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Objective

The students will acquire knowledge in
estimation, tender practices, contract
procedures,and valuationand will be ableto

prepare estimates, call for tenders and
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4.1. INTRODUCTION -

1.

2.

W

o w &

Valuation is defined
value of a property.
The present value of any

or income or rent. The v
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as the method or technique used to estimate the present
The property may be a building, an industry, land or anything.
property can be estimated by either present selling price

alue of property depends on the following factors:-
Nature of the structure

Life of the structure

Location of the structure )
Maintenance

Bank interest

Legal control erc.




Cost of the property is defined as the original cost of construction (or) original

cost of purchase and the value of property is defined as the present value (or) the

sealable value of the property. The present value of a property may be higher or
lower than the cost of the property.

Before valuation process of the building, the age of the building should be
ascertained from the available records or by enquires and visual inspection. The
valuation is done by working out its cost of construction at present day rate and

then allowing a suitable depreciation. Present day cost may be found by any one of
the following methods:

1. Cost by plinth area basis

2. Cost from records
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3. Cost by detailed measurements £
. - in the later topi
The process of valuation by various methods is discussed In Pics of

this Chaptcr.

4-2. NECESSITY OR PURPOSE OF VALUATION : ,

The valuation of the property is used for the following purposes.

1. Buying and Selling of the Properties
Valuation gives the best idea for both purchasing and selling of a property.

2. Betterment -Charges

Betterment charges are the additional tax, to be paid by the owner of a propexty.
When the property comes under some town planning scheme of area (it value
Increases). Hence it is necessary to know the value of his property before and after

the completion of town planning scheme.
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3. Acquisition
If a property is acquired for some special project by government, the owner of

the property will get the amount for compensation and hence the compensation

amount is determined by the valuation.

4. Rent Determination

Rent of the property is determined on the basis of valuation of the property and
the rent is fixed as certain percentage of the amount of valuation. The rent may

vary from 6% to 12% of the valuated amount.

5. Taxation
In order to prepare a tax schedule, the valuation of the property becomes

important. Municipal tax, property tax, wealth tax and all other taxes on proper?y

are levied on the basis of amount of valuation.
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6. Security of Loans

When loans are granted against a property, the probable value of the property is
to be worked out by the process of valuation. It is also referred to as valuation for

morigage purposcs.
7. Insurance

For the purpose of insuring a property, the owner desires to know the
replacement value of the property. In such cases, the value of the land is excluded

(or omitted).

8. Valuation of property is also required for speculations etc.

4.2.1. VALUE ENGINEERING

Value Engineering is the division of quantity surveying, in which the value of
the engineering properties such as buildings etc. is estimated in all respective
manners.
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4.2.2. IMPORTANT TERMS IN VALUE ENGINEERING

1. Cost

The term cost is used to indicate the actual amount incurred in producing a
commodity which possess some value.
2. Price

The term price is used to indicate the cost of the commodity plus profit of the
manufacturer.

3. Value

Value is defined as the Corresponding exchange of one commodity into other
commodity.
(@) Market Value
; Market value of a pProperty is the value, which can be obtained if the
property opens to sale at any particular time, in the open market. This
market value will vary from time to time, according to demand and supply
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(c)
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at affect the market value are cost Of the

position. The other factors th oL
changes in industry, e/

materials, cost of the labour, transport charges,

Book Value

It is defined as the original investment shown in the aCTC:OU.ﬂt books of 3
company on its assets including properties and machineries, less any
allowance for the period passed. Book value will be reduced year to year

depending upon depreciation and will be only the scrap value at the end of

the utility period.
Rateable Value

It is the net annual letting value of the property and it is obtained by
deducting the amount of annual repairs from the gross income. Municipa]

and other taxes are charged at a certain percentage on a reteable value of the

property.
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Fable 4. F. Comparisaon betweern market valne and book value

