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Valuation Under Candition of Rapidiy Chunging Prices

Introduction

Change is Jn ingscapahle realine  Fhenthing goes thio itic iprocess wie call
change 11 max bea regulin and predictable patteny. it my imepular - Sometimes
thipgs brcinie static but onls for 2 <hioet Whnle

In real estate. change in laind alues and prices 15 & miajor oo
the economic. business, and political aetivities 1 a @iven ares
change 1 land valuesand prices of lands put up for sale

71 We getian idea of
fased on the degree of

Thes paper looks it the causes or reasons for the drastie change:
estate properties i selected arexs in the Philippines. In panie
the two contral business distticts namels . Makau and Orugas
ars price mosements of tea’ estate propenies within the 20k
of the central business distner

i the prices of real
focus 15 made on
luded in this repor
wmater Influence limih

Value and Price

Often chough. valpe and price are wsed interchungeabl; Fhere 15 a difference
betwean these terms: Valie, to mx miind refees 1o 1he per I F2nefitshat one hopes
to realize for owning the thing desired. In addeton, than whueh s desired is limited
and’or scarce  Finally, he sl desires that thing has the sesoitoe 1 poassessit, Tn
other words, purchasing pivel

Upon the other hand, price refers (o the amuount of money deiiended by the ownes of
the thing desired for himoto transfer ownership.

In the light of the above relationship, the real wstite apprast o called upon 1
reconetie the differences and renders anopinton on The value of e good presented o
mim In his esumate of valie the appraiser delines his bmiion of v ilue a5 the highest
price estimated in terms of money which a property will brisg if expoyed for sate in
the open market allowing o reasonable time to find a purchaser who buys with
knowledge of all the wses 1o wivichoizis adapted and for which oy capable of being
used. *

The Philippine Experience

At the beginming of the decude w the Xos. the Philippines wultered  ns worse
economic crnses  The political situarin was beginmng bo cruch, e countty s balance
of payment was in its ebb dnd the countsy defuulted v its loan service obligations
with the international banking communily  The prime interest rates exceeded 30% per
annum. Inflation was atits Highest ever

The real estate industry, consequemly felt the econvmiecrunch The secupancy rates
of office huildings in the Maban Centil Busingss District fzll 10 ax low as 30%

* American Institute of Real Estate Appraisers




Construction of on-going projecis were suspended.  With the resulting ccofinmic
uncertdiftivs, pricgs of lot= in the Makait and l.'!'r'lh.th business diitriets stood still

The change in gavermmen i D986 popularly buowi ds the peiple power revolidion
brought hinpe for a better ccomomic elimate. Forgien investors started lookimy into the
prospects of the Philipprnies

The Philippine Economy in the 904
In 1994, Plulippine economic conditions sigmficantly mmproved’ over the presious

vear's perfonmance. Foreign myvestiments poured i1, public finapsee improved and the
business community here . i abroad showed confidence i the sovernment

Economic observers noted the dosstiward trend of anflaton stability 0o pres
indicators and lowering of short-termy interest rates. These events were reflected it the
meéreased Gross Domestiy Product (GDP) b 439 and the Gross Natioaal Product
(GNP) by 519,

The Philippine sconos, loweser wis if oo Bad stare i 1992 qrudst uncentanitios
i the international finan. sl markets. The Beginning of 1995 saw most Asia Pacific
currencies and financial markeis assailed by the wombined =fTects of the Mexican
crisis and the Barings collapse  However. the Philippines came our relatively
unseathed, prompting three reputabile anternanional eredit sy agencies 1o upgrade
the country “s rating

On sepamte necasions in Mas 1995, three intermational cred rating agencies, namely
Mpeody’s. Standard ‘& Pone's (S & g and Dull and Phelps. upgraded the counin's
sovereign rating,  This development s sigmificant in terms of sending a2 signal 1o
miermational evestors tha the Plitlippnes” secem postine ceonomite performance
combined with jdts achivvement of [miplementitlg hasie Onancial and  structural
economic reforms will improve the country™s chanees of sustaienyg sconoemis geowth
in the llinger werm.

