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ABSTRACT

Farms are highly heterogeneous and never identical. No two farms are ever alike in
terms of (1) the basic resources, land, labour, or capital that are available, (2) the
way these resources or factors of production are combined, or (3) in terms of the
amounts of various crops and livestock produced. There are numerous factors that
influence the price of a farm and some of these factors are not monetary related.
This makes the task of the valuer complex, and it increases the possibility of large

differences in the estimated market value determined and the actual selling price.

The development and use of AVM (Automated Valuation Method) models in the
valuation of especially residential property, is a worldwide phenomenon. The majority
of AVM models use MRA (Multiple Regression Analysis) as a basis. The accuracy of
a MRA relies heavily on the quality and accuracy of the data that are used. Thus, the
availability of quality and accurate data has a significant impact on the potential

accuracy of a MRA.

Accurate MRA valuation estimates will be fair to individual farm owners regarding
their municipal tax assessments and it will lead to a wider use of MRAs for the
valuation of farms, with the associated benefits of lower valuation costs and speedier

valuations, especially by financial institutions.

This study analyses the unique and distinctive attributes of farms, which must be
taken into account when a MRA model is developed. By following a stepwise
regression approach, a regression model is developed which is fairly accurate, but it
does not achieve a high level of accuracy.

Furthermore, the results of the study show that it is difficult to have enough
appropriate and accurate data available to develop a regression analysis for
agricultural property to satisfy accuracy requirements. Although it is difficult, it is
possible to develop MRA models that are fairly accurate. Therefore, if MRA models
are currently used for the municipal valuation of farms, which are not fairly accurate,
it should be possible to improve the accuracy. However, maximum accuracy cannot
be achieved with MRA models. Thus, it cannot replace a valuation done by a skilled

and knowledgeable professional valuer, when maximum accuracy is required.
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CHAPTER 1
ORIENTATION

1.1 INTRODUCTION

The value of a specific agricultural property is determined by a wide variety of

factors. Some of these factors are monetary related and others are not.

Van Schalkwyk (1995: 174) stated that "Contrary to many other findings, returns to
farming were found to be only one of three major factors (apart from land price
expectations) explaining the boom of the 1960s to early 1970s and the bust of the
late 1970s to 1980s. Inflation and the opportunity cost of capital played equally
important roles in explaining land price changes. This indicates a strong influence of

macroeconomic phenomena in farmland prices".

Barry, et al. (2000: 344) pointed out that "Land values are also influenced by many
special factors that may differ among potential buyers. To illustrate, an agricultural
producer with excess machinery capacity may place greater value on a new tract of
land than will a neighbour who must buy more machinery to operate the added land.
Some non-monetary factors are pride of ownership, family tradition, hobby farming,

and rural living".

The above demonstrates that specifically in the case of agricultural property, there
are numerous factors that influence the price. The fact that some of these are not
monetary related, makes the task of the valuer complex, and it also increases the
possibility of large differences in the estimated market value determined and the

actual selling price.

1.2 OBJECTIVES

The professional valuation of agricultural property is a complex matter. Not only does

it necessitate a detailed knowledge regarding the science of valuation and
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knowledge regarding applicable legal issues, it also necessitates an intimate

knowledge of a number of factors that are specifically applicable to agricultural land.
Some of these factors are:

1. Agricultural properties are heterogeneous in their make-up. Two farms can be
adjacent to each other and be of similar size, but they can differ regarding the
type of farming practised, the soil type, terrain, water rights, existence of
servitudes and the value of the fixed improvements that enhances the farm's
profitability. Thus, the two farms' value will differ substantially.

2. The values are not only influenced by monetary factors, but also by non-
monetary factors such as pride of ownership, family tradition, hobby farming,
and rural living.

3. Ownership of farmland is more often than not, an emotional issue. This leads
to the situation that the farm's value is, in the opinion of the owner, higher than

what the valuation estimate may indicate.

Hager & Lord (1985: 23) stated "the success of a valuation relies heavily on personal
knowledge and expertise and interpretation of the many variables which exist".

An important part of the valuation process when valuing an agricultural property is to
do a thorough property inspection, in order to verify first hand all the relevant factors
and data which can influence the value of the property. This physical inspection has
the distinct advantage that the heterogeneous factors applicable to a specific

agricultural property, are taken into proper account.

The development and use of AVM (Automated Valuation Method) models in the
valuation of especially residential property, is a worldwide phenomenon. The majority

of AVM models use MRA (Multiple Regression Analysis) as a basis.

With the advancement of computer technology and subsequent appropriate software

programs, the use of MRA became popular and relative easy to perform.
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One of the important reasons for the development and use of AVM models in the

valuation of residential property for municipal taxation purposes, is to avoid the

physical property inspection that is part of the traditional valuation process. The

benefits of avoiding the physical inspection are, amongst others, a lower cost and

greater speed to do the valuation.

The accuracy of a MRA relies heavily on the quality and accuracy of the data that

are used. Thus, the availability of quality and accurate data has a significant impact

on the potential accuracy of a MRA.

In certain specific farm valuation circumstances, it may occur that the need for an

AVM approach (where no traditional farm inspection is done) exists, for example:

1.

A municipal valuation process requires a large number of farms to be valued.
More often than not, time constraints exist, budgetary constraints to pay for
professional valuations (where a thorough inspection is done) exist, and a
shortage of qualified professional valuers to do the valuations.

A financial institution wants to speed-up the turnaround time for loan
applications, by eliminating the necessity for a professional valuer to inspect
the farm and do a valuation in the normal way.

If MRA models can be developed (which satisfy minimum accuracy
requirements) the use of MRA in the valuation of farms can be expanded to
other possibilities, such as for first time loan applications as well as second
mortgage application, for rental determination and for financial statement

purposes.

This study has five objectives:

1. To describe briefly the application of general valuation theory in the valuation

of agricultural property; discuss the factors that influence farm prices and the
various distinctive attributes that are inherently part of farms, which should be

taken into consideration when valuing agricultural property. It is these price-
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influencing factors and distinctive attributes, which cause farm valuations to

be complex and make it relatively difficult to satisfy accuracy requirements.

2. To briefly discuss the concept of mass valuations and general use of AVMs in
the international valuation industry. An understanding of its advantages,
disadvantages, constraints and possibilities are necessary in order to identify
the inherent difficulties that exist in its possible application in farm valuations.

3. To determine if it is possible to develop a linear multiple regression model for
the valuation of farms (which satisfies accuracy requirements) with data that
is reasonably available.

4. To contribute to the knowledge regarding the improvement of the accuracy

levels of MRA models in farm valuations.

5. To determine the limitations that these MRA models might have regarding its

applicability to farm valuations.

1.3 IMPORTANCE OF THE STUDY

There are currently a number of municipalities that use MRAs in the valuation of

farms for levying municipal tax purposes.

At the moment municipalities compensate for possible inaccuracy in MRAs that they
utilise, by using a lower than estimated value of the farms. All the farms are taxed for
example at only 70% of the value that the MRA estimates. In this way they avoid the
majority of complaints they would have received if the basis was 100% of the value
the MRA estimates. In order to compensate for the potential loss in income, because
the municipality use only 70% instead of 100% as the base, they increase the rate at
which the tax is levied. Thus, municipalities found a way to use MRAs for mass
valuations, even if the MRA does not have a fair degree of accuracy. This approach
apparently solves the problem the municipality has with the relative inaccuracy of the

MRA. It is however not fair to the individual farm owner who now pays more than his

4
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fair pro-rata share, because the value estimate of his specific individual farm was
relatively (say 25%) higher than the values of similar properties. Currently

consistency is more important for municipal valuations, than accuracy.

Financial institutions, which lend money to farm businesses, are aware of the
potential accuracy pitfalls of the use of MRAs for farm valuations. Therefore, at the
moment it is not used or only used in a very limited way. This study is important for a

number of reasons:

1. It will help to improve the knowledge regarding the data requirements
necessary for the development of accurate MRAs in farm valuations.

It will explain the potential pitfalls of the use of MRAs in farm valuations.

3. It will lead to more accurate MRA valuation estimates, which will be fairer to
individual farm owners regarding their municipal tax assessments.

4, It may lead to a wider use of MRAs for the valuation of farms, with the
associated benefits of lower valuation costs and speedier valuations,
especially by financial institutions.

5. It will indicate the way forward wherein more research is needed, to enable

the industry to develop more accurate MRA models for farm valuations.

1.4. PROBLEM STATEMENT

There are many reasons why the market value of farmland stirs up intense emotion,

these are inter alia:

1. Farmland is the livelihood of a commercial farmer, and as such is comparable
to the business that a business owner possesses.

2. Many farms are owned by the second, third and even fourth generation
offspring of the original buyer, resulting in an intense emotional involvement to
the specific farm. In some cases, the current owner's ancestors are buried on

the specific farm.
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3. Farmers often value rural living and consider the farmers "way of life" as an

important reason for being involved in a farming business. Therefore, they are
reluctant to sell and leave farming as a way to earn a livelihood.

4. Farmland, when taken care of is an asset, which is durable and does not
depreciate, except in countries where private property rights are not
respected. It is considered an excellent hedge against the effects of inflation

over the long term.

The above often results (in the opinion of the farm owner) that the market value for
his specific farm is higher than the estimated market value. However, the same farm
owner favours a lower market value estimate when it forms the basis of a municipal

tax assessment.

It is therefore of the utmost importance that the valuation estimate of a farm must

satisfy accuracy requirements.

Farm properties are highly heterogeneous in their physical attributes and there are
numerous factors which influence the market value of a specific farm. These facts
imply that there are many different independent variables, which have to be
considered in a MRA. Therefore, a large volume of appropriate and accurate data
will be needed to develop a MRA, which will satisfy accuracy requirements. The
guestion arises if there are enough appropriate accurate data available to develop
such a MRA?

The research questions can be summarised as follows:

1. Determine if it is possible to develop a linear multiple regression model for the
valuation of farms (which satisfies accuracy requirements) with data that is

reasonably available?
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2. How does the development of an accurate MRA model contribute to the
knowledge regarding the improvement of the accuracy levels of MRA models

in farm valuations?

3. What are the limitations of these MRA models, regarding their applicability to

farm valuations?

1.5 METHODOLOGY

Literature study

An extensive literature study was done on how general valuation theory is applied in
the valuation of agricultural property. This was done in order to understand the
factors that influence farm prices and to understand the various unique and
distinctive attributes that are inherently part of farms and which should be t
considered when valuing agricultural property. It is these value-influencing factors
and distinctive attributes, which cause farm valuations to be complex and which
make them relatively difficult to satisfy the accuracy requirements, specifically when

MRA models are developed for farm valuations.

A literature study was done to establish what is meant by mass appraisal methods
and how widely they are applied internationally. An understanding of their
advantages, disadvantages, constraints and possibilities are necessary in order to

evaluate their possible application in farm valuations.

Explanation of statistical terminology

In chapter 4 the researcher explained the statistical concepts and statistical
indicators that were used to evaluate the MRA models. They are explained on a very
basic level because it is probable that valuers will want to read this study, and the
average valuer does not have sufficient knowledge to understand the statistical

terminologies that are used.
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Data acquisition and locality

Data to use for research purposes on farm values (which have appropriate and
accurate information regarding possible variables) are not readily available. It was

difficult for the researcher to acquire data.

To personally visit a large number of farms, do a professional valuation of each farm
and in this way obtain accurate and appropriate information to enable the researcher
to develop accurate MRA models, would have been too costly in terms of travelling

and accommodation costs.

Various possible information sources were investigated . Eventually Mr Deon van
Onselen, from Spectrum Valuers and Mr Helmut Drewes, owner of the Agrista
software programme, made sufficient data available to enable the researcher to
develop a number of regression analysis models. A non-disclosure agreement,

regarding the confidentiality of individual farm owners' information was signed.

The data consisted of 15 valuations, plus three comparable transactions per
valuation. Thus, a total of 15 valuations plus 45 real transactions, giving 60 data sets

regarding 60 farms.

A guantity of 60 observations and 10 independent variables, gives a ratio of 6:1
(observations: independent variables), which is considered to be sufficient. A ratio of
4:1 is considered the minimum (Australian Property Institute, 2015: 489).

The area consists of the JR, KR, KQ, LR, LS and MT registration divisions. It is the
western area of the Limpopo province. It can be described as the area north of the
road from Bela-Bela (Warmbaths) to Northam, and west of the road from Bela-Bela
(Warmbaths) to Makhado (Louis Trichardt). The only exception is four farms that are

close to Letsitele in the eastern part of the Limpopo province

The aim of the researcher was to use data, as far as possible, that are from a
homogeneous area regarding its natural habitat. The farms are primarily located in

the eco-zone "mixed bushveld
Biodiversity Institute (2005: 26).

