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Managing Director

nde

Since 2004

Nepal Development Consultants

Consulting Engineers (Valuer’s & Designer)

Shankhamul-31, NDC Building
(Near Prabhu Bank), Tel.: 01-5242605 | Cell: 9803658160
Email: ndcaccount@yahoo.com | www.ndcengineering.webs.com

Valualtion | Building Design | Construction

Er. Subash Joshi

Managing Director

Nimaune Engineering Services Pvt. Ltd.

Pepsicola-35, Kathmandu

Contact No : 9851110076
Email : nimauneeng@gmail.com

FATA




Qur Service

Architectural Design of Building (As per Vastu)

Soil Test, Structure Analysis, All Type of Sunéey,
Constriction Supervision and also Property Valuation
Al Type of Civll Engineering Soluthan

CONTACT US

Alka Designers and Bullders

Architects, Engineers and Interior Designers
Birgunj-01

Fhane; 0515-23383

email: alkadesigness | gmail.com

flka Designers and Builders

AMIT KAUDEL
Civil Engineer
Regd. No. 4795, “Civil”

Cell : 9855059999, 9811266699

BARSA ENGINEERING CONSULTANCY

Bharatpur-12, Chitwan
Phone : +977 056 590997, 590599

barsaengineering@gmail.com www.barsaengineering.com.np

¢ Engineering drawing
¢ Building Estimate & Property Valuation
e Building Construction Supervision & Counseling
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Er. Deependra Kumar Shrestha

o

nepal pvt. Ltd.

CONSORTIUM OF

DESIGNERS & ENGINEERS

Consulting Engineers - Valuers-Planners

Harihar Marg, Narayanghar, Bharatpur Metropolitan city-1, Chitwan

Phone /Fax : 056 598135, Email: codenepal@consultant.com

ur Vision, Our Expertise

srashta

CONSULT (P.) Lid

Er. Suman Koirala

Managing Director

Bharatpur Metropolitan City,
Ward No 10, Chitwan
Contact No.: 056 590903

wuwJul.srashtaaconsult.com Mobile : 9855055737

Email: srashtaaconsult@gmail.com
SRS CIN]
EAfHELTe
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Past President: == Er. Shailendra Prasad Shrestha
Nepal Valuers' Association President
President: residen

Nepal Engineers' Association
Foreign Advisor:
Siddharthanagar Municipality

Binita
Engineering Sewa

Address: Janak Path, Siddharthanagar - 12, Bhairahawa, Rupandehi, Nepal
Tel.: 977-71-571628, Mob.: 98570 20128/98470 21628
Email: bes2053@gmail.com

Anupama Civil Engineering Consultancy

Tilottam-6, Rupandehi
Mob.:9857021866

SERVICES:
Valuation of Fixed Assets,Design of Buildings ,
Surveying and Preparation of DPR etc.
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Challenges To Prepare
A Credible Valuation Report in Nepal

Limitation of a Valuation Report

Valuation is often said to be “an art not a
science” but this relates to the techniques
employed to calculate value not to the
underlying concept itself. Valuation is the
process of estimating price in the Market
place.

Value is affected by several factors which
only an expert can analyse. The forces
of supply and demand determine value.
When there is little or no demand, then the
property will have little value, however
Much it costs to construct or acquire. Thus,
economic factor is the Main driving force
that affects Market rate.

The value of the property May decrease
due to uncertainty (e.g., war, unrest,
pandemic, epidemic, natural orMan-made
disasters, etc.) or financing constraints
due to economic downturn or Monitory
policy adopted by the government are
the circumstances beyond the control or
knowledge of the valuer.

One of the Main issues when dealing with
valuation uncertainty is that a valuation is
not a fact, but it is an estimate of the Most
probable of a range of possible outcomes
based on the assumptions Made in the
valuation process.

Valuers are not qualified economists;
therefore, it is not within their expertise or
scope to precisely forecast the probability of
any downturn and/or how such a downturn
could provoke a standard recession because

Er. Devendra K. Shrestha
B.E. (Civil), FIV (India)

this depends on how it progresses and how
this progress interacts with preexisting risks
and policy responses.

Hence, Valuers can’t accept liability for
losses arising from such subsequent changes
in value. No warranty can be given as to the
Maintenance of this value into the future.

Valuation Opinion is valid as of the
valuation date only. The value assessed
May change significantly and unexpectedly
over a relatively short period because of
conditions beyond the control or knowledge
of the valuer.

Constraints of Nepalese Valuers

Valuation profession is not duly recognized
as specialized profession by Nepalese
Government thus no  qualification,
certification and training are required to
carry out valuation

There is no ‘“Valuers or Valuation Act”
promulgated in Nepal to Monitor and issue
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professional standards for valuation.

Most of the provisions stipulated in The
Banking Offence and Punishment Act,
2064 Chapter-3 (Punishment) Clause 15
Sub-Clauses 3 & 4 as well as Unified
Directive No. 12/077 “Provision for Credit
Information & Black Listing — Special
Provision related to Valuer” published by
NRB, are unfavorable and unjustifiable
to valuation profession. Those provisions
are against the internationally accepted
principle and practice of valuation.

There is unavailability of realistic
Market evidences or information on which
the value May be based.

There is absence of ‘“Asset

Management Companies” or organized
real-estate Market for property transactions
in Nepal, it is difficult to find buyer in
reasonable price if offered for sell especially
the properties auctioned by BFIs.

There is unavailability of “Professional
Indemnity Insurance (PII)”. In the absence
of PII professional people can’t work
without the fear that they May be
sued by a client or a third party for problems
that occur as a result of their professional
activities. Thus, professionals can’t carry
out their work with confidence and peace of
Mind.

Appropriate “Asset Valuation Guidelines”
have not been enforced to practicing
valuers. Purpose of an Asset Valuation
Guidelines is to assist to prepare a uniform
valuation report of international standard
which will be consistency in approach,
aiding understanding of valuation process
and hence of the value reported.

Suggestions and points to be borne
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in Mind by Nepalese Valuers while
certifying the Value
A score of approaches and Methods

are being used to assess valuation and
named accordingly, however, IVS has
classified only three  Main  approaches
which incorporates all approaches in
use. They are all based on the economic
principles of price equilibrium, anticipation
of benefits or substitution. The principal
valuation approaches are: (a) M arket
Approach, (b) Income Approach, and (c)
Cost Approach.

The valuer should try touseasM a n y
approaches and Methods as practicable
to arrive at a reliable value and value
conclusion shall be based on the Most
dependable information.

Once any value is arrived by Means of
any Mathematical calculations, don’t jump
immediately and certify the value

Before certifying as  Market value apply
4-way test. Ask yourself questions:

Can I fully utilize the property, if I purchase?

Will the returns or usefulness of the property
Match My expectation if I buy the property?

If I want to sell that property tomorrow, will
I get the sum which I am certifying?

Will I purchase the property I am certifying
with the hard-earned Money?

If your answer is “NO” for any of the
questions, think and analyze where you
have gone wrong. By adopting any lower
figure, if you are getting answer as “YES”,
you May think about certifying the figure
as Market Value provided there is
Marketability and enforceability.




Please don’t forget, once you certify the
value, you Must be able to defend your
value and report with full substantiation
when questioned by anybody, sometimes
even by court of law. A valuation report will
be liability of a valuer if it can’t be defended.

Itis very common that, while sanctioning the
loan, BFIs rely More on the value certified
by its valuers.

Don’t ever certify Secured Lending Value
for any non-marketable properties.

Identification of the right property with

reference to the documents produced is very
essential.

Don’t proceed for the site inspection
without scrutinizing the relevant property
documents.

An important quality of a panel valuer is to
know how to suspect.

CONCLUSION:

Mere Mathematical calculation DOES
NOT PRODUCE Market value for security
LENDING purpose.
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Commercial Building Valuation
and Data Collection

ABSTRACT

Property valuation is the process of
developing an opinion of value. Valuation
of building or property is the Method of
calculating the present Marketable cost
of a building. Valuation of a building
depends on the sort of building, its
structure, durability, location, size, shape,
and the width of roads, frontage, types
and quality of building Materials used and
the cost of these Materials.

The valuation of the building is calculated
by finding the present-day cost of
the building and allowing a suitable
depreciation. Depreciation is the reduction
of recorded cost of a fixed asset in a
systematic Manner until the value
of the asset becomes zero or negligible.
Price database with quality but created
with reasonable costs. Data is collected
on recent sales of properties similar to the
subjectbeing valued, called "comparable."
Sources of comparable data include real
estate publications, public records, buyers,
sellers, real estate brokers and agents,
Property valuation and so on. Adjustments
can be Made for sale, location, style,
activity, size, site size etc. The Main idea
of each comparable date is to Mimic the
price you should pay if the comparable
sales subject property is not identical. If
a similar factor or aspect is not superior to
the subject, then a downward adjustment
is required for this factor. Similarly,
if the subject is down to a similar
direction, then an upward adjustment to
that direction is required. The adjustment

is  somewhat
subjective
and based
on  expertise
training  and
experience.
From the
analysis of
the group of
comparable
sales adjusted sales prices, the appraiser
selects the representative of the property
as an indicator of its value.

