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CIRCULAR
VIETNAM’S VALUATION STANDARDS NO. 08, 09, 10
Pursuant to the Law on Pricing No. 11/2012/QH13 dated June 20, 2012;
Pursuant to the Government's Decree No. 89/2013/ND-CP date August 06, 2013 elaborating some Articles on valuation of the Law on Pricing;
Pursuant to the Government's Decree No. 215/2013/ND-CP dated December 23, 2013 defining the functions, tasks, entitlements and organizational structure of the Ministry of Finance;
At the request of Director of Price Control Authority,
The Minister of Finance promulgates a Circular promulgating Vietnam’s Valuation Standards No. 08, 09, 10
Article 1. Vietnam’s Valuation Standards No. 08, 09, 10
- Vietnam’s Valuation Standard No. 08 – Market approach;
- Vietnam’s Valuation Standard No. 09 – Cost approach;
- Vietnam’s Valuation Standard No. 10 – Income approach.
Article 2. Effect
1. This Circular comes into force from January 01, 2016.
2. Vietnam’s Valuation Standards No. 07, 08, 09 promulgated together with Decision No. 129/2008/QD-BTC are annulled from the effective date of this Circular.
Article 3. Implementation
1. Price Control Authority shall take charge and cooperate with relevant authorities in giving guidance and inspecting the implementation of this the Valuation Standards promulgated together with this Circular and relevant legislative documents.
2. Difficulties that arise during the implementation of this Circular should be reported to the Ministry of Finance for consideration./.
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VIETNAM’S VALUATION STANDARD No. 08
Market approach
(Symbol: TDGVN 08)
(Promulgated together with Circular No. 126/2015/TT-BTC dated August 20, 2015)
I. GENERAL PROVISIONS
1. Scope: This Standard provides regulations and instructions on market approach for asset valuation.
2. Regulated entities: Valuers, valuating enterprises, other organizations and individuals providing valuation services according to the Law on Pricing and relevant regulations of law.
3. Clients and third parties using the valuation results (if any) under valuation contracts should grasp the regulations of this Standard to facilitate cooperation with the valuating enterprises.
4. Definitions:
“similar asset” means asset of the same or similar type of the subject asset regarding purposes, functions, legal, economic or technical aspects. 
“comparable asset” means asset that is identical or similar to the subject asset and has been successfully sold, bid for or offered at a transaction point similar to that of the subject asset on or near the valuation date.
“market approach” means a method of valuation by comparing the subject asset with an identical or similar asset whose price is known.
“comparison approach” means a method for asset valuation by analysis of prices of the comparable asset. Comparison approach is part of the market approach.
“successful transaction” means a transaction in which ownership of the asset has been transferred to the buyer from the seller and payment has been made; the buyer has the responsibility to pay the seller, receive the asset and ownership thereof as agreed. 
“actively traded”: An asset is considered actively traded if at least 3 similar assets have been traded on the market.
“comparable factor” means primary economic and technical parameters, legal status, prices, time and condition of transaction (market condition, selling conditions, financial terms, etc.) and other relevant factors (economic and technical aspects of the asset, status of the asset, other assets sold together with the subject asset) that significantly affect the asset value.
The unit of a comparable is the basic unit of measurement of the asset, which can be converted to facilitate comparison between assets of the same type. Example: m, m2, m3, hectare, room, bed, seat, hirer, productivity, production per hectare, product per shift, kg, tonne, etc.
“total net adjustment” means the total adjustment according to the comparables with account taken of decreases and increases (regardless of the absolute value of each adjustment).
“total gross adjustment” means the total adjustment of comparables according to their absolute values.
“indicative price” means the price for the comparable asset after making adjustments according to the comparables of the subject assets. The indicative price is the final base for estimating the value of the subject asset.
II. SPECIFIC PROVISIONS
1. The market approach may be used to valuate the subject asset according to its market value or non-market value prescribed in Vietnam’s valuation standards.
To determine market value, the market approach must be able to reflect the opinions of common participants in the relevant market on the basis of prices for comparable assets that have been adjusted by various factors. The value of the subject asset must be estimated on the basis of demands of common participants in the relevant market instead of its unique characteristics that are only valuable to certain participants. 
To determine non-market value, the value shall determine the value of the subject asset according to its unique characteristics, customers or investors that have demand for such unique characteristics , according to which the prices for comparable assets having similar characteristics with those of the subject asset can be determined.
2. Comparison method is usually applied to valuate actively traded assets.
The value shall increase or decrease the price of the comparable asset according to the differences between the comparable asset and the subject asset, according to which the indicative price of the comparable asset can be determined.
Comparables of certain types of assets are specified in Appendix 01 hereof.
3. Steps of market approach
The valuation shall be carried out following 06 steps of Vietnam’s Valuation Standard No. 05. Some of the steps are specified below:
- Step 3 – Survey, information collection: the valuer shall comply with the requirements specified in II.1 and II.4 and other instructions hereof.
- Step 4 – Information analysis: the valuer shall comply with the requirements specified in II.1 and II.5 and other instructions hereof.
- Step 5 – Valuation: the valuer shall apply the techniques elaborated in II.6 and II.7 and other instructions hereof. 
4. Requirements for survey and collection of information about comparable assets
a) Information about successful transaction should be preferred. If market value is the basis for valuation, the buyer and seller shall have the same accessibility to information, the transaction must be lawful and voluntary without any external pressure.
Collected information must be objective and truthful; the valuation report must contain evidence for the values of the successfully traded assets, their origins and information collection time. The valuer may collect evidence from one or all of the following indications: contract, invoice, sale document, successful transactions; information from the media; market survey questionnaires; documents of regulatory bodies, manufacturers and traders, etc.
The valuer shall verify information about prices for successfully traded if it is obtained by phone, in person, through mass media, real estate exchange, the Internet, etc. in order to ensure that such information can be used for further analysis and calculation.
b) Regarding assets offered for sale (yet to be successfully traded), the valuer must collect more information, compare the offered price (usually higher than market price) with the market price to make proper adjustment before the price can be used as comparable price.
b) Regarding assets bid for (yet to be successfully traded), the valuer must collect more information, compare the bid (usually lower than market price) with the market price to make proper adjustment before the price can be used as comparable price. 
c) The comparable asset must be traded on or near the valuation date and not exceeding 02 years therefrom.
d) The valuer shall retain evidence about successfully traded assets that are offered or bid for; time and location of transactions, the buyers and sellers, etc. in the valuation documents in order to facilitate inspection by valuation authorities or dispute settlement (if any).
5. Information analysis requirements
Information analysis and comparison are meant to find similarities and differences, strengths and weaknesses of the subject asset and comparable asset.  Two analysis methods:
- Quantitative analysis: pair analysis, statistical analysis, regression analysis, cost analysis, etc. to find the amount or percentage of adjustment.
- Qualitative analysis includes comparison analysis, ranking analysis and interview with relevant parties.
6. Determination of indicative prices of comparable assets
Indicative prices of comparable assets are determined according to their prices after adjustment.
If the prices fluctuate during the period from the successful transaction, date of offering or date of bidding to the date of valuation, the prices of comparable assets must be increased or decreased according to the fluctuation indicator of that type of asset as published by competent authorities or calculated by the valuer according to the market price fluctuation during the aforementioned period.
Identify the similarities and differences, strengths and weaknesses of the subject asset and comparable assets.  Analysis or comparison of quantitative factors (can be converted into money) may be carried out before those of qualitative factors (cannot be converted into money). 
a) Subjects of adjustment: selling prices or prices converted into standard units (prices of successfully traded assets, prices offered or bid for after adjusted to common market prices). Examples:
- Land, farm: price per m2, price per meter, price per lot, etc.
- Apartments, villas: price per apartment; price per m2, etc.
- Warehouse: price per m2; price per m3, etc.
- Dock, wharf: price per m2; price per hectare, etc.
- Hospital: price per bed, etc.
- Cinema: price per seat, etc.
- Equipment: price per unit of power; price per essential technical unit, etc. 
Regarding local units such as “sào” or “thước”, the valuer must convert them into common units in the report.
b) Basis of adjustment: Differences between comparable factors (profitability, legal status, infrastructure, location, shape of land, orientation, landscape, environment; interior and exterior design, land occupation ratio, height, capacity, productivity, fuel consumption, etc.) between the comparable asset and subject asset.
c) Adjustment rules:
- The subject asset is the standard for adjustment of prices for comparable assets according to the characteristics of the former.
- When the price is adjusted according to a comparable factor, the other comparable factors shall remain unchanged (considered the same).
- The price will be increased if the comparable asset is smaller than the subject asset according to unit of measurement of the comparable asset. The price will be decreased if the comparable asset is greater than the subject asset according to unit of measurement of the comparable asset. If prices are adjusted by percent (%), 
- If price of the comparable asset shall remain unchanged if the comparable factor of the comparable asset is similar to that of the subject asset.
- Every adjustment according to the comparable factors must be proven by market information. 
d) Adjustment method:
- Amount adjustment: applies to differences in comparable factors to which a specific adjustment amount can be calculated, such as payment conditions, legal cost, interior and exterior design, swimming pool, garage, etc. (for real estate); payment conditions, attached equipment, installation cost, training cost, operation cost (for machines and equipment).
- Percentage adjustment: applies to differences of comparable factors that can only be estimated such as environment, landscape, infrastructure, location (for real estate); production year, specifications (for machines and equipment).
The value shall decide the adjustment through market survey and evidence for differences in prices of each comparable factor.
Examples of information analysis and adjustment methods are provided in Appendix 02 hereof.
dd) Adjustment rates:
Price adjustments due to difference in comparable factors must be estimated on the basis of market transaction information with analysis of their impacts of the comparable factors on the asset value.
Some methods for determination of adjustment rates:
- Analyze pairs of similar assets and prices of the pairs only 01 comparable factor of which is difference; calculate the price difference cause by the impact of such comparable factor. If such a pair of assets cannot be found, the valuer may adjust the primary differences of the pair of similar assets until there is difference in only 01 comparable factor, then calculate the price difference cause by the impact of such comparable factor
e) Order of adjustment:
Valuer shall make adjustments to the group of comparable factors relevant to transactions of the asset before comparable factors relevant to economic or technical aspects of the asset. Factors relevant to transactions of the assets: legal status, payment conditions, trading conditions, other costs incurred after purchase, market developments on transaction date. The price after adjustment shall be used for adjustment of the factors of the asset.
Amount adjustment shall be done before rate percentage adjustment. The price after amount adjustment shall be used for percentage adjustment.
g) Restriction rules:
The difference between the price of the comparable asset (A) and its indicative prices (D) must be reasonable and appropriate for market evidence.
The valuer shall make sure that the difference between each indicative price and the average value of indicative prices does not exceed 15%.
h) Table: Adjustment of indicative prices according to comparable factors
	No.
	Comparable factors
	Unit
	Subject asset
	Comparable asset 1
	Comparable asset 2
	Comparable asset 3