, as classified by the South African National
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An eco-zone is defined as "an area where there is relatively uniform geology (soil)
and therefore landform (landscape), as well as uniform altitude, latitude, longitude,
rainfall and climate in general" (South African National Biodiversity Institute, 2005: 9).

Eco-zone " Mixed Bushveld" is described as: Altitude of 700 - 1 100 m; Rainfall 300
- 500 mm; mostly in the form of thunderstorms. The summers are hot, reaching
temperatures of 35° C and more by day, with only occasional frost during winter
nights. Due to the low rainfall, grasses do not form dense uniform stands. Grass
types are mainly a mix between types with a higher grazing value and types with a

lower grazing value.

Twenty-four farms have Thabazimbi as the nearest town, four farms have Vaalwater,
eight have Mookgopong (Naboomspruit), four have Alldays, four have Warmbaths
(Bela-Bela), four have Makhado (formerly Louis Trichardt), four have Letsitele and

eight farms have Lephale (formerly Ellisras) as the nearest town.

Independent variables used
In this study, the researcher analysed 10 independent variables:

Date the sale took place,
Size of the farm,
DVI (depreciated value of improvements),

Quality of the grazing,

1
2
3
4
5 The number of hectares per livestock unit needed,
6 Number of hectares legally under irrigation,

7 Distance from the farm to the closest town,

8 ITourism infrastructure on the farm,

9 How mountainous is the topography,

10 Is there a proper game fence on the farm.

©University of Pretoria
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The reasons for the use of these specific 10 variables are that various researchers

identified them as having a significant influence on farm values:

1. Woolford & Cassin (1983: 214 & 216) used MRA successfully in an

assignment to determine the 1916 market value, of a large volume of

farmland parcels. The assignment was done in the early 1980's. They used:

a.

-~ ® oo T

Q

Date of sale

Productive capabilities of the property
Distance from town

Presence of streams

Nature and extent of improvements
Extent of cultivated land.

Recent weather trends.

2. Bourhill (1998: 81) did a stepwise regression analysis on 47 variables that

could have a possible affect on land prices. He identified nine variables, which

have the most significant affect on farm prices. Seven of the variables that

Bourhill identified, are included in the 10 variables the researcher used:

a.
b.

Farm size,

Selling price of comparable farms

c. Topography (slope),
d.
e
f.

Distance from nearest town.

. Existence and quality of infrastructure (DVI), including a second house.

Is there any tourism infrastructure on the farm.

Two variables that Bourhill used were non-farm factors such as "does the buyer own

the adjacent farm ?" and " how many years farming experience does the buyer has?"

The researcher used only farm factors.

3. Four of the six variables that Steyn (2003: 95) considered are included in the

10 variables used by the researcher:

a.

Size of the farm,

10
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b. The size and quality of the house (DVI)
c. Any tourism development in existence and

d. The distance from the closest town.

The researcher used four more variables, than Steyn.

4. Pienaar (2015: 71-84) described 12 variables that have a specific influence
on the value of a farm. Seven of these 12 variables are included in the 10
variables the researcher used. Pienaar did not do any statistical research on
the importance of the various variables, it is his opinion, as a professional

valuer who specializes in farms.

5. Own knowledge and personal experience regarding the most important
possible factors that are considered by a potential buyer of a farm (and
therefore will influence the price) in the "mixed bushveld" eco-zone, was also

used.

Stepwise regression method

The process that was followed was a stepwise regression approach. The researcher
developed 16 MRA models. Eight of these models, when statistically analyzed, were
inaccurate to the extent that they could not be described in this research therefore,
eight models are discussed in chapter 4. The objective was to improve each model
that was developed untii a model was developed that satisfied accuracy

requirements.

1.6 LIMITATIONS

There is very little literature available regarding the application of MRA models in the
valuation of farms, thus the researcher focused primarily on the literature available

as it is applied in the mass valuation of residential property.

11
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The availability of sufficient appropriate and accurate data to develop MRA models,
were a limitation. Therefore further MRA models, which included the depreciated

value of improvements, could not be developed.

This study was not meant to be an all inclusive and detailed study on the use of
mass appraisal methods for agricultural properties. However, it is intended to give a

general view of:

1. the uniqueness of agricultural property and how this uniqueness makes
accurate farm valuations complex and difficult,

2. mass valuation methods; its advantages, limitations and possibilities for use in
the valuation of farms,

3. how to develop MRA models for farms, the difficulty in developing models that

satisfy accuracy requirements and the limitations of these models.

1.7 PLAN OF THE STUDY

This chapter provides the orientation for the rest of the study. It describes the
objectives, importance of the study and the problem statement. In the description of
the methodology of the research, the process that was followed and specific
problems regarding the acquiring of data that was experienced, is described. The
limitations of the study are explained to ensure that the reader does not have a

misconception regarding the scope of the study.

Chapter 2 briefly describes the application of general valuation theory in the
valuation of agricultural property, discusses the factors that influence farm prices and
the various distinctive attributes that are inherently part of farms, which should be
taken into consideration when valuing agricultural property. It is these price-
influencing factors and distinctive attributes, which cause farm valuations to be

complex and makes it relative difficult to satisfy accuracy requirements.

In Chapter 3 the concept of mass valuations and general use of AVMs in the
international valuation industry are discussed briefly. This will lead to an

understanding of its advantages, disadvantages, constraints and possibilities, which

12
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will make it possible to identify the inherent difficulties that there are in its application

in farm valuations.

Chapter 4 deals with the development of linear multiple regression models, through
the process of stepwise regression, for the valuation of farms. These MRA models
have to satisfy accuracy requirements. It also describes the limitations that these
MRA models might have, regarding their applicability to farm valuations. The
researcher explains, on a very basic level, the statistical concepts and statistical

indicators that were used to evaluate the MRA models.

In Chapter 5 the research questions are answered, the shortcomings of the MRA

model will be explained and the requirements for further research are discussed.

13
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CHAPTER 2

THE APPLICATION OF VALUATION THEORY IN FARM
VALUATIONS

2.1 INTRODUCTION

Agricultural properties have many unique and distinctive attributes that are inherently
part of farms, which should be taken into consideration when valuing agricultural

property.

To be a successful professional valuer of agricultural property, one needs very

specific valuation knowledge and expertise regarding farms and the farming industry.

Suter (1992: 39-41) described the knowledge and experience that a professional

farm valuer should have as follows:

1. Considerable technical knowledge about many agricultural topics.

2. Usually, born and reared on a farm.

3. Usually, have an agricultural college degree or diploma.

4. Acquired skills from agronomy, engineering, animal science, economics, law
and psychology.

5. Has a feel for the soils, topography, drainage, irrigation facilities and the
practices influencing the crops raised in the area.

6. He has a feel for the contribution of various buildings and improvements and
whether the farm's resources, as an operating unit, are balanced.

7. Has a feel for the farm real estate market and for factors such as product
prices, costs, earnings, rental rates, government regulations and the

idiosyncrasies of both buyers and sellers of farms in his area.

The valuer who does not have the above-mentioned farm background and
knowledge will, when he submits a written report, generally display a naive

understanding, if not gross ignorance, of many agricultural matters (Suter, 1992:41).
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Not all appraisers have the skills or the expertise required to appraise farms or
ranches (Suter 1992: 41).

This chapter will focus primarily on discussing and explaining how various valuation
concepts should be applied when valuing agricultural properties, with their unique
and distinctive attributes.

2.2 DISCUSSION OF CONCEPTS

In this study, the term "valuation" is often used interchangeably with the term
"appraisal", and the words "agricultural property" is used interchangeably with the

words "farmland" or "farms".

2.2.1 Valuation and the valuation process.

According to Jonker (2014: 26), a valuation is in essential a prediction of the price

that would be paid for the article.

The purpose in farm valuations is not to estimate what a farm is worth, but to

estimate at what price it will most likely sell in today's market (Berhman, 1995: 7).

The Appraisal Institute (2000: 27) described it as "the process of estimating the
value of an identified interest or interests in a specific parcel of real estate as of a
given date".

The valuation process (Al, 2000: 37) involves three major activities:

1. The collection of all the relevant data.

2. Inspection of the subject property, comparable sales, the area and the
neighbourhood.

3. Organisation and analysis of the data to arrive at a value opinion for the

subject property.
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Betts (2013: 47) described the appraisal process as consisting of four steps:

1. Identify the appraisal problem to be solved.
2. ldentify the appropriate solutions.

3. Execute the appropriate scope of work.

4. Report the findings and conclusions reached.

The valuation of a property involves a thinking process through which the valuer
arrives at an estimate of the market value of the property. The judgement of the
valuer is an important component of this process. This process results in an

assessment of the market value of the property (Gildenhuys, 2001: 207).

It is clear from the above that the estimate of the market value is not an exact
science, but that it is an informed opinion of a professional person (the valuer) after
following certain methodology (valuation methods) in a thinking process. Therefore,

valuations can easily differ in determined market value.

Pienaar (2015: 55) stated that there is a general belief in the valuation industry that it
is acceptable for valuers to differ by as much as 10%. A difference of 50%, for the

same farm is unacceptable and damages the integrity of the industry.

Ratterman (2007: 1) alluded to the psychology of the valuation process. He
described the process as a request the client has in which he asks the valuer: "tell
me what a buyer will think of this property, and what you think he will be willing to
pay. Thus, the valuation process requires the valuer to study the behaviour of buyers
and sellers and their mental processes to predict what they will do when they buy
and sell property. Basically, appraisers study what human beings have done in the

past so they can predict what they will do again in similar circumstances".

Simpson (1997: 5) commented that a valuer should have an efficient property
inspection system in place. It is best for the valuer to use prepared forms. A form

should:

1. request only relevant information,
2. request the data in the same sequence that the valuer inspects a property,
3. be flexible,
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4. be easy to complete.

The part of the valuation process where the inspection of the subject farm is done is
extremely important. This is where the valuer has to apply his personal knowledge
and skill, as Suter (1992: 39-41) described it:

1. As the valuer walks a given subject farm he should have a feel for the soils,
topography, drainage, irrigation facilities and the practices influencing the
crops raised in the area.

2. He should have a feel for the contribution of various buildings and
improvements and whether the farm's resources, as an operating unit, are

balanced.

2.2.2 Price

The price refers to a sale or transaction price, thus it is not an estimate but a fact.
The market value is a subjective value by a person on the valuation date, while the

price is an objective figure of a transaction between a buyer and a seller.

The International Appraiser Institute (2000: 32) defined it as "the price represents the
amount a particular buyer agrees to pay and a particular seller agrees to accept

under the circumstances surrounding the transaction”.

2.2.3 Value

According to the Appraisal Institute (Al) "the term value is often used imprecisely in
common speech, but in economics it has a specific meaning which distinguishes it

from the concepts of price, markets, and cost" Al (2000: 11).
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The Al states the following:

1. Value is created in the minds of the people who make up the market for
that commodity. It is influenced by four factors namely utility, scarcity,
desirability and effective purchasing power.

2. The utility is the ability of a product to satisfy a human want, need or
desire. The characteristics of a property such as size, design and location
influence its utility and thus its value.

3. Scarcity is the present or anticipated supply of an item relative to the
demand. Desirable agricultural land is limited and has therefore greater
value.

4. Desirability is the purchaser's wish for a property to fulfil certain human
needs.

5. Effective purchasing power is the ability of the potential buyers to pay for
the property.

Turner (1977: 1) made the point that in economic theory, for a product or factor of

production to have a cash value, it must satisfy three criteria:

1. It must have utility
2. It must be capable of ownership

3. It must be limited in supply.

Van Schalkwyk (1995: 21) commented: "persons buy or own farms for many
reasons. In general, they hold or own farms because this enables them to obtain
certain satisfactions, which they could not otherwise enjoy. These satisfactions are
often income-inspired, but stem also from satisfactions other than making money. At
some income level, and this varies widely, additional income has to compete with
other satisfactions. In other words, there are multiple desires, multiple sources of

satisfaction, and hence multiple reasons for farm ownership".
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2.2.4 Market value

The market value can simply be referred to as what the property can be sold for on

the open market.

The American Appraisal Institute (2000: 27) defines it as "The most probable price
which a property should bring in a competitive and open market under all conditions
requisite to a fair sale, the buyer and the seller each acting prudently and
knowledgeably, and assuming the price is not affected by undue stimulus. Implicit in
the definition is the consummation of a sale as of a specified date and the passing of

title from seller to buyer under conditions whereby:

1. Buyer and seller are typically motivated.

2. Both parties are well informed or well advised, and acting in what they
consider their own best interest.

3. Areasonable time is allowed for exposure in the open market.

4. Payment is made in terms of cash in U.S. dollars or in terms of financial
arrangement comparable thereto; and

5. The price represents the normal consideration for the property sold unaffected
by special or creative financing or sales concessions granted by anyone

associated with the sale".