The valuation of property is done to Make
awareness with the properties price which
is current price in the property Market. By
doing this we can Make improvements in
house as well as in house price also. And
this can add More benefit in the house area
and when owner will sell his/her property
in the real estate field they will definitely
face huge profit in the area. Because of
the property process they will able to face
Many complex steps because the whole
process related with property is complex
so they have to hire a property valuer
for that. And property valuation should
be based on factual data and statistics
and  Market price in accordance with
the prevailing laws of the country. Such
valuation system should be very useful
for the banks and financial co-operative
institutions to expand their credit flow.

Er. Narayan Timilsena
Asst. Professor

Keywords: Cost, Price, Valuers,
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M




1. Introduction

Property valuation is a process of estimating
value of an immovable property. The legal,
geometric, physical and environmental
characteristics of the immovable property
together with the economic indicators are
taken into consideration during this process.
Value depends upon the relation of an
object to unsatisfied needs; that is, supply
and demand. Valuation of a commercial
building depends on the category of
building, its structure, durability, location,
size, shape, and the width of roads, frontage,
types and quality of building materials used
and the cost of these materials. Valuation of
a building also depends on the height of the
plinth, height of the building, thickness of
its walls, nature of structure (load bearing
or framed structure), type of flooring,
roofing, doors and windows etc. Location
of a building also plays an important role
in deciding the value of a building. For
example, a building located in a market
area would have a stronger and higher
valuation than the same building located
in a residential area. Also, the buildings
located in areas with proper Municipal
water supply, sewer and electricity have
increased values.

A building located on a freehold land
generates a higher valuation amount
compared to a building located on the
leasehold land. The valuation of a building
also depends on the demands for purchase
which varies from time to time.

More demands make the building more
valuable. A building may provide income to
the owner in the form of rent; thus valuation
also depends on the income the building
can generate if let out. If a building is not
let out, then 6% of the capital cost of the
building is considered as the annual rent. It
varies from time to time and location and
depends on the prevalent Market rate.
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2. Methods of Valuation of Buildings or
Property

2.1. Rental Method of valuation

In this Method, net income from the
building is calculated by deducting all the
outgoings from gross rent. Year’s purchase
(Y.P.) value is calculated by assuming a
suitable rate of interest prevailing in the
market. For example, consider a rate of
interest as 5%, the Year’s Purchase = 100/5
= 20 years. The net income = Multiplied
by the year’s purchase gives the capitalized
value or the valuation of the property. This
method is used only when the rent is known
or probable rent is determined by enquiries.

2.2. Direct Comparison with Capital
Value
When the rental value is not known,
this method of direct comparison with
the capital value of a similar property
of the locality is used. In this case, the
valuation of the property is fixed by
direct comparison with the valuation or
capitalized value of similar property in
the locality.

2.3. Valuation based on Profit

This method of valuation is suitable for
commercial properties such as hotels,
restaurants, shops, offices, M alls,
cinemas, theaters etc. for which the
valuation depends on the profit. In such
cases, the net annual income is used
from the valuation after deducting all the
outgoings and expenses from the gross
income. The valuation of building or
property is found by multiplying the net
income by year’s purchase. The valuation,
in this case, can be too high in comparison
with the actual cost of construction.




2.4. Valuation based on Cost

In this case, the actual cost of construction
of the building or the cost incurred in
possessing the building is considered
as the basis to determine the valuation
of the property. In this case, necessary
depreciation is allowed and points of
obsolescence are considered.

2.5. Development Method of valuation

This method is suitable for properties
which are under the developmental stage.
For example, if a large place of land is to
be divided into plots after provision for
roads and other amenities, this method
is used. The probable selling price of the
plots, the area required for amenities and
other expenditures for development is
considered for valuation.

Development Method of valuation is also
used for properties or buildings which
are required to be renovated by making
alterations, additions, improvements
etc. The value is calculated based on the
anticipated net income generated from
the building after renovation work is
complete.

The net income multiplied by year’s
purchase gives the valuation of the
property. The actual cost of the property
with a total cost of renovation shall be
compared with the anticipated value of
the property to decide if the renovation is
justified.

2.6. Depreciation Method of Valuation

Based on the depreciation method, the
valuation of the buildings is divided into
four parts: Walls, Roofs, Floors, Doors
and windows. Cost of each part at the

present rate is calculated based on detailed
measurement. The valuation calculated is
exclusive of the cost of land, amenities,
water supply, electrical and sanitary
fittings etc. and is used only for buildings
which are well maintained. If it is not
well maintained, then suitable deductions
are considered in the calculated value.
The present values of the land, amenities,
water supply, electrical and sanitary
fittings should be added to find the
valuation of the property.

3. Calculation of cost of Building

Age of property affects the value of
the building, so the age of the property
should be known from the records
(building completion certificate issued
by concerning municipals office) or by
enquiries or from visual inspection and
the future life of the building should be
ascertained. The valuation of the building
is calculated by finding the present-day
cost of the building and allowing a suitable
depreciation. The present-day cost of the
building can be calculated by:

3.1. Cost from the Record

The cost of construction can be determined
from the estimations, the bill of quantities
and using the present-day rate of building
materials and labors. If the actual cost
of construction of the building is known,
this cost can be manipulated by using the
percentage of increase or decrease to the
present-day rate of materials and labors.

3.2. Cost by Detailed Measurement
If the old record is not available, then the
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cost of construction can be calculated by a
detailed measurement of the building and
preparing the bill of quantities of various
items of works. The present rate of
materials and labors are used to calculate
the cost of the building.

3.3. Cost by Plinth Area Method

Plinth area method of calculating the cost
of a building is simpler than the detailed
measurement method which is laborious
and lengthy. In this method, the plinth area
of the building is measured and calculated
and plinth-area rate of a similar building
in the locality is obtained by enquiry and
cost is calculated. The plinth area method
may not be accurate if the building is not
thoroughly examined and compared with
the reference building of the locality. To
fix this problem, different parts of the
building such as foundation, structure,
floor, roof, doors, windows, finishing etc.
Should be thoroughly examined. If the
plinth area method is judiciously used,
then the cost calculation will be precise
and sufficient to suit practical purposes.

4. Determination of Depreciation

In accounting terms, depreciation is
defined as the reduction of recorded cost of
a fixed asset in a systematic manner
until the value of the asset becomes zero
or negligible. Examples of fixed assets
are buildings, furniture, office equipment,
machinery etc. A land is the only
exception which cannot be depreciated as
the value of land appreciates with time.
Depreciation allows a portion of the cost
of a fixed asset to the revenue generated
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by the fixed asset. This is mandatory
under the matching principle as revenues
are recorded with their associated
expenses in the accounting period when
the asset is in use. There are several types
of depreciation expense and different
formulas for determining the book
value of an asset. The most common
depreciation methods include.

a. Straight-line Method

b. Double declining balance

Method
c. Units of production Method
d. Sum of years digits Method

4.1 Straight-Line Depreciation
Method

Straight-line depreciation is a very
common, and the simplest, Method
of calculating depreciation expense. In
straight-line depreciation, the expense
amount is the same every year over the
useful life of the asset.

Depreciation = (Cost — Salvage value)

/ Useful life

4.2 Double Declining Balance
Depreciation Method

Compared to other depreciation

methods, double-declining-balance
depreciation results in a larger amount
expensed in the earlier years as opposed
to the later years of an asset’s useful life.
The method reflects the fact that assets
are typically more productive in their
early years than in their later years. With
the double-declining-balance method,
the depreciation factor is 2x that of the
straight-line expense method.




Depreciation = Beginning book value
x Rate of depreciation
4.3 Units of Production Depreciation
Method
The units-of-production depreciation
Method depreciates assets based on the
total number of hours used or the total
number of units to be produced by using
the asset, over its useful life.
Depreciation = (Number of units
produced / Life in number of units) x
(Cost — Salvage value)

4.4 Sum-of-the-Years-Digits
Depreciation Method
The sum-of-the-years-digits method
is one of the accelerated depreciation
methods. A higher expense is incurred in
the early years and a lower expense in the
latter years of the asset’s useful life. In
the sum-of-the-years digits depreciation
method, the remaining life of an asset is
divided by the sum of the years and then
multiplied by the depreciating base to
determine the depreciation expense.
Depreciation = (Remaining life / Sum
of the years digits) x (Cost — Salvage
value)
Depreciation is allowed to the current
cost of the building to calculate the
valuation of the building or the structure.
Depreciation depends on the use of the
building, age of the building and type
of maintenance etc. Generally, for
the first 5 to 10 years, there is a very
little depreciation of the building or the
structure. The depreciation increases
with the age of the building. Consider a
building with a life of 50 years, if well

maintained, the following table may
satisfy the depreciation with the age of the
building:

5. Data Collection for Property valuation
Data can be in the form of facts or
statistics and is the basis for analysis. It
can be categorized in four levels from the
micro level (asset) through to the macro
(economy).Dataisused forbenchmarking,
business planning, decision-making and
internal and external reporting. Its target
users will be just as varied. This makes
it difficult to identify exactly why data is
needed — specific decisions will require
specific sets of data. Data can play an
important role in business plans and
company strategy.

a. Valuation - organizations should
estimate the timing of each stage of
better data becoming available and the
value that can be gained from that by
increasing client bases, selling more
services or increasing fees to
match the increased value.

b.Property management — property
managers need to gather, clean and
analyses data from the whole property
life cycle. They will need to factor in
the data storage costs, the analysis
skills for their teams and the fees that
will need to be charged for a complete
service.

c. Investment and lettings agency -
an agent’s value is in their ability
to analyses the data rather than the
knowledge itself. New analysis tools
will enable agents to analyses more
data more quickly and free up time
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to make better, deeper relationships
with client companies. The business
strategy may be to invest in data
analysts and also in ‘front of house’
client relationship exercises.

