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ABSTRACT

This thesls represents o ploncering attermpt
ot critically exomining the different approaches
to plant and machinery voluction from both the
enginecre', and ceatate surveyors and valuers®

pergpectivesn in Nigeria,

Questionnoires (backsd up with oral intervicew)
were administered on a random sample of engineering -
and egtote surveying firme within Legog lietropolls.
The data were anoalvsed by means of descriptive
statistics.

he gtudy revealed crbitory adoption of
Depreciated Neplocement Cost (DRC) approach for the
plant and mochinery valuations without congidera-
tion for the level of company‘’s profit, basis
pogalbiliity of clternctive use ond assets hoving
trading potentinle, It wos also observed that the
estote gurveyiup firme were mors involved in plant

and mochinery valunitlons thon the eangineering firms.

The study sugseeted, amongst athers, thot DRC
sapraach should alwoye be subject to test of
adequate profitobillty and, in addition, that ihe
p3seibility of higher alternative use values be
considered, agpeclally, for surplus or redundont
plont ond mochinery agsets. It was also recommended
that the Higerion Institution of Bstote Surveyors
and Valuers should establish Plant and Mashinery
Vaiuation Optlon for the training of plant and

maehinery veluers,



CHADPTER ONE
PACKGROUMD WO THE STUDY

1.0 IITRODUCTION

The valuation of plant and machinery which,
according to Toord (1980), developed with the
growth of industrial age, began to gain a signi-
ficant bearing in the nation's development in
1970%'s due to economic boom., The accompanied
valuation briefs then were handled by the estate
survevorsg and valuers in sccordance with the
Decree Fo 24 of 1975 whilst the engineers, under
Decree 55 of 1970, prepared the technical reports
on plant and machinerv for such valuations |

(Okunlola, 1990Cj.

Lately, the valuation of plunt and machinery
has attracted a lot of attention., TIor instance,
engineers are claiming competence whilst the
gatate gurverors and valuers are disputing their
claim. DPrecisely, the build-up to the current
outburst . began effectively early in 1988, when
a workshop to preview the companieg and allied :

matters decree wag convened (Okunlola, op. cit.)

Several reasons can he attributed to this
interest. Prominent amongst these are; & congide-
rable significance which plant and machinery

componenta have acquired based on théir high



import duties and the overall effects on‘the joint .
valuation; public criticism of or displeasure with
plant aud machinery valuations which Anyaeji (1990)
clained the Nigerian Society of Enginecrs (WSE) is
being blackmailed foxr; decline in the nation's
congviruction projects due to economic recession; and
lack of clear understandiing of what plant and
machinery valuation stands for. Therefore, the
esgence of this study is to examine the different
approaclhies to plant and machinerv valuations from

)

il

42l

vigwpolnts of estate survevors and valuers on

the one hand and engineecrs on the other hand.

1.1 DHE STATELEUT OF THE PROBLEM

“he crux of the matter could be linked to
changin@.technology and the introduction of the
Structural Adjustment Programme (SAP) by the
Pederal Government to mention a few, which make
demands for the services of plent end machinery
valuers more than ever before to be on the increasc.
Thug, the issue of who 1s a valuer of plant and
machinery became necesgarv (Adegbemile (1991),

Obialo (1991),

-
m.f

e,

In additlion to this, prior to the promuléa%ion
of the new Companies and Allied Matters Decree of
1990, ehgineers were recognised as experts In the
ol&‘law foxr the purposes of valuvation., But diffe-

rent requirements were laid down under section 137
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of the new companieg law for the definition of a
valuer for the purpose of determining the value of
consgiderations other then cash which & company
accepts for its shareg. Valuer is defined in this
section as Yan aunditor®,; a valuer, & survevor or an
accoﬁntamt not being a person in the employment of
the company nor an agent or associate of the companv
or anvy of its directors or officers¥. This therefore
contradicts section 554 of the same decree which
recognises eniineer as an 'expert', amongst others,
for the purposes of determining pavments for shares

-

under o prospectus. Could this then be taken as a
deliberate attempt or an oversight on the part of
the law makers as to the expertise of engineers in

the aree of veluation discipline?

Quite distinct from the above, the term flend!
could also we viewed from different perspectives
depending upon the context and the circumstances
under which it is used, According to Barlowe (1978),
it includes both natural and man-made resources over
which the posseusion of the earth surfaoce gives
control, To the lawvers it has to do with all
corporeal things subjacent ond superjacent to the
goll and annexed thereto: and in their language,
Jquid ouid plantatur golo solo cedit' (Megary and

Wade (1966), Omotola (1988),James (1973)). Trom

the foregoing, plant and machinery being essentially



fixzed items in land could therefore be combined with
the valuation of interests in land. This probably
rmeets with Denman's (1958, 1978) spproval in the

use of the phrase ‘estate in land' to embrace all
rights an owner of land has over hig land and those
capital regources which at law are themselves land,
Could this therefore be taken as one of the reasons
why estate survevors and valuers are recognised in
the country as experts to the exclusion of engineefs
in the valuation of plant and machinery? Can the
estate survevors and valusrs still continue to hide
under this premise to value moveable plant and
machinery which depcnds upon the law of chattels?
Or, do we have to refer these plant and machinery
agsets to engineers for wvaluation purposes?

Perhaps, one mey be quick to add that, it is
in epperent recognitioa of the above, that makes
Adegbemile (op. ¢it) to conclude that modern
gpeclalist valuers require k¥nowledge of
agpects of'accountancy, insurence, legal and resl
estate valuation professions, and a sound knowledge
of the plant and machinery utilised in verious
industries and trades®, This view has been variou-
sly expresgsed by 0jo (1984, 1991), Dexrry (1979, 1985,
1991), Brown (1991) and Foord Qgpohgijj.

Consequent upon the various views expreseed
above, it ig pertinent to ask the following questiouns:

Is plant and machinery valuation svnonymous with



plant and machinery engineering? To what extent

hag each of the tvio professions sétisfied the ltnow-
ledge content of plant and machinery veluation in
MWigeria? Where none could satisfy these requirewnents
in their entireties, can this lead us naturally o
the conclusion that inter-professional barriers he
biroken down so that engineers, and estate surveyors
and valuers could then amalgamate to provide a

wider range of gservices on plant and machinery
valuation concepts? Can value be gtated for machinery
that do not exisgt? or, more appropriate, can cost
arrived at for some plents with the aid of muthema~
tical formulae based on past information produce

o value or an estimoted cost? Or, is cost equal to
value? Vhot are the bases, methods and procedure of
plant and machinery wvaluation? What are the methods,
procedure and problems of depreciating plant and
machinery for veluation purposes? What is the
current state of art of plant and machinery valua-
tion in the study area? How can we lmprove upon
thig? Thege are some of the relevant questions

which the stuuiy attempt to address.,



1.2 HE NEED FOR IHE STUNY

Various studies that have been carried out
earlier relate to British industrial experiencee. and,
more specificallys, from the voint of view of estate
- surveyors and valuers (see for example Foord
oD. city Ojo (19845 1991); Derry (19795 1985, 1991);
Brown (1991)s; Karsiake (1979). Thus, the proposed
atudy, apart from being a pioneering research in
the area of Nigerian industrial valuations experience:
will pirovide a useful input toward impraving the

practice of plant and machinery valuations.

Germane to the above, the changing technology
and the far.reaching adjustment of our industrial
structure brought about with the introduction of the
SAP by the Federal Government or obvious changing
values in money, due %o threatening inflations
create\a demand for more and more valuations as
~owners of property assels including plant and
machinery of all sorts seek to keep track of their
true worth in current terms. JThuss the spectrun
of responsibility of a professional man in these
circumstances is much . wider than that which has
been accepted over the years (Pearces 1980). This
study therefore would assist in the formulation of

standards for plant and machinery valuations in

Nigeria to ensure codification of good practice.



1.3 ATHS AND OBJECTIVES OF IHME SYTUDY

The

indicate

1

results of this study are expected to

very precisely:

i. how plant and machinery valuation

ii.

iii.

gshould be carried out,

how denreciation could be handled in
plant and machinery valuations., and,

finally, whether inter professional
barriers could be broken down resulting
into amalgamation of engineers’; and
estate surveyors and valuers’ professions
on plant and mochinery valuation concepts.

It will also endeavour to bring these packages

within the reach of the professions to be studied.

Toward these ends/aims, the objectives of the

study are

Qe

To examine the bases and methods of plant
and machinery valuation.

To identify the problems of depreciating
plant and machinery in the study area.

To examine the viewpoints of estate

gurveyors and valuerss and engineers on

plant and machinery valuation.

Lo assess the vnolicy implications of the
current practice of plant and machinexy
valvation in Nigevia with a view to
making necesgary vecommendations and
conclusions.



1.4 SCOTE OF STUDY

The study area is the metropolitan lLagos. The
areas within this metropolis include Tagos Islands
Lagos Mainland, Shomolu, Musiin and Ikeja. Due 1o
cost and time constraints as well as firms concen.
tration much of the studies were carried out in

Lagos Island and Mainland.,

The major reasons for selecting Metropolitan
Lagos and for concentrating most of the analyses on
estate surveying and engineering firms in lLagos

Island and Mainland are:

i. Host of the companies that normally
prepare financial and valuation reports

have their head offices located in this
area .

ii. Agains most of the engineering and
estate surveying firms in the country
have their head offices or at least a
branch office in Lagoss though widely
distributed but with a larger concentra--
tion in liagos Island and Mainland, since
it is the seat of all commercial
activities (particularly office businesses)

iii. The volume of cconomic growth of Lagos
exceeds that of all other capitals or
towns in the country,

iv, Lagos is a primate cluy, it constitutes

& political, administrative and commer.-
clial nerve centre.

On the basis of the above reasons and coupled
with the fact that the practice of estate surveying

and engineering firms are being controlled by their
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respec tive ingtitutions and registration Boardss
1t is expected that whatever data are colleeted
from the study area will form a general and true
representation of what is obtainable in the whole
country on the wvaluation of plant and machinery

asscts .

1,5 RESEARCH }METHODOLOGY

e methods and procedures adopted in carrying

out this study are as outlined below.

1.5.1 Iiterature Search

The theovetical framework was done with the
ald of inductive approach of enguiry. The areas
covered in the literature review include the
purposes, bases:; methods, knowledge content, and
depreclation techniques of plent and machinery

vaJuation,

Along with thisy deductions were made to form
a concentual framework for the study» and, this

gerves ag bagls for questionnaire design.

1.5.2 Definlag Parmet Porulation

The target population for this study are the
estate surveying and valuatlon, and engineering

firme in the study area. For assots valuation of
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which plant and. mochinery becomes part ofy -we must
recognises in accordancs to section 137 of the new
companies law, the following professionals and

statutorily competent groups:

i. auditors,
ii. waluers;
iii. surveyors, and

iv. accountants.