	A
	Market price (before adjustment)
	
	
	Known
	Known
	Known

	B
	Price converted into standard unit
	
	
	
	
	

	C
	Adjustment of comparable factors
	
	
	
	
	

	C1
	Comparable factor 1
	
	
	
	
	

	
	Adjustment rate
	%
	
	
	
	

	
	Adjustment amount
	VND
	
	
	
	

	
	Price after adjustment
	VND
	
	
	
	

	C2
	Comparable factor 2
	
	
	
	
	

	
	Adjustment rate
	%
	
	
	
	

	
	Adjustment amount
	VND
	
	
	
	

	
	Price after adjustment
	VND
	
	
	
	

	C3
	Comparable factor 3
	
	
	
	
	

	
	Adjustment rate
	%
	
	
	
	

	
	Adjustment amount
	VND
	
	
	
	

	
	Price after adjustment
	VND
	
	
	
	

	C4
	Comparable factor 4
	
	
	
	
	

	
	Adjustment rate
	%
	
	
	
	

	
	Adjustment amount
	VND
	
	
	
	

	
	Price after adjustment
	VND
	
	
	
	

	D
	Indicative price
	
	
	
	
	

	D1
	Average value of indicative prices
	VND
	
	
	
	

	D2
	Difference with average value of indicative prices
	%
	
	
	
	

	E
	Summary of C

	E1
	Total adjustment value
	VND
	
	
	
	

	E2
	Number of adjustments
	Time
	
	
	
	

	E3
	Adjustment rate
	%
	
	
	
	

	E4
	Total net adjustment value
	VND
	
	
	
	


