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INDIVIDUAL EVALUATION OF THE PROPERTY

Abstract

In theory of evaluation the assessed market valumderstood as the most probable price of the deal
which the evaluator aims to identify. It is a commise between price of supply and demand. Known
approaches of evaluation mainly are oriented tosvémdprice of suplly or the price of demand. Todete this
compromise within individual assessment of residéneal estate appraiser must apply the methodsfierent
approaches and approach to the possible priceeofi¢l, ie to market value, harmonizing the gotesults.
Evaluation ofresidentialreal estataepresentsa reasoned opiniofby a third partyaboutthe market valuef

housing Purpose of the articleto identify and calculatethe marketvalue of housing (threeoom apartment)
usinga comparativeapproach

Keywords: market value, the comparative approach,iadividual evaluation.

The evaluation of the market value of the objeataBned as the most probable price
at which the object evaluation may be alienatethenopen market of competition, when the
parties of the deal are reasonable, having alhdwessary information, and any extraordinary
circumstances does not reflect the value of thé ureze.

In all cases, market value is understood as theevaf the property, estimated by
excluding buy-sell deal and related taxes.

The concept of highest and best use is inherenhencontent of determining the
market value. The cost of the property at the lbest most effective use is maximum and
corresponds to market value.

Market value by definition does not depend on tttea deal price, which was held at
the valuation date, but is a calculated price, Whscexpected to be achieved in a deal at the
valuation date in market conditions, which is relet/for definition of market value.

Market value - the price at which buyer and selldl converge at a certain time
considering the conditions of defination of marketue, assuming that each of them had
enough time to explore other market opportunitied alternatives. While the time, which
may be required for the preparation of contract$ rtated documentation, is not taken into
account.

Thus, the interpretation of market value in sphafrproperty evaluation reflects the
different perceptions and assumptions about thé&ehand the nature of value.

Market value is basically a simple concept. It s abjective value, created by the
collective "role models" (patterns) of market. Daiming of market value, however, are
contradictory. Controversy on this subject are icumg and are reduced mainly to a rather

subtle distinctions.



Value, which is affected by the crediting and legsimay be the market value,
because it was created as a result of the coleeatiarket. At the same time when for getting
the value of object is used price comparable of ttea deal price should normally reflect
typical market conditions or should be adjusteteftect the price of cash equivalents.

Market value is fundamental in the job of apprasand its determination is the goal
of most of evaluations. Professional appraiserogeize that in the normal course of
commerce specific amount depends on the customgeshand conditions of the economic
environment, while in the practice of law price migpend on the legislation or decisions of
court.

It is known that the prices of a market where sy@sid demand are in equilibrium
(theoretical value), will differ significantly fronthe prices of the market, where supply and
demand are not balanced. When the market is extyeawtve, prices rise above the normal
or "true»(intrinsic), as many believe, level.

In all cases, the market value - a price that thémarket. "True" value is considered
by some practitioners and theorists as having naning to be applied to market value.
Despite differences of opinion about certain agpectthe definition of market value, it is
believed that the market value derives from thealityt of value-making of market
participants, rather than individual decisions. Dasis of market value are objective actions
of all participants of market.

The concept of market value assumes that the poheves through negotiations on
an open and competitive market. This circumstaadbea reason why periodically is used the
adjective "open" before the words "market valuee(omarket value).

The words "open" and "competitive" are relativeeTrharket for the same property
can be both international and local, may consist tdrge number of buyers and sellers and
may be characterized by sharply limited humberastipipants. A market in which property
is put up for sale should not be considered likeava or limited. In other words, the lack of
definition of the word "open" does not mean thahsidered deals are closed or may be
private.

It is also important to emphasize the distinctiebween "price” and "value”.

Often identification is of "price", "value" and "sts ". Indeed, in calculation of prices
on the basis of cost is the oldest and most taditipricing strategy. Nowadays pricing based
on costs is an outdated strategy.