The South African Institute of Valuers (SAIV, 2014: 6-3) referred to the definition of
the International Valuation Standards Committee namely, "the estimate amount for
which a property should exchange on the date of valuation between a willing buyer
and a willing seller in an arm's-length transaction after proper marketing, wherein the

parties had each acted knowledgeably prudently and without compulsion”.

In South Africa - as in other countries - case law made a significant contribution to

the development of the concept of market value.
In determining the market value Jonker (2014: 29) distinguished between,

1. What price could have been obtained;
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2. What price would have been obtained, and;

3. What price should have been obtained?

In (1) it implies the highest price doctrine, (2) implies the probable doctrine, while (3)
implies the degree of perfection of how well informed the buyer and seller is.

Jonker (2014: 35) concluded that our courts (and thus a valuer) should determine the
price for which the property would probably have been sold on the date of the

valuation. This value represents the market value on the valuation date.

The definition of market value evolved from the applicable law as well as the
numerous court cases, over the years. Jonker (2014: 38) defined the current

accepted South African (legal) definition of market value as follows:

"The price that a willing and informed purchaser will pay a willing and informed seller
in a normal open market transaction at the date of valuation, when neither party is
under any anxiety or compulsion to sell or purchase, other than their normal desire to

transact”.

2.2.5 Market value and the characteristics of agricultural property

Suter (1980: 3) stated that farms are bought and sold, sometimes as businesses,
sometimes because they are enjoyable places to live, sometimes as investments,

and sometimes as insurance against a declining currency value.

The farmland market does not have the characteristics of a purely competitive
market, which are (Van Schalkwyk, 1995: 36):

1. The product of each seller is identical, that is, homogeneous.

2. There are many buyers and sellers in the market, and each transaction is
relatively small to the aggregate volume of transactions.

3. There is free entry and exit from the market for both buyers and sellers.

4. The product is perfectly mobile, so that no buyer is prevented from buying
something simply because of the cost or effort to obtain it.
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5. Buyers and sellers possess perfect knowledge regarding the product and the

market.

Suter (1980: 3) stated: "no two farms are ever alike in terms of (1) the basic
resources (land, labour, or capital) that are available, (2) the way these resources or
factors of production are combined, or (3) in terms of the amounts of various crops

and livestock produced”. Thus, the product is never identical or homogeneous.

There are not always a large number of buyers and sellers in the market. There may
be a large number of buyers, but only a few landowners willing to sell; or a large
number of landowners wanting to sell but only a few buyers (Turner 1977: 37). This
is the situation in the case of restitution or expropriation. There may be a large
number of possible affected farms, but there is only one buyer, namely the

government, in restitution cases.

Generally, there are only a very limited number of farms, in a specific area, available
to buy. Landowners tend to have a long-term view in owning farmland; they do not

sell their farms easily.

The availability of credit affects free entry and exit from the market. The amount
involved in a farmland transaction is generally substantial. There are not a large
number of buyers who possess the cash reserves or have access to large credit

amounts, to be able to buy a farm.

The fixed location of farmland tends to localise the market, thus a possible buyer of

farmland will not buy easily if the property is geographically too far from him.

It is clear that the agricultural property market does not meet the requirements for a

purely competitive market.

Van Schalkwyk (1995: 120) mentioned that in most countries of the world one of the
major advantages of ownership of land has been its price appreciation over time.
Unlike most other resources, land does not depreciate or deteriorate if managed
properly. This increase in net worth can be used as collateral for borrowing funds, as

well as a cushion or reserve against short term financial losses that may require
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financing. Thus, land ownership has important capital appreciation and risk reduction

dimensions for the farm owner.

Turner (1977: 89-90) wrote that many attempts have been made by agricultural
economists to relate the price of agricultural land to economic factors such as
underlying interest rates, the productivity of agriculture and the level of farm income
and farm rents. He mentions that S.G Sturmey also identified the influence of
legislation as a factor. One of the strongest correlations that exists is that between

the price of agricultural land and the Financial Times ordinary share index.

Van Schalkwyk (1992: 36-41) comments that the factors that influence the supply
and demand function of farmland can be allocated in three categories, namely:

1. Farm resource factors, such as topography, soil potential,, percentage of farm
that is arable, extent of irrigation and average rainfall.
2. Non-farm factors, such as debt per hectare and population density

3. Interest rates

Van Schalkwyk (1992: 51) did a regression analysis study which indicated a high
significance between debt per hectare and the value per hectare. He concluded that
the more willing financial institutions are to provide debt to farms in a specific area,
the higher the farm values will be in that area therefore, the availability of credit to

the farmer is capitalized in higher farm values.

He further concluded (Van Schalkwyk, 1992: 62) that the correlation between the
debt per hectare, the population density and the farm values are so significant that
farm values are not a good indicator of farm resource quality. Farm values are highly
correlated with the gross farm income (Van Schalkwyk, 1992: 169)

Van Schalkwyk (1995: 23-35) found that there are a number of reasons why

farmland value changes, some of these are:

1. Changes in net farm income

2. Changes in rental income

3. Government agricultural programmes
4. Technological advance
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The demand for larger farm units
Pressure from an increasing population and affluence

Anticipated increase in the value of farmland

© N o g

Macro-economic variables, such as the general price inflation and interest

rates

He states that although net farm income and farmland value have not always moved
in the same direction, net farm income is still believed to be one of the major
determinants of farmland value. However, van Schalkwyk determined (1995: 174)
that the most important reason for farmland price movement is the expectation that

potential buyers and sellers have of the direction of future price movements.

This is a very important finding as it has a direct applicability on farmland values

where restitution or expropriation processes are under way.

Bourhill (1998: 92) mentioned that the effect of expectations on price could not be

guantified, but it appears that this has a significant influence on prices.

Murray (1969: 39) commented that market value stands out as the preferred
approach when valuing farmland, because it includes the income and cost elements
but also non-income features of a farm such as attractiveness or nearness to a town.

Market value has won the approval of the courts because of its objective nature.

Bourhill (1998: 92) determined that the most important determinant of land value

(within a relatively homogenous area) is the size of the farm.

He found that easily recognisable productivity features such as arable land has a

high impact on the value of a farm.
He further found that factors such as:

Buyer’s age and experience,
distance from town,
sales of adjoining properties,

degree of infrastructure

ok~ 0N PE

a second dwelling,
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6. interest rates,
7. percentage arable land,

8. and slope,
All explained variations in farm prices.

A review of the factors affecting land prices shows that external (non-farm) and non-
economic factors complicate the analysis and cause a gap between market value

and productive value, which in turn varies from submarket to submarket.

He states that the finding regarding the influence of interest rates on farm values has
implications on the land reform programme in that concessionary interest rates or
grants will be capitalised into land values. This will benefit existing landowners and

make restitution more expensive.

He concludes by stating that in South Africa land prices are driven by factors which
are difficult to predict and to quantify. Bourhill (1998: 94) stated "It is hardly surprising

that valuation is termed the Achilles heel of the land reform programme™.

Pienaar (2015: 71-84) discussed 12 factors that influence a specific farm's value
additional to the factors that influence the farm values of an area. He named the

following:

1. The unique combination of natural resources on a farm; namely the land type,
soil form and grazing capacity. Every farm has a different unique combination
of these natural resources.

2. The topography of the specific farm. Farmland with very steep slopes is not
ideal for cattle farming.

3. The presence of rights, servitudes and endorsements.

Rights such as the right to use water, deeds of lease and zoning rights can
have a positive or negative influence on the farm's value.

The existence of power lines, pipelines, canals and right-of-way servitudes
influence the value negatively.

Usufructs and notarial deeds have an influence.

4. The level of infrastructure development has a direct influence on the value.
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. The utility of the land.
Irrigation land and permanent crops are more expensive than grazing.

. Location in relation to markets and input suppliers.

. Access to the farm.

How easy or difficult it is to access the farm by road and how good or bad are
the roads leading to the farm.

. Farm shape and outlay.

A game farm should be as square as possible for the best movement of game

and optimal utilisation.

. Farm extent.

Small farms tend to fetch higher prices per hectare than larger farms.

10. Condition of the veld

The value of farms with overgrazed veld is lower than a farm where the veld is

managed prudently.

11.Labour versus capital intensity.

Labour intensive farms have normally a higher potential profitability but it has
the risk of labour strikes and unrest. This can influence the value positively or

negatively.

12.The potential of the specific farm.

The potential is the unique combination of the specific farm regarding its
natural resources and topography in combination with the potential level of

management expertise applied.

2.2.6 The value of farms expropriated

Agricultural property is the type of property that is expropriated the most. Therefore,

the various laws that determine how a farm should be valued when the State wants

to expropriate it, is of great importance to farm owners and to farm valuers.

It not only affects the price of the specific farm that is expropriated, but it also affects

the value of the surrounding farms.
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Pienaar (2015: 59-60) commented that government’s original goal was to have 30%
of farms by 2014 to be owned by black people. The restitution process resulted in an
above normal increase in farm values in the affected areas. The reasons for this

effect are twofold:

1. There was a decrease of supply of farms because the new owner, after a
restitution process, is not allowed to sell the farm for 10 years. Therefore, the
number of farms available in the affected area is less than what normally
would have been the supply.

2. There was also a degree of opportunism. The general expectancy in the
market is that if government is the buyer, prices should be higher than

normal.

Two acts directly prescribe how the value of a farm should be determined in

expropriation proceedings.

The first one is Section 25 of the Constitution of 1996, Act 108 of 1996 and the
second is the Expropriation Act of 1975, as amended. The Expropriation Act of 1975
as amended is in the process of being repealed and replaced with the Expropriation
Act, of 2016. It has already been approved by parliament. The final step before it

becomes law is for the President of South Africa, to sign it.

2.2.7 Market value and the Constitution of 1996

South Africa held its first democratic election in 1994. During the years that preceded
1994, the different political parties and interest groups went through an intense
negotiation process, to negotiate a new constitution. This culminated in the
Constitution of the Republic of South Africa that was formally adopted by Parliament
in 1996, and which is considered by many as one of the best constitutions in the

world.

Section 25 of the Constitution of 1996, Act 108 of 1996, deals exclusively and

specifically with property rights, restitution and expropriation. It reads as follows:
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"(1) No one may be deprived of property except in terms of law of general

application, and no law may permit arbitrary deprivation of property.

(2) Property may be expropriated only in terms of law of general application:

(a) for a public purpose or in the public interest; and

(b) subject to compensation, the amount of which and the time and manner
of payment of which have either been agreed to by those affected or

decided or approved by a court.

(3) The amount of the compensation and the time and manner of payment must be

just and equitable, reflecting an equitable balance between the public interest and

the interests of those affected, having regard to all relevant circumstances, including:

(a) the current use of the property
(b) the history of the acquisition and use of the property
(c) the market value of the property

(d) the extent of direct State investment and subsidy in the acquisition and
beneficial capital improvement of the property; and

(e) the purpose of the expropriation.

(4) For the purposes of this section:

(a) the public interest includes the nation's commitment to land reform, and
to reforms to bring about equitable access to all of South Africa’s natural

resources; and

(b) property is not limited to land.

(5) The State must take reasonable legislative and other measures, within its

available resources, to foster conditions, which enables citizens to gain access to

land on an equitable basis.
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(6) A person or community whose tenure of land is legally insecure as a result of
past racially discriminatory laws or practices is entitled, to the extent provided by an

Act of Parliament, either to tenure which is legally secure or to comparable redress.

(7) A person or community disposed of property after 19 June 1913 as a result of
past racially discriminatory laws or practices is entitled, to the extent provided by an

Act of Parliament, either to restitution of that property or to equitable redress.

(8) No provision of this section may impede the state from taking legislative and
other measures to achieve land, water and related reform, in order to redress the
results of past racial discrimination provided that any departure from the provisions
of this section is in accordance with the provisions of section 36(1)".

What is clear from paragraph (3) of section 25 of the Constitution is that the market
value of the property is only one of five relevant factors that should be taken into
consideration when determining an amount of compensation. Furthermore, the
amount should be just and equitable to both the seller as well as to the public

interest.

Van der Walt (2011: 510) stated that the fact that compensation may be, but need
not be, equal to market value is not startling; a similar conclusion has been reached
in other jurisdictions, such as German law, European Union law, in some

Commonwealth jurisdictions and Irish law.

How to apply section 25(3) in practise when the value of a farm has to be quantified,

leads to various court cases.

Jonker (2014: 199) referred to the du Toit v Minister of Transport case where the
majority ruling in the Constitutional court held that the market value of the farm
should be the starting point in determining an amount that is just and equitable.
Thereafter an amount may be added or subtracted, as the relevant circumstances in

section 25(3) requires.

The court ruled that the compensation may not exceed market value, to prevent the

individual unduly benefiting at the expense of the public (Mooya, 2014:18).
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Mooya (2014: 18 - 23) argued that in order to apply Section 25(3) in practise, a farm
should be valued according to its use value. The use value being the net present
value of the cash flow or other benefits that an asset generates for a specific owner

under a specific use.