Howevery bty virtue of section 554 of the same
companies and allied matters law, 1990, engineers
could also be regarded as experts for the purnose
of determining payments for shares under a prospec-
tus. Andy in accordance with the Decree No. 55 of
1970: engineers undertake design and repair of plants
and machinery, and, thus have on ocassions, been

called upon to determine and provide condition report

14

and express opinion on depreciation of complex plant
and machinery. Therefore, for the purpose'of this
studys until proven otherwise; engineers are consi-
dered as part of the professionals for plant and

machinery valuation.

Morsover, in accordance to Decree No. 24 of 1975
that established the Estate Surveyors and Valuers
Reglstration Board of Nigeria, only estate surveyors
and valuers werce stetutorlily empowered to value

proprietary interest in land., These valuations
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are not limitéd to landed nproperties although the
Decrce did not so specify "assets valuation®. =ub
the nroJc 3sional secale of charges for estate swveyous
and. valuers approved by tne Federal Government provide
scaleAfor the valuation of such other assets as the

"plant and mechinexry", "furniture and fittings", etc.

. Tinallys the accountants ox auditbrs share the
ecatate surveyors and veluers’ interest in feasibility
andlvigbility studies &8 well as in assets valuation.
‘fhéy also.undgﬁtake,the annual preparation of the
écqounfs éf_limitedhliability companies which arc
'mandatory. IMore than-that, some of the requirements
'of the new companies decree of 1990, specify the
fnature of the preparation of the balance’ sheet and
the mannnr of arriving at assets value. Therefores
the accountants in'thezdispharge of this statﬁtory
”Vprovigiong reéarding:thelbéiahbé shéef of a company.
are thus» called upon to carry out veluation for
"aésets'(ﬁiaht and machinery inclusive) and express

opinion of value,.

Buts accountants or auditors are not considered
' in this study since, wnlike engineers and estate
surveyors, they adopt historloal costs of plant and
mnohinary asgets instead of ourrent coste or values.
ifus) ae the study 1s more of the bases, methods

and rocedare of plant and machinery valuwation and

not basically on concepts, then the findings would
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not in any way be impaired. Furthermores, firms were
sampled rather than individuals because by the law
of thig country only firms could practice and not

individuals.

1.5.3 Sampling TFrane

For adequate dbverage and completenesss
reterences were made to current list or directory
(1991) of registered firms of estate surveying and
valuation in the study area prepared by the Nigerian
Institution of Estate Surveyors and Valuers (NIESV).
As a result of the unavailability of similar infor-
mation from either the Nigerian Society of Engineers
(NSE) or Council of Registered Engineers nijigeria
(COREN), references were made to 1991 Building
Construction Directory and the list of approvéd
engineering consultants who are prescntly working
with estate swrveying firms in NETA assets valuation,
The reason for the absenée of this information being
that NSE and COREN only maintain unlike NIESV, the

list of the individual registered enginecers.

1;5.4 Sampling‘Size

The sample size for this study is 17 each qf
both resvondent firms. Initvially 60 firms  each

out of 126 and ¢1 of estate swveylng and engineering
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firms respectvively were selected to cover, at
least, half of both respondent firms, but for the
low responses. TFor instance, out of the 60 firms
each, 15 and 22 of estate surveving and engineer-
ing firms respectively declined while 28 of the
questiomnaires rcturned by the estate surveving
firms and 271 others returned by the cengineering
firmg were not useable. Iqual samples were there-
fore taken for objectivitvy or uniformitvy purposes
ana moieso, that their practices were being control-
led by thelr respective registration boards: The
Counicil of Registered Bngineers of Wigeria (COREN)
for the engineers and The Tigtate Survevors and
Valuers Registration Board of Higeria (ESVABN) for
the estate survevrors and Valuers. Therefore, the
gample size would adequately represent the practlce

of plant and machinery valuation in the study area.

1.5.5 Data Collection

The ingbtrument used in collecting data were
self-administered questionnaires (interview schedule -
see Appendix 1) backed up with oral interviews and
content analysis of valuation and technical reports
prepared by these firms, Oral interviews through
face to Tace couversations were used. Some pilot
tegts of the gquestionnaires were done as a basis

for modification of soms questions for clarity
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purposs ands ln addltlons to ensure that adequate
checkliste were provided. The questionnalres wedre
prepared to elicit information on certain areas
like

v bases and methods of plant and machinery
valuationy ands

w» mothods of dupreciating plant and mechinery

for valustion purposes.

Background informatlion were also sought on the
flrmey such a8, the year of establishment, number of
ingteuetions recceived so far on plant and machilnery
valuations, and types of valuation « whether techni.-

cal or valuation proper or both.

1.5.6 Matheds of Data Aunaivsis

Date were analysed with the aid of simple
deseriptive stotistics. Since the sample size is
too small coupled with the fact that the study
concontrates on status/role-equation in the field
of plant and machinery veluation and not cause -
effect relationship(e), then no meaningful statis-
tical analysle were undertaken. Therefores percehs
tages and simple demeriptive statlstics were used
in analysing the responses, and these serve as bases
Lor comparative study upon whioh inferences were

later drawn,
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1.6 DELIMITATIONS AND LIMITATIONS OF THE STUNY

The study attempted only to examine the pit--
falle in the current practics of plant and machinery

valuation in the country.

The study did not attempt to determine the
contributions of accountants or accounting firms to
plant and machinery valuation which should be
included for understanding. Since the thesis was
used. to assess methods of depreciation ands more
specificallys to critically examine the practice of
plant and machinery valuation, the basis for evalua-
tion is therefore limited to the respondent firms

within the thesis.

In addition to the above delimitations, are some
limitations or problems encountered during the course

of the study.

There were unco-operative attitudes of the
firms (bdth cstate surveying and engineering firms)
that were surveyed which led to the reduction of
sample size from 60 to 17 each of the firms of

egtate surveying and engineering in the study area.

Again, there is dearth of relevgnt works or
studies on the topic in this cowntry. This; there-
fores posed a lot of problems in the course of

reviewing literature for this thesis.
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Howevers; desplite all these delimitations and
limitationzs information collected are sufficiently

adequate foxw any meaningful and wvalid conclusions to

be made.

1.7 3LAN OF STUDY

his thesis examines plant and machinery valua.-
tion techniques in Lagos Metropolis. The aspects.
considered are the contentious issues between the
egtote surveying and engineering firms which include
'deprecimtion mothods in addition to the bases and

methods c¢f plant and machinery valuation.

In order to explore the aims of this study as
earlier discussed, the thesis, in addition to this
chapter which look at the introductoxry background
to the studys consists of four dther chapters. The
Theoretical. and conceptual framework was carried out
in chapter 2 while chapter 3 dealt with empirical
analysis of the data collected. Inferences were
later drawn along with their implications in chapter
4. from the data dollected. -

The thesis finally in chapter 5 gave recommenda.-
tlong and conclugions with a wview to harmonirzing the
different approaches to plant and machinery valuation

between members of the two callings.
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1.8 DEFINITION OF TERMINOLOGIES

In this thesis unless otherwise so stipulated

the following cxpressions shall have the meanings

respectively assigned to them:

i.

iv,

vi,

asget’ means plant and machinery

"industrial valuation" means plant and
machinery valuation.

"egtate survevor and valuer®™ or '"estate
survevor® or Vestate valuer™ mecans any
person registered under the Estate
Surveyors and Valuers (Registration, etc)
Decree Ho. 24 of 1975 and subsequent
amendments., Thus, festate surveying®

or "estate surveving and valustion™ firms
a8 used in this thesis refers to firms

of estate surveyvors and valuers.

"Engineer® means any person registered
under the Council of Registered Engineers
(Registration, etc.) Decree No, 55 of
1970 and subsequent amendments. Thus,
engineering firms® ag used in this
thesisg refers to firms of engineers.

"gurplus plant and machinery® means
those aggets of an industrial concern
or a companv declared by directors to
be surplug to trading requirements.

"S,A.V.P" means Statements of Assct
Valuation Practicec.

“ilachine™ means a tool that fashion out
a product or performs an operation, for
zomple a grinding machine, a sewing
machine, etc.

“Plant’ means a process line where more
machines combine to hring out a product,
for example, Generating Plant has both
alternator and an engine.



CHAPTER TWO
THEORBTICAL AND CONCEPIUAL TRAMBWORK

2,0 INTRODUCTTON

The valuation of plant and machinery as a specia-
‘1ised branch of wvaluation involves both guantitative
and qualitafive prcblems. Besidesy it is a subject
of commeon interest between the professions of
engineering, and estate surveying and valuation in
Nigeria. Thuss this chapter promnoses to examines
amongst other thingss the purposess; basess methodss
procedures, depreciation methodss and knowledge

content of plant and machinery valuation.

2.1 PLANT AND MACHINGRY VALUATION PROCESS

Thiss as given belows follows the same sequence
of procedures adopted for all categories of asset

vaeluationg

i, Defining the purpose of valuation
and time of completion,

ii. ©¥Establishing the scope of the exercises

iii. Determining the basis and method(s) of
value with due respect to:

- plant regigter,

«» accounting requirements or policiess

« lngurance guidelines,

= various trades of plant and
machinerysy

= current industrial legislations,

- mode of sale :

-  ownership gtructures ebte.
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iv. Referencing - Inventory and Schedule
Compillation,

v, Adjustment for Depreciations and,

vi, Valuation Proper

This thesis would however; as earlier reitera-
ted: focus on the dases, methods, depreciation
assessment and knowledge content of plant and

wachinery vaivation..

2.2 YURPOSES OF PIANT ALD WACHINERY VAILUATIONS

Plant and machinery valuation'report and
opinions cduld be undertaken for as many varied
purposes as For which property valuations are
reguired. These include valuations for sale or
purchases takeover and mergers privatisation and
comiercialisation, rating and taxabtion debenture,
mortgage, floatationy condemnation or compulsory
acguisitions nationalisations investigations settle-
mewt of dispute, probates insolvency or liquidation
balance sheetr partnership, internal performance
analysiss publisghed financial statements, open m
market value, insurance, feaslbility and viability
and rental purposes. MNillington (1988), Britton

o

et ale (1089)s Rees (ed.) (1987)y Dexxy (1979

[

1905, 1991) . These valuatlions are evident because
nachinery appraigals are often carried out concur-
rently with real estate valuabtlon ag part of projects
to establish the total worth of a manufacturing

or service - Andugtry undertaling.



The above purposes could however be reduced
to three principal valuations (Derry (1985), Brown

(1991) and 0jo (1991, 1884)) as follows:

- Pinancial,
- QOpen market, and

- Insurance

2.2.1 Financial Valuationg

These are required to establish the econonmic
worth of the plant and machinery as an integrated
package forming part of a continuing manufacturing
operation. Ior example, balance sheet valuation is
expected to show, essentiallys 2 description of

the financial state of a f£irm or enterprise at a

given moment of time.