There are made the following distinctions betwedes ¢oncepts of value, cost and

price in the western theory of evaluation:



The value - a measure of how much the buyer (iovestill be willing to pay for the
assessed property. According to international stedsdof assessment: "value - is not a fact,
but the most probable estimated price that wilpb&l at this time for the goods or services
which are for sale".

Costs - a measure of the cost required to createbpect similar to that evaluated.
These costs may not differ from the amount thatld/twe willing to pay a prospective buyer.
Depending on several factors, including the buyaeeds, the availability of equivalent
facilities and the activity of other customers,geosts may be higher or lower than value on
the valuation date.

The term "price " is often used as a synonym ferwvhlue of the exchange, although
these are different concepts. Price is usually tstded as a certain amount of money
transferred by the buyer to the seller in exchdogea object in the real or perceived deal. In
each specific deal price is determined by two juegts of specific individuals, while the
value in exchange (market value) — it is an evanabf objects by the market. At the same
value object can be sold for a variety of prices.

Thus, the value and price are equal only in a perfearket. The value applied to the
property represents the expected price.

Valuation of market value is determined by the kiofl "thought experiment"
conducted by an appraiser - hypothetical fair desairied out under the conditions, set out in
the definition of market valueOfieuka.., 1998: 384).

Market price, as it often happens in reality, canebtablished as a result of someone's
whim or despair, someone's carelessness or igrgraat abnormal pressure or social
ambition, selfishness or other manifestations efifigs, and many other factors. The market
value is hypothetical or estimated value of thecpase price, which would be the result of
careful consideration by the buyer and seller ofirdbrmation relating to this deal. The
definition of "market value" is closely related poevailing competition type in the market.
(.Okkepra Ix.K, 1997.).

As in other pricing mechanism, the price of eacir&ale deal of real estate is defined
by a set of diverse factors.

At the first level of classification, they can b&ided into objective and subjective
factors. At a certain conventionality of this diais, it groups the factors in dependent and
independent of the individual participant of conerédeal.

In determining market value, there are considerdy the objective factors. It should
be noticed, that subjective factors are relatethéobehavior of a concrete buyer, seller or
broker settling the transaction, which is not dedindirectly by the economic conditions



(temperament, knowledge, honesty, patience, tpassonal likes and dislikes, etc.). Analysis
of these factors, related to the field of psychglagot economics, beyond the scope of the
assessment.

The evaluation process is expected that they quoresto the average (typical) level
in the market.

Objective factors mostly are economic, determinitigmately the average price of
specific transactions. But the price of each paldictransaction is under the influence of
other factors and is a kind of a random variabkt fluctuates around this average level.
That's, economic theory argues that the valueis the law that explains the movement of
specific prices.

The definition of "market value" does not imply akind a particular seller or buyer
of a particular property being evaluated. This l®wt hypothetical transaction between a
typical seller and buyer of a typical - imaginagpresentative participants of market, whose
views and judgments are typical for most real-wortthrket participants, where the
transaction is taking place.

Appraiser as a professional with specialized skiltsl knowledge, has to be able to
conduct a deeper analysis than the typical mar&dicgpants. Accordingly, his conclusions
about the "right" or "fair" price may differ on hothie cost is estimated by the market. The
market may, according to the appraiser's point iefvy "be wrong"; underestimate or
overestimate the value of the property. Nevertlseldge market value is determined by the
market and not by the appraiser, in respect tdésrmarket "right" or "wrong" from the
perspective of the appraiser.

Consequently, estimating the market value, the sasseshould in his "thought
experiment” think and act in a way to adequateigusate the thoughts and actions of a
typical market participant, who is buying or sajlithe evaluated property. If the appraiser
will be guided by his own views and opinions, hewtaet market value, but something quite
different - the one value that would become mairkethe market consisted mainly of
professionals, like appraiser or, if the majoritly oarket participants in determining the
transaction price would have turned for help andaadto such professionals (which is much
more real in the future).

The process of evaluation - a sequence of acti@mrformed in the course of
determining the market value of residential propddisually it consists of eight stages.