He further commented (2014: 23) "It has to be remembered that valuation of

agricultural properties is a specialised skill".

There are two, amongst others, detrimental implications of Mooya's view, to the

value of the subject farm:

1. The highest and best use of a farm will not be taken into account to determine
the compensation.

2. The use value, as Mooya describes it, with specific reference to the
capitalisation rate that should be used, is in most cases lower than the market

value.

2.2.8 Market value and the Expropriation Act of 1975

The right of a sovereign to acquire a subject's property was first limited by Magna
Carta, that was imposed on King John by English barons at Runnymede in 1215
(Magna Carta: Internet). English law was amended in 1919 to provide for

compensation that recognised market value.

Murray (1969: 7) stated that fair market value is the general standard used in
providing compensation to owners in expropriation cases. This has proved to be the
only satisfactory basis for rewarding the owner whose property is taken. The general
principle is that fair market value for the property taken will make the owner "whole";

that is, it will enable him to replace what has been taken from him.

Gildenhuys (2001: 275-291) described the requirements that the Expropriation Act of

1975 determines, as follows :
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1. The market value is the price the seller would have obtained during an
imaginary transaction.

2. The property must be valued for its current use, but if a more advantageous
use is probable, it must be taken into account.

3. The value must be determined as it was on the date that the notice of the
expropriation was served on the owner.

4. The willing seller and willing buyer principle refers to a notional seller and a
notional buyer, and not to the specific current owner of the property as the
seller, or to the State/specific legal entity as the buyer.

a. Thus, no subjective or emotional value that the property may have for
the current owner may be taken into account, when a valuation is done
of the property.

b. If the neighbour of the subject property is a willing buyer, and the
property has a certain potential value for the neighbour that he is willing
to pay for, the market value has to be based on the price the neighbour
is willing to pay.

5. The open market principle requires that proper steps were taken to advertise
the property and let all likely purchasers know that the land is in the market
for sale. Every person desirous of purchasing is able to make an offer.

6. The compensation may not be more than the summation of the market value
of the property and the real financial loss the expropriation caused the owner.

7. If the subject property exists out of more than one title deed, every title deed
can be valued on its own as well as the whole property as a unit. The highest
market value when the summation of the value of all the title deeds is
compared to the value of the property as a unit, is the compensation amount
that should be paid.

An important factor is that the highest and best use of a farm should be taken into

account, when the market value is estimated.
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2.2.9 Expropriation Act, 2016

The Expropriation Act of 2016 has been approved by parliament and is currently at

the Office of the President of South Africa for signature.

The Expropriation Act, 1975, predates the expropriation mechanism provided for in
section 25 of the Constitution. The Constitution is the supreme law of the Republic,
legislation or conduct inconsistent with it is invalid, and the obligations it imposes

must be adhered to.

The Expropriation Act, 2016 seeks to align the Expropriation Act, 1975 with the
Constitution and to provide a common framework to guide the processes and

procedures for expropriation of property by organs of state.

Section 12(1) of The Expropriation Act, 2016 repeats the exact wording of section
25(3) of the Constitution, indicating the intention to align The Expropriation Act, 2016
to the Constitution.

Provision is made in section 12(2) of the Expropriation Act, 2016 for factors, which
must not be taken into account when the amount of compensation is determined.

These include:

(a) the fact that the property has been taken without the consent of the expropriated

owner or expropriated holder;

(b) the special suitability or usefulness of the property for the purpose for which it is
required by the expropriating authority, if it is unlikely that the property would have
been purchased for that purpose in the open market;

(c) any enhancement in the value of the property, if such enhancement is a

consequence of the use of the property in a manner which is unlawful;

(d) improvements made on the property after the date on which the notice of
expropriation was served upon the expropriated owner and expropriated holder;
except where the improvements were agreed on or were undertaken in pursuance of

obligations entered into before the date of expropriation;

(e) anything done with the object of obtaining compensation there for.
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(f) any enhancement or depreciation, before or after the date of service of the notice
of expropriation, in the value of the property in question, which can be directly

attributed to the purpose in connection with which the property was expropriated.

Clause 21, provides for both a mediation procedure as well as determination by a

court of the compensation amount

2.2.10 Market value and land reform

Bourhill (1998: ii) stated that the success of land reform depends on the credibility
and equitability of property valuations, which have a history of unreliability and lack

of uniformity.

He commented that a number of valuation concepts, pertaining to agriculture, are
widely misunderstood. There appears to be a lack of understanding of the true

origins of value and of the changing market environment.

There appears to be an underlying bias towards overvaluation where the State is
buying (Bourhill, 1998: ii). He did not prove this statement, but he mentioned it as his

opinion.

2.2.11 The task and ethics of the valuer

The role of the valuer is that of interpreter of human behaviour, and more
specifically, of the economic behaviour of buyers and sellers in a market. The
purpose for which an estimate is required should not influence the estimate (Bourhill,
1998: 16). He further stated that the valuer should be impartial, and should not have

the interests of any one party at heart.

The functions of a valuer and those of a real estate consultant are not the same. A
property consultant advises a client in the latter's interests. A valuer should not have

the interest of any party at heart. A valuer should not be influenced with the estimate
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the owner has of its own property. The valuer must be at all times be impartial (SAIV,
2014: 1-5).

The SAIV (2014: 1-9) states that the valuer does not create value. His function is to
estimate it. Furthermore, it is not the valuer's role to settle disputes, that is the
prerogative of the courts. Giving evidence in explanation of his valuation is one of the

duties of a valuer who is often called as an expert to provide testimony.

Bourhill (1998: 17) observed that it is a well known fact that a valuer’s opinion is
usually biased in favour of the client who pays his fee. He referred to Suter (1992)
who stated: "that in expropriation cases, the valuer is almost always biased in favour
of the expropriatee for the simple reason that he must come "eyeball to eyeball” with
the landowner whereas he will never have to answer to the taxpayer. Any

inconsistency and biases are soon uncovered in the court room".

(Suter 1992: 480) mentioned that in expropriation cases, there is an unconscious
bias, which nearly always influences the expert withess in favour of the party who

calls them.

Suter (1992: 41) stated that a qualified appraiser needs to have a high level of
honesty and integrity. If for example his client asks him to value the farm for a given

amount, he should "either turn the job down or straighten out his client".

Behrman (1995: 88) quoted Gildenhuys & Grobler "A valuer must be independent. It
is not his function to plead the case of the client, but it is proper to argue the
correctness of his own valuation. Experience shows that the evidence of valuers
tends to favour their clients. It has been suggested that the courts should make
allowance for such unconscious prejudice on the part of the valuer. It is to be hoped

that the higher professional status of valuers will curb such tendencies."

Millington (2000: 260) commented that the quality of service provided by the
valuation profession is what it will be judged by, thus it is important that valuers
should always act objectively and with complete integrity. They should seek to adopt

realistic assumptions and should be wary to incorporate speculative assumptions.
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Pienaar (2015: 427) delivered a number of comments regarding ethical behaviour of

the farm valuer:

To be a valuator is a professional career, and a valuer should always behave

and perform within the ethics of the profession.

2. A valuer has only one chance to keep his good name.

3. A valuer should always be consequent.

9.

If a valuer gets a second opinion, it does not mean he is less knowledgeable,
but that he is trying to do a better valuation.

A valuer should always be objective although a value could be a subjective
issue.

Comparable transactions must be evaluated and validated, not just listed.

The valuer must not be biased because of the treatment (good or bad)
experienced at the hands of the client or owner of the farm. It often needs
guts to stand firm and adhere to sound principles.

It is often good practice to sleep over a valuation and read it again the next
morning, before sending it off.

Integrity is not negotiable, it is a must!

All the above facts and opinions lead to the conclusion that the valuer of farm

property must at all times be professional, unbiased and intellectually honest when

he does a valuation. Not only is it required by the South African Institute of Valuers,

by the courts of law and by the valuation industry as a whole, but the valuer who

does not adhere to this will soon be uncovered in the court room.

In expropriation cases, the professional valuer of the farm should keep in mind there

is always a definite possibility that he will have to testify in a court of law, motivating

and explaining his valuation of the farm. There are several reasons why a farm

owner may be willing to challenge the price he is offered, in a court of law:

1.

When a farm is expropriated the farm owner is forced to sell, therefore he is
emotionally motivated.
Farms are expensive assets and the farm owner wants to make sure he gets

a just and equitable compensation.
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2.2.12 Highest and Best Use

The highest and best use principle is important to the potential value of farm
properties. There are usually various alternative enterprises as well as various
alternative improvements that should be considered. The potential highest and best

use on a farm can have a large impact on the value of the farm.

The Appraisal Institute, (Al) defines the highest and best use as " the reasonably
probable and legal use of vacant land or an improved property, which is physically
possible, appropriately supported, financially feasible, and that results in the highest
value" (Al, 2000: 148).

The Al illustrates this definition by giving a practical farming example. If the farm is
improved with structures used for grain production and the property is located in an
area where the soil and climate are suitable for grain production, then the highest
and best use will be for raising grain and the value of the structures enhances the

value of the property.

However if this specific farm is located in an area where vegetable and fruit
production are the only profitable crops to produce, the value of structures for grain
production will not add to the value of the farm.

In South Africa a typical example of this is the tobacco farming industry. Over the
years tobacco farming generally declined in profitability as well as in some areas
poor quality of irrigation water forced farmers to stop producing tobacco. Structures
used solely for producing tobacco on such a farm, will not contribute to the value of

the farm.

According to the Appraisal Institute (2013: 336-337) "highest and best use analysis
actually involves two separate analyses:

1. Of the subject property’s highest and best use of the site as though vacant

2. Of the highest and best use of the property as improved

The analysis of land as though vacant focuses on alternative uses of the land.
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The valuer seeks the answers to several questions (Australian Property Institute,
2015: 209-210):

1. Should the land be developed or left vacant?

2. If left vacant, what type of farming activity should be practised?

3. If developed, what kind of improvements should be built?

Testing each reasonably probable use for legal permissibility, physical possibility,

financial feasibility, and maximum productivity.

When the valuer does an analysis of the property as improved, the focus on
alternative uses considers three possible actions related to the current
improvements:
1. Retain the improvements.
2. Modify the improvements in some way, such as conversion, renovation,
or alteration.

3. Demolish the improvements and redevelop the land.”

The questions that should be considered are (a) what is the market value of the
vacant land and (b) what is the market value as it is currently improved. If the value
of the improvements add to the value of the vacant land, then the value of the
improved property , is higher than the vacant land (Australian Property Institute,
2015: 210)

The rainfall, temperatures, topography and soil types (Murray, 1969: 385-392)
typically determine the highest and best use of farmland; this includes the highest
and best combination of enterprises. The valuer must ascertain if the subject
property is developed and farmed according to the highest and best norms of the
area where the farm is situated. If not, the farm must be valued as if it is developed
to its highest and best use, and the cost to develop it as such should be deducted to

determine the market value.

Al (2000: 149) stated: "...thus, an analysis of a property's highest and best use is

truly a property-specific economic study of market forces".
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The valuation of vacant agricultural land, with specific development potential, is an
example where the valuation principle of highest and best use is applicable. The

specific tract of land can be adjacent to a town or industrial area.

In this instance, the envisaged highest and best use must be probable, not merely
possible, as judged by an informed developer or urban planner (Jonker, 2014: 49).

Jonker (2014: 46) described it as follows: "When considering the highest and best
use of real estate, we should not be indulging in feats of the imagination, to create a
unique improvement that has never been tested in the reality of the market place.

The envisaged highest and best use must be probable, not merely possible".

In the case Sri Raja Vyricherla Narayana Gajapatiraju Bahadur Garu v Revenue
Divisional Officer, Vizagapatam (1939), Lord Romer held that "the value of the
potentialities must be ascertained by the arbitrator [which includes the valuer] on

such materials available to him, and without indulging in feats of the imagination”.

Gildenhuys (2001: 306) alluded to the Town of Dieppe v Snitch (1997) case where
the judge commented: "It is not enough that the lands have the capability of
rezoning. In my opinion, probability connotes something higher than a 50%
possibility".

Jonker (2014: 49) stated: "...the quantification of potential value has been the subject
of many Supreme Court cases in South Africa. Some principles that have emerged

from these judgements are:

1. A speculator, expecting a higher than present use value can be regarded as a
hypothetical willing purchaser.

2. In expropriation valuations, a commercial zoning for which a market value
exists should be sought if the present zoning does not cause the property to
enjoy a possible open market value.