7. Determination of the subject asset price through indicative prices of comparable assets 
On the basis of indicative prices of comparable assets, the value shall analysis the reliability of information about the comparable assets and the following criteria to estimate the final value of the subject asset.
- Smallest total gross adjustment (absolute value of the total adjustment is smallest). As a result, the difference between the price before and after adjustment is smallest.
- The fewer adjustments the better.
- The smaller the adjustment rate (percentage or amount) the better.
- The total net adjustment is smallest.
Examples of comparable method are provided in Appendix 03 hereof./.
Appendix 01
FUNDAMENTAL FACTORS OF SOME CATEGORIES OF ASSETS
1. Real estate
1.1. Comparable factors of real estate:
a) Legal aspects
Common differences in legal status of real estate such as: availability of the LUR certificate, remaining land use period, user’s rights to the real estate.
Only use real estate that has different uses from those of the subject asset if information about the comparable asset is limited. If such an asset is used, explanation must be provided in the valuation certificate and the valuation report, in which the repurposing costs (including opportunity cost) must be fully indicated, in order to ensure highest efficiency of the asset after adjustment.
b) Financial terms of transactions
Common differences in financial terms are: lump sum payment or by instalments, loan interest rate subsidy, etc.
c) Cost that has to be paid right after the purchase is made.
Such a cost must be added to the final price. 
d) Value of assets other than real estate
In case an asset other than real estate is sold together with the real estate, the value may decide to add its value to the selling price depending on whether it is comparable asset or subject asset.
dd) Market status on transaction date
The status of the market on the dates of transaction of the subject asset and comparable assets must be similar. Adjustment shall be made in case of change in prices. The adjustment rate depends on the market survey result.
e) Location
Locations of the subject asset and comparable assets: downtown, suburban area, rural area, etc.; distance to the market, school, hospital, bus station, residential area, etc.; traffic condition, etc.
Adjustment regarding the asset location must be converted into difference in market price or cost of movement, on the basis of market evidence.
g) Shape, width, depth, direction, etc.
Adjustment regarding these aspects must be converted into difference in market price or cost of improvement, on the basis of market evidence.
h) Planning
Planning should be taken into account when comparing selling prices for the subject asset and comparable assets.
i) Characteristics of assets on land
Construction works on land is part of the real estate and contribute to the cost thereof. Therefore, the absolute value of these works should be taken into account when comparing values of real estate.
1.2. Comparable factors of some specific types of real estate:
a) Houses:
- Types of houses: apartments, terraced houses, villas, etc.
- Characteristics: education, security; 
- Availability of services such as day care, education, food and drink;
- Characteristics of other property on land (the main house and other construction works such as garage, secondary house, paths, walls, fences, landscape, lawn, plants, garden, etc.): area, width.
b) Stores, markets, supermarkets, shopping malls
- Selling price, rent;
- Location, profitability;
- Opening hours (half or full day);
- Width;
- Sale or lease conditions;
- Ease of goods delivery (parking and loading space);
- Suitability of the design with the intended purposes;
- Fire safety system and emergency exits;
- Sanitation and garbage collection services;
- Buyers’ convenience (roads, parking, etc.);
- Population, occupations, incomes of potential customers;
- Other elements.
c) Offices
- Rents;
- Usable area;
- Location;
- Air conditioning, fire safety;
- Communication system;
- Lighting system;
- Suitability of the design with the intended purposes;
- Elevators, emergency exits;
- Sanitation services;
- Security system;
- Costs and availability of management and maintenance services;
- Management quality;
- Sale or lease conditions;
- Other elements.
d) Industrial property
- Location;
- Rents;
- Water supply and drainage, supply of power and LPG, telecommunications, sewage treatment;
- Advantages or disadvantages of internal roads serving goods delivery;
- Roads connected to the port, train station, airport or residential area;
- Natural lighting;
- Terrain;
- Local security status;
- Fire safety devices, sanitation and ventilation system, emergency exits;
- Suitability of the design with intended purposes;
- Availability of workers in the area and adjacent areas;
- Availability of dining rooms, social welfare, car parking;
- Other elements. 
dd) Farms
- Land, water surface;
- Legitimacy;
- Location;
- Terrain (steep, flat);
- Climate, rain frequency;
- Farm area;
- Productivity;
- Irrigation system;
- Pathways;
- Fences and gates;
- Power and water supply, water drainage;
- Houses;
- Types, classes, conditions and features of works serving the farm;
- Other elements.
2. Personal property: (vehicles, machines, devices, etc.)
a) Specifications
Basic specifications include: structure, power, dimensions (length, width, displacement, etc.), model, fuel consumption, country of origin, year of production, year of operation, warranty, availability of spare parts, etc. A vehicle also has the following elements: GVWR, attachments, interiors, etc.
b) Payment conditions and attached services such as warranty, installation, user’s manual, spare parts, etc.
Appendix 02
EXAMPLES OF COMPARABLE FACTORS
The examples below are simplified and for illustration purpose only.
1. Adjustments due to legal issues
Example: The subject asset is a house in Hanoi which has a homestead land use right certificate. Among comparable assets nearby, A is a house whose area is 50 m2, sold for VND 50 million per m2 near the valuation date but without a land use right certificate. Asset A is still eligible for a land use right (LUR) certificate without paying the land levy.
Through survey, the valuer determines the following amounts payable when applying for the LUR of asset A:
- Land levy: 0 VND
- Registration fee: 50m2 x 0,5% x 30.000.000 = 7.500.000 (VND)
 (VND 30.000.000/m2 is the price quoted by the People’s Committee of Hanoi and applicable on the valuation date).
- LUR verification fee: VND 3.000.000
- Cadastral fee: VND 100.000
Cost of the LUR certificate: 7.500.000 + 3.000.000 + 100.000 = 10.600.000 (VND)
Therefore, the price of asset A should be increased by 10.600.000 VND before comparison with the subject asset.
2. Adjustments due to payment terms
a) Example 1:
The subject asset is a medical device expected to be bought in normal conditions on the valuation date. The comparable asset is a similar medical device the payment for which is divided into two parts: 40% upon contract conclusion and 60% by instalments for 1 year with an interest rate of 6% per year. The selling price for the comparable asset is VND 120.000.000. Market interest rate is 12% per year.
As a result:
60% x 120.000.000 = 72.000.000 (VND)
Monthly instalment (at an interest rate of 0.5% per month):
72.000.000 ( (1/0,005 – 1/0,005 x 1/(1+0,005)12) = 6.196.800 (VND)
Current value of the payment at an interest rate of 1% per month in 12 months:
6.196.800 x (1/0,01 – 1/(0,01 x 1,0112)) = 69.745.500 (VND)
Value of the comparable asset after adjustment according to payment terms: 40% x 120.000.000 + 69.745.500 = 117.700.000 (VND) (rounded). 
b) Example 2:
The valuer needs to find the market price for a finished and functional apartment building whose area is 100 m2. The common method of payment is 100% of the price. The comparable asset is a similar apartment building 100 m2 in area and sold for 20 million per m2 in two instalments, 50% of which upon contract conclusion and the rest one year later. Common interest rate is 8% per year at valuation time. 
Current value of the payment after 1 year:
(20.000.000/m2 x 100 m2) ( 2 ( (0,08 + 1) = 925.925.900 (VND)
Price for the comparable asset after adjustment according to payment terms: 
(20.000.000/m2 x 100 m2) ( 2 + 925.925.900 = 1.925.925.900 (VND)
3. Adjustment due to market price fluctuation
Example: Transaction 1: Asset A has an area of 100 m2, sold in market X on March 2007 for VND 1,5 billion; resold on July 2008 for VND 1,62 billion: increases by 10,8% (approximately 0,68% per month).
Transaction 2: Asset B has an area of 100 m2, sold in market X on April 2007 for VND 1,535 billion; resold on February 2008 for VND 1,642 billion: increases by 7% (approximately 0,7% per month).
Transaction 3: Asset C has an area of 100 m2, sold in market X on October 2007 for VND 1,480 billion; resold on February 2008 for VND 1,520 billion: increases by 2,7%, (approximately 0,67% per month).
 Asset D has an area of 100 m2, sold in market X on May 2007 for VND 1,480 billion and expected to be sold on May 2008.
Assets A, B, C, D are real estate and have the same purposes, area, etc. 
By calculating price fluctuation of assets A, B and C over a specific period of time, the valuer is able to estimate that price fluctuation of asset D around 0,67% – 0,7% per month and most similar to asset A, whose price changes by 0,68%, due to their various similarities./.
Appendix 03

EXAMPLES OF MARKET APPROACH
The examples are simplified and for illustration purpose only.
Example: The subject asset is a shipment of 80 water pumps that are made in Taiwan in 2012 with the following specifications: power: 10 m3 per hour; water column height: 15 m; residual value: 85%. The shipment is offered for sale as a whole.
Market information on proximity to the valuation date:
- Comparable asset 1: A water pump of the same brand, made in Taiwan in 2012 with the following specifications: power: 10 m3 per hour; water column height: 15 m; 100% new; selling price: VND 14.000.000; 
- Comparable asset 2: A water pump of the same brand, made in Taiwan in 2012 with the following specifications: power: 10 m3 per hour; water column height: 12 m; residual value: 85%; selling price: VND 9.000.000;
- Comparable asset 3: A water pump of the same brand, made in Taiwan in 2014 with the following specifications: power: 10 m3 per hour; water column height: 15 m; 100% new; selling price: VND 16.740.000; Special offer: 50% by instalments after 01 year for a purchase of at least 10 pumps;
- The price for a pump produced in 2012 is 80% of that for one produced in 2014 with the same specifications;
- The price for a pump with a water column height of 15 m is 110% of that for one with a water column height of 12 m;
- The price for a pump with a residual value of 85% is 80% of the price for a new one that is produced in the same year with the same specifications;
- Common loan interest rate is 8% per year.
Solution:
* Amount adjustment:
- Adjustments due to payment terms:
Current value of the payment after 01 year (for a pump in 2014):
16.740.000 ( 2 ( (0,08 + 1) = 7.750.000 (VND)
Price for a pump in 2014 after adjustment due to payment terms:
16.740.000 ( 2 + 7.750.000 = 16.120.000 (VND)
Adjustment:
16.120.000 - 16.740.000 = - 620.000 (VND)
* Percentage adjustment:
- Asset comparison
	Comparable factor
	Subject asset
	Comparable asset 1
	Comparable asset 2
	Comparable asset 3

	Year of production
	2012
	2012
	2012
	2014

	- Quality
	85%
	100%
	85%
	100%

	- Water column height
	15m
	15m
	12m
	15m

	- Power
	10m3/hour
	10m3/hour
	10m3/hour
	10m3/hour

	Selling price
	To be calculated
	VND 14.000.000
	VND 9.000.000
	VND 16.740.000


- According to market information, the valuer finds that:
+ The price for a pump produced in 2012 is 80% of that for a pump produced in 2014 with the same specifications. Therefore, adjustment should be made according to technical factors, the result of which will be the basis for adjustment according to year of production.
+ The price for a pump with a residual value of 85% is 80% of the price for a new one that is produced in the same year with the same specifications. Therefore, adjustment should be made according to technical aspects and year of production, the result of which will be the basis for adjustment according to the other factors. 
- Adjustment rates can be calculated as follows:
+ Adjustment due to difference in water column height of comparable asset 2:
(110% - 100%) / 100% = 10%

+ Adjustment due to year of production of comparable asset 3:
(80% - 100%) / 100% = - 20%

+ Adjustment due to residual value of comparable asset 1:
(85% - 100%) / 100% = - 15 %