242 .2 Open Market Vealuations

The open market valuations of plant and

machinery are required according to Derry (1991) by:

i. sellers wanting to know how much they
might expect to achleves

ii. buyers wishing to know how much to
offexs

iii, Dbankers and londers for loan security
purposes

iv. accountants handling the affalrs of
failed companies,



v. accountants investigating companies with
financial problems. ‘

223 Insurance Valuations

These are required to compensate or return the
owners of the insured plant and machinery assets to
their original position in event of total loss,

partial loss or damage by fire, flood or other peril.

To further simplify the purposes of plant and
machinery valuation given aboves Derry (1991) concluded
that every valuation falls into the category of being,

elther:

a., transaction or event=drivens ors

hse noneevent driven,

On the one hand, transaction or event driven
valuations are required in respect of plant and
machinery where cash or some other interest is to
change hands. On the other; non-event driven are
for the information of the client or share-holderss
board of directorss, etc. or for the declaration of
the state of the plant and machinery assets either
as part of a golng concern or as separate individual

units .

Prom the foregoing, whilet cpen market valua-
tions may be classified as itransaction or event=

drivens financial valuations mey cither be event-driven
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(e, funding, rating and taxation, etc.) or
non~event driven (e.g. balance sheets internal

nerformance analysis, etc.) depending on the

=

easons for which they are being prepared.
Insuviance. valuations: on tiie other hand, although,
is not an economic or commercial valuations but
ooy be.dor the informetion ofthioinsurer and the
insured. Therefore, on this notes the idea of
rezarding insurance valuation mnot being an event
driven could be put to ress if there is any hazard
‘and  insurers are compelled to pey the costs of

replacing or repairing the dameged machinery.

A critical perusal ~of ‘the above categorisations
further - revealed =~ that open narket valuations of
plant and wmachinery may have bean covered under
financial valuations as described above. Thuss it
does not require a sevarate treatrent as done by

Derry (1991).

2.3 BASES OF VALUATION

The basis of any valuation depends on the
purpose for which it is required (Millingtonms» op. git
Rees (op. ¢it)e» Britton gt gl (gp. oitl)s Kinnard
(1971)s Derry (1985). For instances there ave two
knowﬁ bases of insuwrance valuwation of plent and
machinery: reinstatement with new, and indernnity.

since the essence of any insurance volicy ig to
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return the owners of the plant and machinery assetvs

to their original position in case of any incident.

In addition, basic accounting concepts postu-
late that accounts should be prepared on a going
concern basis. Thusy, valuations for balance sheet
purposes as far as plant and nmachinery assets are
concerned will be "value to the business” which
corresponds to the open market value for the exist-
ing use of the lands and building (Collingwood (1979),
SAVE 16(1990), Derry (1985)s Browmn (op. cit)s etc.)
However Collingwood (1979)s Powell (1979)s Aluko
(1989) and Merret gt al. (1963) agreed that in the
event of any "hope value", the valuer should, at
the sametime;, draw attention to any higher alterna-
tive use value that may attach to the property
(including the plant and machinery assets) assunings
of courses that the differcnce between the values

is significant in amount.

In recognition of these two basess Rayner (1976)

gaid,

"there is a case for putting two figures

of value upon these special properties,

one as a part of the funcitional business
and the other - posslibility but by no

means a lower figure - for the sale on the
open market of the land and buildings
(including plant end machinery essets)

as entities in themselves entirely divorced
from the firm",
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Prom the foregoing therefore, four bases of
plont and machinery valuations could be identified

ag follows:

i. Reinstatenent
ii. Indennity,
iii. Open market value for existing use, and

iv. Open market value for alternative use.

2e%+¢1 Reinstatement Basigs

Here the valuation will be based on the cost of
replacing the existing assets with identical or SUe-
atantially sinilar equipment at manuffacturers new
prices; togetiher with costs of transport and instol.
lation, commissioning costs ands, where approwriate
consulting engineers fees (Derry (1979)s Mustoe
(1960), Brown (op. cit) . Reinstatement clains are
made only when the lost or damaged items are

actually reinstated.

2302 Indemnlty Bagis

Whewe thils is contemplated flor plant and nochie-
nery iugursnce policiess the valuation must he
prepared on the basis of replacing the existing
plant with identical or subsbtantially similar ltems
in a condition compavakle to that of the existing

one, Nhig as obzerved by Derry (1¢85) and Brown
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( ) cit) is most appropriate where the rebuilding

Py

of machinery after loss is not feasible.

23,3 Open Market Value Tfor Fxisting
Use Basis :

"Bxisting use value" or "value to the business"”
as the case may bey is on the assuﬁpﬁion that the
plant and machinery will continue in its present
existing use in the business of the company (Powell
(ope cit)s Brown (gp. git)s SAVP 16 (op. cit)s
Fearce (1979)s Cullingwood (gp. cit). Thus, the
existing use value of plant and machinery is the
price that a purchaser (perhaps a hypothetical
purchaser -~ including the present user) would pay
for that plant and machinery to acquire it as part
of the business for which it is, at presents being

used. SAVP 16(gp. eit)s Turner (1977).

An exanination of the above definitions reveals
that exigting use value is an open market concept.

This according to SAVPE 16 could either be:

a. the net current replacement cost, or

b. the recoverable amount.

The open market value of plant and machinery
for eximting use is defined in the appendix to

SAVP No. 16 (1900) ag,
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"the best price at which an interest in

the plwnu axd 1?'n4pe-v night reasonably
be erpected to be sold et the date of
veluation by Private Tr-%tvs Public Auction
o Tender, as may be appropriote assuming:

a. & willing sellexr,

b. a reasonable period within which to

nsgotiate the sale, taking into account
the nature of the planﬁ and machinery
and the state of the markets

i
c. values will remein gtatic throughout
the period,

d. the plant and waclhinery will be freely
exposed to the maritet:

8. no account is to he taken of an additional
bid by a special purchasers and

f. the plant and machinery may be valued
eilther:
i, as a whole in its working place, oX

ii. as @ whole ox ag individuwal iteus
for removal fron the premises”

" ignores any

in this contexts, "emilsting use
possibility for mltevnauivo use . Thus, according
to 0jo (1991) plant and wachinery agsects as part of
a going concern contribute to the profitability of
the organisation. Ands "goodwill" has been
described by Powell (pop. git) as "the profitabi-
lity of cearrying out a business at a certain level

of profit", As evident Tron the above therefores
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SAV? 16 (op. cit) which excludes goodwill from a
valuation of plant and machinery for existing use
is guestionable. TPerhaps, it is in apparent reco-
gnition of this that it is provided in another
section of the SAVP 16 (gop. cit) that the net
current replacement costs of plant and machinery

be subject to adequate potential profitability
having regard to the total assets employed. On the
basis of thisy therefore, we 18y wish to consider
goodwill where plant and machinery assets in public
housess clnemas, bingo clubs, 8aiing clubs, theatres,
specialist restaurantss petrol filling stations,
betting shops, and other specialist leisure and
sporting facilities are involved (Powell (op. git),
Pearce (1979).

2,3.4 Open Market Value for Alternative
Uge Hasig.

This assumes that the businesg will be discon-
tinued and, is particularly important in case of
company properties (plant and machinery inclusive)
that have been declared by the directors as beiung
surplus to trading requirements, like plant and
machinery held vacant pending disposals or as stock
or investments or where the plant is either under-

wtilised or notuscd at all, It would almost
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certainly be inappropriate to adopt an existing

use basis of valuation for plant and machinery where
lend and buildings in which they are housed are
valued on an alternative use value basis (Derry
(1985)s SAVP (gp._cit)s Cullingwood (op. gcitds Merret
(om. git)s Ojo (1991)). This is akin to the "net
realisable value" or "deprival value" as used in

SAVP 16 (g9p. git).

The alternative use value or reagliable value
is thus defined as the best price thet is likely
to be obbaineds within a reasonable period, if the
equipment is offered for sale by private treatys
tender or auction (whichever is the most appropriatel.
but disregarding any additiondl bid which may be
made by a special purchaser. and after making adjust~

ment for selling costsa,

2.4 JETHODS OF VALUATION
Implicit in the bases of plant and machinery

valuation discussed above are the following methods:

i. Replacenent or Depreciated Replacement
Gost (RC/DRC) lethod otherwises known
as Contractor’s or Cost method.

ii. Market Comparison approach.

Thus, where the open market value of plant =ud
noachinery assets of an ongoing bvusiness which is to

change hends are to be assessed, the existing use
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value based on the DRC must be adopnted. But where
the open market value of plant and machinexry to
remain in-situ or items no longer in current produc-
tion is required (Derry, (1979) ond Brown (op. cit)
have recommended that either of the DRC or where
current market evidence existsy; values can be based
on current second-hand prices to which an amount
must be added to reflect the wvalue of the transport

and installation costs.

Howevers where the assets are to be disposed of
in partss then either of DRC or market evidence of
second~hand prices less dismentling and damage
costs could be adopted. In additions for the latter
methods the permutations of gquantity and nature of
assetss time pressuress appropriate sale method and
other factors are seemingly endless and the valuer

must investigate each case thoroughly (Derxrys 1985) .

The current replacement cost is defined in the
Guidance Wotes (1990) of the Royal Institution of

Chartered Surveyors as:

"Ime cost of replacing an asset with an
identical or substentially similar new

egset having a similar output or service
potentialssy including cogts of transports
ingtallation, commissioning costss consultants®

fees and non~recoverable sales tax and dutiés':
SAVT 16,

It has however been the view of valuation
experts and ingtitutions (Derry (1991), Pearce

(1979)s Nillington (gn. git). Nigerian Institution
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of Dstate Sucveyove and Valuers (NIRSV) Guldance
Hoteg (1985), ete. that the DRC is a method of the
last resort. In effect,it is applicable to propen
ties (including plant and machinery) which afe rarelyy
1f every ﬂqld except by way of sale of the busineus
a8 a whole., Examples of this as contained in the
Guidance Notes (1985) of NIESV are oil refineries,
chemical works, quarries,» and limekilns and factore
ies that are no more than cladding to specialist
plant and perheps factories located in a remote ares

for particular reasons.

In conclusion, we need also to assessg the
existing use value of the plant and machinery by
depreciating 1t over ite rewalning economic working
life, at least, for financial valuations. The
procedure and mwethods of assessing depreclation
will be dealt with later. The net current replace-
uent comts will then be subjected to adequate
potential profitability testing, having regard to

the totel assets emploved,

2401 Qlher Methods

Apart from the above methodss appraisal liters«
ture Is filled with other equally important methods
for assessing the value of proprictary interest in
land, These include:
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i. Residusl . technique,
ii, Investment nethiod, and,

iii. Profit/Account method.

(Millington (op. cit)s Lritton et al. (op. ¢it)s

Kinnard (op. ¢it), etc.)