3. The potential of subdivision of farmland for residential township purposes
must be considered.

4. The highest and best use of a property can only be considered if it is clear
that the owner and a willing purchaser were aware, or could reasonably have

known about the existence of such potential.”
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Gildenhuys (2001: 308) mentioned that it can be a very difficult task to quantify the
highest and best use of agricultural property. In the case Minister of Water Affairs v
Mostert and Others 1966, the court had to determine the value of farmland, which
was not yet developed as irrigation land, but had the potential of being developed as
irrigation land. The court took as basis the value of developed irrigation land and

deducted the cost to develop it as irrigation land.

When farmland is expropriated for town development reasons the potential value of
the property must be determined on the basis of what would a potential buyer be
willing to pay, and not on the basis of the profit the current owner hopes to make, if

he sells the erven at a later stage.

Because there are numerous variables that have to be considered when town
development is involved, it is very difficult to do a valuation of vacant farmland on the
comparable sales method. The land residual method is the most appropriate method
to use in this instance, however great care must be taken to avoid the common
pitfalls of this method. These pitfalls can lead to a total wrong answer of the value
that is determined (Gildenhuys, 2001: 241).

The SAIV (2014: 2-10) describes the highest and best usage as "the most probable
use of a property, which is physically possible, appropriately justified, legally
permissible, financially feasible and which results in the highest value of the property

being valued".

The SAIV further mentioned that once analysis establishes that one or more uses
are probable, they are then tested for financial feasibility. The use which results in
the highest value is considered the highest and best use. However, this use must be

reasonably probable and not only wishful thinking.
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2.2.13 Onus of proof

"The South African courts have held that there is no onus of proof upon either party
(except in some municipal valuation matters), and the arbiter or judge should act as
a valuer, and determine the market value based upon all the evidence laid before
him. Each valuer giving evidence at a hearing needs to put his evidence, opinion and
facts before the arbiter or judge” (Jonker, 2014: 56).

However in the case where a special potential of a property is contested, the onus of
proof lies on the party that claims that a property has a special potential (Gildenhuys,
2001: 303).

2.2.14 GIS (Geographic Information Systems)

GIS is a marriage between computerised mapping and database management

systems (Castle, 1998: xiii)

The Dictionary of Real Estate Appraisal (2015: 101) defines GIS as "A system or
process that electronically captures, stores, analyzes, manages, and presents data
linked to location, primarily in map form. Layers of illustrative information can be
selected and displayed such as aerial photography, topographic maps, flood maps,
streets and roads, earthquake information, zoning overlays, political boundaries, and

other forms of geographically referenced data."
The use of GIS programs is a valuable tool in the valuation of farm properties.

One of the programs that is widely used by farm valuers is Google Earth. Quite a
number of physical attributes can be identified and evaluated with Google Earth. To

name a few examples:

1. The topography of the terrain.

2. The presence of rivers

3. The presence and extent of irrigation systems and cultivated lands.
4

. The presence of buildings and other infrastructure.
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The program "Planet GIS Explorer” is useful to provide spatial information regarding
a specific farm. It can also be used as an overlay over Google Earth, which enables
the valuer to see exactly the boundaries, of a specific title deed, on the geographic

map.

The website: www.agis.agric.za is a website that was developed and is maintained

by the Department of Agriculture. This website has information such as:

1. Topographic information,
2. Soil and climate information,

3. Vegetative information such as grazing capacities and veld types.

2.2.15 Irrigation
The presence of developed or potential irrigation on a farm has a large influence on
the value of the farm.

The first thing the valuer has to determine is if the irrigation is lawful. If the use of
water for irrigation is not lawful in terms of the National Water Act of 1998 (if the farm
owner does not have a water licence), the irrigation may not be valued as a

contributing factor to the value of the farm.

The Water Act of 1998 stipulates that water use is permissible without a licence in
the following situations:
1. Ifitis a continuation of an existing lawful use.

2. Ifitis for reasonable domestic use in one's household.

A factor that increases the complexity regarding the lawfulness of water usage for
irrigation purposes is that the Department of Water Affairs has not yet issued, a
licence to all the farm owners who qualify for a licence. Many farmers still have only
a water registration certificate. Registration certificates were issued by the
Department of Water Affairs merely as an indication that the usage of the water is

registered; it is not an authorization or entitlement to use the water. The valuer needs
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to evaluate the registration certificate in order to determine if it allows lawful use of

water for irrigation (Pienaar, 2015: 178).

According to Pienaar (2015: 184) there are four potential possibilities regarding

irrigation land on a farm:

1.

Irrigation land.

The land is cleared of bush, cultivated, equipped with mainlines and for which
there is enough lawful irrigation water available to be irrigated annually. This
land has the highest value.

Equipped land.

The land is bush cleared, cultivated, equipped with mainlines but there is not
enough lawful irrigation water available to be irrigated annually, but it can be
utilised in crop rotation. This land has a lower value than irrigation land, but a
higher value than potentially irrigable dry land.

Potentially irrigable dry land.

This is land that is bush cleared, cultivated but not equipped with mainlines,
but it can be equipped with mainlines because there is sufficient lawful
irrigation water available to irrigate the land.
This land has a lower value than the equipped land.

Potential irrigable veld.

This is land that is currently veld, not cleared of bush, not cultivated, not
equipped, but it can be cultivated, equipped and irrigated because there is
enough lawful irrigation water. This land has the lowest value of the four

above-mentioned possibilities.

2.3. PURPOSE OF THE VALUATION

Pienaar (2015: 89) pointed out that the valuer's instruction from the client ought to

determine for what purpose the valuation should be done. The purpose will also

influence the valuation method to be used.
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The valuer should state early in the valuation report what the valuer’s instruction
was. This then forms the background against which the rest of the valuation report

should be read.

2.3.1 Valuations for financiers

Pienaar (2015: 87) stated that valuations for financial institutions are aimed at
determining the value of the security for a bond and therefore the financial institution
is interested in the value of the land and fixed improvements only.

They cannot register a mortgage over movables, although they can register a

notarial bond, which is regarded as poor security.

Financial institutions prefer not to finance more than 50% of the realistic market
value the farm. However, each financial institution has its own rules and guidelines

regarding risk, and lending policy.

2.3.2 Valuations for municipalities

The Municipal Property Rates Act, (Act 6 of 2004) stipulates that the market value of

farmland should be determined:

Inclusive of licences, permissions and privileges (e.g. water and business rights),
and illegal improvements and uses, but excluding movable equipment and

machinery, water pump installations, annual crops and growing timber.

The stipulation that illegal improvements and uses should also be taxed makes the
valuation for municipal rates and taxes the only case where illegal improvements and
uses are included in the valuation. This applies to illegal irrigation as well (Pienaar
2015: 88).

It is important to note that the Act made provision for a valuation without a physical

inspection. This makes it possible for mass valuation methods to be used.
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2.3.3 Valuations for land claim purposes

The Land Claim Commissioner seeks the realistic market value of a farm property.
Normally this would exclude the movables, centre pivots and livestock. It does not
however make sense to buy an irrigation farm without its centre pivot and pumps. It
makes sense to include this in the valuation but stipulate specifically that it is

included. It should be specified separately.

2.3.4 Valuations for a sale

Millington (2000: 49) commented that a valuer may be asked what a property will
fetch if sold. In doing the valuation the valuer will consider all the likely purchasers in
the market at the time and all the alternative properties available to them. He will
then estimate what would result from all the competition between the various

potential purchasers.

2.3.5 Valuations for a purchase

Millington (2000: 49) further describes that if the reason for the valuation is that the
client is considering buying a specific property, the valuation should not be as far-
ranging in scope as one for sale. The valuer's consideration must be directed
towards the requirements of one person, the client. The client's subjective
requirements may result in a value being lower to him, or conversely it may result in

a higher valuation because the subject property fits the clients' requirements exactly.

2.4. PROPERTY VALUATION APPROACHES

Pienaar (2015 :86) states that the method used is largely determined by the purpose
and type of value required. The valuation method that best reflects the current

market value of the farm is therefore the appropriate method to use.
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The Appraisal Institute, (2000: 43) recommends that all the methods that can be
applied should be used when doing the valuation assignment. The final step in the
valuation process is then the reconciliation of the different value indications derived

in the various methods.

The appraiser should examine the strengths and weaknesses of each approach and
determine why the approaches produce different value indications. The appraiser
must then communicate to the reader why one approach is given primary
consideration or why another approach might not be given much consideration
(Appraisal Institute, 2000: 45).

Hendrikse (2015: 221) commented that virtually any type of property can be valued
by using either the Comparable market transaction approach, or the Productive
value approach or lastly the Depreciated replacement cost approach. He concluded
that it is preferable to use at least two of the approaches because the comparison of
the two value estimates will either confirm the conclusions or highlight
inconsistencies that should be investigated.

2.4.1. Comparable market transaction method (direct sales comparison)

In practise, only three types of property lend themselves readily to the use of direct
sales comparison. These are residential property, development land and agricultural
property (Shapiro, et al., 2009: 51).

This method involves the use of other farm transactions where farms have recently
changed ownership, using as bases the price paid for these properties in actual

market transactions.

The values per hectare of these comparables can then be applied to the land

components of the subject property (Pienaar, 2015: 91).

According to the International Valuation Standards (2011: 26) "[it] provides an
indication of value by comparing the subject asset with identical or similar assets for

which price information is available”.
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Jonker (2014: 75) mentioned that the South African courts have held that the
comparison sales method is the most acceptable method of quantifying most
property values. Where it is appropriate, the comparative approach is the method of
choice.

Jonker refers to the case Minister of Water Affairs v Mostert & Others 1966, the court
stated "Comparable transactions, particularly where the sale are concluded after
objective and impersonal bargaining, afford the most satisfactory evidence of a fair
market value because it demonstrates how circumstances have affected the minds

of purchasers".

There is no misleading manipulation of data and the reasonableness of the valuers

estimate and the limits between which it may possible fall, are easy to judge.
According to Behrman (1995: 12) this approach is based on two thoughts:

1. that an informed seller will not sell a given property for less than equally
desirable properties are commanding in the market place, and
2. an informed buyer will not pay more for a given property than the cost of

acquiring some equally desirable property.
The same reasoning applies in the valuation process.

Behrman defined a comparable transaction as "it is one which has recently sold in an
arm's length transaction between seller and buyer, each of whom supposedly

represent, respectively, all sellers and buyers in the community".

The courts do not refer to a mirror-like image or to an identical property, but to similar

property.

Behrman referred to the case the Minister of Agriculture v Davey 1981, where the
court described it as "The first matter to consider, in such a case, is whether the land
sold is similar, and here, regard must be had to factors such as the location of the
land, its size, physical characteristics, purpose, surrounding and so on. It is also
necessary to look at the sale itself. The purchase price should not be accepted
without further analysis because factors such as time of sales, the circumstances of

sale, whether it is a free open market transaction or a forced sale, or a sale under
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special circumstances and the conditions of the sale, may all have a bearing on the
purchase price agreed upon. Evidence may also show that for some reason or other,

a particular sale is out of line with prevailing market value of such land'.

Behrman (1995: 13) listed six examples when the data of a comparable farm
transaction, should be discarded:

1. Sales between related persons or members of the same family (this is quite
common in farmland transactions).

2. Sales in which one party was obligated in some way to the other party, for
example a sale with a leaseback provision.

3. Forced sales to quickly obtain cash, or which an executor or estate
administrator ordered.

4. Sales made in a distressed market, for example in an area where present
land use patterns have been frozen by zoning regulations or where there are
pending land claims or expropriation processes.

5. Transactions with a rate of interest that is considerably lower than market
rate.

6. Sales, which include extenuating circumstances, which obviously influenced

the price.

Pienaar (2015: 92) described it in plain terms; "that the sold farms should be in the
same area and have the same natural resources, such as carrying capacity, the
same irrigation water sources and soil potential. The sales should not be older than

two years".
The two year time period is only possible when there are plenty of sales.

According to Gildenhuys (2001: 216) the comparable market transaction method is
not reliable when there are not enough comparable market transaction that took
place, or when too many adjustments are needed. The prerequisite to use this
method is the data availability of enough comparable transactions.
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The appraiser should seek to find comparable sales with situations, attributes and
terms as similar as possible to the subject. His first objective should be to find sales

that would appeal to the same buyer as the subject farm (Ratterman, 2007: 3).

He further stated that the difficulty in predicting the future behaviour of buyers
depends on the amount and similarity of prior comparable sales available. It is also
important to keep in mind that when the decision to buy a property is made, the

buyer always considers the alternatives available.

To ensure the best and most accurate analysis possible, the appraiser needs to
decide what comparable sales will represent the actions of buyers and sellers in the
subject's market segment. The best practice is to use comparable sales that
represent the actions of the typical buyer of the subject property (Ratterman, 2007:
49).

When no comparable sales of similar farms are available

Because farm properties are highly heterogenous it does happen that there are no
comparable transactions available to the valuer, or there is only one transaction of
similar properties that satisfy the normal criteria for a comparable sale. This places

the valuer in a predicament, because he has to do a valuation.