+ Adjustment due to residual value of comparable asset 3:
(85% - 100%) / 100% = - 15 %

* Table: Adjustment of indicative prices according to comparable factors:
	No.
	Comparable factor
	Unit
	Subject asset
	Comparable asset 1
	Comparable asset 2
	Comparable asset 3

	A
	Market price (before adjustment)
	VND
	
	14.000.000
	9.000.000
	16.740.000

	C1
	Payment terms
	
	
	
	
	

	
	Adjustment rate
	
	
	
	
	

	
	Adjustment amount
	VND
	
	
	
	-620.000

	
	Price after adjustment
	VND
	
	14.000.000
	9.000.000
	16.120.000

	C2
	Water column height
	m
	15 m
	15 m
	12 m
	15 m

	
	Adjustment rate
	
	
	-
	10%
	-

	
	Adjustment amount
	VND
	
	
	900.000
	

	
	Price after adjustment
	VND
	
	14.000.000
	9.900.000
	16.120.000

	C3
	Year of production
	
	2012
	2012
	2012
	2014

	
	Adjustment rate
	
	
	-
	-
	-20%

	
	Adjustment amount
	VND
	
	
	
	-3.224.000

	
	Price after adjustment
	VND
	
	14.000.000
	9.000.000
	12.896.000

	C4
	Quality
	
	85%
	100%
	85%
	100%

	
	Adjustment rate
	
	
	-15%
	-
	-15%

	
	Adjustment amount
	VND
	
	-2.100.000
	
	-2.418.000

	
	Price after adjustment
	VND
	
	11.900.000
	9.900.000
	10.478.000

	D
	Indicative price
	
	
	11.900.000
	9.900.000
	10.478.000

	D1
	Average value of indicative prices
	VND
	
	10.759.333

	D2
	Difference between average value of indicative prices
	%
	
	10,60%
	-7,99%
	-2,61%

	E
	Summary of C

	E1
	Total adjustment value
	VND
	
	2.100.000
	900.000
	6.262.000

	E2
	Number of adjustments
	Time
	
	1
	1
	3

	E3
	Adjustment rate
	%
	
	15,00%
	10%
	3% - 20%

	E4
	Total net adjustment value
	VND
	
	-2.100.000
	900.000
	-6.262.000

	F
	Value of subject asset
	10.744.500


* Conclusion: According to D2, the difference between the average value of indicative prices is 2,61% - 10,60%, thus not exceeding 15%. 
- The valuer finds that the information about the comparable assets is equally reliable. However, financial terms and promotion terms of comparable assets in 2014 are relatively different. The difference between the indicative prices and prices before adjustment is not considerable between comparable asset 1 and comparable asset 2. The value concludes that:
+ At VND 9.900.000, the probability of successful transaction is 40%;
+ At VND 11.900.000, the probability of successful transaction is 35%;
+ At VND 10.478.000, the probability of successful transaction is 25%.
The market price of a pump is calculated according to the weighted mean of indicative prices of three comparable assets:
11.900.000 * 0,35 + 9.900.000 * 0,4 + 10.478.000 * 0,25 = 10.744.500 (VND)
Market price of the subject asset: VND 10.744.500
- Total value of the shipment:
10.744.500 x 80 = 859.560.000 (VND)
Market price of the shipment: VND 859.560.000
VIETNAM’S VALUATION STANDARD SYSTEM

VIETNAM’S VALUATION STANDARD NO. 09

Cost approach

(Symbol: TDGVN 09)

(Promulgated together with Circular No. 126/2015/TT-BTC dated August 20, 2015 of the Ministry of Finance)
I. GENERAL PROVISIONS

1. Scope: This Standard provides regulations and instructions on cost approach for valuation of all kinds of assets. If there is any Vietnam’s valuation standard particularly for a group of specific assets, such standard shall prevail.

2. Regulated entities: Valuers, valuating enterprises, other organizations and individuals providing valuation services according to the Law on Pricing and relevant regulations of law.

3. Clients and third parties using the valuation results (if any) under valuation contracts should grasp the regulations of this Standard to facilitate cooperation with the valuing enterprises.

4. Definitions

“cost approach” means a method providing an indication of value of a subject asset through the cost of creating an asset with identical or similar utility or properties as the subject assets and obsolescence of the subject asset.

“reproduction cost approach” means a method providing an indication of value of a subject asset based on the difference between the cost to recreate a replica of the asset according to market price and depreciation of the subject asset. The reproduction cost approach is a type of cost approach.

“replacement cost approach” means a method providing an indication of value of a subject asset based on the difference between the replacement cost of a similar asset offering equivalent utility according to market price and depreciation of the subject asset. The replacement cost approach is a type of cost approach. 

”physical deterioration” means any loss of utility due to physical deterioration of the asset or its components resulting from its age or normal usage. 

“functional obsolescence” means any loss of utility resulting from inefficiencies in the subject asset compared to its replacement. 

“external obsolescence” means any loss of utility caused by economic or locational factors external to the asset. External obsolescence includes economic obsolescence and locational obsolescence. 
“economic obsolescence” means any loss of asset caused by external factors, particularly factors relating to fluctuation of supply and demand of the products made by the asset, leading to a decrease in asset value.

Locational obsolescence mainly applied to real estate. It is reduction in real estate due to negative impact of external factors to the real estate.

“replacement asset” mean an asset which is designed, manufactured or constructed with current technology, materials and techniques, with similar function and equivalent utility as the subject asset.

“total depreciation" (accumulated depreciation) means total reduction in the asset due to physical deterioration, functional obsolescence and external obsolescence at the valuation time.

“economic life” means how long it is anticipated (maximum expecting life of asset) that the asset could generate financial returns. The economic life of equipment means the estimated number of years to use equipment in production and business according to the regulations in force, in normal conditions, in conformity with economic and technical parameters of the asset and generate the profit returns. The economic life of real estate means the period over which improvements to real property contribute to property value. 

“remaining economic life” is the remaining period over which (from the valuation time) an improvement will continue to contribute to property value.
“actual age" means the number of years that have passed since the structure was built, manufactured, constructed and put into operation until the valuation time.
“effective age” means the number of years of the subject asset which reflects its true remaining life at the valuation time.
The effective age may be the same as, more than, or less than the actual age depending on the maintenance and repairs of the asset. In specific:

- The effective age will be the same as the actual age if the asset has been maintained and repaired on schedule with proper process.

- The effective age will be less than the actual age if it has been well maintained and repaired and upgraded to contribute improvement to the asset value.

- The effective age will be more than the actual age if the asset has not been maintained, upgraded or repaired on schedule with proper process.

“entrepreneurial profit” means a difference between fair market value of the subject asset less (-) total costs (including direct cost and indirect cost), less (-) taxes and fees payable as per the law.

II. SPECIFIC PROVISIONS

1. The cost approach may be used to indicate value of the subject asset according to its market value or non-market value.

To determine market value, the market approach must be able to reflect the perspective of market participants. In specific: replacement cost, expected utility, depreciation of asset, etc. need to be evaluated according to market survey, perspective, demand and financial situation of market participants. Valuers must determine purposes of use of asset to comply with the rules of best and most effective use.

To determine non-market value, the using of cost approach would reflect particular characteristics of special intended users, special characteristics or special performance of the subject asset. For example: In a case where an asset of the owner is valued, the valuer must use the cost approach in consideration of the need for use, financial resources, etc. of the owner.

2. The cost approach should be used under the following circumstances: 

- A lack of access to information makes using an income approach or market approach unfeasible.

- There is an intention to create or manufacture a new asset or build a new construction work.

- Check results from other valuation approaches.

Depending on the purposes of valuation, characteristics of asset and availability of data, the valuer will use either the replacement cost method or reproduction cost method of the cost approach.

3. Formula to value a subject asset according to cost approach

a) Reproduction cost method

The reproduction cost method is based on the cost of recreating a replica of the subject asset. This replica includes obsolescence of the subject asset.