Access to reliable market data is an
essential for efficient mass valuation of
property. It is an advantage if needed
data can be captured from existing
registers. But all data that is going
to be used has to be examined and
benchmarked. The property owners
usually have the best knowledge about
the characteristics of their properties.
Therefore collaboration with property
owners is essential for creation of
a sales. Price database with quality
but created with reasonable costs.
Data is collected on recent sales of
properties similar to the subject being
valued, called "comparable." Sources
of comparable data include real
estate publications, public records,
buyers, sellers, real estate brokers and
agents, property valuation and so on.
Adjustments can be made for sale,
location, style, activity, size, site size
etc. The main idea of each comparable
date is to mimic the price you should
pay if the comparable sales subject
property is not identical. If a similar
factor or aspect is not superior to the
subject, then a downward adjustment
is required for this factor. Similarly,
if the subject is down to a similar
direction, then an upward adjustment
to that direction is required. The
adjustment is somewhat subjective
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and based on expertise training and
experience. From the analysis of the
group of comparable sales adjusted
sales prices, the appraiser selects the
representative of the property as an
indicator of its value.

6. Summary and Conclusions

The process of estimating the value of a
property. In the broadest sense, the term
“valuation” involves a judgment on the
equivalence of a property (the one being
valued) and an amount of money (unit of
measurement), given certain conditions
and within a certain period of time.
Valuing a property, therefore, m ¢ a n s
expressing its value in an amount of
money. A transparent valuation system
contributes to acceptance of the system
also if the purpose with the valuation is
taxation of real estate. The valuation of
property is done to make awareness with
the properties price which is current price
in the property market. By doing this we
can make improvements in house as well
as in house price also. And this can add
more benefit in the house area and when
owner will sell his/her property in the real
estate field they will definitely face huge
profit in the area. Because of the property
process they will abletoface m a n y
complex steps because the whole process
related with property is complex so they
have to hire a property valuer for that. And
property valuation should be based on
factual data and statistics and market price
in accordance with the prevailing laws of
the country. Such valuation system should
be very useful for the banks and financial




co-operative institutions to expand their
credit flow.
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Valuation Fraud in Financial Institutions
and Valuer's Role to Combat

Introduction

The reserve bank of india—rbi maintains
data on frauds on the basis of area of
operation under which the frauds have
been perpetrated. According to such data,
top 10 categories under which frauds have
been reported by banks (number wise and
amount wise) are as follows,

Top 10 Categories of Fraud in the Indian
Banking Sector [Based on Number of
Complaints]

Credit Cards

Deposits — Savings A/C

Internet Banking

Housing Loans

Term Loans

Cheque / Demand Drafts

Cash Transactions

Cash Credit A/C [Type of Overdraft
A/C]

9. Advances

10. ATM / Debit Cards

PNAINRE WD =

Top 10 Categories of Fraud in Indian
Banking Sector [Based on Amount
involved in Fraud]

1. Cash Credit

2. Advances — Others

3. Letter of Credit [Mostly issued to
Corporates]
Advances — Term Loans
Bills — Purchase and Discounting
Housing Loans
Deposits — Current A/C
Credit Card

P NAN A

Y

Sandip Kumar Deb
B.E(Civil), M.SC. (RE Val), M.Sc. (P&M Val), LLB,
M.RICS, ASA, M.ASCE, FIE, FIV, FIIV, FICA

9. Deposits — Savings A/C

10. Deposits — Term / Fixed
In this article we shall discuss on the
frauds related to real property mortgaged
to financial institution either as primary or
as co-lateral security. The decision of the
bankers on mortgage of these immovable
assets requires the professional services of
valuers.

What is Mortgage Fraud in Financial
Institution?

Fraud is any dishonest act and behaviour
by which one person gains or intends
to gain advantage over another person.
Fraud causes loss to the victim directly or
indirectly. Fraud has not been described
or discussed clearly in the indian penal
code but sections dealing with cheating,
concealment, forgery counterfeiting and
breach of trust has been discusses which
leads to the act of fraud.

In contractual term as described in the
indian contract act, sec 17 suggests
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that a fraud  means and includes any
of the acts by a party to a contract or with
his connivance or by his agents with the
intention to deceive another party or his
agent or to induce him to enter in to a
contract.

Banking frauds constitute a considerable
percentage of white-collar offences
being probed by the police. Unlike
ordinary thefts and robberies, the amount
misappropriated in these crimes runs into
lakhs and crores of rupees. Bank fraud is a
federal crime in many countries, defined as
planning to obtain property or money from
any federally insured financial institution.
It is sometimes considered a white collar
crime.

The number of bank frauds in india is
substantial. It is increasing with the passage
of time. All themajor operational areas in
banking represent a good opportunity for
fraudsters with growing incidence being
reported under deposit, loan and inter-
branch accounting transactions, including
remittances.

Bankfraudisabigbusinessintoday’s world.
With more educational qualifications,
banking becoming impersonal and
increase in banking sector have gave rise
to this white collar crime. Mortgage fraud
has made headlines locally and nationally.
Most of the time, mortgage fraud involves
identity theft or fraud - making a borrower
appear to be somebody else, with a
better job, more income or fewer debts.
Somebody more credit worthy.

But some mortgage fraud involves a
broker, a valuer or credit officer telling
the mortgagee that the proeprty is worth
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more than it is. This way, they can close a
larger loan and make a bigger commission.
Since real estate agents as well as valuers
also usually make a percentage of the
sale as commission, sometimes they can
be involved. In reality, most credit officers,
brokers, valuers and real estate sales
people are ethical and would never think of
engaging in mortgage fraud. But mortgage
fraud of this type always originates with
one of the parties who make a commission
on a closed sale.

Sometimes, fraud like this can be
accomplished without a valuer involved.
Honest, professional valuation reports
are simply altered, or honest, professional
valuers' signatures forged. But in reality,
a conniving valuer makes it easier to
commit mortgage fraud. At the same
time, valuers are also owners', lenders'
and the economy's best defense against
mortgage fraud.

Valuers are supposed to be paid a fee for
their work whether a deal is closed or not.
Valuers are hired by and work for the lender
that is considering loaning them o n e y
to buy a house. That lender is interested
in an objective, third party, professional
opinion of the true value of the home. The
lender needs to know that if the borrower
defaults, the collateral used to secure the
loan i.E. The house, is valuable enough to
cover their loss.

Valuers generally do not work for
individual, credit officers, brokers or
real estate agents. They work for the
lending institutions (banks etc.). But, if
they worked to successful closing of the
deal, there would be too much pressure to




"make the deal work," rather than arrive at
a professional, considered opinion of the
market value of the property. Valuers also
do not work for borrowers, at least in the
context of a mortgage loan. But borrowers
work closely with brokers, credit officers
and real estate agents, and benefit the most
from a third party, objective valuation of
the real property they want to buy.

If something catastrophic happens, such
as a job loss, illness, divorce or death, and
a borrower can no longer make payments
on the home they've mortgaged, they
will need to be able to sell the home for
enoughmoney to cover the balance of their
mortgage. So, nobody benefits more from
a valuer's professional opinion of value
on a home than the new homeowner, even
though there is no direct client relationship.

Like some mortgage brokers, -credit
officers and real estate sales people, some
valuers are "bad apples" and will agree to
go along with a scheme to defraud lenders
and buyers so bigger commissions can be
had.

Modus operandi of mortgage fraud related
with valuation

* The Modus operandi are not very
complex -

1. The fraudsters prepare a number
of sets of forged documents of real
existing properties. Acquire loans
by depositing the same to different
financial institutions. Never repay
back the loan and all accounts become
bad.

2. The fraudsters use to show incomplete
buildings / structures as primary
security to obtain housing loan.

Generally, the flats are booked in the
name of a person whose papers are
clear and do not have any past bad
record. The buyer booked the flat by
paying a nominal advance either in
the name of the builder who has got
the power of attorney to sell or in the
name of the owner who himself is
developing the building. As the buyer
has to pay the entire agreed price of
the flat before registration, the lending
bank has to disburse the full amount in
favour of the seller i.E. The builder /
owner on the time of registration. The
valuer has to give the full value of the
flat as if the flat is fully developed.
After receiving the full value, the
builder never completes the building
and accounts become bad.

3. The fraudsters deposit documents of
one property and use to show different
property to the valuer for their value
estimation. Mostly these types of
frauds occur in rural / semi-rural
areas. When financial institutions
issue securitisation notice for such
properties, during physical possession
it is found that either that is a water
body or an agricultural land having
market value much less that what
mentioned in the valuation report.

4. Industrial houses use to mortgage their
large chunk of factory land part by part
to different banks for the purpose of
securing loan. But mostly it is found
that the deeds of the lands abutting
to the road are kept with them. As a
result at the time of securitisation
all the banks are forced to come to a
settlement at a much lower value than
their loan amount.