It may be necessary to know whether any of these
methods can be equally applied in plant and machi-
nery valuations. For instance, in residual method:
the valuer is only interested in the site value ands
would therefore not be appropriate for plant and
machinery valuation. Alsos, since machinery is not
kept as an investment as some buildings are (Brown
op, cit)s then, it is doubtful whether Investment
method of valuation for land and buildings could be

applicable to plant and machinery valuations .

Germane to the aboves, since the value of a
machine is determined by its outputs productivity
and quality relative to olher assets available in
the market at a particular time, and place and for
a stated purpose (Brown op. git)s it is not
impossible to make recourse to profit method for
agsessling the existing use value 6f plant and
machinery assets in properties having trading
potentials., This ig particularly iuportant since
these properties (plant and machinery inclusive)

have element of elther factual or legal mononoly
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(Millington (op. cit)s Powell (op. cit)» Desmond

and Kelley (1988),

From the foregoing therefore, profit method
may be considered appropriate for plant and machinery
agsgets in public housess cinemas, bingo clubs:; gam-
ing clubs, theatres, specialist restaurants, petrel
£illing stations, betting shopss and other specialiss

leisure and sporting facilities.,

2,5 EHTHONG OF DEPRECIATING PIANT AND MACHINRRY

Derber (1982) and Thaver (198%) have both

SOOI
m

identified the estimation of depreciation, when .7ie» S,
¥ :-") '/-»-—— \\\\\ LAl Y
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undertaking plant and machinery valustion on a?gf \wgﬁ

4w f
! \ 7
t

existing use basis adopting DRC approach, as %ﬁé CoviGE
central problem. Derry .(1991). concluded t%@gxﬁh Ve

it is the most fundamental agpect of the valuer’swli:

art. On thisy Armstrong (1903) and 0jo (1984)

had earlier maintained that depreciation can only
be accurately adjusted for by an engineer who
has thorough knowledge of his profession and intimabe

acquaintance with particular plant and machinery.

In addition to the abover, Okoye (1986) despised
the current practice of estimating depreciation using
mathematical techniques similer to those described
by Ring (1965) sinces

"in the absence of market transactions

or clearly defined conatraints these
egtimates are of doubtlful worth".
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Wood gt al. (1979), and Woeful (1960) hawve also

idenvified three other methods of devpreciation as
the Diminishing (Redueing) Balances Straight ~ Tine
and Residual (Revaluation or Scrap Value) methods.
Anés according to Woeful (9p. ¢it) computation of

depreciation using any of these methods involve

consideration of the depreciation base, the estimat:d

life of the assets and scrap (salvage) value of the

asaet.

Given the different views on the methods of
estimating devreciation, three methods appeer domi-

nant in the literature. These are:
i, Straight - Line method
ii. Reducing (Diminishing) Balance method

iii. Revaluation (Reszidual or Scrap) Value
method .

2541 Straight = Line Method

The method allocates egqual portions of the
agset’s cost less salvage value to equal smounts In
time in the life of the asset. Thus, it assumes
that the cost of the asset explres as a steady
(straight-line)function of time. The depreciation
charge for each Year can be compﬁted by the follow-

ing formulas

- Qs wl value
Danpee Lo Cost = Salvave velue (Residuel )
epreclation =  Frbrates nvf%mr of JeBTS 0f Beivic :

life (expected use).




2.5.2 Reducing (Diminishing) Balance Method

Under this method, annual depreciation provision
for an asset is calculated by applying a fixed per-
centage to the balance of costs not yet allocated
as an expense at the end of the previous accounting
period. Therefore, the balance of unallocated costs
will continue to decrease each years and, also with
a fixed percentage, the depreciation provision will

be less with each passing years.

2,5.%3 Revaluation (Residual or Scrap Value)
Method ,

Here depreciation charge is taken as the diffe-
rence between the current value of a new item but of
a similar nature to the 0ld plant and machinexy

being valued and the value/cost of the old item,

Depreciation as observed by Derry (1689, 1975, 1¢%1)
and Toord (gp. git)s is influenced by the following

Tactors:

i, total economic working life of the iltem
in questions

ii. age and remaining economic working life.
iii. condition,

iv. standerd of meintenances

v.e degree of uses

vi. workload to which it is éubjected»
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vii. sultability of the aggel for the use to
which 1t is puts

viii. efficiency of plant layout,
ix. condition and sultability of the
buildings
X+ tenupe of the building.
xi., degree of technical obsolescences
xii. replacement of component partss

xiili. location of the factory and sultability
of communications;

xiv. residual value at the end of the
economic life, and

xve any other relevant factors.

The conclusion from the abave is that deprsciaw
tion could either be taken as allocation to
coat or a fall in price or decline in value, It
is also considered as a function of englneering
life. But it should be noteds as discussed above
that use is not the only reason affecting deprecia-
tion of plant and machinery assets: decays rust,
corrossion and simllar agencles make thelxr contri-
bution to physical detervioration, Begldes,
machine or a plant ls composed of many parts having

different engineering lifes.
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2.6 XKHOTLEDGE CONTZNT OF PLANT AND MACHINERY
VALUATION

A cursory look at the above discussions revesl
that plant and machinery valuation require the
knowledsge of valuation principles and methods, law,
economicsg, technical skills, etc. This is in agree-
ment with the views expressed by 0jo (1990) that, a

plant and machinery valuer should:

i, be familiar with the yearly government
fiscal policies,

ii, Dbe current with the country's financial
trend and stock market performance,

iii., understand production process,

iv., have working knowledge of insurance
piractices,

v. understand the law of fixtures and
fittings,

vi. understand property law within his
country of practice, and

vii., be familiar with factory ordinances.

He further added that the above requirements are
exclusive of the knowledge of basic valuation princi-~
pleg and methods. In conclusion therefore, Ojo
(1984), théugh a professional engineer and an
estate survevor and valuer in Nigeria, maintained
that:

"Pfofessional sngineers per se¢ do not

know the basic principles involved in plant

valuation, 8o thev are not competent in
plent valuation. Besides, plant valuation
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is an invegral part of estate management
profession and should be practieed by
estate surveyors and valuers specialist
in plant valuation".

Thig is a tentative view which can only be supported
by empirical studys ands, it is the subject matter

of the following chapters.



CHAPTER THRED
RESULTS AND IISCUSSION

3.0 IWTRODGCTION

In the last chapter, the principles, hases,
methods and procedure of undertaking plant and
machinexr— valuation by engineering and, estate
survering and valuation firms were established. This
chapter therefore sets to empirically study the
practice as it obtaing in the study srea. The
procedure adopted 1s esgentially through the colla=
tion, analysis and comperative interpretation of the

data collected,

3.1 TUPORMATION OF TH# FIRM

3.1.1. Yeoxrs of fgtablishment

LRy ey

From Table 1 below, the survey indicates thgt
47.1 per cent of the respondent engineering firms were
established within the last 10 years whilst 29.4% and

23.5% have heen in operation since between

(11 - 20) +~ears and above 20 years
resmecvively.: The - corresponaing Iigures
indicate that 35.3 per cent, 47.1 per cent and 17.6

per cent of the regpoundent firms of estate surveyors
and veluers have been in existence since the last
(1 = 10) years, (11 = 20) years and above 20 years

ago regpectively.
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Table 1: Years of Hstablishment

1 e o an . Lstate
! Pirms Engineering Surveying
{  Age (in years) No FPer cent Ho Per cent
i.'
|  Between 1 - 10 8 47.1 6 35.3
Between 11 - 20 5 29.4 8 471
Avove 20 4 23.5 3 17.6 i
{
Total 17 100 17 100 E

Source: Field Data Analysis (1992)

[ W VS VVeY

3.1.2 Zxperience in Plant and Machinery
Valuation,

On whether both regpondent firms have handled
plant and machinery valuations before, the figures
in Table 2 below reveal that only 11.8 per cent of
the regpondent engineering firms answered in affir-
mative whilst the remaining firmes (88.2 per cent)
signified that they have never undertaken plent
and machinery valuation before. On the other hand,

all the respondent estate swrveying firms answered

in the affirmative.
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Table 2: Experience in Plant and Machinery

Valuation.

; Firng Engineering Zstate Surveying :
f Options No Per cent No  Per cent 1
? Yes 2 11.8 17 100 |
; |
. Mo 15 88,2 - - f
. -

Total 17 100 17 100 ;

Source: Field Data Analvsig (1992),

3.1.3 Instructions on Plant and lachinery since
Lstablishment.

To further confirm thelr expexrIence in the field
of the subject under consideration, Table 3 below
shows that 11.8 per cent, 5.9 per cent, 11.8 per cent
and 17.6 per cent of sample firms of engineers gave
an indication to have handled between 1 - 5, 6 - 10,
11 - 15 and above 15 instructions respectively on
plant and machinery valuations since their establish-
ment. However 52.9 per cent of the engineering firms
sampled did not respond as they all claimed not to
have received anv instruction on plant and machinery
valuation before. The figures below revealed that all
the sampled firms of estate surveyors and valuers
have in one way or the other received instruction(s)
on plant and machinery since their establishment.
The corresponding figures are 11.8 per cent, 17.6

per cent, 5.9 per cent and 64.7 per cent for
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instructions ranging from beitween 1 = 5, 6 = 10,

11 - 15 and above 15 respectively.

Table 3: No of Instructions on Plant and Machinery

Firms Engineering Estate Surveving .
% Ingtructions No Per cent Mo Pexr cent }
L .
Between 1 - 5 2 11.8 2 11.8
| Between 6 - 10 1 5.9 3 17.6
Between 11 - 15 2 11.2 1 5.9 )
Above 15 3 17.6 11 64,7
; Mo Response 9 52.9 - - %
. Total 17 100 17 100 ?

Source: Field Data Analysis (1992)

3.1.4 Types of Instruction

The results as analysed in Table below indicate

C"L

nat 47.1 per cent and 11.8 per cent of the regpon-
dent firms of eugineers have carried out indusirial
valuations for technicel details and valuation
proper respectively. But, 41.1 per cent of the
gngincering firms did not reoponrd to this quegtion.

Cf the 11.8 per cent regpendent engineering firms
that claimed Yo have undertaien plant and machinexry
valuavion before, it was digcovered during the
interview that they were confusing valuation with

evaluation of projects bwefore constiuction, On the
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other hand, 64.7 per. eunt and 35.3 per cent of the
estate surveving firms sampled for +this study have
cither undertaken only the valuation asgpect or both

the technical and the valuation details respectively.