Moody's dpgraded the conntrs '~ (ureigm currencs deb rating fom Had o Ba2 in May
11, 1995, According o Mowds's: “the upgrade on the couniry’s credit rating ‘was
based on fmproved econymic amd polinical fundamentals wnce the rating ageney’s
initial ratings assigament oo faly 1993 ™ Dast N 90 1962 D and Phelps assigned
an initin! rting of BE {0 {he coudim s foreiun curfvioy dblesiions, o late May, § &
P alse upgraded its soveroign credit TntIInb- fromm 1313 10 I"H Nowwblve the previcus
credit ratings of BB- assigned by 8§ & P oto the Philippines wis considered as a
specilanve grade (or non-investmient grade) and one of the lowes: among 13
developing countries, especillly an the Asisn region

Thie Improsement of the country s stverengn credit piting 1= 0 cood auraction for more
foreign investments in the country. bath in the form of pentolio capital flows and
direct foreign investments  Morcover, this will augur well for Philippine-based blue-
chip companies Qike PLET. San Migiel Corporation. Petron Carparation. ete. ) who
are tapping the intemational copital markets d% G source of long-term capital for
expansion and modemizatinn



The source of growth for 1lie economy can be aitributed W le uniderlylag economic
factory: on the demand <ide. investment growtl and expon expansion, and on (he
supply side. hipher agriculiure production, rabs: manuiact) g outpul and services
growih.

According io the Board of Investments (BOME equity investments. both foreign and
local. registerad with the BOI grew- by almost 409, §n 1993, and By 154% in the first
quarter of 1995 This strong investment figures point o0 mnvestars’ growing
confidence in the future prospects of the Philippine econemsy.

Personal consumption ‘expenditures (which aceounts for 730 of ioial expendineres)
grew in real terms by gboul 439 in 1995 compared with the 3 09 0f {062 primarily
on account of the increase i household incomes and-election-ralated spending.

In addition, the robust growth of woultural owpo fry lare 1893 afd the comtinuad
strong s of aversegs contract workesr (OUW) remin s also vontnbuted to
greater consumption spending by beeling up the imcomes of rursl households. Also,
maore people in the labor 1oree were absorbed by the cconomy oecusioned by the sse
in mvestment expenditur=s bath by the government and the private sector  This
higher employment translated 10 highsr household igegmes  Tlis s verified by the
downward movement of the unemplovment mte in 1994 As of Janugsy 1995, the
unemploy menl rate has fullen w8 8% slightly Beter thun tie previous vear's average
uremployment rate of 9,5%,  This marked Improvement m the unemplos ment rate is
indicative of the growing streneth of the domestic evonany and its ahillty 0 Greate
more stable jobs,

Induswrial output partieulesly of nsnufactiuring continued (o be the backbane of
production as 1t recovered lost ground from 199375 produclivg debacle  Industrial
output greww By 729 dn the (st quarter of 1995 compared to the 7% growth in output
of the year hefore. With the improvement 1o power, manefaitirme grew by 6% in
the first quarter. The povier crisis twd sears sz has been practivally selved, and the
governmen! ix encouraginyg private seclur garticipation in prosiding fmore relishle
supply.  The power owloch 0 the shiort term improver] sipnificamtly.  The
rehabilitation of old power plants and the astounding suecess af fas-track power
projects practieally eliminated poser Gutiges of prior vears

The success of the build-upie: rnafer (BOT) scheme in providing private-sector-
led infrastructure investments. paricularly 11 power-related projegts gave the
government some breathing space i infrastructine speading These BOT power
projects provided 1,444 meganatts (MW) an additional power generaling capacity

sufficient t supply the pover requirenients within/ihie shar-eim

Public Finance

For the first time in over twensy vears, the povernmeit [posted hudget surplus of abow
PI81 Billion brought in By the proceeds from privatization of guvernment dwried
corperations such as the Nutonal Sreel Corperanion, and the sale of Fort Bonifacio