5. The fraudsters use to mortgage flats
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built on illegal portion of a building or
flats having partial legal sanctioned but
valued and mortgaged against its total
physical area leading to much more
value than its actual market value.
Thus after receiving the disbursement
the borrower never returns to bank.
. There is a common belief among the
bankers as well as the valuers that in
urban areas guideline value or
market value for stamp duty as fixed
by the registrar of assurances is always
less than themarket value for the
purpose of sale / purchase. Fraudsters
know this thought and exploit this
weakness. As per the norms of the
registration department, the highest
of the set forth value and the value
assessed by the department is declared
as the market value of a property for
the purpose of stamp duty. Thus by
adopting a false and very high set forth
value of the property in the draft sale
deed, the fraudster used to receive a
very high guide line value from the
gistrar of assurances to befool the

7.

valuers.

As lenders improve their systems and
close loopholes to prevent fraudsters
from exploiting known weaknesses, the
fraudster simply changes the focus of
their attack. One newly emerging trend
is a type of fraud known as short sale
fraud in the us and distressed sale fraud
in the uk. Short/distressed sale fraud
can be defined as the practice of selling
a property at a significant undervalue,
requesting and receiving some element
of debt forgiveness from the original
mortgage provider, selling the property
to a related party or limited liability
corporation, followed by a back-to-
back property sale transaction (or flip)
at a much higher price.

Loopholes in Valuer’s action and
Valuation Report

» Most of the valuers in india don’t
receive any written work order to carry
out the job of valuation of assets to be
mortgaged to financial institutions. So,
valuers areunable to quote the reference




no. Of the work order of the particular
bank for which he has prepared the
valuation report. Sometimes the valuer
doesn’t even mention the name of the
bank for which he has rendered his
service leading to multiple use of his
report.

Bankers sometimes hand over the
list of empanelled valuers to the
prospective borrowers for engagement
of the professionals at their whims.
The borrowers contact the valuers,
negotiate the fees by bargaining
with them and finally directly pay
the valuer. The valuer, thus engaged,
hand over the valuation report to his
employer (in this case not the bank
but the borrower) with the high risk
of misappropriation of his valuation
report.

Most of the banks in india do not have
separate list of valuers for carrying out
valuation of immovable and movable
assets. Thus, being ignorant of the
qualification and expertise of the valuer,
the bankers use to entrust valuation of
immovable assets to valuers qualified
for machinery & plant valuation and
such valuers for short term gain carry
on the order and finally become soft
prays of the fraudster.

Valuers are not qualified land
surveyors. But, to reduce their
valuation cost to cope up with the poor
fees paid to them, they compromise
with the safety of their valuation report
and findings. It is almost impossible
for a outsider valuer of a rural or semi-
urban area to properly identify a chunk
of land on the basis of village

map and plot nos. Provided in the land
document.And unless a land is properly

identified, valuation is impossible. For
the reasons told earlier, most of the
valuers do not engage any local land
surveyor for identification and
measurement of the land but depend on
the identification of the property by the
borrower which in many cases leads to
mortgage fraud.

» Most of the times valuers use to do
valuation of properties on the basis
of the photocopies of the documents
sent to them by the prospective
borrowers. Mostly they don’t bother
to compare these with the originals
before submission of their valuation
report. This small mistake may result
in finding their name in the accused list
of cbi.

» Some banks have made the following
declaration of the valuer as
mandatory in their valuation report
(though not necessary at all):

“I have personally inspected the property
[1) | FO, »

If the valuer signs the report as he did
inspection but practically did not personally
inspect the subject property then the stated
facts are not true and correct and the
report is considered to be misleading and
fraudulent, a direct violation of law and
will be subject to appropriate penalties.

Let us pluck the holes

* Let the valuers ask for written work
order for valuation of properties. It not
only safeguards the valuers but will also
safeguard the financial institutions.

* Valuer should always mention the name
of the bank as well as branch for whom
the valuation is prepared.

* Never handover any valuation report to
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a prospective borrower. Always send the
report to the bank for whom you have
prepared the valuation report either by
your own person or through courier.
Always keep a copy of the valuation
certificate signed by the banker as a
token of your hand over of the specific
report to avoid misappropriation in
future.

Do not work under the instruction of a
borrower. If a prospective borrower asks
you to do the valuation of his property,
enquire about the name of the branch as
well as bank wherefrom he has got your
name. Contact the branch manager
and obtain his consent before doing the
valuation of the properties mentioned
by the borrower.

Don’t put your nose in others cup of
tea. Do valuation of the properties for
which you are qualified and registered
even though you have been officially
requested by the bankers to take up the
job. Wrong valuation by an unqualified
person is a double offence.

Share your fees with qualified
professionals against their service.
Make it mandatory to obtain a land
surveyor’s certificate of identification
before starting the valuation in rural or
semi-urban areas. It will reduce the risk
of mortgage fraud to a great extent.
Make due diligence of all the documents
produced before you for valuation of
assets as far as possible. If due diligence
is not possible for some reason,
mention that in your valuation report.

borrower / banker.

* When you value an incomplete structure

to be mortgaged as primary security to
bank, mention in your certificate as
“the market value of an equivalent
property completed in all respect as
mentioned in the agreement for sale /
sale brochure of the subject property is
TS uireeeeeeeenreeennnns Only. As on date of
valuation the subject property is

........ % Complete”. This will help the
banker to take an adequate decision of
the property.

* It is absolutely unethical and very

dangerous for any financial institution to
ask the valuer or included in a valuation
order or request (verbal or written) any
of the following terms:
The valuer must provide a valuation
withaminimum valueof.................
Please call and notify if it is not
possible to support a value at or
above...  before you proceed.
The  minimum  value needed
If this property will not value for at
least , then stop and call us
immediately.
Call me with the value before
you do the hard copy.
Don’t send the hard copy without
checking with me.
Valuation report cannot contain
any description, photographs of
any unfinished area, problems or
derogatory information.

* If you declare that you have personally
visited the property, you have to make
the visit. It may be at any time before  ®
submission of the report and
may not be done in presence of the

Valuer should not undertake any job under
such instruction to avoid future problems.

Guide line value / government
registered value is just a guide line
and applicable only for the purpose of
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stamp duty. Don’t rely on it. Do your
own market research before valuation.

* Always provide with market
value depending on the purpose only.

* There is an enormous need of
introduction of professional liability
insurance in india because of the
increase in complexity in valuation
as well as fraudulent activities in the
banking sector.

Enjoy your professional life

All over the world except India, charging
of fees on the basis of percentage of the
value assessed is against USP (Uniform
Standards of Practice) and is punishable

offence. But, in India, our fees are based
on More than half a century old concept
of % on the value assessed which actually
is the Mother of all frauds that happened
here. If we really want to eradicate the
disease, we have to change the concept of
our fees structure and our own Institution
of Valuers has to pioneer this idea.
Mortgage fraud and other kinds of scams
are like epidemic and needs to be treated as
such. The best way to tackle an epidemic
is to spread news about its existence,
symptoms, and preventive Measures. Let
the endeavour begins today and let us live
a better professional life with sound sleep
at night.
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Introduction To Theory & International
Practice Of Fixed Asset Valuation Appropriate

CHAPTER-1.
INTRODUCTION TO VALUATION

What is Valuation?

Valuation is the act or process of
determining an opinion or conclusion of
value of an asset on a stated basis of value
at a specified date in compliance with
IVS. (International Valuation Standards —
2022).

What is a Fixed Asset?

A fixed asset is a long-term tangible piece
of property or equipment that a firm owns
and uses in its operations to generate
income.

In which fields Valuation knowledge and

report are required?

List below provides some of the fields

where valuation knowledge and report are

required

* Banking

¢ Mortgage

*  Purchase for occupation

e Purchase for investment

* Disinvestment

e Partition

* Privatization

e Sale of asset

* To let or take lease or agree a rent
review

* Net worth

* Merger and acquisition

* Liquidation of company

To Nepalese Gontext

Auction bid

* Insurance

* Arbitration

* Financial Reporting

* Distress Assets /Non-performing Asset

e Court & Litigation support

e Management information & Strategic
Planning

* Initial Public Offerings

e Cost Investigations

What types of Valuation Reports

are required for Bank & Financial

Institutions (BFIs)?

Some of the types of valuation reports

required for BFIs are listed below, the

Methodologies to prepare those reports are

elaborated on different part:

e Common Types of Valuation Report

* Loan against Property or Mortgage
Loan

* Reconfirmation Report

* Loan for the Construction of a New
Building on Plot (Home Loan)

* Loan for the Purchase of Ready-Built
Property from Builder/ Developer

* Housing Loan for the Construction of
Upper Floor over the Existing Floor or
Extension of Floor

e Loan for Improvement of Property
(Flat or House)

* Loan for Purchase of Plot

e Students Educational Loan from Bank

e To Issue the Letter of Credits, Bank

Guarantee
ST,
T




* Special Types of Valuation Report

* Progress Report for Project Financing

* Balance Transfer Loan (transferring
existing loan from previous bank to
another bank)

* Value of Bank-owned Assets for the
purpose of Balance Sheet of Bank

e Loan for Purchase of Second-hand
Machinery

* Liquidation

* Valuation of Sick Units

e Valuation for Debt Recovery Tribunal

* Merger of Banks

* Valuation of Stock in Trade

* To Fix the Fair Rent

* To Fix the Ground Rent

* Insurance Value of the Bank’s Assets

* Loan against Rent Receivable from
Premises

* Loan for Trade Finance and Working
Capital

* To Finance Build, Operate & Transfer
(BOT) Projects by Bank

* Fitness Certificate for Cash Chest /
Strong Room

» Stability Certificate for the Existing
Building

What is the difference between Cost,
Price & Value?

