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SUMMARY

In Turkey, although real estate valuation startetle discussed at an academic level in 1975,
its use was not adopted by the real estate mariitioe year 2000. In the valuations carried
out in the early years;

a) the sales comparison method,

b) the income method,

c) the cost method
were used in plain or disorganised ways. Howevarthe way to the present day, these
methods started to provide inaccurate results inat@ns performed especially in areas
where mass valuation is required.

The use of classical valuation methods togethealame would be inadequate in the central
areas of the city and in settlements surroundeditbnaction centres where buildings are
dense. Certain other data that provide a basisdhration need to be known in such areas.
Probably the most important of these data is rentame.

In areas with high building densities, it is po$sito obtain the building value by calculating
the rent capitalisation interest rate, and to fine standard ground value using the building
value. When calculating the rent capitalisatiorenast rates, it is necessary to subtract the
depreciation and maintenance costs of the buildimdjalso to take the economic parameters
(inflation rate, consumer price index, currencysattc.) into consideration.

In the present study, a district which is locatedhe city centre of Konya and considered for
urban transformation was selected as the studyaaréat was endeavoured to calculate the
ground values based on rental incomes.

OZET

Tarkiye'de tginmaz dgerlemesi 1975 yilinda akademik dizeyde ele alinntaganms,
ancak piyasa tarafindan kullaniimayalbaiimasi 2000 yilini bulmgur. ilk yillarda yapilan
deserlemelerde;

a) Karsllastirma yontemi,

b) Gelir yontemi,

c) Maliyet yontemi
yalin veya kawik olarak kullaniimgtir. Ancak gunumize gelindikce, o6zellikle kime
degerlemesinin yapilmasi gereti alanlarda bu yontemler, gerlemede hatali sonuclar
vermeye bglamistir.
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Yapilarin ygun oldwu, kentin merkezi yerlerinde ve cevresi cazibe regiiyle kigatiimis
yerlesmelerde bilinen klasik derleme yontemlerinin birlikte veya yalin kullaniyetersiz
kalir.Boylesi bolgelerde @erlemeye esas olacak ska verilerin bilinmesi gerekir.Bu
verilerden belki de en dnemlisi kira geliridir.

Yogun yapil bolgelerde kira kapitalizasyon faiz oranhesaplayarak yapi gerine, bu
deserden de birim zemin @erine ulamak mumkianddr. Kira kapitalizasyon faiz oranlarini
hesaplarken, yapiya ait yipranma ve bakim gidaileismek ayrica ekonomik parametreleri
(enflasyon orani, tiketici fiyat endeksi, dovizmra..) de dikkate almak gerekir.

Bu calsmada, Konya kent merkezinde bulunan ve kentsel g@iiniyyapilmasi dgiindlen bir
bdlge calyma alani olarak ele alingmve kira gelirlerinden zemin derleri hesaplanmaya
calisiimistir.
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The Use of Rent Capitalisations in Real Estate Vaation in Areas with
High Building Densities

Ayhan GOKTEPE, Mehmet ERTAS, Turkey
1 INTRODUCTION

Today, in our country, a rapid migration is in pregs to city centres due to reasons such as
the inefficiency of the agricultural sector in prding for the needs of families and increasing
advancement rate of higher education. As a natwwsdilt of this migration, cities have
undergone a rapid and intensive settlement corigiruprocess. To meet this need and to put
the city in order, municipalities open new areaséttlement through planning while they
increase the plan densities in central parts otitye

According to the Development Plan Law which is ffeet in Turkey, it is obligatory that
zoning plans in a settlement are made (based ounlgdtam criteria) and put into effect by
municipal administrations. However, zoning planattare created according to the criteria
stated in related laws and regulations cannot theethanging social demands that arise due
to high urbanisation rate after a short while; tdadter, a “change of plan” is in order on a
local basis [1].

These changes in plans cause an increase in tkdiegmf the core regions of the city. As a

natural outcome of this increase, the way of uskdansities of existing city blocks are also

altered. While such changes in plans increase #heevof the real estate, they also cause
changes in values in the district through locakrattion. The value of a real estate that
increases through a change in plans increaserstiié with the implementation of the plan

(The implementation of Art. 18, urban transformatfietc.).

2 VALUATION
2.1 Definition

Valuation is appreciating or appraising the valdieao object, determining the value of a
thing.

Real estate valuation is the process of determitfiegvalue of a real estate for a given date
through assessing certain factors concerning thleestate in question, such as quality, utility,
environment and conditions of use in an independedtobjective way.

