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Calculation of ‘current use value’ is debatable 
Douw Boshoff 
 
Farmers whose land the state intends to expropriate should note that the state does not 
necessarily calculate such current use value correctly. 
 
The state has for years been toying with the idea of using current use value, in conjunction 
with market value, to determine the compensation payable in the event of expropriation.  
 
Although I do not agree with this principle, I understand where it comes from. It should 
therefore be considered within the context of an ideological framework. For example, if you 
look at weekend farmers, they often own land with good potential, which is not utilised for 
food production purposes. 
 
Using current use value for determining compensation in the event of expropriation, 
however, could give rise to many problems. 
 
We could ask whether it would be justified that someone who bought a weekend farm and 
paid market value for it, receives less than market value in compensation should the 
government expropriate the farm. 
 
The current value of his farm had already taken into account the fact that there is no 
infrastructure on the farm and that the current value of the farm’s potential and future 
income stream differ from that of other fully utilised farms in the area. 
 
The market value of his farm will therefore be lower than that of a neighbour’s farm, which 
is fully utilised and boasts infrastructure such as irrigation systems and camps, as well as, 
for instance, trees that already produce optimally. If the current use value were also 
considered when the state determines a value, the weekend farmers would then be doubly 
penalised. 
 
 
 



 

In my opinion, the concept of current use value is totally useless because market value 
already accommodates the difference in use and development of the relevant farms. 
 
The Constitution specifies in section 25 (3) that the market value of a property should be 
considered when determining compensation in the event of expropriation, but also that the 
use of the property should be considered. 
 
The Expropriation Act (Act No. 63 of 1975) stipulates that actual financial loss should also 
be considered when determining compensation. Three factors play a role: The value of the 
property; the owner’s financial loss because of expropriation; and compensation for pain 
and suffering (emotional distress). It is well known, however, that the expropriation process 
is typically characterised by systemic institutionalised incompetence on the part of the 
state. One of the efforts to address this was to create the Office of the Valuer-General in 
terms of the Property Valuation Act (Act No. 17 of 2014). 
 
The Valuer-General must regulate the valuation of property identified for land reform 
purposes. 
 
Section 6 of the Act defines the Valuer-General’s functions. This includes the valuation of 
property and making recommendations to the relevant minister regarding the criteria, 
procedures and guidelines that should apply in this regard. Of importance is that the term 
‘market value’ should not be used anywhere in the clause – only ‘value’.     
 
The Valuer-General’s recommendations to the minister were published on 30 November 
2018 as regulations in terms of the Property Valuation Act. This makes provision for the 
criteria and/or procedures for valuing property, with reference to both current use value in 
use and market value (clause 5).  
 
The regulations therefore created a new definition of the general term ‘value’, as used in 
the Property Valuation Act, by applying the requirements of the Constitution, with due 
regard to the market value of the property. 
 
CAPITALISATION RATE 
 
Although use of the ‘current use value’ principle can be debated, it is now being used in 
practice. 
 
Although not specified in the regulations, valuers who conduct valuations for the Valuer-
General use the current use value, together with market value, to determine ‘fair value’– 
the so-called just and equitable value. This is essentially the average between market value 
and current use value. 
 
The current use value therefore has an enormous influence on the value deemed by the 
Valuer-General as ‘fair value’; therefore, it is of utmost importance for the owner of the 
property subject to expropriation that this value be calculated correctly. 
 
The current use value is the productive value of a farming operation – thus, the actual 
income derived from the property, which is capitalised at a rate determined by market 
factors (i.e. the ratio of farm sales to income earned from the farm). 



 

The principle of a capitalisation rate is used in the property industry to calculate the 
expected rate of return on a commercial property. The net operating cost is divided by the 
selling price of the property and expressed as a percentage. 
In the case of agricultural land, a valuer should look at the potential yield of other farms in 
the vicinity and divide it by the selling prices of farms. 
 
The two possible sums are as follows: 
 
Rand (income) divided by value = capitalisation rate 
Rand (income) divided by capitalisation rate = value. 
 
In other words, if income remains the same but the capitalisation rate increases, the value 
will decrease. 
 
If the valuer uses a capitalisation rate that is too high, it means that the expected return is 
higher, given the price paid for a property. The current use value is therefore decreased to 
achieve the rate of return given the income in rand and cent. 
 
What concerns me is that the valuations given to farmers do not indicate how the 
capitalisation rate was determined, which raises the question whether it was calculated 
scientifically. If the correct capitalisation rate is used, market value and current use value 
should in most cases be approximately the same. 
 
PERFORMING FARMERS 
  
A farming operation performing below the average potential of the property and which does 
not produce to a level that is typical and possible in a market, should have a current use 
value of less than market value. 
 