“Cost” 1s expenditure to produce a
commodity having a value; “Price” is
the cost of a commodity plus additional
reward to the producer for his labour &
capital, whereas, “Value” is the unearned
increment or an unforeseen decrement or
the economic benefits of owning an asset.

What are four basic economic and legal
characteristics of any asset to have
value?

Any asset has a value in an open
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Market if it possesses four basic economic
and legal characteristics viz.

e Utility

e Scarcity

e Marketable or in Demand

* Transferability

What are the factors affecting the value?

* Based upon user’s perception

e Utility

e Substitution

* Anticipation

* Based upon Land and Improvement

*  Movement in population

* Improved accessibility

* Economic and legal factors

e Inflation

e Economic activity

* Change in taste and social
circumstances

e Supply and demand / necessity and
availability

e Cost of production

*  Occupational value

e Urban land ceiling and regulate acts

e Town and country planning acts
(including bye-laws)

* Abnormal conditions

* Location

e Utility/ to suit to certain industry or
institution

* Marketability

* Physical characteristics of land

e Development anticipation

Chapter - 2
Nepalese Valuation Scenario

What is the General Scenario of
Property Market in Nepal?
Mind-set of Nepalese Society towards

property:




e Nepal is still an agrarian economy,
65.6% of population is directly or
indirectly dependent in agriculture
for livelihood, where owning land is
greatly valued for prestige purposes,
and to provide a sense of security.

Effect of Infrastructures & demand in

Land Price:

* In Nepal, land prices are unjustifiably
high in the area where infrastructures
exist.

e Effect of Economic growth &
Speculation factor in Property Price:
Investment opportunities in Nepal
are limited. Therefore, Most of the
Nepalese have no choice but to invest
on fixed assets

What type of Valuation Methods
Currently Practiced in Nepal?
Valuation of Land:

Currently value of all type of land are
being computed by applying “Market
Approach” invariably, however, correct
procedures are not followed M ainly
substantiations of price is not attached or
not collected.

Valuation of Building:

Currently value of all type of buildings
are being computed by applying “Cost
Approach” invariably, however, correct
procedures are not followed M ainly
substantiations of Plinth Area Rate adopted
are not attached.

What are the Legal Hurdles in Valuation
in Nepal?

Valuation profession is not duly recognized
as specialized profession by Nepalese
Government.

e There is no “Valuers or Valuation Act”
promulgated in Nepal

* The Banking Offence and Punishment
Act, 2064 Must be revised because
these are against the internationally
accepted principle and practice of
valuation.

Which Market Evidence/ Information
required for valuation are unavailability
in Nepal?

* Reliable and substantiated Information
to apply Market Approach

* Reliable and substantiated Information
to apply Income Approach

* Reliable and substantiated Information
to apply Cost Approach

* Does AssetManagement Company
exist in Nepal?

* NoAsset Management  Company
exists in Nepal, therefore there is an
absence of open & organized
Market for auction and transaction of
real-estate properties in Nepal,

What is Professional Indemnity
Insurance (PII) and is it available in
Nepal?

Professional Indemnity Insurance (PII)
covers professional claims caused by
genuine professional negligence, errors or
omissions, breaches of professional duty,

What is the usefulness of Asset
Valuation Guidelines and is those
Mandatory?

Purpose of an Asset Valuation Guidelines
is to assist to prepare a uniform valuation
report of international standard which
will be consistency in approach, aiding
understanding of valuation process and
hence of the value reported.
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No Asset Valuation Guidelines have been
published and enforced in Nepal

What is the Limitation of Valuation
Opinion in Nepal?

There is no “Valuers or Valuation Act”
promulgated in Nepal

NRB has still not issued Collateral
Valuation Guidelines as announced in
the Monetary Policy of 2018/19
in order to bring uniformity in the
valuation

Nepalese @ Bank &  Financial
Institutions (BFIs) should be aware of
the limitations of the valuation report.
Thus, in the current valuation practice,
the valuer acts as a site surveyor on
behalf of BFIs.

Most of the FIs in Nepal often talk
about a “Forced Sale” and like to term
it as “Distress Value”. Maybe they
are interested to know value of the asset
which they want to take collateral for
secured lending under “Forced sale”
circumstances

It should be understood clearly that a
Valuation is valid as of the valuation
date only.

If engaged by Client (BFIs), the valuer
will conduct valuation for the purpose
of acquiring an indication of

Market Value of the said property to
the Client that will be used internally

which the Client May utilize to form
their opinion for secured lending to
their borrower

The valuation report shall not to be
considered as rendering a legal opinion
The opinion of valuer is totally
dependent on the accuracy of the
information which has been supplied
by the Client &/or the owner

The Valuer accepts information given
to him or her as to Matters concerning
title details and other legal documents
like Government Survey Map of the
land. The valuer does not conducted
searches to verify ownership nor has
the valuer conducted independent
inquiry to determine whether any of the
documents provided to him or her have
been amended other than as advised.
The opinions are given without regard
to any questions of title, boundaries,
encumbrances, or encroachments

All  concerned  with  valuation
profession Must clearly understand
the internationally accepted practice
which is clearly accepted and noted
in the above NRB direction also is
that: “whether the property is suitable
to be accepted as collateral shall be
checked and determined by Financial
Institutions by engaging experts
of related fields and from related
government offices, the role of valuer




is to provide only opinion of the value
of the property”

e It is also an internationally accepted
practice that: (a) The valuers are only
responsible to verify the location
& physical features of the property
based on the documents supplied to
them by FIs and will provide unbiased
“Valuation Opinion”, (b) The valuer is
fully responsible for disseminating any
valuation opinion based on
Misleading facts knowingly, & (c) The
legal verification of the documents of
the property to be mortgaged are not
the domain and responsibility of the
valuers which Must be checked,
scrutinized and verified by legal &
related experts of Fls before accepting
it as fit for collateral

e It must be clearly understood that
the valuation is a scientific analysis
of available data and information
gathered from market source and
it is an art of judgment and forecast.
As mathematical certainty is not
possible to be attained and as two
valuers arriving at the value of one
and same thing would come out with
different value despite the availability
of same data, valuation is more an art
based on logical reasoning and cannot
be an exact science

What is the Role of Valuation
Professional Organization (VPO)?

The prime aim of the professional
organization should be to engender
confidence, and to provide assurance
to clients and recognized users alike,
that a valuation provided by a qualified
valuer will be undertaken to the highest
professional standards overall.

Chapter -3
Standard Valuation Practice

Who is a Qualified Valuer?

The qualified valuer must follow and

maintain following standards:

» Shall be professionally qualified to
carryout valuation and  meet all
certifications and requirements of the
state (if any) to prepare the valuation
report

e Shall at all times maintain the highest
standards of honesty and integrity and
conduct their activities in a manner not
detrimental to their clients, the public,
their profession, or their respective
national professional valuation body
like nva in nepal

* Must be able to show professional
skill, knowledge, diligence and
ethical behaviour appropriate to the
type and scale of valuation and
must disclose any factor which could
compromise an objective assessment

e Should recognize his/her limits on
expertise. The qualified valuer should
not accept instructions outside his
expertise

e Must to adhere to the valuers’ code of
ethics and conduct

e Each valuation  must provide an
informed and independent opinion of
value supported by a recognised basis
or bases of valuation.

What is the Knowledge Required to
Carry out Proper Valuation?

In order to carry out proper fixed asset
valuation, a valuer should acquire
knowledge of following subjects:

* Planning & designing

e Construction work

M




* Surveying and levelling

* Quantity surveying and estimating

* Estate development

e Building bye-laws of local authority

e Land acquisition & town planning act

* Local and government taxation

* Insurance

e Condition of money market and rate
of interest available on investments in
general investmentmarket

* Knowledge to carry out feasibility
study

* Report writing

Which Professional Ethics,

Competency, Objectivity and

Disclosures are required for a valuer?

Valuers are expected to act objectively,

impartially and without any vested

or conflict of interest. Members

undertaking valuationsmust act  with

independence, integrity and objectivity

and a commitment to ethical standards.

“Professional ethics, competency,

objectivity and disclosures” issued by pvo

shall be mandatory to its members and

shall include followings:

* Responsibility for the valuation

* Professional and ethical standards

* Member qualification

* Independence, objectivity and conflict
of interest

e Terms of engagement

What will be the focus of a Future
Property Professional?

The risks associated with property will be
about market analysis, new developments,
and commercial property, investment
funds, and insurance. The role will shift
to explore future property valuation rather
than current valuation on the day of the
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sale. The future valuation profession will

be focussed on valuations for the present,

present future and future future.

What is the Scope of a Fixed Asset

Valuer?

Following are the scope of works of a

valuer to carry out proper fixed asset

valuation:

e Complete understanding of valuation
purpose.

e Collection of data and documents.

* Physical inspection of subject assets.

e Market survey and collection of data
pertinent to the valuation exercise.

e Collection of technical details for the
subject assets.

e Analysis of technical data and the
supporting information.

* Assessment of balance economic life
of the subject assets.

e Determination of valuation parameters,
methodology, basis of valuation and
key assumptions.

* Estimation of market value of the
subject assets in situ and as-is where-is
basis.

* Preparation of a report outlining
methodologies employed and
assumptions utilized in analysis.

e Submission of the draft report (if asked
for) and review of client’s observations
(if any) on draft report.

*  Submission of the final report.

What is the Level of Accuracy
Expected of the Valuer?