According to the Capital Market Board (SPK), vaioatis the independent and objective
assessment of the probable value of real estaterethl estate project and the rights and
benefits attached to the property for a given date.

The concept of value has been defined in very mdiffe ways. The concept of value is
indefinite and varies depending on point of viewlldm Stanley Miller, a former president
of the New York City Tax Commission, defined thencept of “value” in more than fifty
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ways and stated that this list would not come toead. There are thirty seven different
definitions of value in our country [2].

The main objective of valuation is to calculate tleasible market value by using the
available data, which means the normal purchasealedorice.

We can say that market value is the estimated ahwehich is expected to be exchanged for a
real estate between an independent and willing hapd seller without any pressure and
under conditions through which the parties will m&t influenced by any relationship and
within the context of an agreement by which they kawwingly, thoughtfully and in good
faith [3].

Market value is more of an appraisal of a pricewdych a sale is closed on the date of
valuation within the conditions that constitute idefinition. Market value, within its
definition, is the representation of a price whismot influenced by the fact that the buyer
and the seller may have adequate time to seek ofy@ortunities and alternatives in the
market and the preparation of official documents sales contracts takes time.

2.2 Market Value in Real Estate Valuation

Prices of objects can be easily determined throegnomic assessments, but everybody
knows that the value of a real property cannotdsglyedetermined. So, for a real estate, being
valuable is assessed with the importance attaah#uetproperty through individual use and
the property is valuable in proportion to the irsién of this importance. On the other hand,
each individual views the parcel of land of the saguality and quantity through his own
value criteria. For this reason, there is a needafoalue which is valid for everybody.
Although market value has been defined by manytutsins based on their perspectives, all
the definitions are the same in essence [4]:

* According to the 1982 Constitution, Expropriatioaw No. 2942 and Property Tax

Law No. 1319, market value is the normal (customarychase and sale value of a real

estate on the date of nationalisation, expropiadioproperty declaration,

* According to German Zoning Law, market value is\thtie that must be acquired on

the date of inquiry regardless of unusual and inldial references concerning the position

and quality of the property in the regular market,

* In the United States, market value is the pricesebetween a sincere buyer and a

sincere seller providing that an adequate timefaadurable economic conditions for the

realisation of bargaining and sale exist,

e According to Walter SEELE, market value is the mpsbtbable customary price

between serious sellers and serious buyers witigiptactice of reasonable markets,

* According to Ross and Brachman, market value isr¢laé value, the sale price of a

real estate.

The market value of a parcel involves the soil dmdd together with the parts on it,

particularly with buildings and other annex struess The extent to which the parcel and its
building facilities will be included in value assesent depends on how they will affect the
market price. All the actual, legal and economatdes that affect the market price of a parcel
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in the regular market should be considered in thkiation process. These factors are
particularly location, quality, size, shape of tparcel, the state of the infrastructure and
legally approved type of use. Factors that detegntie value are the rights that increase or
decrease the value.

2.3 Valuation in Turkey

In Turkey, real estate valuation started to beuised at an academic level in 1975, but its
use by the real estate market started in the 1980sommon use was with the Licensing
Exams of the Capital Market Board (SPK). In theuatibns carried out in the early years;

a) the sales comparison method,

b) the income method,

c) the cost method
were used [5].

The sales comparison method requires the occurreheecent unstructured sales which
particularly have similar valuation conditions (ée&apment right, distance to infrastructure
areas, etc.). In case recent sales do not exieg 8&t were closed on different dates can be
updated with the help of the consumer price indé&xHE).

The income method can be applied especially fot estate that generates rent and
agricultural land. In this case, it is necessagt thuildings are used in similar ways and in
agricultural lands the land cultivation plans agd@ultural areas are the same.

The cost method is applied for big commercial boge like factories and hotels. However,
current physical depreciation and physical weardnee be determined carefully in such
buildings.

In the early years, these methods were used alomecombination in our country. However,
on the way to the present day, these methods dtiarfgrovide inaccurate results in valuations
performed especially in areas where mass valu&icguired.

The use of classical valuation methods togethealame would be inadequate in the central
areas of the city and in settlements surroundedatbraction centres where buildings are
dense. Certain other data that provide a basisdhation need to be known in such areas.
Probably the most important of these dateengal income.

In the present study, a district which is locatedhie city centre of Konya and considered for

urban transformation was selected as the studyareat was endeavoured to calculate the
ground values based on rental incomes.

