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Abstract: This study 1s structured to evaluate the accuracy of commercial property development appraisal
prediction in Lagos metropolis. The study area was first classified into strata. Each stratum consists of
economic nuclel where surveying activities aggregate. Within each of the economic nuclei, questionnaires were
randomly administered. For the data analysis, Chi-square and test on differences between two means were
employed. The study revealed that there exists a statistically significant difference between the actual and the
predicted values of variable inputs such as Rental Income, Capital Cost, Development Period, Lending Rates
and Investment Payback Peniods. The implication 1s that the quality of appraisal services rendered by the Estate
Surveyors and Valuers in this aspect is inadequate. To abate this, the Nigerian Institution of Estate Surveyors
and Valuers and the Estate Surveyors And Valuers Registration Board of Nigeria are urged to evolve a policy
that would lead to the enhancement of both the theoretical and practical knowledge in commercial property

development appraisal.
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INTRODUCTION

Property development is essentially vulnerable to
broad based social, economic and financial changes.
Changes in consumer preferences; mevitable time-lags
between the conception of the project and its completion,
changes 1n interests rates etc. are difficult to predict over
long periods of time and once a development has been
started it is difficult to change. Tn addition, the main
variables (such as land price, building and ancillary costs
and professional fees.) that influence development are all
sensitive to change. No developer of a project can be sure
of market conditions that will prevail as at the time when
the development would be completed. This complexity
and dynamism in the socio-economic environment of
property  development affects the decision taking
mechamsm. Consequent upon this, the typical commercial
property developer commissions calculations which can
mform lum on the cost to pay for land in its existing state
or what profit he is to make from the proposed
development. Qualified Hstate Surveyors and Valuers
carry out this type of calculations and it is termed
development appraisal™. The reliability of development
appraisals 1s very much dependent on the ability of the
appraiser to accurately estimate variables used as mputs
in his calculations.

In the past when the economy was buoyant and
stable, real estate development appraisal offered little
challenges. Building cost was relatively low and little

variations were observed in the variables during the
gestation period of the project. Then property
development was associated with little or no risk and
development surveyors could in most cases predict the
outcome of a development with certainty.

Today, there has been a remarkable change in the
economy. The erstwhile optimism of the 1970°s and 1980°s
has changed drastically’!. The development appraisal
upon which decision-making in property development is
based is fast becoming more difficult to make in our
dynamic and unstable economic system. In recent times,
a significant number of development projects that were
judged wviable by development surveyors in their
development appraisals have turned out to be unviable.
This problem 1s not peculiar to Nigeria as observed by
Thai!”, Borm™ and Pagliari®. Development appraisal
techniques generally employed in practice had been
criticized on the basis of their simplifying assumptions'.
It was assumed that costs and values will not change
through time and mstead, approximate guesses were made
about the future. The traditional assumption of using
current estimates of rental value, investment yield,
building cost and finance charges 1s susceptible to error
taking nto consideration the dynamic nature of these
variables. The rate of abandoned and converted
commercial property development that adorn the cities call
to question the reliability ofthe development appraisal
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that supports the commencement of such developments.
Presently, it is not unusual for a church to be the anchor
tenant in a purpose built shopping complex.

The widespread use of deterministic models for
appraising dynamic and volatile economic variables
introduces error of judgment to development appraisall.
As a result of thus, the quality of advice provided to
clients by development surveyors 1s fast becoming
inadequate. The ultimate effect of this is that the clients
may be disillusioned when appraisals prepared by Estate
Surveyors do not match what operates in the market
place. When the degree of maccuracy of development
appraisal prediction is found to be substantial, the
appraiser may be regarded as incompetent and client may
jettison his professional advice. Professionally prepared
development appraisals should therefore adequately and
explicitly reflect to the developer and his financier the
expected risk inherent in the proposed projects. The
property development industry as a whole should be
working towards developing better analytical techniques
and information database so that decisions concerning
property investments and development could be made
quickly; and a better result achieved.

In this regard, this study is conceived to determine
how commercial property development appraisal practice
could be made to be more effective especially in the
aspect of protecting and shielding client from effects of
volatility. The remainder of the paper is structured as
follows. The next section (section 2) reviews the Nigerian
experience in the development of models on property
development. This 13 followed by a brief introduction
of the hypothesis to be tested. Section 4 focuses on
the methodology adopted for the study, while Section
5 takes care of results and their discussion. The last
section provides the concluding remarks and discusses
the policy implications.

MODELS ON PROPERTY DEVELOPMENT:
THE NIGERIAN EXPERIENCE

Researchers’ interests in the development of models
in this area were diverse and varied. These include the
behaviour of development actors, the sequence of the
development process or the market forces that initiate and
guide the process of development. Form!”, Litchfield"”
Pilcher™ Cadman and Crow™ Miles et al. 'Y Healey ™!
Craven''?, Kaiser and Weiss!", Drewett"?. McNamara'),
Harvey"" and Frazer!'?. Boddy,™, Ball'! and Ambrose!™
Goodchild and Munton®™" .