A major concept that should be appreciated
is that in many aspect property valuations
is more of an art than an exact, scientific
subject. For all the use of mathematical
formulae and calculations, valuers also
exercise subjective opinion based on




their knowledge of the market and their
interpretation of facts.
Two valuers, given the same property to
value and the same facts to work from, will
often arrive at slightly different final values
as they have each formed somewhat diverse
opinions on the current state of the market
and how the information concerning the
property should be interpreted.

Unless a figure satisfactory to both can be

achieved, all valuation theory is pointless.

Indeciding the expected degree of accuracy

expected in a valuation the court will and

should consider the following factors:

e Unusual nature of the property

e Lack of comparable

e High value

* Extreme market conditions

* Restrictive instructions

e Tenure may affect the property price; a
property may be freehold or leasehold.

* Condition and state of repair will
affect value, as will the availability of
services.

* The potential for extension, renovation,
reuse and redevelopment will affect
the value.

* The ease of purchase and sale, that is
the ease of transferability, will also
affect the property price.

* Lack of information can also affect
property prices.

How Professional Fee is practiced
internationally?

The valuers have many options to base
the calculation of his fees provided they
are not directly related to the valuation
estimate or outcome of the valuation.
Ethically, it is prohibited to base valuation
fees on the outcome of valuation, such as
expressing the fees as a percentage of the

value of the asset, or making it contingent
on the execution of a transaction.

What to Check & Find in a Valuation
Report & way forward?

The intended users of the valuation
reports must understand that the
opinions of values are based upon facts
and assumptions identified in the report.
The valuer can’t take responsibility for
changes in the market conditions, or for
the inability of the owner/client to locate
a purchaser at the concluded value as
practiced worldwide. Valuation is

more an art based on logical reasoning
and cannot be an exact science.
Principally, the valuer is responsible
for the authenticity & accuracy of
all technical details included in the
report and it is the scope, expertise
and responsibility of a valuer how
he/she processes and applies the market
derived facts to arrive at a valuation
opinion. However, the professionals
overseeing the valuation process shall
also understand and be satisfied with
the market derived or collected facts and
assumptions identified in the report.

Chapter — 4
Bases (Standards) & Premise of Value
What are IVS-Defined Bases of Value?
IVS-defined bases of value are:
1. Market value,
2. Market rent,
3. Equitable value,
4. Investment value/worth,
5. Synergistic value and
6. Liquidation value.

What are Other Bases of Value?
Fair Value as defined by Nepal Financial
Reporting Standards (NFRS)
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Fair Value as defined by Nepal Accounting
Standards (NAS)

What is Other Value Terminology in
Use?

e Secured Lending Value (SLV)

* Mortgage Lending Value (MLV)

e Goodwill value

* Replacement Value

* In use or Going concern Value

* Book Value

* Sentimental Value

*  Monopoly Value

e Insurable Value

* Guideline Value

» Salvage Value

e Scrap or Junk Value

e Distress Value

* Accommodation Value

Chapter - 5
Valuation Approaches and  Methods
What is a Valuation Approach?
Valuation Approach is the fundamental
process by which the valuer develops the
opinion of value for the subject asset or
liability based on its nature, purpose and
intended use of valuation, scope of work
and regulatory requirements

Which are the principal valuation
approaches?
A score of approachesand methods
are being used to assess valuation and
named accordingly, however, IVS has
classified only three main approaches
which incorporates all approaches in use.
The principal valuation approaches
classified by IVS are:

(a) Market approach,

(b) Income approach, and

(c) Cost approach.
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What are the hierarchy of approaches
for the determination of Fair Value?
Hierarchy of approaches to the
determination of fair value is also

noted in NAS-16 of Nepal Accounting

Standards Application Guidance Note: 9.1

Application of revaluation model which is

also applicable to IVS, as below:

* by reference to price in an active
market (if one exists);

* where no active market exists, by
reference to some other market-
based evidence, such as discounted
cash flows derived from estimates of
market-based revenues; or

e where no market-based evidence
exists, depreciated replacement cost
should be used.

What indication is provided by

Market Approach?

The market approach provides an

indication of value by comparing the

asset with identical or comparable (that is
similar) assets for which price information
is available.

Under which circumstances the

Market approach should be applied

and afforded significant weight?

The market approach should be applied

and afforded significant weight under the

following circumstances:

(a) The subject asset has recently been
sold in a transaction appropriate for
consideration under the basis of value,

(b) The subject asset or substantially
similar assets are actively publicly
traded, and/or

(c) There are frequent and/or recent
observable transactions in substantially
similar assets.




Market approach is best suited to

estimate value of which type of assets?

Market approach is best suited to estimate

value of following type of assets whose

transactions are active:

* Land of the such actively traded area,

* Building situated in a colony whose
transactions are active,

* Flatof an apartment whose transactions
are active,

* Machine & equipment/vehicle whose
transactions are active.

What indication is provided by Income
Approach?

The income approach provides an
indication of value by converting future
cash flow to a single current value. Under
the income approach, the value of an
asset is determined by reference to the
value of income, cash flow or cost savings
generated by the asset.

How Income Approach is adopted?
Methods under the income approach are
effectively based on discounting future
amounts of cash flow to present value.

Income approach is best suited to
estimate value of which type of assets?
INCOME APPROACH is best suited to
estimate value of following type of assets
which generate or can generate income:

e Land of the area where transaction of
similar land is inactive or rare but it
generates or can generate income,

* Building situated in a colony where
transaction of similar building is
inactive or rare but it generates or can
generate income,

* Flat of an apartment where transaction
of similar flat is inactive or rare but it
generates or can generate income,

e Machine & equipment which can
independently generate income

* Leasehold asset which generates
income

* Income generating properties such as
cinema hall, shopping mall, hotel,
restaurant, orchard, timber plantation,
fertile agricultural land etc.

What indication is provided by Cost
Approach?

The cost approach provides an indication
of value using the economic principle that
a buyer will pay no more for an asset than
the cost to obtain an asset of equal utility,
whether by purchase or by construction,
unless undue time, inconvenience, risk or
other factors are involved.

How Cost Approach is adopted?
Broadly, there are three cost approach
methods:

(A) Replacement Cost Method: a method
that indicates value by calculating
the cost of a similar asset offering
equivalent utility,

(B) Reproduction Cost Method: a method
under the cost that indicates value by
calculating the cost to recreating a
replica of an asset, and

(C) Summation Method: a method that
calculates the value of an asset by the
addition of the separate values of its
component parts.

Chapter - 6

Premise of Value/Assumed Use

What is Highest and Best Use of an
asset?

Highest and best use is the use, from a
participant perspective, that would produce
the highest value for an asset.
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The highest and best use must be physically
possible (where applicable), financially
feasible, legally allowed and result in the
highest value.

What is the Current Use/ Existing Use
of an asset?

Current use/existing use is the current
way an asset, liability, or group of assets
and/or liabilities is used. The current use
may be, but is not necessarily, also the
highest and best use.

What is Orderly Liquidation of an
asset?

An orderly liquidation describes the value
of a group of assets that could be realised in
aliquidation sale, given areasonable period
of time to find a purchaser (or purchasers),
with the seller being compelled to sell on
an as-is, where-is basis.

What is Forced Sale of an asset?

The term “forced sale” is often used
in circumstances where a seller is
under compulsion to sell and that, as a
consequence, a proper marketing period is
not possible and buyers may not be able to
undertake adequate due diligence.

Chapter -7

Other Valuation Approaches &

Model

What is Secured Lending Value (SLV)?
International  Valuation  Standards
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(IVS) identifies market malue (MV)
as the normal appropriate basis of
valuation for secured lending purposes.
The appropriate basis of valuation for
secured lending is normally market
value. If the property is so specialized
that there is no evidence to use either
for market approach/ income approach,
then such a property is unlikely to be
considered as a suitable security.

What is Mortgage Lending Value
(MLV)?

The most well-known application and
established sustainable long-term value is
mortgage lending value (MLV). Although
not defined within IVS, it is defined in
legislation in some countries and is used in
the Basel Accords.

What is Automated Valuation

Model (AVM)?

Far more property-specific data and
statistics are or will be now available
than was the case before the expansion
of information technology. Automated
Valuation models (AVM) are or will be
used to value properties quickly and
at low cost. Increased cost pressure
and a drive towards rationalisation in
the property and financial sector are
primarily responsible for this. Indeed,
efficiency gains, i.e., reductions in cost
and time are viewed as a key advantage
of the use of AVMs.
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A Complete Civil Engineering Solution
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Issued:

ASSET VALUATION GUIDELINES

Updated/Effective:

Chapter 1 INTRODUCTION

Chapter 2 APPOINTMENT OF VALUER

Chapter 3 VALUATIONS

Chapter 4 CONTENTS OF VALUATION REPORT

CHAPTER 1: INTRODUCTION

This Asset Valuation Guidelines have been issued to assist to prepare a uniform
valuation report of international standard which will be consistency in approach, aiding
understanding of valuation process and hence of the value reported.

1.01

1.02

201

This Asset Valuation Guidelines should be complied with by valuers and other
experts when carrying out valuations of fixed assets pledged as collateral for
lending or for mortgage security purposes.

The guidelines are also intended to assist advisers, directors of public corporations,
directors of management corporations in real estate investment trusts and their
trustees in understanding the nature and extent of information required and to be
provided to the valuers in the preparation of valuation reports and certificates.