3 RENT CAPITALISATION
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3.1 Rent Capitalisation Interest Rate

Rent capitalisation interest rate is the ratio loé ne-year rental income of a property
(residence, store, office, factory, land) to itsrked value. That is, the rate of return that the
investor expects is the capitalisation rate, whilstated as the ratio of the annual rental
income derived from the property and the valuehat property. This can be expressed as a
mathematical equation through the following relatj6]:

D

k - kira

Deas (3.1.1)

Properties that are comparable in definition neetidve comparable capitalisation rates. If
the assessor detects that the capitalisation eatebtained for a property is reasonably lower
or higher than the others, he should sort outdhiple case.

3.2 Calculation of Rent Capitalisation Interest Rags

First of all, it is necessary to quite carefullytetenine the borders of the district whose rental
income will be calculated. As there cannot be glsirtapitalisation rate that represents a
large district, a calculation should not also belenfor a small district.

The following should be as identical as possible rizal estates located in the district for
which the rent capitalisation rate will be calcalét

a) Types of use,

b) Sizes,

c) Age of buildings,

d) Unit rent values,

e) Unit sale values,

f) Distance to attraction centres,

g) Social status and incomes of renters,

h) Lengths of rental contracts.

After the borders of the district are determinduh riental values andfeasible sale prices of
properties should be obtained from the followingioontrolled manner;

a) Local real estate agencies,

b) Construction companies,

c) Credit agencies.
An adequate number of equal properties either aofdr which a valuation is calculated are
needed for this purpose. Information that will dlected from equal properties that have
such similar qualities would reflect the generahretteristics of the rental properties in that
district.

After the rental and market values of propertiesadded (or calculated), net income and net
sale value should be calculated for each prop&hg.necessary expenses for rentiiG a )
can be listed as:

a) Estate agent’s commission,
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b) Collection difficulty,
c) Property tax,

d) Contract expenses,
e) Inventory expenses.

a) Estate agent’s commission,
b) Sales tax,

The ratio of the sum of all these expenses to dnncame is 6% on average for Konya
province. The necessary expenses for saBa;) are:

c) Income tax.

The ratio of the sum of all these expenses to marddee is 4% on average for Konya
province.

When the annual net rental value and net marketualcalculated for each property, the
relation in 3.1.1 turns into:
k - Dknet

D

snet

(3.2.1)
4. A CASE STUDY

The case study was conducted in a 26 daa disteeteéd 1 km away from the city centre of
Konya province with approximately 40-year-old, bfsty blocks of apartment buildings
inhabited by people whose average annual net ing®®@ 000 TL (Map 1).
Map 1: Map of the Case Study Area:
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There are no empty parcels in this completely fupldistrict. Furthermore, the ground floors
of some apartment buildings are small places ofnlegs. The district is surrounded by
attraction centres [7].

a) A military hospital and the dwelling of a publicsititution is in the north,

b) Konya High School and the State Theatre are ireése,

c) A public institution and the city stadium are irethouth,

d) The train station is 250 mwest of the district.

In short, the real estates located in the distibere the data was collected from are not
superior to one another in terms of distance t@aetibn centres, building age and type of use
(Map 2).

Map 2: Map of The Growth Centres

% Lodgings
= Goverment
T
0 o - !
= Military Hospital
2
\)5\‘
2
c
o
Be S State
2 g 0\00} Theater
E& > BER  —
i REIS CAM Iyatros
o o
- The Monument of
o Sk Ataturk
Vali cemal Keles o Meram
3 Municipality
3 Sites Merar

§ S Konev .| S ferit Pasa Cd o i

< ) i

o

Q.

Directorate of State pS
" i Ut o,
Cerit Pasa cd (2 City Hydraulic Works ]
Stadium

Police - Harita verileri ®20

Department [

s

The distinction among;

a) Ground floor,

b) Top floor,

c) Mid-floor
was taken into account in the data collection ped®ap 3), because a customer who rents
or buys an apartment as a residence also takedishirsction into account.
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Map 3: Map Of Housing To Compare
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We can calculate the annual net rental @) by using this data as follows:

Dinet =Dy = ZGya (4.1)
By dividing this value by area, we can find thetuental valugDyy) as;
Dy, = Diret

F 4.2
In a similar way, net sale valPs.) can be calculated by way of;
Dsnet = Ds - ZGsang (43)
By dividing this value by area, we can find thetigaile valu€Dyy) as;

F (4.4)

Afterwards, we can calculate thent capitalisation interest rate by way of relation (3.2.1).