- Table 4: Type of Instructions

bt

i

1 TNE e N : . - . Q xS -

: 1 i 1 'L : a h yiag

: Firms Engineering Estate Surveyin
Category No Per cent Wo Per cent

e g

i. Technicsal

details 8 47,1 5 -
i ii, Valuation §
| proper 2 1.8 6 35.3 ;
!‘ v
v iii. (1) and (i1)
g above - - 11 64.7
1
' iy, None of the
: above 7 41.1 - -

Total 17 1C0 17 100

Source: IFisld Data Analysis (1992)

3.2 BASES OF VALUADION

3.2.1 DBalance Sheet Murposes

It iz obgerved from Mable 5 below that while
majority (76.5 per cent) of the sampled firms of
eztate survevors and valuers adopt existing use
bagis for plant and machinery in balance sheet
valuations only 17.6 per cent and 5.9 per cent

make uge of relngtatement ond indemnity basis
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Table 5: Delance Sheet Valuation

FPirms dngineering Festate Surveying
Baées jitfe) ‘Bar cent ifo  Per cent
Alternative Use - - - -
Bristing Use - - 13 76.5
Reingtatement 2 11.8 3 17.6
Tndemnity - - 1 5.9
No Responge 15 88.2 - -
Total 17 100 17 100

Source: Field Data Analysis (1992)

respectivelv. Thege firms (76.5 per cent) believed
that balance sheet are mesnt to show only the value

of nlant and machinery to the business as at a
particular date. But, most of the engineering firms
interviewed (88.2 per cent) did not respond while the
remaining 11.8 per cent of the same sample considered
the adoption of reinstatement appropriate for

balance gheet purposes. Most of the enginecring firms
(88.2 per cent) sampled claimed that they only handle
technical details and not issues relating to economics
or valuation matters. Perhaps the same reason could
be adduced to their regponses to gquestions that form

Table & through 15 below.
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3.2.2 gZurplus Plants and Machineries
Veluation.

The responses in the Table & below also reveal
an undergsitanding that while 29.4 per cent, 35.3 per
cent and 29.4 per cent of the respondent estate
surveying firms would adopt alternative use, existing
use and reinsfatement bases regpectively for surplus
assets in the balance sheet, the corresponding figures
for the above bases of sampled firms of engineers
were 5.9 per cent each respectively. Some, particu-
larly estaete surveying firms, claimed that it is the
letter of instructlion that will stipulate the items
or assetsg to be valued and, that, it is not the duty
of valuers to consider amy surplus asset unless other-
wise specifically instructed. The analyses further
reveal that 82.3 per cent of engineering Tirms and
5.9 per cent of estate surveying firms sampled did not
regzpond to this question.

Table 6: Valuation of Surplus Plants and Machineries
in the Balance Sheet.

Tirms Engineering  LEstate Surveying
Bases | No Per cent No Per cent
Alternative usge 1 5.9 > 29.4
Bxigting use 1 5.9 6 35.3
Reinstatement 1 5.9 5 29.4
! Indemnity - - - -
é o Response 14 82.3 1 59
E Total 17 100 17 100 B

Source: Field Date Analysis (1992)



J3.2.3 Reporting Alternative Use Value in the

Bolance pneet,

On whether alternative use value should bhe
reported in the balance sheet for plant and machi-
nery, it is noted below (Table 7) that majority
of the estate surveying firms (52.9 per cent)
sampled did not consider it important while about
47, 1per cent vieWed it as either very or fairly
importent, importanrt or of gsome importance, They
(47.1 per cent) cleimed that if alternative use
valueg are reported for plantsz and machineries in
the balonce gheet, then, the directers of industrial
concerns could eaglly detect whether oxr not they
are being goictfully employed in the buciness. On
the other, the few regpondent firms of engineers
that resgponded (11,6 per cent) preferred the inclu~
sion of altérnative use value in the balance sheet
while (8.2 per cent of the same sample did not
indicate their preference., Perhaps, the respounses
of the few enginesring firms were baged on literul

interpretation of the alternetive nse walue.
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Table 7: Reporting Alternatlve Use Value in the
Bolance Sheet.
-0
Firms Engineering Dotate Surveving {
Options Ho Per cent No . Poer cent
Very Important 1 5.9 5 29.4
Pairly Importent - - I 5.9
Important 1 5¢9 2 1.8
Of some Impor-
tance - - - -
Not Important - - 9 52.9
No Respounse 15 88.2 - -
Total 17 100 17 100

Source: Field Date Anelvsis (1992)

3.3 THSURANCE VALUATIONS

Ag reflected in the Table 8 below with respect
to insurance valuation of nonmreplaoeable plant and
machinery, 11,8 per cent, 17.6 pexr cent, 11.8 pex
cant and 58.8 per cent respectively of sampled
eéstate surveying firms would adopt alternative use,
exigting use, relngtatement and indemnity basesg |
regpectively. While only 11,8 per cent of engineering
firms preferred exlsting use basis .« Majority (88.2
per cent) of the seme sample of respondent Ffirms

did not resmpond,
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Table 8: DBasez of Valuation for Non=-Replaceable
Plant and Machinery

Pirms - Ingineering HEstate Surveying
B Bages No Per cent Ho Pier ceant
Alternative Usge - . 2 11.8
Existing Use 2 11.8 3 17.6
Reinstatement - - 2 11.8
Indemnity - - 10 53.8
Mo Regponse 15 88.2 - -

Total 17 100 17 100

Source: Hield Data Analysis {1992).

)

3.4 GOODWILI VALUATION
3.4.,17 QGoodwlill and Existing Use Basis

It is noted in the Table 9 below that majority
of estate gurveying firms sampled (70.6 per ceut)
do not normselly congilder goodwill of plant and
machinery of industrlial concerns for valuations
on exlisting use basls whlle only few (29.4 per cent)

sunowered in affirmative. lhevy (70.6 per cent)
cleimed that apart from Dbeing a magter of
converifion; goodwill fa not easy to° idems
bify e#d, that it i not alwayes atated in most

ingtructions given by thelr clients. Also, most
of the regpondent engineering firme 4did not
regpond while 5.9 per cent of the same sampls

considersd goodwill for valuatlonas on existing
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use basis important. The reason(s) for this

disserting view or opinion ig not known.

Tahle 9: Congideration of Goodwill for Valuation
on Existing Use Basils

Firms Engineering Estate Surveyiﬁg
Options No Per cent No "Per cent
Yes 1 5.9 5 29.4
I\TO - - bl 1 2 70- 6
No Response 16 94 .1 - -
Total 17 100 17 100

Source: Mield Data Analysis (1992)

3.4.2 Goodwlill and Properties Having Trading
Potential -

Table 10 below ie a replica of table 9 as
the same percentage (70.6 per cent) of respondent
eatate gurveying firms maintained that goodwill
should not be taken into account for even plant and
machinery in properties subject to trading poten—
tials while only 29.4 per cent of the same sample
congideredit necessary. In addition, the same
table algo indicates that 94.1 per cent of the
enginesring firms studied did not respond while

5.9 per cent considered 1t appropriate and important.
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Table 1C0: Consideration of Goodwill for Plant
and Mechinervy in Properties Having
Trading Potential.

Pirme Engineering Bgtate Surveying
Options No DPer cent NWo ©Per cent
Teg _ -1 5.9 5 29.4
o - - 12 70.6
Indifferent - - - -
o Response 16 94,1 - -
f Total 17 100 17 100

Source: TPield Date Aunalyasis (1992)

W
Y
1

METILODS OF VALUADTOW

[

J¢5.1 MWethod Moztly Emplored in Practice

It iws reallsged Lfrom Tablie 11 below that all
(100 ner ceit) the regyondent eztate surveying
firmg adopt cost mothod. for pimnt end machinery
valuatlons while n signiflcant few of the
engina~éin@,firm9 sdmpled (29.4 per cent) wdopt
thiz same method. Ma$t<of these engineering firms
(29,4 per cent) claimed to adopt this approach for
cort eValuation~(esfimationj of sngineering projscts.
However, majérityrdfdthe en@iueering firms (70,6

per cent) interviewed did not reapond,

t
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Table 11: Nethed MNostly Employed in Practice

-

Firms Engineering Letate Surveving
Methods Yo Per cent No irér ceﬁt

. .

Comparisou - = - - .

Gogt (DRC/LC) 5 29.4 17 100

Profit/Account - - - -

fone of <the

above .- - - -

o Regnonse 12 70.6 - -
T motal 17 100 17 100

e 65 g S

3.5.2 Company's Profit and RPlant/
hachlnery Value.

On whether recourse are normallv being made
to the level of company's profit in plant and
machinerv valuaticng, the Table 12 helow shows
that only 17.6 per cent of the estate surveving
firms sampled answered in éffirmative while the
remaining 82.4 per cent of the eetate surveving
firms and 29.4 per cent of engineering firms
interviewed considered it unnecegsary. Thev,
particularly esgtote surveving firms, claimed that
directors ave alweys unwilling to disclose the
actual gtete of thelr businesses or, at best,
frouvwdulent accounts may be discloged. It 1s also
noted in the same ‘table bhelow that 70.6 per ceat

of the respondent engineering firms did not respond.
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Tobic 12: BiTect of Company's Profit on Plant
and Machinery Value

Pirms Engineering Estate Surveving
Options No Per cent No Per cent
_—
Ves - - 3 17.6
o 5 29.4 14 82.4
Indifferent - - - - g
No Response 12 T70.6 = -
Total 17 100 17 100

Scurce: Field Data Analysis (1992)

e ]

3.5.3 Valuation of Plants and Machineries
Haviig Trading rotencial,

Por plants and machineries in properties subject
to trading potentials it is observed in Table 13
below that 88.2 per cent and 29.4 per cent of res-
pondent firms of zatate surveyors and valuers, and
engineersy respectively adopt cost method of value-
tion whilst the remgining 11.8 per cent of estate
surveying firms. preferred profit approach. The reascnc
for adopting cost approach being, particularlv fronm
the point of wview of estate swrveying firms sampled,
that the qctual state of the business or account may
not be dizclosed coupled with the specialised
nature of the valuation. T0.6 per cent of the
sample of engineering firms did not respond. This
mey perhops be interpreted to mean that they are

not familiar with this tvpe of valuation.
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Table 13: Methods of Valuation for Plant and
Machinery in Proverties Having
Trading Potential.

Firms Engineering Estate Surveving
Methods Ko Per cent o Per cent
Comparison - - - -~
Cost (DRC/RC) 5 29.4 15 88.2
Profit/Account - - 2 11.8
None of the
above - - - -
o Response 12 70.6 - -
fotal 17 100 17 100 |

Source: Iield Data Analvsis (1992)

3.5.4 1liethod of Valuing Surplus Plants
and lMachineries

The Table 14 below also indicates, that 82.3
per cent and 11.8 per cent of estate surveying and
enginecring firms sampled respectively would adopt
cost method even where plants and machineries that
are surplus to company's requirements are to be
valued. They, particularly estate surveying
firms, claimed that accounts prepared by account-
ants in Migeria are not recliable or that the
dircctors may refuse to disclose the true position
of their businesses. Of the englneering firms
gampled 88.2 per cent did not respond while 5.9 pexr

cent and 11.8 per cent of the remaining estate surveving



53

firpe preferred comparison epprdiach .and profit. method

regpectively.