[ S. No .I Market Value Book Value
i 1
I-I 1 | It is fixed by the purchaser. It is fixed by rate of depreciation.
|: | For a particular period, the | The book walue cannot be a constant
|| 2 | market walue is a constant | value. There is always a fall in book
| | one. wvalue.
J[ - Market value is applicable for | It is not applicable for land or metal
| any kind ﬂfprapr::ri}'- articles like steel, copper, gold, etc.
P | Market walue is taken for It is considered for accounts book of a
|| evaluation process. company.
Market wvalue depends on the
5 supply and demand | It is not variable due to its demand
conditions and dewvelopment | and supply or development area.
I
__-----""'.'.lJ

of the area efc.
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(d) Scrap Value

' Scrap Value is defined as the value of the dismantled materials of a
prop.crty. ‘/.\ﬁcr A property losses its utility, repairs are not required for the
serviceability of the Property and hence it is required to be dismantled for
rcplac.emcm and reconstruction. Sometimes, the value of the dismantled
material minus the cost of demolition is called scrap value.

In case .of 4 machine, the scrap value is the value of the metal or the
value of dismantled parts of the machine. For a building, after its utility,
th.e cost of dismantled materials (such as steel, bricks, beams, doors and
windows, etc) fetch a certain amount which is the scrap value of the

building. The Scrap value of a building may be about 10% of its total
construction cost,

Depariment of Civil Engineering, NSCET Then 13
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() Salvage Value
’ Salvage Value is defined as the value of the property at the end of its
utility period, without being dismantled. In case of machine, at the end of its
usual life (when it becomes uneconomical) may be sold to someone else,
who may use the same machine for some other purpose.
(/) Negative Scrap and Salvage Value
Generally the salvage value and scrap value of a property has got some
positive value. But it may be zero or negative. sometimes.
Scrap value of a RCC structure will be negative as its cost of dismantling

and remowval is high.

4. Gross Income

The total receipts from various sources are called Gross income and it includes
all the outgoings, collection charges and operational charges esc. Gross income is
the total income including any outgoing like operational and collection charges esc.

5. Net income
Net income is defined as the saving or the amount left with the owner, after

deducting all outgoing saving, operational and collection expenses from the gross

income. It is also called as net return.
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[ Net Income = Gross income — Out

6. Outgoings or Expenses

ini unde =
. Outgoings are expenses incurred for maintaining the property by l rtaking
levied by the government or local body op

ent or collection charges, insurance
borne by the owner (such

periodical repairs, also includes taxes
that property, amount of sinking fund, managem
charges and some other miscellaneous charges which are
as charges on lift operation, water and electricity bill).

Outgoings are expenses include the following components:
1. Repairs
2. Taxes
3. Loss ofrent
4. Sinking fund
5. Collection charges

6. Insurance
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7. Other Charges (Electrical Charges gtc.)

(i) Repairs
Repairs and maintenance are required to be carried out every year. The amount

spent on repairs is an example of outgoing. This repair expenses depends on the
age of property and nature of the construction.

Generally 10% to 15% of the gross income or 1 to 1.5 months’ rent is allowed
for annual repairs. Sometimes 1% to 1.5% of the total cost of the construction may

also be taken.

(ii) Taxes
Municipal tax, property tax and wealth tax which are to be paid by owner of the
property annually. come under outgoing. The taxes are fixed on the basis of annual

rental value of the property after deducting for annual repairs.
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(i1i) Loss of rent

If the property is 3
Properiy IS not occupied for sorme time, then there is loss of rent. This loss

of rent is considered as SXpenses

(iv) Sinking Fund

A corain amount o 2 g
f the gross rent 1s set aside yearly. in order to accumulate the

ot SOoOnsSimnaclio ~ ; 3
rotal o« . ction cost. when the life of the building is over. The amount set aside
annually is called Sinking Fund

(v) Collection Charges

e

ot 2% [
o li o ot.lhc ETOSs rent may be taken as collection charges and termed as
expensces. Collection charges include the following:

() Rent collection expenscs,

(5 Liftiman and Sweeper expenses erc.

For small buildings, practically no expense is incurred on collection charges and
hence there won™t be any expenses in the form of collection charges.

4 e a
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