Formula:

	Estimated value of the subject asset
	=
	Reproduction cost (including entrepreneurial profit)
	-
	Total depreciation (accumulated depreciation)


b) Replacement cost method

The replacement cost method is based on the cost of creating a replacement asset that provide similar function and equivalent utility to the subject asset, but which is of a current design or constructed or made using current cost-effective materials and techniques. Normally, the cost of creating a replacement asset is commonly less than the reproduction cost, and operating cost is not high as the common cost at the valuation time.
 Accordingly, total depreciation or accumulated depreciation of the replacement asset ordinarily excludes functional obsolescence due to excess capital cost or functional obsolescence due to excess operating cost. Formula:

	Estimated value of the subject asset
	=
	Replacement cost (including entrepreneurial profit)
	-
	Total depreciation (accumulated depreciation) excluding functional obsolescence of the subject asset reflected in the cost of creating of replacement asset)


4. Steps in cost approach to value the asset:

After collecting and analyzing information related to the subject asset, the valuer shall take the following steps:

a) With regard to real estate

Step 1: Estimate the value of the land imagining it vacant out of the real estate. The value of the land is determined according to the basis of the best and most effective purpose of use, taking accounting of legal purpose of use at the valuation time. Hypotheses, calculation conditions, etc. should apply consistently to all constituents of the subject real estate such as land, buildings, equipment, machinery, etc.

Step 2: Estimate reproduction cost or replacement cost of the existing building.

Step 3: Determine depreciation and estimate the total depreciation of the existing building.

Step 4: Estimate the total value of the building by deducting the total construction costs determined in step 2 from the depreciation determined in step 3.

Step 5: Estimate the value of the subject real estate by adding the land value determined in step 1 to the estimated value of the building determined in step 4.

b) With regard to equipment 

Step 1: Estimate the reproduction cost or replacement cost of the subject equipment.

Step 2: Determine depreciation and estimate the total depreciation of the subject equipment.

Step 3: Estimate the value of equipment by deducting the result determined in step 1 from the result determined in step 2.

5. Costs

a) Reproduction cost, replacement cost

In correspondence with each reproduction cost method or replacement cost method, the valuer needs to determine the reproduction cost or replacement cost to estimate the value of the subject asset, in which:

- Reproduction cost is current cost at the valuation time of constructing, manufacturing or creating a replica of the subject asset, including all relevant forms of obsolescence of the subject asset.

- Replacement cost is current cost at the valuation time of constructing, manufacturing or creating of an asset with similar utility of the subject asset, excluding components having obsolete function, but taking account of scientific or technological progress at the valuation time to create the replacement asset with more preeminent function than the subject asset.

b) Composition of reproduction cost, replacement cost

Reproduction cost, replacement includes all costs likely to incur upon creating of an asset with similar function and utility, associated with market or non-market value basis and accompanied hypothesis. For example: if the subject asset is a piece of equipment which has operated, the reproduction cost (or replacement cost) includes installation cost. If the equipment is valued separately out of the production line, the installation cost shall not be taken account.

The reproduction cost and replacement cost includes the following costs: materials, labor, transport, design, consultancy, overheads, finance expense during the production or construction time, non-refundable taxes, installation, testing and commissioning, profit of contractors, entrepreneurial profit and payable taxes and fees as per the law, etc. 

The reproduction cost includes all categories of costs to recreate a replica of the subject asset, including all relevant forms of obsolescence. Where it is not possible to find materials and equipment to recreate a replica of the subject asset, similar materials and equipment must be considered.

The replacement cost includes costs of creating an asset with similar function and equivalent utility as the subject asset, but which is of a current design or constructed or made using current cost-effective materials and techniques. To determine replacement cost, the valuer must determine the replacement asset based on understanding of function and utility of the subject asset. And then determine the cost of creating or buying a replacement asset. If the subject asset is a new asset, the replacement cost equals reproduction cost.

c) Cost determination time: all kinds of costs in reproduction cost or replacement cost should be determined at the valuation time.

Construction and manufacture costs must be calculated according to the fair market value of materials, regulations of competent authorities, economic-technical standards, required portion of material lost in manufacturing process and guidelines for establishment of construction or manufacture unit cost at the valuation time.

6. Determination of reproduction cost and replacement cost of buildings

a) Reproduction cost, replacement cost includes:

- Direct costs: construction licensing cost; direct material cost; labor cost; construction machinery cost, procurement cost; construction cost of facilities, primary sections, temporary works, auxiliary works for construction; maintenance cost; costs associated with supporting activities; security cost; contractor's profit; other direct costs.

- Indirect costs: project management cost; design cost; environmental impact assessment cost and alleviation of environmental impact, other construction consulting costs; audit cost; financial cost during the construction; construction insurance cost; sales advertisement cost; construction maintenance cost; other costs incurring from the construction completion to the handover of facilities (or after selling-out or leasing-out of all facilities); statutory fees and charges; other indirect costs.

- Entrepreneurial profit is specified in Point 8 Section II of this Circular.

b) Methods to determine reproduction cost or replacement cost:

+ Comparative unit method;

+ Unit-in-place method;

+ Quantity survey method.
The valuer will choose a suitable method according to the type of building and obtained information.

b1) Comparative unit method

Comparative unit method is a method of estimating the total cost of a building based on the cost of a similar building by comparing economic-technical indicators with the subject building. 

In a case where the building has been recently built, prices of the construction contract shall be based to determine the value of subject building. The valuer should consider adjusting the cost of the subject building at the valuation time; excluding costs incurring in the similar building but not incurring in construction of a building with similar function as the subject structure.

In order to use this method, the valuer should collect information from an entity permitted to provide information about data and costs of real estate; gather data of buildings having suitable scope and size, and then adjust different basic costs between the comparable building and the subject building. With regard to a building with similar scope, differences in design and quality are acceptable. The differences in roof design, internal design, circumference and shape of the building will essentially influence the comparative unit cost. Accordingly, the valuer must consider if it is appropriate to apply data of these differences. 

If the competent authority has promulgated construction unit cost or investment cost of buildings having similar structure, the valuer may apply them it he/she deems it is appropriate to the fair market value at the valuation time. The valuer also should adjust the unit cost, investment cost according to the differences in design and quality as mentioned above.

b2) Unit-in-place method

Unit-in-place method is a cost-estimating method in which the total building cost is estimated by adding the individual costs for all building components, in which the cost of each building component is based on the cost per square meter, cost per cubic meter or cost per linear meter. 

The costs of building components shall be estimated according to the data collected by the valuer from construction units, consultancy units (including: schedule of value of completed work volume, verification of value of extra work volume (if any), acceptance records for completion of handover of works etc.); competitive bidding or services providing data about similar buildings, separately calculated indirect costs. Construction consulting cost, project management cost, other costs and entrepreneurial profit shall be included in the building cost.

b3) Quantity survey method

Quantity survey method is a cost-estimating method based on the technical design drawing and design estimates used in the subject building. In which, building components will be split into individual items and quantity of materials listed and calculated according to the common market price. 

After the quantity survey, costs of equipment and materials will be estimated then. Loan cost, design cost, construction consulting cost, project management cost, licensing cost, insurance, taxes, other costs and entrepreneurial profit shall be included in the building cost.

The quantity survey method is commonly used to estimate the cost of a project which is large, complex, and not comparable to other similar projects available on the market, requiring the combination of data of architects, contractors, builders and valuers. When this method is used, it is necessary to have component detail drawings and technical detail drawings, and technical specifications must be interpreted into market cost of finished products. This method is a technical-based method, time-consuming and cost-consuming.  

In addition, the reproduction cost or replacement cost may be estimated according to guidance of the Ministry of Construction on making and management of construction cost (excluding reserves) and guidance of this Standard in terms of determination of entrepreneurial profit.

If it is possible to gather information about the cost of constructing a new similar building, the valuer may make adjustments (as deemed appropriate) to determine the replacement cost of the subject building.

Examples for methods to determine reproduction cost, replacement cost of buildings are specified in Appendix 01 issued herewith.

7. Determination of reproduction cost, replacement cost of equipment

The method to determine reproduction cost or replacement cost of equipment is segregated-cost method.

