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ABSTRACT Numerical model the words mirrors an impervious language and depends on repetitive insights. 

The Mathematical model portrays the monetary background that will at last influence corporate income, loan costs, and swelling. They 
can likewise impacts the future expense of financing a house, the security of the occupation, and the general way of life. Moreover for 
firms contending in worldwide commercial center, valuation file are of specific significance since they permit official to evaluate business 
opportunities. 
The model helps the promoter/designer to settle on the dominating interest for specific business property in his general vicinity i.e., it 
distinguishes the business calling which will bring better returns in that specific property. 
At deciding costs in land, the greater part of the general population rely on upon the venture consultants or hear TV investigators Talk 
unendingly about the finanancial markets. Unmistakably there is a lot of appropriately data and not every last bit of it is valuable. The 
proposal is sorted out in a way that we trust gives a reasonable photo of the entre subject, regulated.

Introduction
Real estate valuation model is the main marker that can 
shockingly come nearer to anticipate the future bearing 
of theeconomy. Land is among the principal segments to 
close downwhen the economy nears subsidence, and it is 
the most punctual to blossom when the economy begins to 
turn up? 

What keeps land so a long ways in front of whatever re-
mains of the economy? For the most part its affectability to 
financing costs. An overheated economy drives financing 
costs higher. 

As home loan rates climb, this discourages interest for 
homes and disheartens future development. Manufactur-
ers are likewise less inclined to look for development ad-
vances when rates are high. On the other hand, when home 
loan rates tumble and home costs decrease occasions that 
normally happen amid times of financial shortcoming – 
enthusiasm for home purchasing is revived, now that it is 
more moderate. Manufacturers, thus, surge back to banks 
before the expense of obtaining rises once more. How does 
the valuation model fit into this? Why ought to financial 
specialists, designers, business visionaries or an end client 
give careful consideration to these? Since they are indispen-
sable indicators that let us know what the economy is up to 
and, all the more imperatively, in what course is it prone to 
go later on. These pointers depict the financial background 
that will at last influence corporate profit, loan fees, and 
swelling. They can likewise impact the future expense of 
financing an auto or a house, the security of our employ-
ments, and our general way of life. What’s more, for firms 
contending in the worldwide commercial center, valuation 
list are of specific significance since they permit administra-
tors to survey business opportunities abroad. 

It has been an endeavor to show signs of improvement 
comprehension of what to look like at land valuation mod-
el, why they can be so persuasive, what they may let us 
know about the future, and how a typical man can best use 
all these data

ii . literature review
A formal theory of value is needed in order to articulate re-
searchers‘ contemporary view of what a property is worth. 

It is only when the true economic value of an asset is as-
certained that it is ―possible to determine whether a prop-
erty is under or overpriced‖ Brown and Matysiak (2000). 
It is also noted in theory of information efficiency that ―a 
property may be …, worth more to one person than to an-
other merely because of the way each individual assess the 
importance of relevant information‖. Miller and Geltner 
(2005) put the issue succinctly that value concept are al-
ways ―theoretical in nature while price is usually factual‖, 
insisting that value is by nature an opinion and in the ab-
sence of a perfectly competitive market, there can be no 
certainty about the ―true absolute‖ or ―resolutely true‖ 
value. Similarly, cost is however factual in nature, implying 
that construction cost and other various cost of production, 
may or may not impact value. Since property investment is 
concerned with acquiring real assets that worth more than 
their cost, proper valuation need to be carried out, and 
there is the need for a well-functioning market. 

Ratcliff (1972) proposed a restatement of valuation theory 
emphasising that valuation is a prediction of human behav-
iour under uncertainty. He discussed ―transaction zones‖ 
pointing out that depending on negotiation skills, any one 
of a range of prices might emerge from a sale process. Rat-
cliff drew a bell shaped probability distributions of prop-
erty prices in attempt to establish the actual property price 
(Ratcliff, 1972). Squirell (1985) also expanded on Ratcliff‘s 
concept of uncertainty in property prices. 