In Nigeria, the development processes initially
tend to follow mostly an event-sequence approach.
Udo-Akagha® proposed a four-stage development

event-sequence that is, initiation of the development
scheme, advising the client on feasibility and viability,
raising development finance and the project management
of the scheme. As a practicing surveyor, his interest
is in the management of the development process and
hence his pre-occupation with event-sequence approach
15 understandable.

The introduction of the structural adjustment
program in Nigeria in 1986 switched the direction of
literature on development process towards structural
approach. Idudu®™ examined the development process
from a macro economic (structure) peint of view. He
reflected on what he called development factors-such as
land, building materials and finance that assist or
decelerate development activity. On the land factor, he
assessed the Land Use Decree of 1978 and concluded that
itis far from achieving its objective of making land readily
available, but rather it complicated land procurement
procedures. He reiterated the madequacy of institutions
for financing development and inability of the Nigerian
Building and Road Research Institute (NBRRI) to come up
with substitutes for expensive inported building materials.

Accerding to Omuojine™, the development process
had been driven by government housing and economic
policies such as the National Development Plans, the
Structural Adjustment Policy, the Mortgage Institutions
Decree (No. 53) of 1989 and the National Housing Fund
Decree No. 3 of 1992, He perceived such government
intervention as positive, but berated the government’s
ineffective policy implementation.

THE HYPOTHESIS

The aim of this study 1s to assess the reliability of the
methods used in the assessment of commercial property
development appraisal in Lagos metropolis. Since the
reliability of these methods 1s a function of the ability of
the appraiser to accurately estimate the variables used as
inputs, 1t therefore means, that the closer the predicted
values are to the actual, the higher the level of accuracy
to be attamed. In this regard therefore, the following
hypothesis was set;

H, = There 1s no significant difference between the actual
and the predicted values of the variable inputs in the
selected project appraisals

H, = There is a significant difference between the actual
and the predicted values of the variable inputs in the
selected project appraisals
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The variable inputs in this regard include:-

¢+ Rental income

*  Development cost

¢+ Yield/return on investment
*  Rate of mnterest

¢ Payback period

*  Development period

The methodological approach: This assessment of
appraisal practice focuses on how the appraised project
1s progressing in reality and how tlus reality differs from
the forecast on which its acceptance was based.
Apparently, variance analysis will be of immense value in
this regard. In the review of literature however, we found
a number of these methods appealing. First 1s the Harger
and Lord"” statistical range approach to the evaluation of
valuation comsistency. Range 1s not a satisfactory
measure of variance because it is highly susceptible to the
extreme values; consequently, we found it unacceptable
for this study.

The semi-mter-quartile range as adopted by
Ogunba® offers little help in this regard, since it says
little about the intermediate values. Cgunba™ found that
the TBRown and TPD/Driver Jones regression analysis is
more rigorous than Harger and Lord®? approach and may
not be easily understandable by average Nigerian
Practitioners. This aside, regression analysis statistically
is not a measure of variance; its usefulness lies m the
explanation of the relationship between cause and effect.

To assess the degree of variation of the actual from
the expected and to test the research hypothesis, Clu-
square and the test of difference between two population
means were employed.

The chi-square statistics is calculated using the
equation

n

2, (o—¢) (1)

z__ 1=l

S

1

Where 0 = Observed frequencies
e = Expected frequencies
n=No. of classifications.

Two populations of actual and predicted values are
mvolved in the study. In order to test the difference
between the means |, and p, of these two populations, it
1s necessary to consider the following conditions.

*  Whether the population variance ¢,” and g,”are both
known.

*  Whether the population variance ¢,” and g,”are both
unknown

In addition, it is pertinent to consider whether;
»  The two samples are ndependent.

»  The two samples are matched or paired.

Specifically, the test in this case is that of a matched
or paired (Actual and Predicted) sample. The procedure
for the test is to calculate the difference (di) between each
pairs of these samples.

di=X,1-Xp1 (3)

The di are then treated as a single sample

The test statistic 1s based on t-distribution, viz,

d-D,
t="g (4)
Jn
where
d =meanofd,d,d,......... d,.
S, = standard deviation of d,, d,, d,... ... ... d,.

n = number of samples
v =n-1 = degree of freedom.

This test in addition with the Chi-Square above was
used to test the validity of the hypothesis.

The unit of analysis: These are the people or things social
research studies. Researchers observe, describe and
explain the characteristics of these in their studies'®”. The
choice of the umt of analysis therefore depends on the
underlying problems that a study aims at resolving. In this
regard, the main problem areas this study 1s set to
investigate are restated here as follows:

+  The identification of the methods of commercial
property development appraisal presently in use by
practicing Estate Surveyors and Valuers in Lagos
metropolis.