The asset will be split into segregated costs and then adding to components of costs. The costs include direct cost, indirect cost and entrepreneurial profit, in which:

- Direct costs: direct material cost, labor cost, transport cost, packaging cost, installation cost, testing and commissioning cost, electricity cost, pipeline system cost, machine platform cost, taxes and fees related to procurement of equipment as per the law and other direct costs.

- Indirect costs: cost associated with purchase or installation of an asset or a group of assets, administration cost, audit cost, insurance, licensing for installation cost, security cost during installation or construction, operating cost, entrepreneurial profit and other indirect costs.

- Entrepreneurial profit is specified in Point 8 Section II of this Circular.

Examples for methods to determine reproduction cost, replacement cost of equipment are specified in Appendix 01 issued herewith.

8. Entrepreneurial profit:

Entrepreneurial profit is determined according to the rate of average profit rate on the market in total cost (including direct and indirect costs) earned from subject asset.

9. Depreciation

Total depreciation may be identified according to one or multiple methods below:

- Sales comparison method;

- Age-life method;

- Breakdown method.

9.1. Sales comparison method

The sales comparison method estimates the depreciation of the subject asset according to depreciation of comparable properties on the market.

The sales comparison method consists of the following steps:

- Step 1: Find and select at least two assets similar to the subject asset successfully transacted or offered for purchase or sale on the market.

- Step 2: According to some basic comparable factors (for example sales conditions, financial terms of the sale), the valuer shall adjust the sales price of the similar assets reflecting features of the subject asset.  With regard to real estate, land use right or land lease right (if any) of comparable assets should be excluded to reflect the fair market value of the property on land.

- Step 3: Determine the cost of creating a new similar asset at the transaction time of similar assets (or of the property on land in case of real estate), without depreciation or obsolescence but including entrepreneurial profit.

- Step 4: Deduct the result in step 3 from result in step 2 to determine the depreciation of comparable assets. Then, determine the depreciation percentage of comparable assets by dividing depreciation by the cost of creating new comparable asset. After that, the valuer shall determine the depreciation percentage of the subject asset.

- Step 5: Determine the cost of creating of new subject asset and then multiply by the depreciation percentage in step 4 to get total depreciation.

9.2. Age-life method

The age-life method estimates the percentage depreciation based on the ratio of the effective age and economic life of the subject asset.

	Percentage depreciation
	=
	Effective age
	x
	100%

	
	
	Total economic life
	
	


Where: Total economic life = Effective age + Remaining economic life.

The valuer should consider the impact of maintenance and upgrade of the asset etc. on its effective age.

According to information on the market and evaluation of remaining quality of the subject asset, the valuer shall estimate the effective age, economic life of the subject asset. The accuracy of this method depends much on the experience and ability to evaluate the market of the valuer.

The economic life may be estimated according to average annual rate of depreciation percentage of similar assets of the subject asset which have been successful dealt on the market. The economic life of the subject asset is the inverse of the average annual rate of depreciation as mentioned above. For example: average annual rate of depreciation of 3 houses similar to the subject house is 2%. Accordingly, the economic life of the subject house is 50 years (1/0.02) at the valuation time.

9.3. Breakdown method

Depreciation includes any loss of utility due to physical deterioration of the asset or its components, functional obsolescence or external obsolescence. Some loss of utility are curable, some are incurable. Accordingly, depreciation includes curable depreciation and incurable depreciation.

Physical deterioration and functional obsolescence are caused by curable factors and incurable factors. External obsolescence is caused by external factors, typically incurable. Physical deterioration due to damage of a component of the asset is also deemed as curable if the cure ensures that the value of other components remains unchanged.

An obsolescence is considered curable if: 

(i) the cost to repair damage or obsolescence is less than or the same as the increase in value from the repair.

(ii) the cost to repair damage or obsolescence is more than the increase in value from the repair but such repair is necessary to maintain the value of other components of the subject asset.

Curable physical deterioration is measured by the cost to repair damage or obsolescence of the asset. This cost includes total costs to buy new components, dismantling of old components, etc. after deducting the income from sale of close-out of dismantled old components (if any). In case of incurable depreciation, total incurable depreciation can be estimated according to age-life method, deficit income capitalization, and excess cost capitalization.

If the asset has both curable and incurable depreciation, the curable depreciation will be calculated first and then incurable depreciation. If the valuer estimates every depreciation (physical deterioration, functional obsolescence, and external obsolescence) separately, he must follow the order of precedence below: physical deterioration, functional obsolescence, external obsolescence.

Under the breakdown method, total depreciation (accumulated depreciation) of the asset may be estimated by total physical deterioration, functional obsolescence, and external obsolescence of the asset, in specific:

a) Estimate physical deterioration

Physical deterioration is estimated according to the following methods: Use rate method, age-life method and specialist method.

a1) Use rate method:

Use rate method estimates physical deterioration based on analysis of use value of the asset at the comparison time. In specific:

	Percentage physical deterioration 
	=
	Actual level of use
	x
	100%

	
	
	Designed level of use
	
	


For example: A piece of equipment is designed to run well within 100,000 hours. At the valuation time, this piece of equipment has run 10,000 hours, so its percentage physical deterioration is 10% (10,000/100,000 x 100%).

The use rate method often applies to equipment and machinery.

a2) Age-life method:

The age-life method estimates the percentage physical deterioration based on the ratio of the effective age and physical life of the subject asset. Where, the physical life means the number of years the asset could be used before it would be worn out or damage caused by physical factors and no longer being used, disregarding any functional or external obsolescence.

Formula:

	Percentage physical deterioration 
	=
	Effective age
	x
	100%

	
	
	Physical life
	
	


The physical life may be estimated according to specifications of producer, structural characteristics of the asset etc.  The physical life may be estimated more accurately by the formula:

Total physical life = Effective age + Remaining physical life.

Where, the remaining physical life means the remaining number of years the asset could be used before it would be worn out or damaged caused by physical factors and no longer being used, without taking accounting of early termination of the use due to functional or external obsolescence.

a3) Specialist method:

In specialist method, valuers will use the opinions of specialists who have long experience associated with the subject asset, according to information about the subject asset to evaluate its damage and remaining quality, and then estimate its depreciation.

In a case where the damage and depreciation of structures of the subject asset are based on to estimate the depreciation, the valuer shall determine the rate of depreciation according to the experience of the specialist.

Formula is given as follows:
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Where:

H: Depreciation of the subject asset (%);

Hki: Depreciation of component i (%);

Tki: Rate of the component i in total value of the subject asset;

n: Number of components of the subject asset.

The evaluation of remaining quality using specialist method to equipment is specified in Appendix 04 issued herewith.

b) Estimate of functional obsolescence

- Functional obsolescence comprises these forms: functional obsolescence caused by inadequacy, functional obsolescence from excess capital cost and functional obsolescence from excess operating cost.

- With regard to curable functional obsolescence, the functional obsolescence equals total cost to cure the obsolescence less the income (if any) earned from close-out of dismantled or replaced components (if any).

- Functional obsolescence caused by inadequacy is a case in which the asset lacks a part or component that equal functional assets on the market have or the asset has a part or component needed to be replaced or modernized for normal operation or meet the market demand.

Incurable functional obsolescence caused by inadequacy may be measured by capitalization of losses caused by inadequacy. These losses may be loss in revenue and/or other losses.

- Functional obsolescence from excess capital cost is caused by changes in design, materials or new technology resulting in the availability of modern equivalent assets with lower capital costs than the subject asset. The incurable functional obsolescence from excess capital cost is estimated as difference between the reproduction cost and replacement cost in a case where the reproduction cost is commonly more than the replacement cost of the same asset.

- Functional obsolescence from excess operating cost is caused by improvements in design or excess capacity resulting in the availability of modern equivalent assets with lower operating costs than the subject asset. The valuer may take the following steps to estimate the functional obsolescence from excess operating cost:

Step 1: Analyze the operating statement of the subject asset to determine the operating cost per finished product made by the subject asset.

Step 2: Determine operating cost per finished product made by the replacement asset. Then, determine difference between the operating cost per finished product made by the subject asset and replacement asset.

Step 3: Estimate the remaining economic life of the subject asset.