Table 14: IMethod of Valuing Surplus Plants and

Machineries
Pirms ingineering Datate Surveyingt
Methods Ho Per cent No Ber cent
Comparison - - 1 5.9
Cost (DRC/RC) 2 11.8 14 82.3
Profit/Amount - - 2 11.8
Hone of the above -~ - - -
No Remponse 15 88,2 - -
Total 17 100 17 100

Source: Iield Data Analysis (1992)

3.5.5 Valuation of Moveable Plant and
Hechinery -

Table 15 below indicates that 88.2 per cent
and 5,9 per cent of mampled estate surveying and
engineering firms respectively do take into
account moveable plants and machineries like
motor vehicles, crancs, etc., for industrial
valuations purposeg while the remaining (11.8
per cent sample of estate surveving firms congidexd
it unnecesmsary, llowever, 4.1 per cent of the

engineering firme sompled did not respond.



Teble 15: Valuation of Moveable Plant and

Machinery
Pirms Engineering Tgtate Surveying
Options No Per cent  No Ber cent
Yes 1 5.9 15 88,2
o - - 2 - 11.8
Mo Resgponse 16 94 .1 - -
Total _ 17 100 17 100

Scurce: Field Date Analwsis (1992)

1M gt

3.6 LETHODS OF DEPRECTATING PLAKT AND MACHINERY

3.6.1 Depreciction Method Mostly Employed
in Proctlce,

Table 16 below ghows that most estate
surveying firms (70.6 per cent) and engineering
firmg (76.5 per cent) sampled adopt straight-line
method of depreciation in practice. 17.6 per cent
and 5.9 per cent of the paple of estate gurveying
and englneering firms reapectively preferrsed Dimini-
shing Balance method while the corresponding
figures for merap value ars 5.9 per cent and 17.6
pex cent respectively., The table further reveals
that only 5.9 per cent of the gample firms of
esxtate survevors and valuers adopt Sinking Mund

mathiod,.
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Table 16 HMethod Iosetly Imploved in Practice

*irms ,;glwe\rllu Estate Surveving
Méthods | Mo Per ceat To Per cent
Straight line 13 76.5 12 T0.6
Diminishing
Balauce ( 5.9 3 17.6
Jerap Value 3 17.6 1 5.9
Sinking Fund - - 1 5.9
Total 17 100 17 100

Source: Field Data Analysis (1992)

o] e__of Adjusting foI
Depreciation

In adjusting for depreciation, Table 17 indicates

that some engineering firms (58.8 per cent) and most

¢g

tate surveving firme (76.5 per cent) sampled.

carry -out thls in the aeffice while 41.2 per cent

and 23.5 per cent of the respondent sngineering

and estate gurveylng firme regpectively considered .

it

not anropriate,

“@able 17: Office Adjustment for Depreciletion

i Tirms Mgineering Hetate Surveying |
) — N A R
i Options No  Per cent No . Por cent %
& 3
) ' ' :
; Voo 10 5848 13 76,5
{ ' S o ¥
, I"Tv:‘ 7 . 4‘1 o2 4- S o 2305 . ;’

“Total 17 100 7. 100 ﬁ

Souree: Fleld Date Analysis (ﬂ9925



3.6.3 IMeld Adjustment for Depreciation

In o related guestion to the one analysed in
Table 17 above, but on the importance of ‘*on=the-
‘spot7 sseesgsment of deprecistion during inspection,
Table 18 below shows that all the respondent
enginecering and estate surveving firms considered

it either very important, fairly important or

Important.

Tavle 15: Pield Adjustment for Depreciation

e,

Firms gineering Batote Surveying
Options Yo Per cent No‘— Per centﬁnn
Very Important 12 T70.6 10 58.8
Palrly Important 3 17,6 4 235
Important 2 11.8 177
Of wome
Importance - - - -
Not Tmporitant - - - - ‘
‘.“Totnl 1 100 - 17 100

Source: Meld Data Analvsis (1992)

on of Similar

Tt ig noted in Table 19 helow thet majority
of englueering (88.2 per cent) and estate survey-
ing (88,8 per oount) firms sampled did not favour

growilng of similar plantsy and moachineries



togesher Lor de 9fcuiwtlon. Thelr reogons veing

that gimilar items mey be subjected to different
intenaitr of use andrmaintenance. However, some
(41.2 per cent) of estaté surveving firms sampled
end few (11.8 per cent of the respondent Tirms of

cngineers considered, it oppropriate.

Tgble 19: Group Depreciation of Similar Plants

Pirme Engineering Estate Surveying
Cptions I'e  Per cent Yo Ber cent
Vg 2 11.8 7 : 41.2 ]
No . 15 88,2 10 58.8
Totel 17 100 17 100

Sources Tield Dota Analysis (1992)

v s st Ty

3.7 IEVEWTORY AND SCHBRULS COMPILATTON

On inventory and echedule compilation, -
while in  Table 20 Dbelow 41.2 Dper cent

W

the "o gponaeat “estote | aurvevring
Tirms considered the employment of speclalist

ry

of

(engineera) not important others viewed it as
either very important (29.4 per ceant). or of
some importance (29.4 per. eent). However, the .
enginesring firms sampled consider it eithex
very important (70.6 per cent) or luaporbems

(29.4 per cent). Thoge estate surveying firms



58

thet conglisred Lt ag c¢ither very imporiant or
of some importance claimed that speclalists are
only needed for gpecialised plants while those
who angwersd to the contrary (41.2 per cent)
believed that cven for specialiged industrial
valuetion it 1e the producfion process that

matters and not the technicel details.

Teble 20¢  limployment of Specialiset

“““"“EZng - Tngineering Batate Surveyiﬁér
Options - No Per cent No DPer oéﬁt

Verr Importont 12 70.6 ‘ 5. - 29.4
Pairly Important - - - -
Importand : 5 29.4 - -

Of Some Impow

tance - - 5 29.4
Wot Lmmortont - - 7 41,2

Total 17 100 (N 100

Sourees Mleld Date Analysiz (1992)

L 283 T W TeT N |



CHAPTER FOUR

SUMBARY “ND POLICY IMPLICATION OF
L NDI NGS

4 0 0 -L" OnUC L IO.\T

The date that constitute the empirical base
of this study were collated and analysed in the

previous chapter,

This chapter thersfore focuses on the summary
of the observations es deduced from the analyses and
thelr implications for plant and machinery valuation

proectice.

4.1 UBIJRV OF PINDINGS

£e1.1 Informotion on the Firm

The empirical study indicates that estate
surveying firmsg sempled received more instructions
on plant and machinery valuations then the respond-
ent engineering firms. However, while all the
estate surveying Lirms studied have since their
establighments, in one way or the other, handled
plant and mechinery valuation before, only few
respondent engineering flrmsg could claim same.

. Thus, from the gurvey, estate surveying firms
are more involved in plant and machinery valuations

thmn’thg engineering firms in the study ares.
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It ig aleo recognised in the gtudy that while

ala?

mogst ol the regpondent Tirms of estate surveyors

and valuers cugage in actual valuation of plant and
machineryv, few of the enginecring firms studied that
do receive instructions on ceme undertake only

fteciinical details.

4,1.2 Bagseg of Valuation

4.1.2.17 Balance Sheet Purposes

It is observed that while majority of the
ectete murveying firms sampled adopt existing use
baslie for plant and machinery for balonce sheet
purposes, most engineering firms surveved did not
respond ag they claimed to hendle only technical
natters and not economic igsues. The few other
eatate gurveying and engineering firms that respon-~
ded do employ reinstatement and indemnity bases

for balance gheet purposes.

In nddition, mouyt esgtate surveying firms would
prefer cither existing use or reinstotement bages
for surplus plant and machinexry in the balance sheet
rather than sdopting the alternative use bagis.
Majority of the cptate surveying firms sampled
congidered it unnecessary whilst others saw 1t
am elther very or fairly important or important,
Perhaps, the few regponses Lfrom the firms of

engineers ptudied were bhased on literal T
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interpretations of the checklist of basesprovided

n: they viere not consistent in their opinions.

4.1.2.2 Inzurance Valuations

It ig obtained from the gtudvy thot most respon-
dent estate surveying firms would adopt indemnity
basis for non-replaceable plant and machinery while
others congidered elther @alternative use or existing
uge or reinsintement basis appropriate. The few
enginezring firms that responded preferred existing

uge basisa,

4.1.2,3 Goodwill Valuation

The gtudy further agcertoined that only few
of the reapoudent egtate purveying flrms considered
soodwlll of »lant and mochinery for valuations on
exivting uvee baslg. The others claimed it is
Qifivicult to identify or that most instructions
fail to enecify whether it should be included or not.
Lpart from this, most of the same regpondent firms
atili ingiot thot goodwill ghould not be taken into
secount whon aggessing the value of plant and

nochinerr 1n provertics having troding potentials.
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A.1.4 Methods of Veluation

The conclugions from the analyses indicate
thot cogt method is mostly emploved in practice‘for
rlant and machinery valuations by oll the resPOhdent
cgtate suwrveying firms; even, where plant and machi-
nery 1in properties having trading potentials ox
surplug plants and mpchineries are to be agsegsed,
In carrying out these veluations, they (estate sur-
verying firma) do not consider the level of the
company’s profit as reflected in Trading, Profit and
Logs Account. "The few engineering firms that res-
pounded preferred coegt metiwod but thelr responges
were more in line with evaluonbtion than valuation.
The survey further revealed that majerity of the
regpondent estote surveyiny firms gtill assess move-
able plentes gnd machineries as part of the sstates
in land whilgt only few engincering firmg gtudied

engage in this,.

4,1.5 Methodsy of Depreciating Plont and
Mmcﬁinerz

4.1.5.1 MNethod/Adjusiment of
ARreclation

The survey indlcates that the commonest method
of depreciation zmong all the regpondent fimms i
the gliralght=iine method whilsgt only few adopt
Dininisghing balance and serap value methods in

practice. It is wlso recognlsed From the survey



63

that most depreciation adjustments are carried out

in the oifice by the respondent firms. However, all
the regpondent engineering and egtate surveying

firmes recognised the importonce of “on-tie-gpoi®
agsessment of depreciation for plant and machinery
valuations. The survey further reveals that while
both respoundent firums do not favour grouping of
similer plants and machinerieg togethier for depreclia~
tion purpoges gome estate surveying firms sampled

have been adopiting it in practice.

4.1.5.2 Inventory and Schedule
Gompiletion,

It ig noted in the sgtudy that while most
engineering firms interviewed cohsidered the ewnploy-
ment of gpecialigt for referencing important, almost
half of the sampled firmg of estate surveyors and

valuersg viewed it os unimportant.

4.2 POLICY TMPLICATICW O FIODINGS

Plant ond machinery valuation being o specia-
lised brench of wvoluation fraternity is confirmed
nhove to have two gldeg: technical condition and
econoimmic detalls, Although the conclusions above
have shown further thot 1t hos been the exclusive
preserve of the estate gurveying filrmg in the study

srea, the stuly also reveals the contributions of



tire englneering firms which cannot be iguored.

