM STANDARDS AND BEST PRACTICES:
1. Provides the lender with an independent assessment of the property that is being offered as security;
2. ‘The Loan to value ration’ (LTV) should be based on the lower of the market value and the purchase price;
3. Establishes the value for insurance purposes; and
4.  Highlights repairs required etc.

5.6 IMPORTANT POINTS TO BE EMPHASIZED:
1. The property valuation or appraisal is an independent assessment of the state of the property and it’s value. This is a critical activity as it defines in effect how much the customer can borrow as a % of the value of the property. (LTV).
2. It is not an in depth survey. If the property is old or there are concerns over its suitability then a full Structural Survey should be carried out.

5.6.1 PROPERTY VALUATION:
1. It is a cursory or superficial inspection of a property designed to provide a lender with specific information to assess the adequacy of the security offered for the loan. A copy is given to the applicant and the applicant usually pays the cost. Property valuations are the norm for modern/new houses. The ‘Valuer’ may recommend a structural survey.

2. The completion of a property valuation is an integral part of all mortgage applications (except in the case of a survey) It is a requirement that a competent professional ‘Valuer’ who has adequate Professional Indemnity insurance carry out an independent assessment of the property. The ‘Valuer’ should be a member of a recognized professional body of ‘Valuers’.

3. The role of the ‘Valuer’ is to advise the lender as to the open market value of the property and any factors likely to affect its value. ‘Open market value’ is the best price at which a sale could be affected unconditionally for cash on the date of the valuation. Some lenders further discount the Open Market Value (OMV) figure to what they might consider mortgage-lending value. This could arise if there had been recent price volatility. An assessment of the reinstatement cost for insurance purposes for the property in its current form, including outbuildings, site clearance, re-housing costs and professional fees will also be provided.

5.6.2 VALUATION REPORT:
1. Information contained in the valuation report has a bearing on the following:

a) The Loan to Value ratio (LTV);
b) The amount of insurance cover on the building*;
c) The conditions upon which the advance is granted;
d) Any repairs to be carried out/if funds are to be retained pending completion of the repairs;
e) If the loan should be granted on the security of the property*.

2. *Properties should always be insured for the reinstatement value not the market value; as it is the reconstruction cost which is the critical figure.

5.6.3 STRUCTURAL SURVEY:
1. This is a comprehensive and detailed assessment of the property to identify defects – both minor and serious, which would not be evident from a valuation. An engineer or an architect usually carries it out. As the granting of a loan by a lender is not a guarantee of a soundly constructed house free from flaws and defects it follows that a purchaser would be well advised to arrange their own structural survey if they have any concerns about the property.

2. In general the rule of thumb is that valuations are carried out on modern/new properties while structural surveys are carried out on older properties.
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