The tax laws implemented 0 1964 also hielped in st reverue for the government,
These tax laws, apart ffomt buing lscal revenue measures, are also meant as structural
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reforms i the fiscal sactor  Thers are more tax reform mieasures being contemplated
by the govenment suchias the 11" minimam Corpurite income tax, modified BI05S
inceme tas for big corporiiions. simple gross sncome tax for small corporations and
the Php24.000 flat rate for individunl thenme taspasors

in the next five years; the najond] guvernment is expected to reslize an average
budgetary surplus of around Phpls Billion per annum on the strength of sustained
lower interest rates in the medium term and higher tax e cniue Tows from - personal
and corpdrate incomes as & resull of fhe fscal refifrms thar will e implemented in
1996,

Growth Prospects

With the present favorable envisoamient of decliming short-term Interest rates and a
relatively siable foreign exchange rite, ivesiment spanding und expart production is
expected o continue their sizads ¢linthin the next fivevears

The decline in shortsterim ierest rtes will encourage companies to fiam up and
hasten their capital expubisiif Moreover. Grme i onsumer indlgtries, consumer
durables and real estate  will benefit the most an the nex: five vedrs with he
improventent of household and corporate incomes

[he tmprovement in the Philipping cconoms muy be gleancd from the rae of growth
in the real estate developnients shown in the following tables

Table |
Trevelopment Permits and Licenses 1o Sell
(In Units)

Development Permits 1992 1993 1994

D857 G 37860 8,521
BP 220 S6005 40414
Condominiun 423 L3246
Si.l!‘)h:Slllull\rw-rl 1 1,603
RA 7279 379
Farmlot [h.248

Memorial itk 62 1126

Industrial Subdiv e 278 11t 1.638
License ta Scll

PD937 43747 56,355 58305
BP220 44125 50457 74795
Condogunilin 2.652 2120 8.601
Stmple Subdivimon 6.7649 8828 4056
RA 7279 1,838 10,849

Fammlot and 37

Memaonial I"ark 77.758

industrial Subiisision {1k} 40

Source: Housing and .o & se Regulator Resd (HLURB)




Tahle 2

Total Area
(In Hectares) Developed Ovceupied

_ 1995

Anabu T & I Ind’| Centey 1LA05 0 =

Canlubang Ind” | Estats 130 170.0 900
‘Carmelray Ind'] Estae 2280 2000 110.0
Cavite Export Proc Zbne 2739 il AV +48.9
Drasmarinas Ind'] st 13U -3 5.9
First Cavite Ind’l Esture 1181 510 38.0
Gateway Business Purk liv] g 8.2
GMA Ind"l Estate L7 il ) 11.]
Laguna Int, Ind'] Estate 102.0 850 62.0
Laguna Technopar. 686 138.8 874
Seignce Park 158.0 RS 750

Sauree Cusrvio Far Eem |5,

Infrastructure Development Program

Fram 1995 up to the year 2000, il Dzpartment of Public Works and Highwavs
(DFWH) is set 1o build a tal of more thas 1300 kilometers of new and improved
roads and expressways in Moo Viantla and extension of the North and South Luzen
Expresswavs.

The government embarked o s Fanspon project and water supply for Mewro
Manila. liberilized the telecommunications nd ponwer nEusities to support the
requirements of industries

Liberalizartion

I'me administration’ of Presidert Ramos adapred @ privatizaiion and liberalization
programs immediately wpon sssumpiiog of office. The governmeni-owned Philippine
Natinnal Bank. Philippine ur —and Ferron. un oil rélinjie company was, sold 1o
the public The Banko Senu| N pioies vCentral Banks approved the application of
ltea foreign banks to operiic an lhe Philippanes Industiies previously limited to
Filipinos were opened 1oalliw as mpcdyas | 000, furelgn-ownership

- The Capital Market

At the startof the 905 leading properts develepers offered thei shares 1o the public.
Filinvest Land. In¢. a major plaver in residenta) housing develupmient housing, went
into initial public offedng (1100 Oiler el esuate developers followed and therr
fespective offerings were an outstanding suceess

-
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inflativn

By the third quur[er_:'af 1906, the infiation rate was about §0%, and evpected to settle
at about 7,0% by yedr-end 1906 The purchasing power also amproved tremendously

Commercial Sites
I'fie demand for lands in str

unprecedented levels. The m
lneations are shown below

¢ locations pushed the prices ol commersial lots ©
oo lifstdrical prices of commpiercinl lots in selected