Step 4: Determine total difference of annual operating cost through quantity of products made annually of the subject asset and difference of operating cost determined in step 2 throughout the remaining economic life of the subject asset.

Step 5: Deduct total difference of annual operating cost equivalent to impact of corporate income tax on the extra income (generated from the use of replacement asset with lower operating cost than the subject asset).

Step 6: Determine net present value of total difference of annual operating cost (throughout the remaining economic life) at the valuation time and discount rate reflecting risks associated with the use of the subject asset.

When estimating forms of functional obsolescene, the valuer should make a careful analysis to avoid double-counting leading to a falsified result.

c) Estimate external obsolescence

External obsolescence includes economic obsolescence and locational obsolescence. This form of obsolescence is usually incurable.

Example of economic obsolescence: over demand in the market for the asset at a given time makes the asset value decline. This affects value of businesses using the above materials.

Example of locational obsolescence: A hotel was built near a beautiful river in a city. As time went by, the river has seriously polluted and smelled badly. Then, the value of hotel also deteriorates due to external factor.

The valuer may estimate the external obsolescence by analyzing information of market, direct capitalization of the income lost due to external obsolescence, or deduction of physical deterioration and functional obsolescence from the total depreciation of the asset.

The external obsolescence is commonly estimated after estimating the physical deterioration and functional obsolescence due to external obsolescence caused by external factors, regardless of the subject asset.

c1) Estimate external obsolescence through market analysis

Using the market analysis to value the subject asset means analyzing information about similar assets successfully transacted on the market.

c2) Estimate external obsolescence through direct capitalization of lost income.

When an asset generates income, the income lost due to external obsolescence may be capitalized to determine the total lost income in total value of the asset. The lost income may be estimated according to two following steps:

- Step 1: Analyze market to determine annual lost income.

- Step 2: Determine net present value of annual lost income to determine total lost value giving an impact on the asset.

If the annual lost income is permanent and regular, the net present value of income flow will be measured by capitalization of annual lost income with appropriate capitalization rate.

If the lost income fluctuates on an annual basis, the net present value of the income flow will be measured by analysis of the discounted cash flow.

Example of methods to determine depreciation rate is specified in Appendix 02 issued herewith./.

VIETNAM’S VALUATION STANDARD SYSTEM

VIETNAM’S VALUATION STANDARD NO. 10

Income approach

 (Symbol: TDGVN 10)

(Promulgated together with Circular No. 126/2015/TT-BTC dated August 20, 2015 of the Ministry of Finance)

I. GENERAL PROVISIONS

1. Scope: This Standard provides regulations and instructions on income approach for asset valuation. If there is any Vietnam’s valuation standard particularly for a group of specific assets, such standard shall prevail.

2. Regulated entities: Valuers, valuating enterprises, other organizations and individuals providing valuation services according to the Law on Pricing and relevant regulations of law.

3. Clients and third parties using the valuation results (if any) under valuation contracts should grasp the regulations of this Standard to facilitate cooperation with the valuing enterprises.

4. Definitions

“income approach” means a method of valuing an asset by converting future cash flow produced by the asset to the present value.

“direct capitalization method” means a method of valuing an asset by converting the annual net operating income produced by the asset to a present value of the subject asset using an appropriate capitalization rate. Direct capitalization method is a type of income approach.

“discounted cash flow” means a method of valuing an asset by converting expected future cash flow produced by the asset to the present value using an appropriate capitalization rate. The discounted cash flow is a type of income approach.

“capitalization rate” means is the ratio of a particular year's net operating income to the value of the asset.

“discount rate” means a ratio used to convert the future income streams into present value. The discount rate reflects not only the time value of money but also the risk of generating income from the subject asset.

“terminal value” means the forecasted value of the asset at the end of the discounted cash flow forecast period (at the end of the projection period). If the asset is liquidated at the end of the forecast period, the liquidation value is the value of the asset at the end of the forecast period.

II. SPECIFIC PROVISIONS

1. The income approach may be used to indicate value of the subject asset according to its market value or non-market value.

To determine market value, the income approach must be able to reflect the characteristics of majority of market participants. In specific: net premium income, operating cost, capitalization rate, discount rate and other input data to be evaluated according to the market survey in the past of the subject asset, future forecast, demand and supply situation, industry market prospects and other factors likely affecting the forecast. Valuers must determine purposes of use of asset to comply with the rules of best and most effective use.

To determine non-market value, the application of income approach needs reflect particular characteristics of special intended users, special characteristics or special performance of the subject asset. For example: The valuer may apply capitalization rate or discount rate that only the subject asset has due to its particulars or special investment criteria of the investor.

2. The income approach is used according to the rule that the asset has value as generating income for the owner. There is a direct relationship between the asset value  and income earned from the asset, therefore, with unchanged factors, the bigger income earned from the asset, the greater the value of the asset. The income approach applies to income-generating income, able to forecast the future income and calculate appropriate capitalization rate or discount rate.

The income approach includes two main methods: Direct capitalization method and discounted cash flow method. In which:

- The direct capitalization method may apply to a relatively permanent income (invariable or variable according to a given rate) throughout the remaining economic life or the entire life of the asset.

- The discounted cash flow method may applies to an income produced by the asset which is variable through different periods (instability), such as an enterprise which has just commenced operation or a building which has just been built.

3. Direct capitalization method

a) Formula:
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Where:

V: Value of the subject asset:

I: Net operating income

R: Capitalization rate

b) Steps:

Step 1: Estimate the net operating income produced by the asset

Step 2: Determine capitalization rate

Step 3: Apply formula of direct capitalization.

4. Determine net operating income produced by the asset (I):

Formula to determine net operating income:

	Net operating income
	=
	Total potential income
	-
	Losses due to failure to use 100% of capacity and payment risk
	-
	Operating expenses


The valuer shall determine total potential income, losses, operating expenses according to market survey of similar assets, with reference to income and operating expenses in the past of the subject asset, consider demand and supply situation of the industry and other factors affecting the forecast of total potential income, losses, operating expenses of the subject asset.

- Total potential income

Total potential income is total annual permanent income, assuming that total capacity of the asset is utilized. For example: Regarding a building office for lease, potential income may be earned from lease of offices, warehouses, parking lot and other potential income. Regarding a piece of specific equipment, potential income may be generated from the lease or sale of products created from such equipment or other potential income.

- Losses due to failure to use 100% of capacity and payment risk:

	Losses due to failure to use 100% of capacity and payment risk
	=
	Loss rate
	x
	Total potential income


The loss rate is estimated according to the income and analysis of similar assets in the market.

- Operating expenses: include annual expenditures required to maintain the income flow produced by the asset, including amounts payable regardless of income earned from the asset, the amounts payable depend on the amount of income and other expenses. The operating expenses exclude debt repayment (principal and interest), depreciation, and corporate income tax (if any).

Regarding real estate, operating expenses may include levies on non-agricultural land; building insurance; management fees; expenditures on electricity, gas, cleaning; repairs; supervision; regular maintenance; other miscellaneous operating expenses. In which the regular maintenance fee is an annual average expenditure (regular) on repairs or replacement of components in the entire life of the asset. For example: a roof of a house needs to be replaced after 20 years of using, the regular replacement expenditure is 1/20 of the expenditure on replacement of the entire roof, in which the roof replacement expenditure is estimated at a time after 20 years and discounted at the present time.

Regarding equipment, operating expenses include selling expense, administration expense, rents, insurance cost, and other miscellaneous operating expenses.

Example of net operating income determination is specified in Appendix 01 issued herewith.

5. Capitalization rate (R)

Capitalization rate is determined by one of 03 methods below: Sales comparison method, mortgage equity analysis method and debt coverage analysis method.

5.1. Sales comparison method

a) The sales comparison method determines the capitalization rate by comparing similar assets in the market and determining their capitalization rates.

In order to use this method, the valuer should collect information about at least 3 comparable assets on the market concerning sales prices, purposes of use, financial terms, market conditions at the sales time, buyer’s characteristics, operating income, operating expenses, rate of losses due to failure to utilize 100% of capacity, payment risk and other relevant factors. If there are discrepancies between comparable assets and the subject asset, the adjustments of these discrepancies should be made.