CHAPTER 2: APPOINTMENT OF VALUER

The right to appoint a valuer lies with the client (lender) on the terms of reference

of the appointment.

2.02

Valuations of property assets must be prepared by duly registered firm in Nepal
authorized to carryout valuation.

The firm must satisfy the following requirements:
(a) registered with a non-profit Valuation Professional Organization (VPO)

(b) has at least one equity owner at head office with a minimum of three
(3) years’ post registration experience;

(c) has not been issued with more than two sanctions by VPO in the past three
(3) years; and

(d) has sufficient internal controls and procedures to ensure that the requirements
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2.04

2.05

2.06

207

2.08

3.01
3.02

3.03

of these guidelines are complied with and valuations conducted have gone
through a robust valuation process.

The valuation of property assets must be prepared by an independent valuer who
meets the following criteria:

(a) registered with VPO as a valuer;

(b) possesses a minimum of five (5) years’ post-registration experience; and

(c) has no record of disciplinary action taken against the valuer by VPO in the
past three (3) years.

The above competency requirements are minimum requirements. All valuation
firms are expected to have sufficient personnel with the relevant competencies at
all times to enable valuations be carried out in a diligent and professional manner.
The personnel are expected to be given continuous training in areas related to
property asset valuation.

The valuer is required to possess the competence and sufficient knowledge of
the particular market to undertake the related valuation. Assistance from other
technical experts must be sought by the valuer on matters outside the valuer’s
area of expertise.

Valuers must at all times conduct their duty with high standard of professionalism
and due diligence. They must maintain the strictest impartiality and objectivity
when providing independent advice.

A valuer is independent where—

(a) neither he nor any of his partners or directors are directors or employees
of the client or have a significant financial interest therein; and

(b) the client does not have a significant financial interest in the valuer’s firm.

The valuer must not accept any engagement to conduct valuation for the
corporation in cases where there may be an actual or potential conflict of interest.

CHAPTER 3 : VALUATIONS

The basis of valuation is MARKET VALUE.

It is internationally accepted guideline that “Market Value” is the appropriate
basis of value that should be used for all valuations or appraisal undertaken for
Secured Lending.

The Market Value of an asset will reflect its highest and best use. The highest and
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3.04

3.05

3.06

3.07

3.08

best use is the use of an asset that maximizes its potential and that is possible,
legally permissible and financially feasible. The highest and best use may be
for continuation of an asset’s existing use or for some alternative use. This is
determined by the use that a market participant would have in mind for the asset
when formulating the price that it would be willing to bid.

The Market Value defined in International Valuation Standards (IVS) is as below:

“Market Value is the estimated amount for which an asset or liability should
exchange on the valuation date between a willing buyer and a willing seller in an
arm’s length transaction, after proper marketing and where the parties had each
acted knowledgeably, prudently and without compulsion™.

Assumptions which have not been realized at the time of valuation will not be
acceptable except when they form part of the terms and conditions under the
relevant sale and purchase agreement.

Assumptions used in the valuation must be clearly stated in bold and capital letters
in the terms of reference, opinion of value and other appropriate sections of the
valuation report. Such assumptions must be realistic, relevant and valid and are
to be adequately substantiated by reference to the physical, functional and market
factors.

The valuation carried out on the property asset must exclude any breaches or
violation of the land and building by-laws and regulations. Where there are
breaches or violation, these must be disclosed in the valuation report.

The valuer must use the appropriate valuation approaches, showing adequate
substantiation and in compliance with the relevant International Valuation
Standards (IVS) issued by International Valuation Standards Council. The general
approaches are:

3.08.1 Market Approach;
* The market approach provides an indication of value by comparing

the asset with identical or comparable (that is similar) assets for which
price information is available.

e This approach is best suited to estimate value of following type of
assets whose transactions are active:

o Land of the such
actively traded area o
Building situated in a
colony

o Flat of an apartment
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3.09

3.10

o Machine & Equipment/Vehicle
3.08.2 Income Approach

* The income approach provides an indication of value by converting
future cash flow to a single current value. Under the income approach,
the value of an asset is determined by reference to the value of income,
cash flow or cost savings generated by the asset.

* In adopting any of the valuation methods under this approach, e.g.
investment method, residual method, profits method and discounted
cash flow method, details of all income and expenses accrued to
the property and the capitalization/ discount rates adopted must be
disclosed and substantiated with market data.

e This approach is best suited to estimate value of following type of
assets which generate or can generate income:

o Land of the area where transaction of similar land is inactive

or rare

o Building situated in a colony where transaction of

similar building is active/rare o Flat of an apartment where

transaction of similar flat is active/rare

o Machine & equipment which can

independently generate income o Leasehold

asset which generates income

o Income generating properties such as Cinema Hall, Shopping
Mall, Hotel, Restaurant, Hotel, Orchard, Timber Plantation,
Fertile agricultural land etc.

3.08.3 Cost Approach;

* The cost approach provides an indication of value using the economic
principle that a buyer will pay no more for an asset than the cost to
obtain an asset of equal utility, whether by purchase or by construction,
unless undue time, inconvenience, risk or other factors are involved.

e This approach is best suited to estimate value of following type of
assets which are rarely traded or form part of an on-going concern:

o Building of historical importance
o Building of the area where transaction is inactive/rare

0o Machine & equipment which cannot independently generate
income

At least two valuation approaches are to be adopted. Where only one approach is
adopted, reasons for this departure must be disclosed.

The valuer must provide the rationale in the reconciliation of the values derived
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3.11

3.12

from the different methods employed.

The valuer must ensure the data adopted are adequate, verified, correctly analyzed
and followed through in arriving at the value conclusion. Adjustments made must
be consistent, appropriate, justified and with explanatory notes provided.

When applying the appropriate method(s) of valuation, the valuer must ensure the
following details are considered and disclosed:

3.12.1 The Comparison Method:

(a) Appropriate and adequate comparables;
(b) Details of the comparables must include, but not be limited to the
following:
i. Identification and description of the property;
ii. Date of sale;
iii. Tenure;
iv. Land and/or built-up/net lettable areas;
v. Purchase price;
vi. Breakdown of land and building values;
vii. Names of vendor d purchaser;
Vviii. Terms and conditions of sale (where available);
ix. Planning details;
x. Types of cultivation in the case of agricultural properties; and
xi. Where sale and purchase agreements, options, offers and bids are
considered, the nature of such information.
;and
(c) The adjustments made on the comparables used to arrive at
the value. Such comparables must be inspected to ensure all
dissimilarities had been fully considered.

3.12.2 Income Approach:

EAABLTS

The valuer is expected to have a good working knowledge of the
relevant industry in order to realistically estimate both the gross revenue
and gross expenditure. Information provided by the company should be
checked for consistency with the established industry averages or market
evidence. Appropriate commentary on these issues and the rationale to
adopt such averages is to be provided in the report.

It is the task of the valuer to assess the sustainable net operating income
that can be achieved by areasonably efficient operator. In determining the
potential profits or earnings of the business, while the valuer may refer
to the past and current operation, the valuer also needs to understand the
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achievable profits or earnings of all potential operators and buyers, by
comparing these to similar types and styles of operation, before coming
to the opinion of value.

In discussing the industry or property market outlook, the valuer should
explain the impact of such outlook to the valuation of the subject property.
In determining the capitalization rate or discount rate, the valuer should
consider the following:

* Transactions of similar property assets,

Yield of similar property assets;

* Specific risks associated with the subject property; and
* The prevailing market borrowing or lending rate.
3.122.1 The Investment Method

(a) The gross income and other income from non-
related property items e.g. intangibles;

(b) The sustainability or otherwise of the income used
in the valuation of the property. The projected
income must be market derived;

(c) Actual outgoings for the past three years.
Outgoings and other operating expenses adopted
must be supported and market derived;

(d) Any major capital expenditure on repairs or maintenance
likely to be incurred in the immediate future;

(e) In the case of tenanted properties,

i. a schedule showing details of existing tenancies
such as names of tenants, terms, rentals and service
charges. Disclose where tenants are related to the
landlord/vendor; and

ii. Analysis of comparable data on rentals, outgoings,
voids and capitalization rates and their comparability
to the property being valued; and

(f) Market evidence to support the capitalization and
discount rates that reflect the risk of the business.

(g) In the computation of the reversionary interest, market
rent as at the date of valuation is to be adopted and the
lease terms such as the service charges, repairing and
insurance terms to be stated.

(h) In the computation of the reversionary interest, market
rent as at the date of valuation is to be adopted and the

DGR
—




EAABLTS

lease terms such as the service charges, repairing and
insurance terms to be stated.

3.12.2.2 The Residual Method

3.1223

feiltifeis

(a) The approved layout plan together with details of the
approved development project, if available. In using
this method, due care must be exercised to ensure
reasonableness in the estimation of the gross development
value, period and timing of the development. In the case
where approved layout plan is not in place, adequate
market or feasibility study undertaken by another
independent valuer on the viability of the proposed
development must be provided;

(b) The adjustments made on comparables used to arrive at
the gross development value;

(c) Construction estimates by quantity surveyors
where appropriate or where contracts are awarded,
the actual tender sum;

(d) Market evidence to support the rates of absorption and
the development period; and

(e) The discount rate adopted which must be market derived.

(f) In the determination of the gross development value,
the valuer should consider the current selling prices of
similar properties in the market.