: Table 3
Awerage Prices of Prime Commercial Lots By Locution
oW Pesos Per Sg. Meter

1993 1994 1995

Manila, Roxas Blvil AU, 000 S0,0040 63,000
Quezon City, Aurore Blud, 20,000 25000 30,0600
San Juan, Ortigas Ay F0.000 45,000 50,000
Mukari, Salceda Village 2000 280000 240,000
Mandaluyoig, EDS e S0.000 60,000
Pardfiaqua, A. Sanios Ave 15000 205000 25,000
Mununglupa. Madrigal Bus Park S0.000 S0,000 64,000
Pasip. Oragas Complex § 20,000 LS0L006G 180,000

B SRS,

Source IZumé Appemise - L

MAKATI CENTRAL BUSINESS DISTRICT

The Makati CBED !_135 2t Yarid ared o ks 200 heetares. Four hundred of the op
1,000 corporations have their headgquarniars fere  Maost prime office developments iy
Mukati are located along Nyila e Vot wwenue. and Pasen do Roxas. Lange
foreign corporatiohs such as |8 ufrag Wk, Cidbiink  Piocter and Gamble and
Caliex Philippines are lucated wlong these thoroughfares  Saleedo and Lepaspi
Villages. which He to the north atid south of Syala avenue. alse aecoum for a sizable
amount of affice floor spuce as does Sen Uil Payat Avenue

The rise in land | igds and relaxuon ol buslding resitictions led to al constructian
hoeom that suw Makati™s populatinn surgé (e anplanned proporions

The shrinking number of availible nifice spaces in | takat has pul pressures on lease
rates, now averaging Phpa00 per square meter per menth, up by 43% from 1994
figure Selling prices likewise wre hiting aew highs as miay be seen in the following
table.




; Table 4
199§ Selling Price of Sclected Makati Office Space

. Building Price (Pesos/Sqm)

3 Gitibank Tower - BT5,000

L Ante! Office Tower 70,000

~ Maltinational Bancorp, Crr 77.000

. Petron Mepaplaza TOLO00

* Eguitzhle Tower T5.00
Corinthian Plazs T0.000
World Cernter 73,000

Soures Coervo bar Sas

ORTIGAS CRD

With  the eurrent sﬁufja;;e of office space in Makati, the 93 hectare Ortigas
Uommercial Center ;has. become o more attraetive opiion, The Ortigas CBD is located
m Pasig City betwegn the cities of Makatl and Quesan. dircctly oftf FDSA Avenue or
Circumferential Road 4 (C-3) Office development in Orugas started during the 70¢
with the construction of the Meralco. Ontizps, Phileomesn and Padilia buildings
&z

The 80s saw Ortigas grow 1o almost 2yual that of the Makati CBD.  The giant
corporations Iocaledf'n Orrivas such as San Migus! Corporation, Asian Developiment
Bank, SM Megamall, Robinsen's Gallena and the Sharigri-1 & Plaza have lured other
companies into Ortigas Comples 10 addition. the rzlocation of the Philippine Stock
Fxchange 10 Ortigas drew other [inunce compantes and banks o the Center

Prices

Current lease rates Bveraging ahour Phps0o.00 10 Php300.00 per square metér per
month are classnﬁe({'(]rﬁdc A office bulldiigs  The price per square meter of land
now runs ti as high as Php: re meler. Arvound three vears ape, the
same property can b had [ur s low as Php Q0000 pur syuare |heter

000 [T S

! THE CALABARZON

-

The provinces of Cai'?_ile;L-a-‘_-‘m_m_ Batangas. Breal and Quezon (CALABARZON) was
idemifed as prowth a.r?as dutside Metee Namila  Large lracks of land formerly
devoted to agriculiure were sdeveloped into indusirial estales, residential subdivisions,
and pelf courses. Tg: divestnient B the Philippine gosemment of such prime lands
as Fort Bonifacio milftary reservation and the Alabang: Swek Famm  led to
developments uf'o!.h?r areas an the perphers of Meétro Manila, The effect of these
developments may be séen in the rapid inerenses o the price of land by leaps and
bounds. N

e
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Other Forces Aﬁeéiingﬁ Prices of Properties