One of the reasons that there are no comparable transactions may be that the
market experiences a severe lack of demand because of macroeconomic reasons.
This a normal market behaviour. In such instances, the market exposure period
should be extended (Jonker, 2014: 79).

When the valuer cannot find comparable sales, he should take note of the case law
in the case Pietermaritzburg Corporation v SA Breweries Ltd 1911, "It may not
always be possible to fix the market value by reference to concrete examples...His
[the valuer's ] duty then would be to take into consideration every circumstance likely
to influence the mind of the purchaser...He would have to employ his skill and
experience in deciding what a purchaser ... would be likely to give ... he would, to the
best of his ability, be fixing the market value of the property".
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When there are no comparable sales available, it is recommended that the valuer
evaluate the possibility to use the productive value method, as was held in the case
of the Minister of Water Affairs vs Mostert & Others 1966. "...When comparable
transactions is not available or satisfactory, the valuer would normally have regard
to evidence which indicates what the fair market value probably would be in the light

of the income that may be derived from the land."

However, in valuing agriculture property, it frequently occurs in practice that the
productive value approach cannot be applied, due to a lack of reliable financial
information regarding the income and expenses of the farm or due to lack of
information regarding the appropriate capitalisation rate that should be used.
Furthermore, farming income and costs can vary substantially from year to year

making the productive value approach difficult to implement.

In the valuation of farmland, it often happens that the only method that can be

applied in practice is the Depreciated Replacement Cost method.

Adjustments needed

To enable the valuer to determine a value for the subject property based on

comparable transactions, a number of adjustments are often needed.

Bourhill (1998: 22) quoted Maritz (1987) "the most important differences between the
comparables and the subject property are identified and it is indicated whether or not

the subject property is superior, inferior or as desirable as the comparable property”.

According to Behrman (1995: 14) value adjustments when valuing farms are typically

made for six factors namely:

1. date of sale

2. location

3. farm size

4. productive capacity
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5. extent of improvements

6. type of farming enterprise
Plus or minus adjustments are made for each factor of each comparable sale.

Ellenberger (1982: 97) wrote that the valuer must look for similar qualities in the
selected comparables. "Defects and shortcomings must be noted as well as any
extraordinary features not in keeping with the conventional type of farming in the

neighbourhood."

Boykin (2001: 49) stated that to be used as a comparable, a land sale should have
similar zoning, have similar terrain, access, and be situated a relative short distance
from the subject property. In short the sale land should be a reasonably close
substitute for the subject land. A valuer should avoid using sales that differ

substantially in size from the subject farm.

Suter (1980: 31) commented that there is a general tendency for farm sale prices to
decline as farm size increases. In a study that was done regarding 431 farm sales in
Western lllinois, U.S.A. it was found that the average price for a farm with the size
between 10 and 59 acres was $747 per acre, and the average price for a farm larger

than 260 acres was $564 per acre.

Pienaar ( 2015 : 97) mentioned that it is a well-known phenomenon that smaller
farms tend to fetch a higher price per hectare than larger farms in the same area. He
warned that there are usually few farm transactions that are properly comparable.

Farms differ in composition and development.

Bell & Bowman (2002: 92) alluded to a formula that was developed by the City of
Pretoria, and which has become widely used for valuing residential erven in a mass
valuation. This formula makes it possible for the valuer to calculate a subject
property value, taking as starting point a comparable property transaction where the
erf is of a different size. Thus, it quantifies in a mathematical equation the market

value relationship of different erven sizes.
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The valuer applies this formula to calculate an adjusted size of the subject property,
and then uses the adjusted size to calculate the value of the subject property. This

adjusted size leads to the correct market value, of the subject property.
A=[X2+19X)/ (X+1)]M/7

Where A = adjusted area in m2
X=A/M
A = area of subject property in m2, and

M = 50% of the comparable area in mz.

For example when a subject erven size is 1,100 m?, its adjusted area (A) is 1,041 m2,
A =[((1,100/500)2 + 19(1,100/500)] / ((1,100/500) + 1)] 500/7
=[(4.84 + 41.8) / 3.2] 71.429
=1,041 m?
If the comparable erven of 1,000 m? sold for R 70,000, then the subject erven of
1,100 m2 has a value of 1,041 m2 x R 70,000 = R 72,877. Thus, while the subject

erven size is 10% larger than the comparable erven, the estimated market value is

only 4.1 percent greater.

Enslin (2015: personal communication) applied this formula in numerous farmland
valuations. The area in m2 variable, is expressed as a per hectare variable. He found
that this formula leads to a credible determined market value of the subject property.
Thus, it can also be used in farmland valuations, to link comparable transactions of

properties with different sizes, to the value of the subject property.

However, care must be taken not to use a comparable farm that differs too much in
size with the subject farm. If the adjustment calculated is more than 20%, it is
preferable not to use this farm as a comparable. If a suitable comparable cannot be

found, the adjustment should be capped on the maximum of 20%.
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The SAIV (2014: 7-7) refers to the fact that the locality of the subject farm to the
comparable farm, must be close enough so that the soil types and the veld types of

the two farms are similar.

The South African National Biodiversity Institute (2005: 26) did a classification of the
Limpopo, Northwest, Mpumalanga and Gauteng provinces into different eco-zones.

They define an eco-zone: "[it] is an area where there is relatively uniform geology
and therefore landform (landscape), as well as uniform altitude, latitude, longitude,
rainfall and climate in general. Soils are all derived from rocks, and therefore in any

single eco-zone are from a similar base".

If a farm valuer uses comparables within the same eco-zone as the subject farm, he

ensures that the comparables have, broadly speaking, the same natural resources.

Gildenhuys (2001: 216) stated that any adjustment is the result of the interpretation
of the valuer. The more the adjustments, the higher is the possibility for a market
value estimate that is contestable. He also refers to the fact (Gildenhuys, 2001: 225)
that the way in which the adjustments are made and the ability of the valuer in
making these adjustments, will determine the reliability of the valuation.

Ratterman (2007: 53) made the point that it is the valuer's job to try and replicate the
buyer's situation and research his actions. Thus, the valuer must know which
attributes of the farm the buyer will evaluate and influence his willingness to pay a
certain price. These attributes must be taken into account when adjustments are

made to estimate a market value of the subject property.

On the very important question of "how much is the correct adjustment?" Ratterman
(2007: 57) commented that it is usually a matter of opinion. This opinion is a function

of logic, experience, knowledge of the market and research.

The adjustment process requires considerable in-depth agricultural knowledge as
well as the ability to skilfully evaluate and correctly interpret each relevant attribute of
each comparable transaction. The adjustments that are needed are part of the
valuation process, which cannot be done by a person who does not possess this

knowledge and skill, regarding specifically agriculture properties. This is also the part
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of the process where mistakes are easily made, which will lead to a wrong valuation

of the subject farm.

It is recommended that the valuer compile an adjustment grid in which he allocates

weights and values (based on his logic, experience, knowledge of the market and

research) in order to estimate a quantified adjustment for each relevant attribute that
needs to be adjusted for the subject farm. This will assist the valuer not to pull
figures out of thin air.

Suter (1992: 493) stated it is beneficial for the valuer to itemise each adjustment
because the valuer can then show he did not merely pull figures out of thin air. He
further states that the inexperienced and naive appraiser often uses the thin air

approach.

2.4.2. Productive value (income capitalisation) method

The International Valuation Standards (2011: 26) definition is: "the income approach
provides an indication of value by converting future cash flows to a single current

capital value.

Bourhill (1998: 25) mentioned "This method proceeds from the principle that the
price which can be paid for a property is the present value of all the net financial

advantages that can be obtained from the property in the future.”

When the reason for the appraisal is to determine the amount of a loan that can be
paid back from the farm's net income, the productive value approach is usually the
preferred approach. Thus, it calculates a value that reflects the farm's economic

viability.

According to Behrman (1995: 19) this approach is based on the assumptions that
those persons interested in buying or owning the farm are interested primarily on

money returns that can be obtained on their investment.

It can be used to value a farm that is being leased by the owner. In this instance the

correct capitalisation rate should be found in the agricultural property market, where
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farms that were leased are sold, and the appropriate capitalisation rate (income
multiplier) can be calculated. However, it is quite possible that there are not enough
comparable transactions in the market to determine the capitalisation rate, thus great
care must be taken when using this method.

Pienaar (2015: 101) described the productive value approach as being based on the
income generating capability of the farm property. It is calculated as the net farm

income capitalised at a realistic rate of return.

This means that the amount of capital employed, to generate a specific income, is
determined. The amount of capital employed includes all capital employed to
generate the income. Thus, it includes the value of the farmland, livestock,

equipment, tractors and machinery.

It therefore implies that the value of the farming business or unit, and not just the
value of the land is calculated. It determines the value of the farm business as a

going concern.

Pienaar (2015: 102) described the formula to be used as :

NFI - manager remuneration 100
PV = cocememcmmeceoee - X ====mmemen-
Capitalisation rate 1
Pv = Productive value
NFlI = Net Farm Income (before interest, tax and rent)

If the value of the land has to be determined, it is very important that the valuer must
remember to subtract the value of the movable assets. If it is not subtracted it will

lead to unrealistic and inflated farmland values.
The formula to be used is :

NFI - manager remuneration 100
Land value = ------m-m-mmemme oo X =memmmemens - value of movable assets

Capitalisation rate 1
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Barry et al. (1995: 347) added growth, inclusive of inflationary gains and increases in
returns, to the equation by adjusting the capitalization rate downward. They argue
that the possible impact of potential growth on the current value of the farm, as
perceived by the investor must be included in the calculation. This could be

important especially when a rate of return is determined.

This however is based on assumptions regarding the potential growth, which can be

contestable on its correctness.

Jonker (2014: 89) described this method as a calculation where each anticipated
future payment or receipt is discounted to present value (using the compound
interest formula) and each of these present value amounts are added to produce the
discounted present value of the entire future income stream. When there is a
negative cash flow period (a period where expenses exceed income) it must be
deducted from the present value of the positive cash flows. This method can be used

when the expected income stream may be irregular or variable.

Pienaar (2015: 103) pointed out that to apply the productive value approach
numerous realistic assumptions are required of which yield, cost, price and

capitalisation rate is critical. A constant yield and income are assumed.

Climate plays a huge role in agriculture; therefore, yields vary from one year to the
next. The challenge lies in deciding on a realistic and sustainable yield. Long-term
average Yields for the immediate area should be used but the specific farm's soll

potential and its nutrition levels should be taken into account.

Murray (1969: 381-382) stated that with a farm valuation yields must be used that
will be achieved by a typical manager. It is not correct to value a farm based on

yields that are achieved by an outstanding farm manager.

One of the biggest assumptions to make is to decide which price is to be used for the
product. In a deregulated market environment the maize price, as an example, is
highly volatile, it can double in 12 months, and decrease by 35% in a further 12
months. The price that the valuer decides to use has a huge impact on the value of

the farmland that is calculated.
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Farming income and costs can vary substantially from year to year making the

productive value approach difficult to implement.

Pienaar (2015: 106) stated the following disadvantages of the productive value

approach:

Productive value does not equal the market value
Running concern value includes livestock, machinery and equipment.
The value is often a function of the manager's ability.

Too many variables and assumptions have to be used, which is subjective

a b~ w0 N e

This method does not take note of the scarcity factor.

Steyn (2003: 45) mentioned that a prerequisite for the productive value approach is
that the farm income must exceed the farm expenditure, thus there must be a net

farm income.

Capitalisation rate

Betts (2013: 454) described the capitalisation rate as the link between an income
estimate and a value estimate. Therefore selecting the appropriate rate is a critical

part of the productive value approach.

According to van Schalkwyk (1995: 124) one of the most difficult decisions required
in using the income approach in the valuation of farmland, is the choice of the
appropriate capitalisation rate. From a conceptual viewpoint, the capitalisation rate
should reflect the cost of capital or the cost of funds committed to the purchase of
the land. However, adjustments are necessary to reflect differences in the risk

associated with farmland compared to alternative investments.

He argued that as a group, farmers may use a lower capitalisation rate because of
their propensity for farming and a preference to live on a farm. He therefore suggests
using the annual return on government stock, as a capitalisation rate. Because the
rate of government stock is low, the use of it as a capitalisation rate might lead to a

productive value that is over estimated.
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Pienaar (2015: 103) mentioned that "the capitalisation rate is suppose to be equal to
the opportunity cost of an investment with a similar risk profile, which means what
percentage return on capital can be realised on the alternative investment. It is said
that, in order to determine the capitalisation rate, 21 (meaning a large number)

assumptions have to be made".

Behrman (1995: 20) described the capitalisation rate as the rate which could be
obtained on a comparable investment to invest not only in an alternative farm or

property, but in the next best alternative opportunity in the community".