Similarly, a farmer who performs better than everybody else in his area, should receive a 
current use value of above market value. 
 
A valuer may, however, determine that the additional income could be attributed to more, 
or more costly, infrastructure and can incorporate it into some or other form of custom value 
(goodwill), which can be added to the market value of the property. In this way, upward 
adjustment of current use value attributable to the farmer’s performance will be limited. 
 
It is essential, however, that such additional actual income be considered when valuing a 
property, whether the current use value or the market value. 
 
A valuer should therefore not from the outset accept that market value is the maximum and 
that the current use value cannot be higher than market value. The reason given for this is 
that the potential should not be considered and that market value should be the highest 
and best value in use. In my opinion, such a view confuses the farmer’s ability with the 
potential of the property. 
 
The ability of the farmer is not potential but rather his proven performance, which could fall 
away if he sells the farm to someone else. 
 
Potential in fact refers to an unutilised intrinsic quality of the property as such. 



 

The higher-than-normal income received by the farmer, over and above the goodwill 
included in the market value, could be regarded as a loss in terms of the Expropriation Act, 
but in my opinion, it should be included in the current use value for land reform purposes. 
One of the problems in calculating current use value is that the Valuer-General’s valuers 
ask farmers for their financial statements. In the case of a farmer who refuses to reveal his 
financial statements, current use value will be stated as zero, which means that the so-
called fair and equitable value is summarily stated at 50% of market value. 
 
The valuer should try to calculate current use value based on actual market activity. 
 
COMPREHENSIVE KNOWLEDGE NEEDED 
 
The Office of the Valuer-General requires valuers to attend a five-day work session before 
they can conduct valuations for land reform purposes. 
 
This, in my opinion, is not sufficient for training valuers in all aspects productive value of 
all types of agricultural properties, analysis of financial statements, the distinction between 
capitalisation rates and value accounting. which is used for business value rather than 
property value. 
 
To be able to perform an adequate and accurate analysis, the valuer will need the 
combined knowledge and experience of an agricultural economist, a chartered accountant 
as well as a property valuer. 
 
COMPENSATION 
 
What is happening currently is that ‘fair and equitable’ value is offered to the farmer, which 
is a combination of current use value and market value, with the intention that such value 
should also determine what compensation the farmer should receive. 
 
The Office of the Valuer-General, however, does not have the authority to determine 
compensation. 
 
This amount must be decided or approved by the court, which was also confirmed last year 
in the judgement in the case of the Moloto community v the Minister of Rural Development 
and Land Reform and Others.  The state may therefore use fair and equitable value merely 
as negotiating tool to agree on an acceptable compensation with the property owner, or to 
guide the court as to what the state believes is equitable. In my opinion, the use of fair and 
equitable value, as well as the accuracy of the calculation thereof, is still open to debate 
and must still be tested in the courts. 
 
The owner of the land would be able to put up a good defense against the use, and 
especially the calculation of such a value, to prevent another institutional incompetency 
causing property owners to forfeit their constitutional property rights without receiving fair 
and equitable compensation. 
 
It concerns me that farmers do not realise that they can dispute the value, or the extent to 
which they can do so. 
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‘CURRENT USE VALUE’ IS PROBABLY UNCONSTITUTIONAL  
 
Ms Annelize Crosby, head of Land Affairs at Agri SA, says Agri SA had a series of 
interactions with the Office of the Valuer-General in 2017 to discuss the draft regulations 
in terms of the Property Valuation Act.   
 
Four meetings were held in four different provinces where members of Agri SA, valuers 
and financial institutions provided input towards the draft regulations. At each of these 
meetings, the groups strongly objected to the use of ‘current use value’ in determining fair 
and equitable compensation. 
 
“Agri SA warned that it valued the jockey rather than the horse – as explained by Dr 
Boshoff.” 
 
Agri SA also submitted written commentary on the regulations in which it pointed out, 
among other things, that the application of current use value on farms conflicted with the 
guidelines set by the International Valuation Standards Council, which do not include this 
concept as a valid basis for valuing agricultural land. 
 
“Agri SA totally rejected the use of the concept and also expressed the opinion that the 
concept of current use value was probably unconstitutional. 
 
“In the Melmoth judgement last year, the court found explicitly that it was not the Valuer-
General who determines just and equitable compensation, but rather the court. 
 
“The Valuer-General merely makes a recommendation regarding compensation. Agri SA 
supported this case financially.  
 
“Agri SA will also become involved in further lawsuits to seek clarity on the determination 
of just and equitable compensation and the contentious use of the concept of current use 
value,” says Crosby.  
 
A property’s present value in use has a tremendous influence on the value presented by 
Valuer-General as fair value and should therefore be calculated correctly.  
 