»  An assessment of the reliability of the identified
methods (presently) used by these practitioners.

In brief, the study mvestigated the activities of
practicing estate surveyors and valuers within the Lagos
metropolis. Therefore, the units of our analysis were:

»  The development appraisal reports in respect of
some selected commercial properties.

¢  The actual and predicted values of development
appraisal mputs of some commercial properties in
respect of which the above reports were prepared.
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DATA ANALYSIS

Real property developments are often carried out
based on the expectation of future benefits. As stated
earlier, the reliability of any decision aid used in this
regard will therefore depend on how the actual differs
from the expected. In this wise, the aforementioned
hypothesis was tested using Chi Square and Differences
between Two Population Means.

Chi-square test: Table 1 shows the summary of the
chi-square distribution for the variables. From this table,
at 0.05 level of significance, the critical value of %° ;5 for
V = K-1 = 5 degrees of freedom is 11.07. Where the
v’ caleulated> 11.07 (X, ,,—tabulated value), we conclude
that the difference between the observed (estimated) and
the actual values is statistically significant. From table T,
with the exception of investment yield, the analysis has
revealed that there exists a significant difference between
the actual and the predicted values of varable mputs
such as rental income, capital cost, development period,
lending rates and investment payback period.

The implication here 1s that, these wvalues as
predicted by the method of appraisal adopted by the
practitioners cannot be reliably depended upon. And in a
situation where the values of five out of the six variables
predicted cammot be relied uporn, one can conclude that
the method adopted is not a reliable one.

Testing the difference between the means of two
populations: Statistically stated, the hypothesis to be
tested becomes;

H,: Ly = Mg of Uy = =, = 0
H: i <l OF Py = =y < 0

Where 1, = population mean of predicted variable
1, = population mean of actual variable
At g = 0.05, the critical region 1s t < 2.015, where

d-D,
t= S, 4

Vi

with v = 5 degrees of freedom.

Table 2 shows the summary of this test for all the
variables inputs. In similarity to the chi-square test, this
test has revealed that there 1s a sigmficant difference
between the predicted and the actual values of the
variable mputs such as capital cost, development period,
lending rate and investment payback period. While the

Table 1: Summary of the results of the chi-square test

SN Variables Calculated > Value Tabulated v* Value
1  Rental Income 2,257,942.8% 11.07
2 Capital Cost 1,531,067.8* 11.07
3 Investment Yield 2.45 11.07
4 Lending Rates 21.76% 11.07
5 Investment Payback Period 12.350% 11.07
6 Development Period 17.73% 11.07

Source: Survey (2003)

Table 2: The summary of the test of difference between two means

Calculated Tabulated

8N Variable t.value t.value

1 Rental Tncome 0.63 2.015

2 Capital Cost 3.13%% 2.015

3 Tnvestment Yield -3.43 2.015

4 Lending Rates 22.78%* 2.015

5 Tnvestment Payback Period 3.7 2.015

[ Development Period 2.12%* 2.015
Source: Survey (2003)

only exception m the chi-square test 1s the mvestment
yield, in the test of difference between two population
means, the predicted values of rental income and
investment yield are found not to be sigmficantly different
from their actual values. This notwithstanding, we can
conclude that the appraisal method in which four out of
the six variables predicted cannot be relied upon is not a
reliable one. It could be argued that since the practitioners
can predict the rental level and yield (which are critical
variables) with a reasonable level of accuracy, the
appraisal techniques should not be condemned. This is
not the case, m Nigeria; the most critical element of
commercial property investment 13 the cost of funds
which unfortunately most analysts used to ignore in the
calculation of the investment yield™.

CONCLUSIONS

The study has revealed that the methods of
development appraisal in practice cammot be depended
upon. The rate of abandoned or under utilized commercial
property that adorn our cities attests to the unreliability of
the development appraisal that supports the execution of
such projects. The fact 13 that clients may be disillusioned
when appraisal prepared by estate surveyor s do not
match what operates in reality. The failure of these
appraisal techniques emanate from the use of
deterministic models at appraising dynamic and volatile
economic variables. Tn this regard, the Nigerian Institution
of Estate Surveyors and Valuers i1z urged to evolve
policies that will encourage the development and
discussion of ideas, opimons and issues related to the
process of enhancing both the theoretical and practical
knowledge 1n commercial property development appraisal.
Department of estate management in Universities and
Polytechnics are urged to review thewr curricular to
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incorporate the development of appropriate techniques
which will eradicate the inadequacies of practitioners’
approaches. If mvestment funds are to be judiciously
used, there 1s the need to adopt a more rigorous and
analytical approach to development appraisal. This
obviously is expensive. Nigeria clients should brace up to
face the reality that good products will cost money. A
situation where clients value professional service by the
cost of paper and ink used in preparing the report does
net encourage rigorous analysis as anticipated above.
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