Let's discuss the most important stages of valnaifoesidential property.

Point "identification of the object” of the firstagje of the evaluation contains the

following information: address, type of object,iestted rights to object, geographically - the



economic zone on the territory on which the objsdbcated. Note, that we are interested in
the following types of residential real estate:rapant in a mansion, residential house for the
one or several hosts.

The next component of the stage "problem statemest™purpose of the evaluation”.
The purpose of evaluation is to determine the mar&ieie of the object.

The fourth stage - "the definition of variant thitl be most effective in use". As
much as the object of evaluation can be eithemflatouse, the best use is accepted a use as a
housing without consideration of other options.

The fifth stage — “the valuation of the land” takgace when a house is assessed for
one or several hosts.

The sixth stage - "the valuation of the object".Since year 1910 three main
approaches of estimating market value - cost, ircanmd comparative - were identified in the
literature.

Thus, in the sixth stage of the individual assesdgroeresidential real estate appraiser
has choice: the first, the evaluation approachséwe®nd, the evaluation method.

It should be noted that none of the three appraachbich are commonly used in
assessing the value of the property, does not tdfiect the distribution of supply and
demand, but they all require the presence of marfetmation. Let's consider a real estate

appraisal using a comparative approach.

Comparative approach based on the actual salesspfcsimilar properties, when cross
demand and supply curves. Deals, which are exeautdthe open market in a competitive
environment, where buyers and sellers are welriméal and are not dependent of each other,
are a good guide of the price at which similar proypcould be sold. Amendment of the sales
price of real estate provides a comparable coreider of differences between them. Sale
prices of analogue with amendments, will refléet price for which would a valued property
be sold to at typical market conditions. They take account the interaction and balance of
supply and demand.

Comparative approach works best when comparablpepies sold frequently, and
there are enough reliable market information alppaperties-analogues. In the United states
of America this approach is widely used in the a#ibn of residential single-family homes
and undeveloped land, and sometimes in the assetsofieapartment buildings and
commercial properties. Markets where is high lesekcompetition generate selling prices
reflecting the true market value of the goods. Brkets with low level of competition prices

likely reflect the value of invested capital oeuwglue. Dxkepra x.K., 1997).



Approach to evaluation from the point of view ofesacomparison is based on direct
comparison of estimated object with other propsrtieat were sold or included in the
register for sale. The market value of propertgletermined by the price paid by the typical
buyer for the same quality and usefulness of theabb

The comparative approach is more active for objetteal estate about which there is
sufficient information about recent sales transmsi Any difference of the terms of
compared object sale of the typical market condgiat the valuation date should be taken
into account in the analysis.

Calculation of market value using a comparativeraagh in is made in the following
order:

1) Selection of information about sale, offer falesof objects, analogue of evaluated.

2) Selecting of the parameters of the comparison.

3) Comparison of object and analogues using thaetés of comparison and adjustment of
sales prices to determine the unique value of tbpepty.

4) coordination of data of the analogues and obitgithe estimated value of the object.

On the day of assessment, we had information aheytroposals for the sale of eight
objects, comparable with the considered, locatediga, with roughly similar layout of

rooms and the same set of utilities. Table 6 shtbesnain parameters of these objects.

Table 6.

The parameters of objects of residential propertyaugavpils

Street| Floor [Numb Living- | Total Toilet | Condition of|Value, LVL
er of space |space| facilities| apartment
floors s,nf |S,nf
1 5 9 41 64 | separate| No data 20800
2 4 7 38 65 Repair is 20100
necessary
3 7 9 38,6 63 | separate 21300
4 8 8 45,2 67 | separate| satisfactory| 23654
5 6 7 42 65,2 good 23400
6 6 9 445 67,6 Repair is 26321
necessary
7 3 5 43,9 68,1 | separate 24729
8 5 9 46 70 good 27566

Source: compiled by the author according to unpublishedamals of SIA ARCO REAL
ESTATE



Theory of evaluation provides sufficient amountadthods for calculating the market
value of the object using the application of therapch from point of view of sales
comparison. In this case, is applied the methodoofelation - regression analysis. He was
not chosen by chance, as its mathematical systeras gpossibility to determine the
dependence of the price of the object from sewa@ptibns, including such, whose evaluation
is possible only through the expertise, but spe@fraluation of the object (in this case of
apartment) is that its value affects many factors.

