P V

THE VALUATION PHI/Ri.BVA CHICTED BY
TIE SECTIONAL TITLES ACT

By.. Jnhn McCulloch. City Valuer. Johannesburg City Council
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"o m f'-""Much'has been written on the subject of Sectional Title, Con-

dominiums Cluster Housing, Duplex Development, all basically to attempt
to~clarify the many facets of ownership of a living unit, albeit a flat
on a 10th floor or a unit with definite contact with mother earth. The
advantages and pitfalls have been fully aired at symposia and by articles
man f:treet i3 being bombarded with attractive advertising
oedie - own your own flat or duplex etc. - but one facet has remained

undiscuesed ai.d neglected. To my mind a most important aspect - namely
"how do you value the beast?"

e . Sectional Title was considered by the authorities because of the
high cost of housing and it was thought that the "Sectional Title"
exercise would alleviate the housing problem by providing housing via
the ownership of a "unit" of property, which in theory should be cheaper
t0 buy or produce than the traditional home. This principle has been
proved overseas and it is possible in most countries to purchase an
apartment or unit at a lesser price than a house, hut alas in South
Africa _the trend appears to be just the opposite. What started offjas

a_solution to_thuJiousing problem has novdognerated _intq a society

.trend, namely, own your own unit but at a price, in most cases higher

iif'PbstTihah the equivalent accommodation house-wise. In fact, most

developments appear To "bo designed to cater for the v?ell-to-do. To

get back to the basic question of valuation, the Act states that the

development shall he valued as though e building on a single piece of
1that is where the problem starts.

Let ub take a valuation for Rating
Ordinance's require a land value, presumably at market value and an
improvement value, in the Transvaal at market value via the "income
approag)" ind in other provinces at replacement cost depreciated.

In the Transvaal the correct approach is to value the land

"as though vacant."” The improvement value should be the"building
residual” or what is left after the lar/l value has been deducted from
a capitalized not income. It i3 nmy view that of the two components of

value, namely "land” and "improvements" only land has an intrinsic or
reasonably constant value. The variable component being the improvement
value which in dependent or income and the viability of the building.

Row, for the Transvaal problem number one! The Rating Ordinance
Ko. 20 of 1933, as amended, requires land to be valued at market value
"as though vacant"” - no problem at all - but when you come to the
improvements the Transvaal Ordinance -tates: "the improvements are the
"added value" but the value of such improvements nhould not exceed
what it would reasonalhy cert to replace such improvements.”

In moat cases if you multilpy the number of units by tho selling
cr asking price a value is achieved which exceeds reasonable replacement
cost ever, if a pro-rata allowance is made for the common property i.e,
land, s .icrnj.ng pools, lifts, tennis courts etc. Jhat is the value of
mrich .improvements? - what it woulr reasonably cost to rcnlace or r. figure
'‘guesstimated' as a value of a rnit which if multipli 1 by the number
of units exceeds reasonable replacement cost9 Even if the market
responded ai d resales were con-it- -g e~ ovon highc: per unit, this market
8Vi.uv.co < id vo: be used be ar< of ;J riot Leving aiij solid basis for
valuo.



It is ludicrous to envisage a situation where a building is being soid

oii piece by piece, the total selling price bjng much nigher than it
would take to reproduce a similar development next door. There is one
obvious solution - increase your land value to make up the difference
between reality and pure exploitation, this would mean higher taxes and
even higher selling prices to make up the increase.

I can see the situation arising where owners of units will object
to improvement values being too low via the Body Corporate having
resale in mind and an objection to land values, having pro-rata rates
in mind. This group of objectors will add to rent-controlled property
owners who object similarly but with a different motive, namely to in-
crease improvement values for a higher rental determination.

However, there are problems with the theory of jacking-up land
to make up the deficit because there is no justification from the market
via vacant land sales of property with similar rights.

Municipal Valuations will have to reflect what is implied in
the various Rating Ordinances, namely "Replacement Cost Depreciated”
for the improvement value and a land value as thogh vacant for Natal,
the Cape Province and the Free State, and "market value" in terms of via-
bility in the Transvaal, namely land as though vacant (at market value)
with the improvement value the residual variable in terms of viability
of rental potential. Initially there will be "hybrid" properties with
some units sold and others let, in this hybrid phase the improvement
value will be based on the rental pattern of the unsold units but when
all the units are sold the improvement value ceiling will be the "added
value" which should not exceed what it would reasonably cost to replace
all the improvements, taking into account factors such as the reaction
of the market on resale and viability.

As regards value for purposes other than rating, various methods
have been suggested and are commented on as follows :

1. MARKET VALUE :

This glib phrase is used completely out of context. A market
value implies a market action and "subsequent" action to the availability
of a marketable object. In other words the market value will only be-
come a trend pattern after the units have been resold or offered for
sale whereupon a trend will appear. The initial sales do not constitute
a market value - for a market value to become a market value it must have
a history of transactions over a period of time. Fron. some of the first
time selling prices advertised it is certain that difficulty will be en-
countered to "break-even" on resale and a downward price is envisaged.

2. REPLACEMENT COST :

This phase is used but must be treated with caution. A 20
year old building should not be valued at current building costs unless
such costs are objectively depreciated. In some of the developments
on the market prices asked are out of all proportions in respect of re-
placement cost and in some brand-new developments this aspect is even
more evident. The prices asked are much higher than current replace-
ment cost. This method can provide a basis for value but again only
the resale action will provide a tr™nd.
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