(g) In analyzing the contracts awarded and estimation made
by the relevant experts, the valuer can be guided by the
previous tenders already awarded. However, this will need
to be compared with market data to ensure estimation
made is realistic and consistent with market expectation.

(h) The developer’s profit adopted is the profit that a typical
developer would expect for undertaking the development
in the market.

(1) In deciding the development period, the valuer needs to
consider the following:

* Past sales performance of the development;
* Sales performance of similar development; and
e Demand and take up rate for the development.

The Profits Method

(a) Audited accounts of the business for the past three years;




(b) Detailed workings showing estimation of annual
revenue, operating expenses/ overheads, allowance for
tenant’s share and interest on working capital; and

(c) Market evidence to support the capitalization rate that
reflects the risk of the business.

(d) When using this method, the potential profits or earnings
are normally based on the profits or earnings before
interest, taxes, depreciation and amortization (EBITDA)
on the assumption that the business will continue in
operation.

3.12.2.4 The Discounted Cash Flow Method

(a) Detailed workings showing estimation of the cash
flows which must be market derived; and

(b) Market evidence to support the capitalization and
discount rates that reflect the risk of the business.

(c) The valuer needs to be satisfied that he can reliably
determine and justify the cash flows projected.

(d) The projected cash flows are normally determined
by reference to past performance, preferably three
years or more, of the business, where applicable and
checked against general market indicators to determine
achievability and reasonableness.

(e) Where the income is projected to grow, the valuer will
need to explain the growth rate adopted as well as the
terminal income by referring to:

* Past performance of the business/property;
e Performance of similar business/property; and
* Projections made by client.

3.12.3 The Cost/Replacement Cost Method:

(a) The actual construction or tender cost where available;

(b) The rates adopted in the valuation for buildings, structures and any
other improvements;

(c) The adjustments made on comparables used to arrive at the value.
Where the depreciated replacement cost is adopted, details of the
replacement cost and incidental costs; and

(d) The depreciation rates adopted and their bases.

(e) In adopting the actual construction cost as the basis of estimating
the value, the valuer is to make reference to the market to ensure
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4.01

4.02

4.03

4.04

4.05

4.06

that the said cost is realistic and not inflated.

(f) Depreciation rates should be carefully assessed and at the minimum
should include at least three different elements i.e. physical
deterioration, technological and functional obsolescence, and
economic obsolescence.

(g) Particular attention must be paid to economic obsolescence or
obsolescence that is external to the subject property to ensure that the
valuation does not result in an estimate higher than market value.

CHAPTER 4 : CONTENTS OF VALUATION REPORT

A valuation report must be clear and not misleading. The valuer must ensure
disclosure of all material information and all information disclosed is adequate
and accurate.

The valuation report must provide sufficient information to describe the work
performed, the conclusions reached and the context in which they were shaped.

While the guidelines prescribe the minimum contents of a valuation report, the
valuer is expected to use his judgment in deciding whether additional information
is required to be included in the report.

The inclusion of additional information is to promote clarity and better
understanding of the valuation and its justification in arriving at the market value.

The report must contain among others, the analytical process, data and information
used to arrive at the valuation conclusion.

A valuation report must contain, but not be limited to the following:
Identification and status of the valuer,

Identification of the client(s) & other intended users,

Purpose of the valuation,

Identification of the asset(s) or liability to be valued,
Basis/bases of value used,

Valuation date,

Extent of inspections and investigations,

S0 oo a6 o

Nature and source of the information relied upon,

o

Assumptions and special assumptions,
Restrictions on use, distribution or publication of the report,

~

Confirmation that the valuation has been undertaken in accordance with
Valuation Standards & Guidelines
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4.07

4.08

4.09

4.10

4.11

4.12

413

1. Valuation approach and reasoning,
m. Amount of the valuation or valuations, and
n. Relevant attachments.

The name(s), address (es), qualifications and registration number(s) of the valuer
and the joint valuer, where applicable, and his/her/their organization(s).

The report must be signed or jointly signed and dated by the valuer(s).

The report must be addressed to the applicant/issuer undertaking a corporate
proposal; and

Details of the instructions including any special conditions and/or assumptions
must be clearly stated in the report

The purpose of the valuation report must be clearly stated. The report must state
that it is prepared in compliance with these guidelines.

This must be stated in a clear manner by reference to the plot number, title number
and address.

Description of the property asset must include, but not be limited to the following:

(a) Location and accessibility. Site and location plans must be provided for
identification of the property;

(b) Age, description, use, accommodation, construction details of buildings,
amenities and services;

(c) Dimensions and areas of land and buildings, together with copies of the
approved building plans and certificate of fitness for occupation. Where
such documents are not available, clarification/status of these documents
are to be obtained from the relevant authorities/ professionals;

(d) Disclosure of any breaches of the relevant laws, regulations, rules and
requirements relating to the property assets;

(e) Recent significant refurbishment or renovation, if any;

(f) State of repair and condition. If there are doubts as to the state of
repair, a report prepared by a qualified building surveyor or engineer
may be provided;

(g) For industrial property, details of factory buildings such as design, span,
heights to eaves and ridges as well as the type of manufacturing activity;

(h) For property generating rental income e.g. shopping complex, office
building etc., details such as occupancy rate, tenancy schedule, types of

M




4.14

4.15

4.16

4.17

4.18

income and operating costs. A copy each of the typical tenancy agreement
must also be provided;

(i) For hospitality/leisure property e.g. hotel, theme park etc., details such as
types and pricing of products offered, rating, occupancy/take-up rate, profile
of income, operating expenses and costs of development;

(j) For agricultural property, details of the cultivation such as types, clones,
age or year of planting, past yields (based on field and year of planting)
and production costs including an area statement of the existing land use;

(k) For ongoing property development project, details pertaining to the
sales status/ pre-let and construction progress of the ongoing phases
together with a summary of the sales value and the relevant contracts
awarded;

(I) For ease of reference, adequate visual presentation of the property;

(m)Problems relating to setback, encroachments, squatters and other detrimental
factors, if any; and

(n) Site stability, especially buildings on ex-mining land, swampy sites or hill
slopes.

The definition of the basis of valuation must be provided.
IVS-defined bases of value are as below:

a)  Market Value,

b) Market Rent,

c¢)  Equitable Value,

d) Investment Value/Worth,

e)  Synergistic Value, and

f)  Liquidation Value.

This may be the same date as the date of the report, or an earlier date but not more
than six months from the date of receipt of the submission of the valuation report.

The date of inspection together with the name(s) of the person(s) involved and the
extent of the inspection must be stated.

The valuer must discuss and consider the prevailing market condition. This must
include the supply and demand affecting the area, property or industry sector
concerned and any adverse factors that may affect the value of the property.

The sources of the information are to be disclosed.

feiltifeis
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4.19

4.20
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4.22

4.23
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4.25

4.26

4.27

4.28

4.29

4.30

Experts’ reports must be provided and considered in the valuation of specialized
assets where the input of experts is required e.g. in the valuation of timber
concession and quarry/extraction of minerals.

A description of the surrounding development, availability of communications,
amenities and utilities must be provided.

Planning proposals and existing permissions must be disclosed. Any conditions
attached to the relevant planning approvals that may affect value must be given
due consideration. Where reference is made to the existence of any approvals,
copies of such approvals must be attached.

Where required, the valuer must comment whether other expert’s reports e.g. a
geotechnical survey or an environmental impact assessment has been taken into
consideration.

Where assumptions are used in the valuation, such assumptions must be clearly
stated in bold and capital letters.

The legal interest/ownership and any litigation in the property asset must be
properly ascertained by the legal expert of the client and clearly stated.

The boundary and area of the property must be authenticated by relevant
government agencies appointed by the client.

The valuation opinion conducted by the valuer is for the purpose of acquiring an
indication of Market Value only of the said property to the client on the date of
valuation which the client may utilize to form their opinion for secured lending to
their borrower. The client shall adopt this valuation opinion judiciously and take
informed lending decisions.

Restriction on use, distribution or publication of the report if any must be stated

Confirmation that the analyses, opinions and conclusions included in this report
has been prepared and developed in conformity with the Valuation Standards and
Guidelines.

Valuers are not required to use more than one method for the valuation of an asset,
particularly when the valuer has a high degree of confidence in the accuracy and
reliability of a single method, given the facts and circumstances of the valuation
engagement.

However, valuers should consider the use of multiple approaches and methods
and more than one valuation approach or method should be considered and may

DGR
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4.32

e

be used to arrive at an indication of value, particularly when there are insufficient
factual or observable inputs for a single method to produce a reliable conclusion.

Where more than one approach and method is used, or even multiple methods
within a single approach, the conclusion of value based on those multiple
approaches and/or methods should be reasonable and the process of analyzing
and reconciling the differing values into a single conclusion, without averaging,
should be described by the valuer in the report.

The methods adopted must comply with Chapter 3 of these guidelines.

Amount of the valuation or valuations

4.33

4.34

The opinion of value in words, as well as figures, is required to be provided in the
main body of the report.

In the valuation of foreign property assets, the opinion of value must also be
reported in local currency. The valuer must also state whether allowance has been
made for the existing or proposed local legislation relating to taxation on the
realization of the property.

Relevant attachments

435 Relevant documents such as detailed workings, maps, location plan indicating the
comparables on the subject property, photographs, relevant documents and
436 Where applicable, original copies must be attached. In cases where duplicated
copies are attached, these are to be certified by the relevant parties.
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