When we insert the collected data into tables basetie classification of;
a) Ground floor,
b) Top floor,
c) Mid floor

we obtain the raw data given in Table 4.1, Tahkeahd Table 4.3.
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Table 4.1: Ground floor data Table 4.2: Top floatad

FlatNo | F Dy Ds CY FlatNo | F Dk Ds CY
12 100| 350| 5000( N-S 4 140 | 450| 65000 E-W
14 180| 500| 150000 E-W-S 13 130| 450/ 6000( N-S
15 70 | 300 40000 W-N-S 21 120 | 450( 65000 N-S-E
18 80 | 300| 45004 N-S 23 110| 350 55000 N-E-W
25 90 | 250| 3500¢ N-S 28 110| 350 5500( N-S
31 90 | 400 50000 N-S-E-W 30 130 | 400( 55000 N-S-E

Table 4.3: Mid floor data

FlatNo| F | D, | D cY
1 100 | 400| 85004 N-S-E-W

2 140 | 500| 100000 N-S

3 140 | 550| 13000[N-S-E-W

5 140 | 600| 15000p E-N-S

6 210 | 900| 35000p N-S-E

7

8

9

180 | 700| 250000 N-S
150 | 500| 130000 N-S
130 | 500| 13000N-S-E-W|
10 180| 750/ 20000MN-S-E-W
11 170| 500 210000 N-S
16 180| 700| 300000 E-W
17 110| 500/ 100000N-S-W
19 90 | 350| 55000 N-S
20 130| 500| 9000( N-S
22 110| 400/ 65000 N-E-W
24 110| 450 7000( E-W
26 100| 400/ 6000( N-S
27 100| 350/ 65000 E-W-%
29 90 | 400| 55000 N-S
32 90 | 450| 75000 N-S-E-W

Is obtained. By using these data given in 4.1,4.2,4.4 and the equation given in 3.2.1, the;
a) Unit ren{Dyy),
b) Unit sal€D«y),
c) Rent capitalisation interest r&te
of each real estate is calculated for each flatown(Table 4.1.1 — 4.2.1 — 4.3.1) and
written in the mean value tables (Table 4.1.2 -24-24.3.2) given below.

Table 4.1.1: Ground floor data operations

FlatNo F Dk Dkyll Dknet Dkbr Ds Dsnet Dsbr k (%) Cy
12 | 100| 350| 4200 | 3948| 39.48 50000| 48000 480| 8.23 N-S
14 | 180|500/ 6000 | 5640| 31.33150000 144000 800 | 3.92| E-W-S
15 70 | 300 3600| 3384| 48.34 40000| 38400 548.578.81 | W-N-S
18 80 | 300 3600| 3384| 42.30 45000| 43200 540/ 7.88 N-S
25 90 | 250 3000| 2820| 31.3335000| 33600 373.338.39| N-S
31 90 | 400 4800| 4512| 50.13 50000| 48000 533.339.40 | N-S-E-W
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Table 4.1.2:

Ground floor mean values

Means Ground floor
Do 40.49
Dgpr 545.87

k (%) 7.76

Table 4.2.1: Top floor data operations

Flat No F Dk Dky|| Dknet Dkbr Ds Dsnet Dsbr k (%) CY
4 140| 450| 5400 | 5076| 36.26 65000| 62400 445.71| 8.13 E-W
13 130/ 450| 5400 | 5076| 39.0% 60000| 5760Q 443.08 8.81 N-S
21 120| 450| 5400| 5076| 42.30 65000| 62400 520 | 8.13| N-S-E
23 110| 350| 4200| 3948| 35.89 55000| 52800 480 | 7.48 | N-E-W
28 110| 350| 4200 | 3948| 35.89 55000| 5280Q 480 | 7.48 N-S
30 130| 400| 4800 | 4512| 34.7]1 55000| 5280Q 406.15| 8.55 | N-S-E