Different capitalisation rates

Confusion often exists in the minds of valuers regarding different capitalisation rates,
and when to use which rate. It may also be that some valuers might not really
understand that there are in principle two commonly used different capitalisation
rates when valuing farmland, and that the valuer must be able to make an informed

decision when to use which rate.

Betts (2013: 455) described the two most commonly used capitalisation rates.

Interest capitalisation rate (discount rate).

The interest capitalisation rate is the rate on invested capital. This term means the

same as what is also referred to as the yield rate or the discount rate.

When the reason for the appraisal is to determine the amount of a loan that can be
paid back from the farm's net income, the interest capitalisation rate (discount rate) is
used in the productive value formula. Thus, it calculates a value that reflects the
farm's economic viability, or in other words the income generating capability of the

farm property.

In practice, the required interest capitalisation rate (discount rate) is based on the
current long-term interest [mortgage] rate on loans to acquire similar properties than

the subject property (Coetzee & Steyn, 2004).
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Ellenberger (1982: 157) makes the point that an interest rate is in fact not a
capitalisation rate. An interest rate is a rate required to attract capital for investment

and is merely a component of a capitalisation rate.

However if the reason for the appraisal is when a potential buyer wants to invest in
farm property, and he has to decide between various investment possibilities, the
valuation must determine a value which will give the investor a competitive yield on

his investment in the farm.

In this instance, the valuer must determine a discount rate that will give the potential

investor a similar yield to other investment options (Behrman, 1995: 20).

According to Shapiro, et al. (2009: 89) the valuer should have some knowledge of
the levels of yields on most types of investments and of the principal factors
influencing them. The valuer must have a clear idea not only what the yield in the
market is doing but also why the market is doing it, and most important what the

market is likely to do in the future.

The SAIV (2014: 9-12) states that an interest rate is in reality not a capitalisation
rate. An interest rate is a rate that is required to attract capital and is merely a

component of a capitalisation rate.

According to Pienaar (2015: 86) the value of a farm that is calculated with the
productive value approach (using the discount rate), is in extensive types of farming
such as cattle and sheep which are usually lower than the market value, and in
intensive types of farming such as fruit and pig farms which are usually higher than
the market value. This is normally referred to as the difference between the

productive value and the market value.

This difference between productive value (when using the discount rate) and the
market value is a subject of much debate in the land reform process, where it is

claimed by government that prices paid for farmland are too high.
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Overall capitalisation rate

Betts (2013: 455) described the overall capitalisation rate as the relationship
between the first year net income and the market value for the total property, or in

other words, the ratio of net income to market value.

In theory the market value of an agricultural property which is determined by using
both the comparable market transaction approach and the productive value
approach (using the overall capitalisation rate), should be exactly the same value
(Behrman, 1995: 34).

The correct overall capitalisation rate should be determined by calculating the ratio of
net income to market value in different transactions, using comparable transactions

in the comparable market transaction approach.

Jonker (2014: 84) stated, "the capitalisation rate of properties must be found in the

property market ".

The Appraisal Institute (2000: 45) mentioned that the valuer derives an appropriate
rate or factor to apply, by researching comparable data. Selected comparable
properties are analysed to determine the relationship between their estimated
incomes and their sale prices. From this relationship, a capitalisation rate or an

income multiplier can be estimated.

In theory the overall capitalisation rate could also be calculated by starting with the
yield on a risk-free investment (government bonds) and adding various premiums;
for example various risk premiums, plus a burden of management premium. It
necessitates a number of assumptions and is dependent on the correctness of the
assumptions. The assumptions can easily be wrong. This approach is therefore not
recommended and should only be used when comparable transaction data is not
available, to enable the valuer to calculate the overall capitalisation from comparable

transactions in the market.
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The difference between the productive value (when using the discount rate)

and the market value of farmland

The smaller the gap between the productive and the market value, the more

affordable it is for the buyer to repay loans, from net income generated on the farm.

Van Schalkwyk (1995: 148) stated "the size of the gap between the productive value
and the market value of farmland, is of major importance for land reform purposes,
especially if the affordability of a basically market oriented land reform is taken into

account”.

In a study, he calculated the capitalisation rates that will minimise the difference in
value with the market value for crop producing areas, for cattle grazing areas and for
sheep grazing areas. He determined that the crop producing areas reflect a higher
capitalisation rate than the cattle grazing areas, and the sheep grazing areas
reflected the lowest capitalisation rates. These differences correspond with the
relative risk associated with the various farming types. Crop production has a higher

risk than cattle farming, and sheep farming has the lowest risk.

Murray (1969: 184 & 247) described that the difference between the productive value

and the market value is in fact the value of the non-income features of the farm.

2.4.3. Depreciated Replacement Cost method

The International Valuation Standards (2011: 27) defined it as "[It] 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".

This approach is based on the assumption that the value of an item should not be
more that the cost of the item when new. Thus, the cost approach sets an upper limit

for the value.

The Appraisal Institute (2000: 43) described this method as being based on the
premise that an informed buyer of property would not pay more for a property than
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the cost of the land, plus the current cost of replacing the improvements, less the

applicable depreciation from all causes.

According to Behrman (1995: 32) it is done by studying each of the component parts
of the farm. The various types of land are classified, measuring each type against
comparable sales in the area. Buildings and improvements are inventoried weighing
the value of each while bearing in mind both replacement cost and contributory
value. The contributory value is the value that each building contributes to the market

value of the farm.

Some farm valuers are critical of the cost approach, because the sum of the values

of each of the various parts of the farm is typically greater than the farm's total value.
However, there are certain instances where the cost approach can be useful:

1. Where a farm, if it were to be sold, would be sold in several parcels or pieces,
(e.g. different title deeds).

2. When sales data relating to unimproved land and the cost of constructing
buildings are easily available.

3. Where the subject farm has a huge investment in specialised buildings, e.g. a
pig farm or broiler houses.

4. When it is not possible, for some or other reason, to apply the comparable

sales or the productive value approach.

Pienaar (2015: 91) argued that the cost approach plays an important role in most

valuations, and some of its uses are:

1. It is allowed for valuations for expropriation, if it is not otherwise possible to
obtain a realistic market value for improvements.

2. It is often used when partners want to split up their farming business, or the
other partner buys out a partner.

3. It can be used in combination with other valuation methods. Using a
combination of valuation methods is acceptable and sometimes good

practice.
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Many farm valuers find this approach indispensible, because in numerous cases
there are not comparable properties (with similar buildings and improvements)
available. Therefore, to value the land as if vacant, and to add the depreciated
market value of the buildings, is a practical and very often the only approach, which

can be used.

De Leeuw (2003: 7-9) describes four components of depreciation that should be

taken into account, in order to arrive at the contributory value.

1. Physical depreciation, may be equated to the cost of repairing those
components of the structure to a pro rata proportion of the realistic lifespan of
the structure.

2. Functional obsolescence, occurs when the existing structure is lacking in
terms of its use when compared to a modern structure.

3. Economic obsolescence, occurs when a structure cannot produce the same
economic results as is expected in the market place.

4. Purchaser resistance occurs when, for example, a purchaser is buying a farm
with a building he does not really need, or the building has excessive space

such as a mansion on a farm.

He recommends that a deduction of at least 5% should be deducted for each
component. Take note that the percentages (for each component) are multiplied with
each other to calculate the total depreciation percentage. He alluded that valuers
easily make the mistake to deduct a too low total percentage of depreciation, with

the end result that a structure is valued for more than its actual contributory value.

Pienaar (2015: 340) was of the opinion that the location factor (the cumulative effect
of functional, economical and purchaser resistance) for houses on farms is normally
50% or higher.

Pienaar further argued that the reason why it often happens that the sum of the
various parts of the farm is greater than the realistic market value, is because the

valuer does not depreciate the replacement cost of the buildings adequately.

61
©University of Pretoria



UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
Que® YUNIBESITHI YA PRETORIA

The underlying principle in the depreciated replacement cost approach is that the
cost of a building does not represent the value of the building. The replacement cost
is only the starting point of the calculation, from which the correct depreciation for
each of the components should be deducted.

The SAIV (2014: 5-4) defined the replacement cost as "the substitution of a building
by a new one, which will conform to the size and the existing useful purpose which
the old one serves". This must be distinguished from the reproduction cost, which is
the cost to re-create or duplicate an existing building by one that is the same in all
details.

According to Pienaar (2015: 332) with a farm valuation the valuer must distinguish
between class ‘A’ buildings which are valued additional to the land component, and

class ‘B’ buildings are those that are valued as part of the land component.

Examples of class ‘A’ improvements are; sheds, garages, storerooms, chemical
stores, ablution facilities, management and labour housing. It also includes
specialised improvements for example chicken broiler houses, abattoirs, grain silos,

pack houses and piggery houses.

Examples of class ‘B’ improvements are fences, pipelines, roads, erosion works
(weirs), normal livestock-handling facilities, irrigation mainlines, furrows, and canals.
If the class ‘B’ improvements are in a poor condition, e.g. the fences, the value of the
grazing on the farm will be valued lower than the norm. The same applies to
substandard irrigation infrastructure. The opposite applies to above-standard class

‘B’ improvements.

To avoid the possibility of any misunderstanding, Pienaar stressed the point that the
valuer must state clearly in his valuation report, which improvements were
categorised as class ‘B’ improvements, and were therefore included in the value of
the land.

Class ‘A’ improvements must be valued by applying the depreciated cost method.

The underlying principle is that cost is not equal to value (Pienaar, 2015: 333).
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The Australian Property Institute (2015: 203) commented that for a rural building to

be useful it must contribute to the operating efficiency of the farm.

The Appraisal Institute (2000: 132) mentioned that the first step in the building
description is to determine the size. The size is calculated by measuring the outside
perimeter of the structure, excluding unenclosed areas. The size of the unenclosed
areas must be measured and valued separately. Accurate building measurements

are very important.

2.4.4. Proactive comparable method

Pienaar (2015: 106) explained that this method can be used when there is a lack of

reliable comparable transactions.

Guidelines for an area are developed proactively (annually). These guidelines for a
specific area are then used as benchmarks for farmland values. The guidelines are
derived from actual transactions that have been analysed and evaluated. Examples
of guidelines are; value/ha for a specific soil type where dryland crop production is
done, value/ha for each of a specific veld type, value/ha for centre pivot irrigation,

etcetera.

What is important is that various stakeholders such as valuers, financial institutions,
agricultural cooperatives and land reform offices must participate when the guideline

values are determined.

2.4.5. Land residual method

This method is used to determine the value of the land only. The value of the land,
as if it is vacant, is calculated by deducting the value of the improvements from the

total value.

This method has been considered by the South African courts on a number of

occasions, both in the valuation of income-producing properties and in self
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liquidating development properties, e.g. township land. Notwithstanding criticism and

caution this method was approved (Jonker, 2014: 85).

Bourhill (1998: 34) suggested that this method is only reliable when the
improvements are totally depreciated, or not at all. He mentioned that this method
has been considered a number of times in our courts, and that it has respectively

been approved with caution and rejected outright.

Many authors (Appraisal Institute, 2000,;Behrman, 1995,;Pienaar, 2015; Steyn,
2003) who wrote regarding the different methods that are applicable when valuing
agricultural property, do not mention the land residual method as a possible method

for the valuation of farmland.

However, while the Land residual method may not be a preferred method, there are,

at times, no alternative available to value unimproved land.

2.4.6 Reconciliation and the final opinion of value

Betts (2013: 489) recommended that the valuer should do a general review of the
appraisal. This review can be divided into two steps, namely review the overall

appraisal process and review for technical accuracy.

Evaluate the intended use of the appraisal, the method(s) used and the data

collected. Make sure that the data you collected are correct.

Betts further explained that if more than one valuation method was used and the
values differ, the values must be carefully evaluated against the intended use of the
appraisal and the correctness and availability of data. The valuer must then apply his

personal knowledge and skill and reach a final value conclusion.

Sorenson (2010: 96) commented that it is important to apply tests of reasonableness
before finalising the value. These tests include:

1. Checking if the capitalisation rate appears reasonable.

2. Reconciling the final value conclusion with the replacement cost.
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3. Make sure similar units of comparison were used.
Suter (1992: 147) commented that all calculations must be checked.

Pienaar (2015: 419) stated that when valuing a farm all the valuation methods must
be considered. The method used must then be explained in the valuation report as

follows:

1. Motivate why the method used is the best method for the specific valuation.

2. Describe the method and explain how it was applied.

Suter (1992: 309) commented that no single approach to the value of a farm is likely
to work best all of the time or for all farms in any given area. It is better to use all
three methods, if possible, because each method serves as a check on the others

before arriving at a final value.

"Each of the various approaches to value should be carefully weighed. The extent to
which each has relevance should be considered in terms of (1) the subject property
itself and its origins of value, (2) the reason for and most likely use to be made of the
appraisal, and (3) the reliability of each source of information, series of data, or
evidence that contributed to the findings" (Suter, 1992: 310).