3

rhereiore, we examine here gome of the pitialls of

;i current practice of plant and machinery valua-

tions in the study area.

2.1 Baseg of Valuation

4.2.17.1 Balence Sheet Purposes

Although existing use values of plantz and
machineries indicete their true worth to the enter-
prise, at least, for the foreseeable future, it is
rengonable to assume that any trading company should
he able to Jjustify the cost or value of those assets
in its operntions., In thig context, "exigting uwe®
ilsnores any pogsibility of slternative. The justi-
fication has always besn that since normal accounting
concepts agssume A on=going bhusginess, then, any
posglbility of alternative use values for plants
and machineries are not suitable for inclusion in the
accounts., It is further added that balance sheets
prepared by accountants are expected to show the
gtate of the business at & certain date to o parti-
cular lavestor, and, that this desire has led to the

requlrements of objectivity and conservatisua.

The wvelidity of the above, however, in revealing
the true finoncial poaition of a business is reviewed

helow,
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4.2,1.7.1  Bunkruptoy

This woy arice where the value of the plans
ard machinerv 1n %he open market 1s worth oaly a
frvaction cf the costs reflected in their balance
zheet, especially, in o depressed economy. Thus
from the ohove, corporatlions with prosperous -
Looking halance sheets may be slapped into bank-
Prwyter when Tthere ig no slightest chance of renew=

1ag nortgages in the ghattered real cgtnte market.

A2.17.1.2 Over=Valuation

Valuers, in a depressed economy, also hardly
help knowing that by adopting existing use basgis
for plonat and aachinery assets in the balonce sheet,
they moy be over-valuing them from the standpoint of

what obtuing foxr comporable items in the open market.

4e2.1:.1.3 Traud

It may alsy occur theat the plant and machinexy
nssety have acquired more value due to cconomic
boom and countrarv to what they are worth to the
business owner, while thias fect hos been concealed
from the shareholders because they are exhibited
in the boloncs sheet oﬁly ot their oxigting use
values, Ag a regult, inslders cognizant of the

focts nisrepresented upon the balance sheet may

disposge off these osgets al nominal cogts by



nuction salen o their friendeg or relations when

their values are to be writtew off.

4,2.7.17.4 Importonce of Alternative

Apart from the above, assegsing the alternative
uge value of plant ond maechinery in the bolance

sheet is lmportant for the following recsong:

i. Tt iz the minimum value of the plant
and machinery; and, thus, o zeller
would be irrational to sell av & lower

o
]

TLEGTE:

b

i. It also indicates their {plants and
mechineries) possible salvage value when
they are t9 be disposed of:

iii. It also helps to inform the shaore-
holders ond the directors of a company
whether the plants and machineries are
being goinfully enploved in their
exigting or present use; and,

ive Pinolly, the alternative use value gives
the ninimum liguiditvy aveilable to the
awier, zubject again to the gize of any
losees Incurred after the investment is
made,
I+ ie valuotion heresy tc adopt reinstatement
and indemmity hoseg for plant ond machinery in the
alance aheet, MThig ies becnuse balance sgheet is

only to show the ginte of the businesy to a

porticular invegtor as of certain date and not the
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cozt of indemmifving or reinstoting the plant and
machinery in case of hazardes. Thus the adoption cf
thesc boges in practice by all respondent enginesr-

el
L

ing firme end gignificont few of Tirms of egstate

surveyors and veluergs only expose their deficlencies

in this area.

4.2.1.2 Bases for Surnlus Plantszs and
laochinerieg Valuation

¥hile i+t may not be correct to reflect surplus
plonts and machinerics that could be disposed of in
the open market at their existing use values in the
balonce gheet, it may be reagonable where valuers
camnot differcntiate between surplus assetsg and
thoge being employed for the purpose of the business;
or, where the instructions from the clieﬁt have
indicated agsets to e valued., DMuch asg valuers
Would want to hide under these reasons, it 1s
important that possibility of higher alternative use
valueg for such assets be considered. Ior instance,
it might be better to liquidate the company and
realice the value of the asset of which plant and
machingry becomes pert of, or,. even without
liquidating the company, bthe surplus plants and
mochineries may be goinfully employved elsewhere

rother than being redundant in the present use.



The sbove cxpositions ftherefore revenl the
posgibility of wmdervaluation, mizinformation, or
wrongful advice where the estate surveviﬁg firme
are allowed to continue to value surplus plants
and machineries for balance sheel purpcses on an

exipsting use basgiag,

4.2.,1.3 Insurance Veluations

phaiiviondy

L.

The adoption of reinstatement basis for noiie
replaceable plant and machinery may over compensate
tie insured in case of any hezard thus defeating the
essence of any insurence cover., Therefore, plant
and machinexry that could not be replaced can only
he insgured congidering their present condition ox
state. In addition, it is a misnomer to adopt
alternotive or existing uvse basle for insurance
valuationg ag ig heing done presently by

gone egtete surveving firms sampled and, the few
engineering firms that responded. ALlternative or
exigting wse value will not reflzct the cost of
putting the ingsured boclk to hig original poaition

before tiie inclident

4.2.2 Gooudwill Valuntion

Although, it moy be true that goodwill is not
engy to indentify or that most iLastructions on
plont and machinery voluation have folled vo

apeclify vhether 1t iz to he coneidered, it should
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be noted that for plants and machineries in proper-
tieg heaving trading potentials to reflect their
true worth, this has to be assessed. The reason
heing that the values of such assets depend on

tlie relative level or volume of buginess. Thug,
the valuez of plants and machineries employed in
such businesses, asg hotels, filling gtations, stc.
depend on the situation or location, name or repu-
tation and,; or, profitability of the enterprise.
And, goodwill is defined as +the probability of
carrying out a business at a cervain level of
profit.

Eh

4,2.3 llethods of Valuatior

The adoption of the DRC basis for plant and
machinery valuetlons in the study area may seem to
be in order where the acssets are rarely, if ever,
gold except by woy of sale of the business as
whole, DBut, we have always recognised that
ioogt" 1s not necessarily "value®. Germane to
thisg, we may wish to note that plant and machinery
agsets are cmployed 1in o business concern not for
tlieir own scke but for what they contribute to the
profitability of the operational entity; and, that
agsets having trading potentialy, e.g. hovels,
filling stations etc. are bought and so0ld as
fully operational businesgses., Thus, valuation

of plaent and machinery in properties having
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trzding potentials or surplus assets or plants
ordinarily emploved in any business concern include
something more than the puygical element. There-
fore the adoption of DRC in practice may fall to

refleet their true worth.

4.2.4. Methods of Depreciabion

4.2.4.1 Straight-Line and Diminishin
wx 3 ; N *
salance liethods/Group Depreciation

Py

There is little doubt that engineers and estate
surveyors and valuers in the study area, in assess-
ing depreciation using either streaight-line or
Dinminishing Balance method in relation to plant
onitd machinery, are cttempiting some physical pheno-
menon, Thig ia baged on the premise that at a
certain stoge of ite exigtence an agset can no
longer be egffectively uged for the purpose for which
it was acquired. 4nd, it lg often assumed that by
meaguring the "use' of an asséﬁ we arec measuring
the extent of its being "used wp% . It is sub-
rnitted that thesgs two factors are not necessarily
identical. This ig becousge, it ls of course, well
recognigsd that uvse is nod the only reasgson bebind
the "uging up' of agsets; decny, rust, corrozion
and ginileor ogencics make their contribution to
physicel deterlorntion. IDven, similar plants and

nochdnericg do not depreciate ot the same rate.
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Another, perhaps related, point is that ﬁany
phvsical ossets (e.g. plant and machinery) are
composed of parts whiclhi can be replaced when worn
out or needing repair, sometimes to such an extent
that over a period practically no nart of the
original object is functioning in the existing
"ogset®, In the light of such informetion, what
is meant by saying that the rate of depreciation of
a plant or machinery ig, say, 20 per cent annun?

cy when we say that o michine is likely to last,

1)

ey, five wenrg, do we mean that it is a piece of
a

csquipment composcd of purts, none of which lasgts
more¢ than five vears? Or do we mean that it is a
piéce of equipment, of which a majority of the
compounent parts will lasgt five vears? And, in
this cage, whet congtitutes "a majority™, or,

the principal functioning parts™®? Or do we mean
that it is a pilece of equipment composed of parts,
each or wost of which losts an average of five

rears?

On the basig of thege arguments, the use of
straighf«lime and diminishing balance methods or
the charging or grouping of similar plants and
machineries for the some depreciation rate may

create problems for valuation purposes.
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A.2,4.2 Tield Versus ffice Adjusiments
for Dbpreflﬂ1loﬂ.

It shouid be noted that where a complex
manufacturing concern involving too many details

is to he assessed, the valuer may loze gight

[¢

of certain factors after inspccetion of adjustments
are nnde in the office, TFerhaps, 1t is in recog-
nigion of this fact thet compels hoth respondent firms
%0 1recognise on-the~spot asgseczoment of deprecia-

tion of pleut and machinery.

£.2.5 Invontorv and Scheaule Compilation

The, study reveals thoat nlant and machinery
voaluctiong include hoth economic and technical
details. But we have also recognised that “cogth
ig not necessarily Yvalue® and, that "technical
details®™ ig Jjust a fracticnal part of plant and
machinery valuations. On this note therefore,
we may conclude that plont and machinery
enginecring is quite digtinet from plant and
machinery valuation., Howewer, this doss not
preclude ug from agreecing that the‘practice
ig not without 1ts own pitfalls - which have
hithierto been examined in detoll above.

But, we may aleo wish to recognise thot
for plent and machinery valuation to be compre-

hensively carried out, fthere is the need to be
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eamiliar with itg workings or conditions for a
very long time. Thig 1g because of the technica-
litieg involved and, the need to exercise great
care as the information supplied by the present
uger of the plant~and maciiinery may noét reveal
its defficiencies, In addition, the plant and
macninery may be very good but suffering from bad
ugage, Thig therefore requires the expertise pf

engineers to evaluate the condition of plant and

The forcgoing arguments cannot however make
engineers to be plant ard machinery valuers.
They are only partners in progress to estate
gurvevors and valuers in the determination of
Tyalue' wihich is the end prodﬁct of plant and
machinery valuation., Anything other than this would
nean thot a building survevor can claim to be
valuer of buildings;, or, resart to be situation
where land gurvevors and lawyers will be standing
aé valuers of bare gites or lands; or, a surgeon
may be specn advocoating in law courts in cases
relating to gurgical operctions; and, ox, more
appropriotely, aatnte surveyors and valuers
claiming to e advocates and not expert wiitness
In any valuction snd lend matters in our Dands

tribunal or law courts.
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PBCOIMMENDATIONS AND CONCLUSIOWS

5.0 TIHTRODUCTIOW

Ariging from the last chapter above, we put
forth here below o number of recommendations that
we believe if carried out could help resolve
nroblemctic arecas highlighted earlier in chapter 4
in plant and machirery valuation. The recommenda-
tiong will in addition, also improve the current
atate of art of plant and machinery veluation In

the gtudy crcee for codification of good practice.