Kummerow (2011) reviewed hedonic price models and 
conclude that they represent the insight that people buy a 
bundle of characteristics of properties, not a simple, one-
dimensional source of utility as many factors influence the 
prices people pay for real estate. These models are written 
as: Price=coefficients *characteristics + error. 

The coefficients are weights—dollars per unit of character-
istic. The characteristics are features of the property that 
have an effect on utility to buyers. The theory of hedonic 
pricing is that people‘s willingness to pay reflects their val-
uation of bundles of hedonic characteristics, rather than a 
single one-dimensional generic good (Kummerow, 2011). 
Academic literature abounds with thousands of hedonic 
pricing models where price as a function of hedonic char-
acteristics is estimated by multivariate regression. ―Since 
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hundreds of variables have been found to be significant in 
various studies, it is clear that these markets are complex 
and it is not a surprise both buyers and valuers express 
some uncertainty about prices. Interaction effects and non-
linear relationships between prices and hedonic variables 
complicate the issues. Pre-test biases, misspecification and 
measurement errors are common in published models, 
leading to large standard errors and poor out of sample 
prediction‖ (Kummerow, 2011). 

Kummerow (2011) also contends that academic authors 
have mostly used pricing models in levels rather than dif-
ferences, estimating prices directly from property character-
istics, rather than including comparable sales prices in the 
model. Usually a large but not very homogeneous sample 
of sales prices is used to estimate best fitting coefficients in 
a hedonic price model. 

Real Estate and other service Sectors: an analysis
The Real Estate Industry has significant linkages with sev-
eral other sectors of the economy and over 250 associated 
industries. One Rupee invested in this sector results in 78 
paise being added to the GDP of the State. A unit increase 
in expenditure in this sector has a multiplier effect and the 
capacity to generate income as high as five times. If the 
economy grows at the rate of 10% the housing sector has 
the capacity to grow at 14% and generate 3.2 million new 
jobs over a decade.

Markets for commercial space have risen between 3% - 5%. 
User buying and leasing has increased absorption across 
cities. Quality buildings with adequate infrastructure and 
large floor plates are getting absorbed quickly, especially 
in Bangalore and Chennai. IT companies continue to be the 
main drivers and we expect this trend to continue. There 
exists adequate ready supply in both, the Mumbai and 
Delhi markets. The first build-to-suits are starting to hap-
pen down South and the trend could easily spill over to the 
other cities.1

In the residential market, there is a 3% - 5% increase in 
prices, in Mumbai. Delhi, Bangalore and Chennai continue 
to remain stable, as currently, supply exceeds demand. The 
new law requiring stamping of the leave and license agree-
ments in Mumbai is expected to hamper activity and has 
slowed down the pace of lease/leave and license transac-
tions in the city he first round of rental by dot companies 
have started, given the current fall in the stock markets and 
the weeding out of thedot.com companies. This has made 
landlords cautious in dealing with dot. coms

REASONS FOR VALUATION AND THE EFFICIENCY 
OF REAL ESTATE VALUE
Numerous reasons support the reasons behind property 
valuations. In the first place, most valuations are done 
to secure or settle on getting choice fail to work out. The 
genuine estimation of a property helps the loan specialist 
to touch base at sensible judgment on the term of agree-
ment with the borrower. Another purpose behind esteem-
ing a property is to make an examination with the busi-
ness sector cost. This chooses whether a property is under 
or –overpriced. Undervaluation happens when the same 
property is judged to be short of what it would be before 
an autonomous appraiser. The inquiry that is sometimes 
advanced is to what degree does valuation speaks to or 
―a great intermediary for open business sector price‖. The 
open business sector cost mirrors all accessible data. 