=
The supply of dwalmg units in the Philippines lags behind demand by more than
300,000 units a:nd grows by abour 200000 a vear for Metro Manila and the
CALABARZON a]ﬁm'le:
The shortage of vacant lands i Metro Manila for development into homesites led
developers to the Butying municipalities of Mewo Manila where lands are gtill
available at o much lower cost. However. the opening of new residential subdivisions
and relocation of ﬁimmies closer o the soures of Whor suppls . pushed land values to
record lnghs. The mlgram n of rural population o the newly-opened industnal centers
brought more presfures to the already tighs supply of dwelling units.  Consequently,
rent went up Lnspiﬁ ofthe rent control law

The boom n L.Clnstnlﬂlﬂl'l pevvities in Metro Manilu and other urban centers of the
Philippines ¢ cat&f_m& openings not ondy the constrienen industry.  The cement
plants expandad tieir 3 production capacities and absorbed more workers. Likewase,
allied industries such as swel. painis, apgrepates. ele enjoved brisk business. Al
these activities Imd empioyment levelsand purchasing power.

e

Responding 10 th’lnc:reasn_d demands Tor miere tunds  the hanking community and
the govemmetit lﬁﬂdjﬁg aeercies reduced intsrest rates to more affordable levels
This move enco:h’agéd developers o acquire more lands and beefed vp their
inventaries.

et i

The local "O\Erumeur units (LGU realized the upward wrend and cashed in on the
oppartunaty 1o geﬁerntr.‘ more resenues Tlwes reviewed their realty tax Structures and
in many cases, patticlarhy . Metro Manila. tie realn aves were adjusted upwards by
as much as one thbushnd fTve hundred per cent In addition. the LOUs saw it fit o
rational|ze their gxisung zoning ordinancesand intraduced zona! valuation.

Land reformh has alwavs been @ mapor politieal sssue in the Philippines. The land for
the landiess prog:ram and the wrban lund retorny program have abways besn an
effective clectiod platform This program gathersd momentum in 1986 and
{nfluenced to & signfficant degree the value land which in the process created
comroversies between the landowner and 1he govermmen! agencies tasked with
implementing thc&land refiirny program

H‘I—i ROLE OF REAL ESTATE APPRAISERS

The evenls dbtaiting :n e Philippines as narrated above supeest the very significant
role of the real estaté appraiser in resolving issues on lund valuation. The traditional
appraaches 1o v demand considerable refleenon from the appraiser. The changes
in the ecconomic, social. and pohncal arepn make the job of the appraiser more
complicated and dernnni- of fum 0 be more pragmatic in order @ develop
methodologies fhat ' will reflect a fair and reasonable value prevailing in the

marketplace.
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Traditional/Non-Traditionu:] Valuation

The traditional \'alﬁli are the ‘morker data. the ¢ost approach, and the income
dpproach. For as lofg a§ date are complete and availablu. the three (3) approaches are
utthized, analvzed orciled i ordet To armive an the Anel conclusion of vilue,
pammicularly, for hi uﬁniacd commercial sites

S,

P
The marker data or éles compatison dpproach is commonly sdeped in the appraisal of
vacant lots. The cogl agpraach is a measure value for inproved properies, including
rmachinety and couipmett and other depreciable asseis

e

Although many pmgte appraisers are admittedly marker cust-oriented, the bigger and
multi-resourced appfaisdl corporations are imitiating the mone 1w adopt more modern
non-traditional tec ugs (o sustain the complex appraisal requirements of clients as a
conseguence of dly’ changing prices of resl properties  These non-traditdonal
appraisal technigue$, alleady odopted in miodsm coumries are more in-depth than
traditional approac - tipt_h regard 1o procedure and analvsis. and the value indication
are significant for bysingss decrsions by owner-invesiots ghd end-users to forecast to
their advantage the ﬂj:d}u_.r'n- and long-term prospects of real properties and intangible
assels. 1