In general, the dependence of the price of theabltgy its parameters is defined in
formula:

V= f(x1,x2,...,, Xn), where
V - the price of the object;
x1, X2 ,..., Xn - parameters.

The challenge is to find the mathematical expoessi the functiory by processing
the available information about prices and paramsaitobject-analogues. Steps for

constructing a mathematical model of the type gfession is as follows:

1) The choice of parameters, the greatest impatht@price level of the object-analogue.
2) The choice of type of regression equation {then depending on the price of the
parameters).
3) Formation of an array of initial information.
4) Determination of the coefficient of regressemjuation.
5) Analysis of the got results and checking of ddequacy of the model.
6) Determination of estimation of object value ba basis of the model.
Form the array of initial information indicatinghé range of dependent and
independent parameters. As the basis for detergihm coefficients are selected parameters

of the object evaluation (see Table 7).

Table 7.
The parameters of objects of residential propertaugavpils
Factor of Price,
Living space| Total space | Balcony apartment LVL
Floor(x1) | (x2) (x3) (x4) District(x5) | decaration (x6)| (y)

Object 1 36,9 57,2 0,95 il 1 ?
1 1 41 64 0,95 1 0,9 20800
2 0,9 38 65 0,9 11 0,p 20100




3 0,9 38,6 63 0,d 1 1 213Q0
4 1 45,2 67 0,95 0,95 1 23694
5 0,95 42 65,2 0,9 0,9 1,1 23400
6 0,9 44,5 67,6 0,9 L 0,9 263?21
7 1 43,9 68,1 0,d 0,9 1 24729
8 0,9 46 70 0,95 0,95 1 27566

Source: compiled by the author according to unpublishedamals of SIA ARCO REAL
ESTATE

To handle the resulting array of data is used tlamdard function of a linear
regression analysisJJMHEMH", fitted as standard delivery package of data yeisl
spreadsheet of Microsoft Excel 7.0. This functiatculates the statistics for the data series
using the least squares method to calculate thetrline that best approximates the data.
The function returns an array which describes #@wilting line. Equation of a line in the

general case is as follows:

Yy=mgXy + MpX2 + ...+MX; + Db,

wherey - the value of the regression functiom; regression coefficien, - the value of thé
th factor; i - the number of factorsp - constant term of regression equation.
The meaning of parameters (factors of regressiar)defined on the basis of expert
analysis of real estate market.
Calculations using the function of TMHEWH " produced the
following results:
bo =- 28166; h = 475; b = 240; by = - 3496; h = -25083; B = -11250; R =
52653.
Model to determine the value of the property assess is as follows:
V = -28166 *®;- 475 D, + 240 D3 - 3496 D, - 25083 «D5- 11250 «Dg + 52653
where k, F,..., i -value of the factors .
Substituting the values of the factors, we obtain:
V =-28166*1 + 475*36,9 + 240*57,2 - 3496*0,95 -&H1 - 11250*1 + 52653



The value of property assessment, obtained throaglomparative
approach, taking into account the rounding 16088 LVL.

One of the issues of assessment methodologiesstbaificantly affect both the
reliability and the speed of estimation, is thegjio® about holding of duplicate payments for
each facility, with subsequent comparison of resattd elimination of the agreed outcome of
the evaluation. Harmonization of evaluation resuwtsained from different approaches,
allows to come out to the following conclusions.eTfresult, which is the closest to the
concept of probable market price, is obtained ey rtrethods of the comparative approach.
Thus, according to point of view of Kovalev A.P ngoaring this result with the result of cost
or income approach in the best case doesn't givalh naund the question of how this improves
the reliability of estimates is an open questidwspnés A.IT. ,2002:c.41].
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