The proficiency of the property business sector is demon-
strated in its valuation and henceforth an impression of 

how data is dealt with. The accompanying non-thorough 
records are cases: open business sector esteem; current 
worth; redevelopment esteem; protection esteem; contract 
esteem; stock trade esteem; and going concern esteem. 
Chestnut and Matysiak (2000) fight that of the qualities 
above ‗open market worth’ is most essential from venture 
perspective. Regal Institute of Chartered Surveyors (1995) 
portrays open business sector quality to speaks to ―an 
feeling of the best cost at which the offer of an enthusiasm 
for property would have been finished unequivocally for 
money thought on the date of valuation‖. The test of valu-
ation, as intermediary at costs, is worried with how gath-
ering of valuers, and purchasers and dealers, decipher the 
same data under open economic situations.

Efficiency vs Effectiveness

CONCEPTUAL ISSUES IN VALUATION 
This area talks about the sorts of worth in the writing 

(a) 	Reservation Price or speculation esteem: this is the 
most extreme value a purchaser would pay or least 
value a dealer would acknowledge on a property of 
interest. Venture worth is exceptional. Speculation qual-
ity is one of a kind to potential purchaser or merchant. 
It can likewise vary between clients of land taking into 
account contrasts in tastes and inclinations, hazard rec-
ognitions, riches, and assessment circumstances (Miller 
and Geltner, 2005). 

b) 	 Exchange esteem: This is the most plausible value that 
the property is ―realistically liable to offer at in the 
open market‖. Landing at business sector esteem utiliz-
ing this method generally speaks to appraisers. 

c) 	 Liquidation Value: This is the value that a property 
is prone to offer for if sold in under typical economic 
situation, for example, under ―distress closeout for a 
constrained time‖. It is a brisk deal situation, requiring 
taking advantage of more slender markets of prepared 
purchasers, which tends to bring about lower costs 

d) 	 Market Value: This is the most astounding value a 
ready purchaser would pay to an eager vender, when 
both are completely educated and acting in flexibility, 
―without coercion or surprising financing‖. Cocoa and 
Matysiak (2000) say that ―in a well-working business 
sector we can take market esteem as speaking to genu-
ine worth. Market worth is likewise the present estima-
tion of the property‖, and in this manner the accompa-
nying relationship hold: 

 
Market esteem = True esteem = Present worth 
The hypothesis of business sector esteem prompts the con-
clusion that all valuations oblige reference to market ex-
changes that reflect free market activity conditions and in 
addition purchasers’ and merchants’ desires of future ad-



IJSR - INTERNATIONAL JOURNAL OF SCIENTIFIC RESEARCH 369 368 IJSR - INTERNATIONAL JOURNAL OF SCIENTIFIC RESEARCH

Volume : 5 | Issue : 6 | June 2016 • ISSN No 2277 - 8179 �| IF : 3.508 | IC Value : 69.48Research PaperVolume : 5 | Issue : 6 | June 2016 • ISSN No 2277 - 8179 �| IF : 3.508 | IC Value : 69.48 Research Paper

vantages of possession (Kummerow, 2011). 

e) 	 Going concern esteem or Use esteem: Going concern 
esteem speaks to the estimation of the property in re-
lationship with the current organizations working on 
the property. The idea perceives that it is at some point 
hard to isolated land esteem from the quality created 
by its inhabitants. This is regular for properties, for 
example, inns, doctor’s facilities, and some mechani-
cal properties. It is regular that part of the estimation 
of a property might be gotten from sources other than 
the first use to its ―highest and best use‖. The present 
utilize along these lines gives a worth assessment to a 
given client. 

f) 	 Equilibrium esteem: This is normally connected when 
issue of proficient estimating is included, that remem-
bers all accessible data. Market worth could speak to 
the harmony esteem, however land markets may not 
be superbly proficient as in ―market quality may not 
completely and quickly mirror all the openly accessible 
data. 

h) 	 Highest and best utilize: This idea portrays the quality 
on a property as worth due from the normal utiliza-
tion of it and its future pay. As indicated by Miller and 
Geltner (2005), it is characterized by the American In-
stitute as ―the sensibly plausible and lawful utilization 
of empty land or enhanced property, which is physi-
cally conceivable, fittingly bolstered, fiscally achievable, 
and that outcomes in the most elevated value‖ as of 
the date of the examination. Determination of most as-
tounding and best utilize at last relies on the judgment 
and aptitudes of the investigator who must decide ―
what might this be able to site be best utilized for if 
empty?