Suter (1992: 313) concluded by stating, "the final value need not be the average
figure. It should be a value based on facts and the evidence, which best supports
such value. It should be a value that has been established impatrtially. It should be

one which is fair and reasonable".

2.4.7 Partial takings

According to the .Appraisal Institute (2013: 5) "the total range of private ownership
interests in real property is called the bundle of rights. Imagine a bundle of sticks in
which each “stick” represents a distinct and separate right or interest. The bundle of

rights contains all the interests in real property, including the right to use the real
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estate, sell it, lease it, enter it, and give it away, and each “stick” can be separated

from the bundle and traded in the market."

Farmland is often subjected to the taking of one of the sticks of property rights, for
example a new high voltage power line that is going to be erected across the farm,
or a new road that will be built across the farm. Thus, it is referred to as a partial
taking, the whole property is not taken, only certain specific property rights on a

specific geographic area of the farm.

The above situation is referred to as an easement in some countries, in South Africa

it is referred to it as a servitude.

The Australian Property Institute (2015: 90) defines an easement as: "an interest in
real property that transfers the use, but not the ownership, of a portion of an owner's
property.” Easements usually permit a specific portion of a property to be used for
identified purposes, such as access to an adjoining property, or as the location of a
certain underground utility like a pipeline, or an overhead easement like an ESKOM

power line.

A servitude (easement) can be created through the exercise of expropriation
(eminent domain). Expropriation is the right of government to take private property
for public use upon the payment of just compensation. This right can be exercised by
a government agency or by an entity acting under governmental authority such as a

public utility or right of way agency.

Pienaar (2015: 74) described the influence on the value of the farm because of
power line servitude, in three ways. Firstly, it is the loss of full utilisation of the
specific affected land. Secondly, the area is occupied by pole structures and lastly
the subjective issue related to the spoiling of the scenery. Pipelines and canal

servitudes are very similar to power line servitudes.

Servitudes are registered on the title deed of a property.
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Gildenhuys (2001: 352-353) commented that in most cases the just compensation
that should be paid to the owner of the property, can be determined by the "before-
and-after" method. He elaborated that the owner should be compensated in full, but

not in excess.

Eaton (1995: 291-307) describes the before-and-after method:

1. The first thing the valuer should have is a proper understanding of the
proposed use of the taken portion/easement, as well as the rights that are
being acquired by the government agency/public utility.

2. Secondly, do a valuation of the whole property as it is before the
portion/easement is taken, utilising all applicable valuation methods.

o In this process, an evaluation must be done of the highest and best
use of the whole property before the portion is taken.

3. The third step is to start the process all over again, but the larger parcel (the
parcel that remains the property of the owner) as if the portion/easement has
already been taken, is now valued.

o Again, the influence of highest and best use should be taken into
consideration.

4. The difference in values determined in step two and step three, equals the

value of the servitude.

Gildenhuys (2001: 338) stated that in the majority of Anglo-American judicial
systems, the before-and-after method is considered the preferred valuation method,
because it leads to the most equitable value. He alluded to the commentary in the
"Uniform Eminent Domain Code" where it is spelled out that the before-and-after

valuation method is usually the most equitable.

He mentioned that sometimes there are exceptional circumstances when the before-
and-after method cannot be used. One example is when the portion of property that
is taken is so small that the loss of ownership has no negative value influence on
the property as a whole. Another example is when the property as a whole is

extremely large and complex to value, thus it is not cost effective and practical to
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value the property as a whole. In these exceptional cases, it may be the best to

value the portion that is taken on a hectare or square metre basis.

Suter (1992: 542-545) was also of the opinion that the before-and-after method
should be considered as the valuation method in an easement for power line or

pipeline takings.

He described two types of effects that a high voltage transmission line has:
1. The physical effect of the towers and the overhead lines, resulting in a
possible loss in production utility for the farmer.
2. The electromagnetic field effect beneath the power lines that can have a
negative stress effect, which will lead to lower crop production yields as well

as lower calving percentages in animals.

Suter (1992: 493) commented that some valuers prefer to itemise each of the
various damages. "This is the most advantageous because the appraiser can then
show he did not merely pull the figures out of the air. (The thin air approach is often

used by the inexperienced and naive appraiser.)"

Ellenberger (1982: 180) stated that the before-and-after method is usually employed

in estimating the financial loss suffered when an easement is valued.

Enslin (2015) identified 12 different aspects that can have a negative impact on the
value of a farm because of a high voltage power line:

1. The extent of the servitude

2. Visual effect, especially on a game and tourism farm.

3. Impact on the ecology and landscape of the farm.

4. Location on the subject property (is it right across the middle of the farm or on

one of the boundaries?).

o

Distance it crosses the farm
6. The impact it has in relation to the extent of the farm.
7. Impact on the production process and the productivity of the farm.

Game cannot be herded underneath a power line and game-capturing or
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crop-spraying helicopter pilots do not want to fly underneath a high voltage
power line.

8. Any impact on infrastructure on the farm.

9. Potential fire hazard which inevitably goes hand in hand with the presence of
high voltage transmission lines.

10.The presence of workers on the farm during the construction phase, and the
potential risks related to workers such as littering, uncontrolled fires, theft and
hygiene factors.

11.Unannounced entrance of workers in the future (when they want to cut the
grass or clear the brushes underneath the power lines) and the potential risks
related to workers such as littering, uncontrolled fires, theft and hygiene
factors.

12.Potential buyer's resistance and stigma.

These effects must be taken into account when the valuation of servitude is done,

during the "after" phase, of the before-and-after method.

25. SUMMARY

The literature study and discussion in this chapter show that there are many unique
and distinctive attributes that are inherently part of farms, which should be taken into
consideration when valuing agricultural property. These factors and attributes cause
farm valuations to be complex. Therefore, a valuer who does farm valuations must
have specialized knowledge as well as specialized skills regarding the quality and
guantity of the farm production factors and the different farm enterprises. He must
have:

1. acquired skills regarding agronomy, engineering, animal science, economics,
law and psychology.

2. a feel for the soils, topography, drainage, irrigation facilities and the practices
influencing the crops raised in the area.

3. a feel for the contribution of various buildings and improvements and whether

the farm's resources, as an operating unit, are balanced.

69
©University of Pretoria



UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
Que® YUNIBESITHI YA PRETORIA

4. a feel for the farm real estate market and for factors such as product prices,
costs, earnings, rental rates, government regulations and the idiosyncrasies of
both buyers and sellers of farms in his area.

5. the skill, knowledge and sixth sense to accurately do adjustments from
comparable sales, to estimate a credible opinion on the market value of the
subject property.

6. the skill and knowledge to be able to correctly analyse the possibility of an
alternative highest and best use of a farm.

A MRA model, which endeavours to satisfy accuracy requirements, will have to
successfully take into account these value-influencing factors and distinctive

attributes. If not, the MRA model will not satisfy accuracy requirements.

Furthermore, all five valuation methods (the comparable transaction-, productive
income-, depreciated cost-, pro-active comparable- and land residual method) are
used in the valuation of farms. It depends greatly on the unique circumstances of the
individual farm, which method will result in the most credible value opinion. A MRA
model will have to reflect these unique factors to be able to satisfy accuracy

requirements.

In Chapter 3 the concept of mass valuations and general use of AVMs in the
international valuation industry are discussed. This will lead to an understanding of
its advantages, disadvantages, constraints and possibilities, which will make it
possible to identify the inherent difficulties that there are in its application in farm

valuations.
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CHAPTER 3

BACKGROUND AND LITERATURE STUDY OF MASS
VALUATIONS

3.1 INTRODUCTION

There is very little literature available regarding mass valuations and the use of
AVMs (Automated Valuation Methods), specifically for the valuation of agricultural
property. Thus, the researcher focused mainly on the literature as it relates to
residential and commercial property. However, some literature research regarding

the application to farms is discussed

With the advancement of computer technology, it is a fact that some form of
computer assistance is necessarily part of a mass valuation approach.Computer
Assisted Mass Valuation (CAMA) systems or Automated Valuation Methods (AVM)
can use various methods of which Multiple Regression Analysis (MRA), Comparable

sales analysis or Artificial Neural Networks are the more common used methods.

The Appraisal Institute (2013: 295-296) commented that property tax assessors have
used regression models for mass appraisal for many years, especially in highly
developed residential markets. Regression models also form the basis for many
AVMs.

Kauko & d'Amato (2008: 1) argued that quantitative methods are undergoing a
massive renaissance. One of the specific reasons for this upsurge is because of
economic globalisation, a homogeneous valuation method is required all over the

world.

Moore (2005: 1) did research to determine the accuracy of different CAMA
methodologies such as the market-tuned cost approach, the adaptive estimation
procedure, Multiple Regression Analysis (MRA), comparable sales analysis and

Artificial Neural Networks. Moore found (2005: 52) there is a significant statistical
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difference in results measured by COD. MRA had the lowest COD and the cost
approach had the highest COD.

In this study the focus will be on the use of Multiple Regression Analysis (MRA), in
computer assisted models. The advancement of computer technology has made the
use of MRA much easier in practise.

Murray (1969: 275) commented that the application of statistics to appraisals has
been a potent challenge since 1920. He stated that regression analysis has been the
focus of studies designed to find a statistical or econometric approach to value. He
described it as a method whereby actual sales are analysed for the contribution of
different variable factors such as soil productivity, distance to town, quality of
buildings, and the like. "Once an equation has been established which accounts for
the major variable factors affecting value, it can be used to estimate the value of a

farm in the same area".

Guijarati & Porter (2009:15) defined regression analysis as "[it] is concerned with the
study of the dependence of one variable, the dependent variable, on one or more
other variables, the explanatory variables, with a view to estimating and/or predicting

the mean or average value of the former in terms of the known values of the latter".

Steyn (2003: 9) described multiple regression analysis as a mass valuation method.
It is a mathematical technique to calculate the values of farm properties, as an
example, by using a mathematical equation. Certain data are necessary to
determine the values of farms in a specific geographic area, for example the recent
transaction prices of farms, and other attributes that influence the prices. The
equation uses attributes that are known, are measurable and that influence the
process of price determination. Known qualitative attributes are valued on a value
scale (or as either present or not present, as a binary variable) and used in the
equation. Each variable or attribute carries a certain weight in relation to each other

in the equation.

This mathematical equation is used, if it satisfies certain minimum statistical

requirements, to calculate the value of a farm property in a specific area.
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The Appraisal Institute (2013: 295) defined regression analysis: "[It] is a statistical
technique in which a mathematical equation can be derived to quantify the
relationship between a dependent (outcome) variable and one or more independent
(input) variables."

In appraisals, the dependent variable is usually the price or rent. The independent
variables are usually broadly derived from the four forces that affect value (social,
economic, governmental, and environmental) as well as the physical characteristics
of the land and improvements.

Often, the value affect of the four forces are discounted for by using the property
sales or rents of comparable properties. The relevant physical characteristics of
comparable property data should be included as independent variables. In some
instances it is also necessary to include a date of sale variable (or variable set) to
account for economic change over time. Sometimes it is necessary to include an
environmental variable or variables when investigating the effects of an external

environmental factor, such as traffic noise or factory odour.

There are questions in certain circles regarding the accuracy and validity of normal

valuation procedures.

McGreal et al. (1998: 57) stated, "recent research within the U.K. has increasingly
guestioned the validity and accuracy of valuation procedures. Statistical methods of
analysis are perceived to provide a more objective approach, based upon the rigours
of the scientific method, thus yielding an understanding of the key variables and the
means by which they are analysed". Thus, these scholars hold the view that a
statistical method (with computer assistance) is more reliable and accurate than a

traditional valuation approach.
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3.2 MASS VALUATIONS

Mass valuation is a term, that is used when a large number of properties have to be
valued, using some kind of computer assistance in order to do the valuation quicker

and more cost effectively

The SAIV (2014: 14-1) alluded to the definition of the IAAO regarding mass
appraisals: "[it is] the process of valuing a group of properties as of a given date

using common data, standardised models and statistical testing".

"Valuation is, by nature, an approximation, and the precision demanded needs to be

weighed against the cost of producing value" (Bond & Dent, 1998: 373).

The method used is to analyse as many possible transaction, within a specific

homogenous area, and use this information on the rest of the homogenous area.

Steyn (2003: 30) wrote that mass valuation is a process where a large number of
properties are valued by means of standardised techniques. A prerequisite is the

availability of enough accurate data in electronic format.

Borst [publishing date is not mentioned in the book] (2) was of the opinion that there
are two primary technical challenges in developing a good value estimate. One is to
incorporate the effects of location within the model structure, and the second is to

take market trends into account, in the model structure.

Thompson stated (2008: 31 & 41) that stratification of residential market into rational
market segments, is the key to producing usable models and establishing the proper

sub-populations for valuation using comparable sales.

Thompson (2008: 318) wrote: "Accuracy and 