The calculation of net operating income, operating expenses of comparable assets must be the same as the subject asset. The sales price of comparable assets must reflect current and future market conditions as similar as the subject asset.

b) The sales comparison method may determine capitalization rate according to two options:

- Option 1: Determine capitalization rate according to net operating income and sales prices of comparable assets.

	Capitalization rate (R) = 
	Net operating income

	
	Sales price


- Option 2: Determine capitalization rate according to effective income of comparable assets and sales prices of comparable assets.

	Capitalization rate (R) = 
	1 – Rate of operating expenses

	
	Gross income multiplier


Where:

	Rate of operating expenses = 
	Operating expenses

	
	Effective gross income 


	Gross income multiplier
	=
	Sales price of comparable asset

	
	
	Effective gross income of comparable asset


	Effective gross income 
	=
	Total potential income
	-
	Loss due to failure to use 100% of capacity and payment risk


The rate of operating expenses may be identified from the survey of similar assets on the market. The valuer nay determine the rate of operating expenses and gross income multiplier from at least 3 similar assets in the market to calculate the capitalization rate for the subject asset.

The sales comparison method mentioned in option 2 usually applies to a case where figures above cannot be identified, the valuer may determine the capitalization rate according to the ratio of the rate of operating expenses to income multiplier.

5.2. Mortgage equity analysis method

The mortgage equity analysis method identifies capitalization rate according to weighted average of mortgage capitalization rate Rm and equity capitalization rate Re, in which the overall capitalization rate is weight of capital different investments. 

This method applies to assets invested by equity and mortgage, the valuer must gather information about 2 sources, including: equity rate, mortgage rate, payment term, number of terms, interest, investor's expectations of investment, capital recovery potentials and relevant factors.

R = M x Rm + (1-M) x Re
R: capitalization rate

M: percentage of mortgage in total investment capital

(1-M): percentage of equity in total investment

Rm: mortgage capitalization rate

Re: equity capitalization rate

Where:

- mortgage capitalization rate Rm is the ratio of annual debt service (including principal and interest) to the mortgage principal. The mortgage capitalization rate is calculated by multiplying the periodic debt service (including principal and interest) by the number of payment periods in a year and dividing it by the total mortgage principal.

Example of mortgage capitalization rate Rm determination is specified in Appendix 01 issued herewith.

- Equity capitalization rate Re is the capitalization rate for equity. The equity capitalization rate Re is calculated by dividing the annual equity profit by total equity. The equity capitalization rate is commonly determined through market survey, analysis of comparable assets.

5.3. Debt service coverage analysis method

The debt service coverage analysis identifies capitalization rate according to the percentage of mortgage in total investment (M), mortgage capitalization rate (Rm) and debt coverage ratio (DCR). 

This method applies to assets invested by equity and mortgage, the valuer should collect information about debt service coverage of the investor, mortgage terms and conditions, mortgage rate, payment term, number of term payments, interest, net operating income and relevant factors.

Capitalization rate (R) = M x Rm x DCR

Where:

	DCR = 
	Net operating income

	
	Annual debt service


	Annual debt service
	=
	Periodic debt service 
	x
	Number of payment periods in a year


The periodic debt service includes both principal and interest payments payable in a period.

Example of capitalization rate determination is specified in Appendix 01 issued herewith.

6. Discounted cash flow method (DCF)

a) Formula:

● In case of an unstable cash flow:
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In case of a stable cash flow:
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Where:

V: market value of asset

CFt: cash flow of year t

CF: annual cash flow

CFO: cash flow arising at the opening of the cash flow forecast period. (At this time, the income may has not been generated but initial investment expenses may incur)

Vn: terminal value

n: explicit forecast period

r: discount rate

t: forecast year

b) Steps:

Step 1: Determine explicit forecast period 
Step 2: Estimate net cash flow based on estimated income produced by the asset and estimate expenses incurred in operation of the asset.

Step 3: Estimate terminal value.

Step 4: Estimate appropriate discount rate.

Step 5: Determine value of asset according to above formula.

c) Determine explicit forecast period (n):

The explicit forecast period is estimated in consideration of the following elements:

- Where the cash flow varies much, the explicit forecast period may not be to long in order to calculate variations correctly.

- The explicit forecast period should be long enough for the subject business or asset to achieve a stabilized income.

- Economic life of the subject asset.

- Intended holding period of the subject asset.

The determination of explicit forecast period should be based on the objective of valuation, the nature of the subject asset, the information available and the required bases of value. For example: If the objective of the valuation is to determine its investment value, the period over which an asset is intended to be held may be considered in determining the explicit forecast period. For an asset with a short remaining economic life, the explicit forecast period may be the entire remaining economic life.

d) Estimate income produced by asset:

Income produced by asset is amounts that the investor receives from investment in the asset. The income is estimated based on: economic and technical characteristics of the subject asset; income in the past of the subject asset and/or income of the similar asset; industry and other factors affecting the total forecasted income.

dd) Estimate expenses incurred in use of the asset:

Expenses incurred in use of the asset include all kinds of essential costs to maintain the income produced by the asset. The expenses are estimated based on: economic and technical characteristics of the subject asset; expenses in the past of the subject asset and/or expenses of the similar asset; industry and other factors affecting the total forecasted expenses.

Information available to determine cash flow may be about the net operating income, total potential income, effective gross income, depending on that kind of information.

If the subject asset is used by a business, the net cash flow is a pre-corporate income tax cash flow. In case of business valuation, the business value is determined according to the post-tax cash flow. 

e) Estimate terminal value (Vn):

Where the asset is expected to continue or the business is expected to keep operating beyond the explicit forecast period, it is necessary to estimate the value of the asset or business at the end of that period. The terminal value would generally be considered as market value of the asset or business at the end of the period. In case of investment value, the terminal value should reflect the residual value to the investor who keeps holding the asset after the explicit forecast period.

The terminal value may be the salvage value at the end of the explicit forecast period; if the asset keeps being used in the years succeeding the terminal year, the terminal value is calculated as capitalization rate of expected amount. This capitalization rate is calculated according to the discount rate of the asset at the end of the explicit forecast period, the nature of the asset, projected prospects of the market at that time.

The terminal value of some assets may have little or no relationship to the preceding cash flow. Examples of such assets including an oil well that has little or no use after the exploitation period.

In business valuation, the terminal value is calculated according to the growth model of the business. Where a business has a constant growth rate in subsequent years (g), a discount rate at the end of the explicit forecast period (r), the formula of terminal value is calculated as follows: 
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Where:

CFn: cash flow of year n

Vn: terminal value

n: projected investment period

r: discount rate

g: constant growth rate after forecast period.

Example of terminal value determination is specified in Appendix 02 issued herewith.

g) Estimate discount rate (r):

The discount rate should reflect not only the time value of money, but also risks associated with the future income flow generated from operations of the subject asset

The discount rate is determined according to the bases of value, the type of the subject asset and the type of cash flow being used. In case of estimate of market value, the discount rate should reflect risks to most market participants. In case of estimate of investment value, the discount rate should reflect expected profit rate of an investor and risks associated.

The discount rate is estimated through information available about similar assets, maybe average net profit margin of these assets on the market according to statistical methods.

If the subject asset is operated and used by a business, weighted average cost of capital (WACC) may be considered as the discount rate.

WACC formula:
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Where:

WACC: weighted average cost of capital

E: equity

D: debt

Re: cost of equity

Rd: cost of debt 

Tc: corporate income tax rate

In addition, in case of business valuation, the discount rate may be calculated according to the following formula:

Discount rate = Risk-free rate of return + risk rate (if any) 

Where:

- The risk-free rate can be taken as the rate of return available on the 10-year government bonds (or the longest-term government bond at the valuation time).

- The risk rate is determined according to evaluation of risk rate of the trading market of the group or type of subject business and the risk rate of the subject business.

Example of direct capitalization method and discounted cash flow method is specified in Appendix 02 issued herewith./.
_1508168588.unknown

_1508169360.unknown

_1508227022.unknown

_1508237751.unknown

_1508168651.unknown

_1508162556.unknown