Lately. kna\\'lcdgeéicj'a.nd expenienced valuers are géting more invelved in
complicated assignients like business valuation. financial studies, highest and best
usefeasibility studyjoipt venture study. natural resvwrves viluation, leases and other
net present value mgmﬁ appraisals, including macro and mieno analysis of the real
estate ndusiny and dlher economic factors and assumnptlions necessan in the suppon of

the study ’

=

The presenor noted the liicreasing démands for fhese non-traditional appraisal
requiremenis :md'ir:ls dxpectzd the demand would persist indefinitely co-extensive
with the pecéssities §f the growing cconamy  Cuerve dppraisers, lnc. in particular,
created a special divf8ion of resesrchers and econam i< primarils tusked 1o service the
growing requirements for business viluation and other special cngagements  This
progressive growth Q_fegprm::;zr eRgIgemants or growilt i the sppraisal industry, in'a
way, however rcq_pit'E raisers to persevere and enliance their competence by way af
COntnuous cdumiio_i} :zrmm!_\ sex ol far advanced apprusal science from developed
countries in order 1§ adop! the appraisil stambards that s he appropriate for local
conditions )

-

3 &

Dn the lighter side, e grivate and public appraisers condust conunuous dialogue with
a view to devise a mofe uppropriste and seceptable appraisal siandards for zonal
valuation as basis ofintemal revenuy and realts tass ineluding ussisting the Landbank
it updating formula’ rit-:: corrpensation apprasul of selécted auriculiural propertics
covered by agrarian yefch Private appraisers are also getting more involved in the
Just compensition P ]l ef privite properties tuken for infrastructure and other
requirements of the Beal and national government
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Ecology

0 N sy

Tne present cansciglsagss on cavironmental consery utinn has resiricied the extent to
which a given p.'a;}'%’ty.amu} be develgped  The impagt on watet resource and other
community facilities, transporation. polluten snd waste disposal must be taken intg
account. = 4

I =

g- 2
Market Information

s

i
In other countries LE:: q:c_ United States. Japan, and caunines i Curope, records of
real eswle ransactiqns ggn be refied upon geaerally. The situstion is slightly different
in the Philippines, T one has 10 consider revongile the recorded sales vizi-

viz the zonal value and, In some cases, the assessor's vilue

e inome generated by the propests s s muonumental task,
gtions are mot kept as to allow anal and evaluation. The
; study and assemble the gross income und other income-
8l 1o the economic approach

=
T
Similarly. estimate gzp
Agalr, records of i
appraiser rmust
expense daty foun

In the light uf the Hﬂing constranis rela e valuation, it is the
COUMmOn expencnce g A independen and rs that their appraisal
findings are Chil!f;g. "Their competence. farmess and indegendence are subjected

to questions and s ion.

& |
¢ e e o T ve—— . i R Jle Sy
Many appraisers nnd'_upprm-_-n- mmpanies stand by thelr $ind evien at the cost of
losire 2 valushie cliegt, _Hostc'. 21, e question s how far cun he hold wul and stay in
557 Withgut his independence. where can the public go o resolve
wersies in valugs?

4
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CONCLUSION

The appraiser {s an ibi@r of values  He reeanciles the diffcronces benween owners
and end-users. As h,gl.iﬁ_ independence and competeive s tuhe lead, He must
be ableito stand up agAingt all pressures mdde 1o bear op b T order to artain this o
impotiant quality, ¢ Talls 10 an enviconment witl continging expansion of real
estate activity. the iser must redeline Wis approaches to value  Ho must examing
the events and its i gccx on values He has o broaden s bhisic knowledge of
economics, business” al changes wnd even common superstition. Mis technical
competence in aPPr%]n:',.wm.k must be backed up by his ubiline 1o gif through the

mzze of mformation ve o his work.
$

i

1
r, under conditons ¢ rynul chamges must sdopt pragmatic
"‘é saluation procedures, The former order iy o longer be
I aga:nst attacks on compeience anid inlependenge.

3

All 1wld. the app
attitudes ‘and flexibi
enough to fortify hi

At
45

Towards this end, spereizes and 'or associutions dre Calied upon te formulate
appraisal methedologles and <tlical stndirds 10 serve the interest of the profession

gﬁ,

and the general publi,
< i
-,“ i
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