Table 4.2.2: Top floor mean values
Means Top floor
Dior 37.35

Dgpr 462.49

k (%) 8.10

Table 4.3.1: Mid floor data operations

FlatNo F Dk Dkyll Dknet Dkbr Ds Dsnet Dsbr k (%) Cy

1 100|400| 4800 | 4512| 45.1285000| 81600 816 5.58 N-S-E{W
2 140|500| 6000 | 5640| 40.29100000 96000| 685.71 5.88 N-S
3 140| 550| 6600 | 6204| 44.31130000 124800 891.43| 4.97| N-S-E-W\W
5 140/ 600| 7200| 6768| 48.34150000 144000 1028.57] 4.70| E-N-S
6 210/ 900|10800| 10152| 48.34| 350000 336000 1600 | 3.02| N-S-E
7 180| 700| 8400 | 7896| 43.87250000 2400001 1333.33 3.29 N-S
8 150|500| 6000 | 5640| 37.60130000 124800 832 4.52 N-S
9 130|500| 6000 | 5640| 43.38130000/ 124800 960 4.52| N-E-W
10 180| 750( 9000 | 8460| 47.00200000 192000 1066.67| 4.41 | N-S-E-W
11 170500 6000 | 5640| 33.18210000 201600 1185.88 2.80 N-S
16 180| 700| 8400 | 7896| 43.87300000 288000 1600 | 2.74 E-W
17 110/ 500| 6000| 5640| 51.27100000 96000| 872.73 5.88 N-S-W
19 90| 350 4200| 3948| 43.8755000| 52800 586.67 7.48 N-S
20 130| 500| 6000 | 5640( 43.38 90000| 86400 664.62 6.53 N-S
22 110{400| 4800 | 4512| 41.02 65000| 62400 567.2Y 7.23 N-E-W
24 110) 450| 5400| 5076| 46.1%570000| 67200 610.91 7.55 E-W
26 100| 400| 4800 | 4512| 45.12 60000| 57600 576 7.83 N-S
27 100| 350( 4200 | 3948| 39.48 65000| 62400 624 6.33 E-W-5
29 90| 400 4800| 4512| 50.18355000| 52800 586.67 8.55 N-S
32 90| 450 5400| 5076| 56.40 75000| 72000 800 7.06 N-S-E{W
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Table 4.3.2: Mid floor mean values

Means Mid floor
D 42.44
Depr 894.42

k (%) 5.54

4.1 Reasons for Low Rent Capitalisation Interest Ras

Real estate is one of the most secure means ostmeat. Therefore, the capitalisation
interest rate of the capital invested on real estamuch lower compared to that of other risky
investments. In addition to this economic reasberd are also other non-economic reasons
that lower the rent capitalisation interest ratesrancompared to the interest rates of other
investments. These are:

a) Desire for property; One’s desire for property laasimportant role in possessing a
real estate. The desire for property decreasesdp#alisation interest rates of real
estate larger than 160°(e.g., 6-7-11-16),

b) At lease terms, property owners cannot raise thesref old tenants higher than the
consumer price index due to their long-time restatus,

c) Social and political power; Property at the sanmeetiendows power to its owner.
Some of the dwellers prefer this district for itscisl environment. For this reason,
whether the rents or sale prices are high or lomotsmportant for these people [8].

4.2 Conclusion and Suggestions

We create Table 5 in order to examine the datangineTable 4.1.2, Table 4.2.2 and Table
4.3.2 together.

Table 5: Mean values for the district

Dyor Index Dspr Index k (%) Index
Top floor 37.35 100 462.49 100 8.10 146.21
Ground floor | 40.49| 108.41| 545.87 118.0B 7.76 140.07
Mid floor 42.44| 113.63| 894.42 193.3P 5.54 100

The following conclusions can be drawn from theadziven in Table 5:

a) The floors are ordered respectively as top flooougd floor and mid floor based on
unit rental values,

b) The same conclusion givenacan be drawn for unit sale values,

c) However, the order of rent capitalisation interases is in th@pposite direction,

d) The difference between floor values increases 18%sent, whereas this increase is
93% for market value,

e) Although the most ideal floor for investments sedmée themiddle floor, it is the
worst investment because it has the lowest rentadsation interest rate,

f) The ideal floors for rent arde top floor and theground floor, because they are 40%
and 46% more valuable than the mid floor.
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It is generally presumed that only one rent caigasibn interest rate method can be applied in
an integrated fashion for the whole of each apartnbdock valued. However, as it can be

seen in the present study, a single rent capitaisanterest rate cannot be determined for
each apartment block. Instead, it emerged in thigysthat it is necessary to determine

individual rent capitalisation interest rates on district basis by taking a number of apartment
blocks and the top floor-ground floor-mid floor f@ifences into consideration.

Based on these conclusions, the feasible marketevaf an apartment can be calculated
considering théloor on which it is situated by using:

For top floor,

D, =F x461.11

(4.2.1)
For mid floor,
D, =F x521.78

(4.2.2)
For ground floor,
D, =F x766.06

(4.2.3)

5. ABBREVIATIONS

W - West

CY : Facade direction

E . East

Dy : Rental value (TL) / month

Dwr : Unit rental value (TL)

Dwnet : Annual net rental value (TL) / year
D : Annual rental value (TL) / year

Ds : Sale value (TL)

Dsor  : Unit sale value (TL)

Dsnet  : Net sale value (TL)

F : Area nf

S : South

N : North

k : Rent capitalisation interest rate (%)

ZGyira - Necessary expenses for renting
ZGsays - Necessary expenses for sale
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