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5.1 VALUATION

It is the technique of estimating and determining the fair price or value of a
property such as a building, a factory or other engineering structures of various types,
landetc.

5.1.1 VARIOUS TYPES OF VALUATIONS
1. Rental Method ofValuation

Direct Comparisons of the capitalvalue

Valuation based on theprofit

A w

Valuation based on thecost

o

Development method ofValuation

6. Depreciation method ofValuation

1 Rental Method of Valuation

In this method, the net income by way of rent is found out by deducting all outgoing
from the gross rent. A suitable rate of interest as prevailing in the market is assumed
and Year’s purchase is calculated. This net income multiplied by Year’s Purchase
gives the capitalized value or valuation of the property. This method is applicable

only when the rent is known or probable rent is determined by enquiries.

2 Direct comparison with the capitalValue

This method may be adopted when the rental value is not available from the
property concerned, but there are evidences of sale price of properties as a whole. In
such cases, the capitalized value of the property is fixed by direct comparison with
capitalized value of similar property in thelocality.

3 Valuation based on profit

This method of Valuation is suitable for buildings like hotels, cinemas,
theatres etc for which the capitalized value depends on the profit. In such cases, the

net income is worked out
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after deducting gross income; all possible working expense, outgoings, interest on
the capital invested etc. The net profit is multiplied by Year’s Purchase to get the
capitalized value. In such cases, the valuation may work out to be high in

comparison with the cost of construction.
4 Valuation based on cost

In this method, the actual cost incurred in constructing the building or in
possessing the property is taken as basis to determine the value of property. In such

cases, necessary depreciation

should be allowed and the points of obsolescence should also be considered.

5 Development Method of Valuation

This method of Valuation is used for the properties which are in the
underdeveloped stage or partly developed and partly underdeveloped stage. If a
large place of land is required to be divided into plots after providing for roads,
parks etc, this method of valuation is to be adopted. In such cases, the probable
selling price of the divided plots, the area required for roads, parks etc and other
expenditures for development should beknown.

If a building is required to be renovated by making additional changes,
alterations or improvements, the development method of Valuation may be used.

6 Depreciation Method of Valuation
According to this method of Valuation the building should be divided in to four
parts:
1. Walls
2. Roofs
3. Floors
4. Doors and Windows
And the cost of each part should first be worked out on the present day rates by
detailed measurements. The present value of land and water supply, electric and
sanitary fittings etc should be added to the valuation of the building to arrive at total

valuation of the property. Depreciation is the gradual exhaustion of the usefulness of
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a property. This may be defined as the decrease or loss in the value of a property du et

o structural deterioration ,life wear and tear, decay and obsolescence.
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