5.1 HECOMREIIDATIONS

5.1.1 Adoption of Alternative use Value

Alternative usc value of plent and machinery
should be reported by the valuer where it exceeds
exilating use value for incorporation into the
balarce gheet; and, this must conform to the
definition of open market value. Thig situation
will help to iaform the directors whether or not
the nlante and machinerics are gainfully employed

in the bHugincssg.

Where the plants and machineries are at present
surplus to coumpany's requirements, it is also impor-
tent that their alternative use values be incorpora-

ted in the accounts., In addition, on no account
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must the current pructice of adopting relastetement
and indemaity bases for plont and nachinery valuo-
tion ror halnuce sheet purposes he allowed to

continue.

5.1.2 Indemnlty Bages

It ir recomnended that indemnity boseg be
adopted for plants and nmachineries that are non=-
repleceable in their preseﬁt gtates and conditions.,
ey may therefore be vaolued by comparison with

equivalent ougets frowm another gources.

5.1.3 Goodwill Valuation

Any value atitributable to goodwill in case of
plants and wochinerics in vroperties having trading
potentiols should bLe taken lato consideration., 'the
DRC may not necessarily wrefleet the actvral worth
of thege aggets because for instance, their valua-
tiong e.g. Lotels include more thun the property
element. ‘Therefore profit method of valuation af
this concern as a whole is recommended (where good=-

will is alrendy included).

5¢7.4 The Naed forr Profitabllity Tegting

Bearing in mind thot plants and mechinerles
ore not emploved for thelr own smeke but for they

contribute to the level of profit or business fow
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an industrial concern, thaen we recommend that the
DRC figure should alwayg be expressed as subject
to the adequete potentionl profitability of the

buginegs having regerd to the $otal value of the

nasets empleyed,

5.7.5 Depreciotion Methodg/Adjustment

Ariging from the implications of adopting
g¢ither stroight-line or diminishing Yalance method
given above, scrap (revaluation) value method is
recormended for plant and machinery veluwptions.
Thig is importent, particularly, where plynts and
machineries ore to be re-exomined and revalucd at
atated intervale to discover how much laosg has
been gustained on them, This therefore takes
depreceiotion ag fell in value unlike earlier
methods that congiders 1t as fall in price, as
physical deterioration or as allocation of cost,
Relisnce should however be placed on the expertise
of engineers for vhe purpose of determining

depreciatvion rote.

Ap much as poggible, valuers should adopt
fon=the=gpot’ oosegement of depreciation and not
office adjustment after field Inspection as the

next begt albternative.
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5.1.6 Genernl Recommenditions

Estate surveying snd veluntion firme in the
study orez should continue to undertake plant and
machinery voluations.: However, in the interim,
in order to compensate for their technical defi-
ciencies cenginecring firmg should be employed
to give the condition report of the items involved.
In addition, the Nigerion Inetitution of Esvate
surveyors and Valuers in conjunction with the
Istote Surveyors and Valuers Reglstration Board
of WMigeria, should organise symposla, workshops
etc. to further bhronden their knowledge and remove
the existing cobwebg in their current practice of

nlant and mochinery voluation.

Ag a lagting or permanent golution, the
Nigericn Ingtitution of ¥state Surveyors and
Valucrs ghould createc o specelalisation within
their general practice for the training of gpecia-
ligt plant and machinery valuers. Admission to
this professionnl programme chould, however, be
open to engineers and professionals or graduntes
of other cognate or non=cognote diéciplineé that
may be technically minded. Perhaps, in conclusion,
the same appsaal noy hove to zo to all institutions
of higher learning offering estnte manogement to
incorporate courses that are relevant for plant
ond mochinery voluaticons into their acodenmic

curricula. The profesgional ingtitution mey also
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wish to get up plant cnd mochlnery valuation
stondords committee vo formulote stondords to

gulde plont valuers.

5.2 CORCTUSTONS

5.2.1  Sumnnry

The sgtudy hog revenled o number of concepta,
bages ond methods of plant ond mochinery valuatlon.
It ig 2lso recognised in the study that satote
surveying firmeg enjoy o lot of potronags and, orae
more involved in plant oud mochlnery valuations
thon, eugineéring firme. Howsver, sluee industriol
voaluations include both economic and technical
details, the contributions of suginecring flyrme in
thz arco of deprselintlon cmpossment cannot be overe
erphagised. We hove alge noted the pltlfalls of
the current practice of plant aud mochinery valua-
tions in the gtudy erea, “Thug, it is hoped that if .
the obove recommendations are considersd and
implemented, almogt every one of the many contro=-
verslol polnts of, who o plont voluer ig, ox,
concerning the proper way of assessing the plont
and mechinery volue would be regolved. It would
thercfore ensure codiflontlon of good practice,
provide guldanece %o eptote gurveying and engineer-
ing firms, ond promote standordisotion of approach

t0 the ugers of valuctionas.
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5.2.2 Areccog for Purther Regearch

Plonally, we wish to acknowledge the fact

that the gtudy may not necegsarily be conclusive
snough for there is the need tc exomine, amongst
aother thinge, the semblonce of acadenmic and
niofensionnl content of eggtate surveying ond
nluction and engincering to the knowledge content
of plant and nochinery valuation.' Other arevs for
further resonrch include the possibility of odop
ing profit method of valuntion for plant ond nochi-
nery aggets on o golng concern, the issue of
deprecinbion provl sion nnd, the noture off presentioe
tion of voluation report for plente and machineyics.
Thegoe nay hewever hove to be done in addition to

gome ooher critical lcsucc already roaised in this

sbudy,
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GUBSTIOKNAIRE ON AN BMPIRICAL STUDY OF PLALNT
LED MuCHINER: VALUATION THECHNIQUES IN
NI GERT Lo

vear Sir,

This questionnaire is designed to elicit your
views on plant and machinery valuation techniques
in Figeria. The questionnaire is purely for academic
purpose. any information given shall be treated as
sTriclly confidential and will in no way Jjeopardize
the interest of the informant.

1our co-operation will be highly appreciated.

Thaenk you.

Youvres faithfully,

Bel'e  aluko

Depts of Lstate Management
Obalent dwolowo University,
Ile-lfe, 199%1/92 Session.



Fofis  Miel: the appropriate vox(es) in each of the
questions below:
SEGTION b
1o Firpm () Enginccrs
( ) Eetate Surveyors and Valuers
2,  No. 0f years of establishment
i 1 =10 ()
ii. 11 - 20 ()
iii. Above 20 ( )

Hop your firm handled plant and machinaery
valuations before?

res () go ()

N
AR M
o

4e Since your estoblishment, how many instructlons
on plant and machinery have you received?

i+ Between 1 - 5 instructions ()

ii. DBetween 6 - 10 Y ( )
iiie J 11 = 15 i ( )
iv. 4bove 1% instruction ()

5. 1In what category?
i. Technical = condition report/Production ( )

ii. Valuation proper ()
iii. (1) anma (i1) above ()
iv. None of the above ( )

v+ Obhers (please specify ( )

HTHODS OF VALUATION

6. Which of the following buses do yow normally
consider for balance sheet purposes?

Ij.sleEts J&I!}:’ I";

i+ alternative use ( )
ii. Existing use ()
iii. Reinstatement ()
“ive Indemnity ()

7. For plant and machinery surplus to company’s
requirements (industrial concern) which of these
following bases would you adopt?

ie Llternative use value ( ) ii. Exigting use ¢
iii. Reinstatément ( ) ive Indemnity ( 3
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8.  How would you consider the idea of reporting
nossible alternative higher values for plants and
‘machineries to be included in the balance sheet?

i. Very important ( ) ii. Pairly important(
iii. TImportant ( ) 4v. Of some important (
v. lot importent ( )

G, Which of the following bases would you adopt tor
insurance purposes where the plant and machinery
zssgbs are not replaceable?

i alternative use () ii. Ixisting wse ( )
iiis Reinstatement ( ) iv. TIndemmity ( )

10« Lo you normally consider goodwill as part of plant
and machinery values for a business on a going
concern or existing use basis?

res () Mo ()

11o  Will your opinion differ for items of plantvand:.
machinery in properties having trading potential
(cvge petrol filling stations, gaming clubs ste.)

res () No ( )

12, Which of the following methods of plant and
machinery valuation do you employ most in practicé?™

4. Comparison hLpproach ()

ii. Cost (DRC/Replacement Gost) ipproach ( )
iii. Profit/sccount Method ()

ive DNone of the above ( )

v. Others (please specify) ( )

_
o4
-

In adopting any of the above methods, do you
uermally meke recourse to the level of the business
o company’s profit for plant and machinery
valuations? | |

res () Yo ( )
14+ Which of the following methods do yow normally
employ for plants and machinery in properties having
trading potential (e.g. petrol filling stations,
gaming or Casino clubs, bingo etc.)?

i. Comparison spproach )
ii. Cost (DRC/Replacement Cost) ipproach ()
iii. Profit/stccount Method (

)
ive None of the above t )
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15, Which of the above muthods would you adopt fox
items of plunts wund nmachinery suprplies to company?s
reguirementsy

1. Comparison wpproach ()
ii. Coest (DRC/RC) approach ()
iiie Frofit/.ccount Method ()
iv, None of the above ()
ve Othse (plwame gpaclly) ()
1G. Do you normzlly toke into account movable plants

(¢oge motor venicles, cranc, etc) as part of thu
24 )

plant and muchinery assets forming part of an
gstate in landy

Lag

350008 G

HOTHODS OF DEPRSCTATL G PLGNT (WND MGUHL NERY

17, Which of the following methods do yow e; Lo mosis
in practice?
i, Straignt line ()
ii. Dimirndshing Balancs ()
iii.  Gerap Valiwe ()
ive  Sumeof-IA git ()
ve Sinking fund ()
vie. Others (plowsy epscify)( )
16+ Do you normally adjust for the depreciation ia the
office after ficld inspection’
s () o ()
19.

How would you considor ¥on-the=spot® segessment
0f the deprecilotion for plant and machinery assets
during the pericd of inspectiont

i. Very importunt ( )
ii.  Foirly importunt ( )
iii. Important ()
ive Of some impoprtancy ()
ve ot juportant ()



Are similar plants and machineries grouped
together and charged with the same rate for
depreciation purposes?

res ? 4&0 ()

How would you rank the employment of specla~
list in referencing (inventory and schedulc
compilation) for plant and machinery valuation .
purposes? - o

1. Very important | ()
ii. Fairly important ()
iii. Important ()
iv. Of some important ()
v. Not important . ( )
W %4 RN r ‘/
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