 
Traditional Valuation Models
a. The Options Model: This approach attempts to recog-
nize that the value of land is not limited to the value of its 
current use. In other words, the total value of land includes 
an option component reflecting the value of the option to 
convert the land to a different use in the future. This op-
tion has an infinite life and an exercise price equal to the 
cost of conversion to the new use. All things being equal, 
the easier it is to convert the land to other use, the greater 
the option value, and hence the higher the sales price (Hull, 
2006). Aside, the option value will also vary positively with 
the possibility and magnitude of upside-use opportunities, 
and will vary negatively with such constraints on these op-
portunities as regulation and building codes (Miller and 
Geltner, 2005). Each of the possibilities can be considered 
as a call option. Intuitively, the value of a site can be bro-
ken down into two components - the current use value and 
the future value: 

Site value = current use value + Future use value or option 
value 

Both the current use value and future value requires some 
form of present value analysis considering the returns and 
appropriate risk adjusted discount rate necessary to arrive 
at investment value. It is noted that valuing real options is 
not something that can easily be done using Black- Scholes 
option-pricing model, which was the standard pricing for-
mula for financial securities, and assumes finite life for the 
option. A real option is the right but not the obligation to 
undertake certain business initiatives, such as deferring, 
abandoning, expanding, staging, or contracting a capital in-
vestment project. For example, the opportunity to invest in 
the expansion of a firm’s factory, or alternatively to sell the 
factory, is a real call or put option, respectively. Real op-

tions are generally distinguished from conventional finan-
cial options in that they are not typically traded as securi-
ties, and do not usually involve decisions on an underlying 
asset that is traded as a financial security. Valuing real op-
tion relies more on the use of decision trees, binomial lat-
tice and Monte Carlo simulation method.

b.The Equivalent Yield Model: Brown and Matysiak (2000) 
describe this model ―as probably the most common meth-
od used for valuing commercial properties and for analyz-
ing current transactions‖. Developed from the basic prin-
ciples of present value and annuities, the model is in two 
parts. The first part consist of the current income up to the 
next rent review, while the second part ―occur at the re-
view when the income is replaced by the current estimate 
of rental value, which is then assumed to remain constant 
in perpetuity‖. Where ϒ equals the equivalent yield, R and 
a the current rental value and passing income respectively 
and ,n the number of years to the next review, the property 
value can be estimated thus: 

 

The first step usually is to make an estimate of the equiva-
lent yield from comparable properties that have recently 
been sold, to be able to estimate the property value. 

CONCLUSION
Real Estates alludes to resources that are not mobile, for 
example, area and every perpetual change joined there-
with, with the proprietorship rights related thereto. The 
expanding significance of land to the social, political and 
financial existence of different economies has desired the 
liberality of specialists into lack of data for legitimate valu-
ation of properties. In numerous organizations, properties 
structure noteworthy piece of their portfolio, and most 
property portfolio choices depend on valuation, not costs; 
while without dynamic deals market choices about valua-
tion gets to be basic. In the event that on the normal, valu-
ers can’t land at dependable assessments of business sector 
costs the properties to sold, the industry could be in dis-
order. This paper has looked into a few literary works on 
valuations and estimating issues, examination process, rea-
sonable issues in valuation, customary valuation models 
and methodologies. Basic customary valuation approaches 
examined include: business sector or deals near method-
ology, cost approach, pay capitalization approach, the he-
donic models, mean or middle exchange costs, rehash deals 
technique, half and half strategies, the alternatives display, 
the proportionate yield demonstrate, the steady develop-
ment model, and intermittent development or likened yield 
model. At last, some present considerations in the writing 
were checked on.
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