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Abstract

The 1ssue of valuation acouracy 15 mmportant for real estate professonals. The ssue of
accuracy and the technigues of valuation for assessing it, has been the subject of recent
acadermic rescarch and debate. This paper focuses an two main areas related to the tapic of
objectivity m valuation techniques. Firstly, it examined part of the methodological problem
i tradhtfonal method of valuation incudmg subjective elements and suggestions to improve
1t by using guantitative technigues to valuation. Finally, the element of risk and uncertainnes

in traditional approach should be Treated by incorporating risk analysis tool to the valuation
techmiques. It 15 concluded that the application of quantitative techniques and risk analysis
tools in valuation techniques will lead to produce more objective valuation.
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INTRODUCTION

The subject of valuation and the lcc.hniques used are intcgra] in the discussion and debate
within the property mndustry. This is inevitable especially after the profession came under
sc:ruti.n)l when Pllhlll: aired their disap_pointmmt with the valnations carmed out. )\.mongs’t
the wESic heatedly discussed were the ways and means 1o improve the approaches in which
valuation process is carried out. As a résult, a number of researches have been carried out
with emphasis to the mel‘.hodolog. The eutcome which is very encouraging pushes fora
more scientific or technical approach and the cbjectivity in valuation is established as the

way to carry aut valuation excercises,

For the purpose of this diseussion, we will nse 1the definition compiled by Hamid (1996)
which reads as follows:
“objectaty is defined as the means to interpret the market without personal bras,
ue, emotion and, poor assumptions, and to support estimates of value by putting
more dogrc and evidence into valuation, taking inte account vanoeus consrderations.
These considerations inchide haw the many dnd varied charactersstics of property
affeet value, and how changes in soaal, economue, and political factors are likely
to mfluence valse. These considerations are then incorporated into modeling tasks
which encompass consideration of value facrors, unlization of sales evidence,

mezsurement of varfables, choice of functional forms, correlation, and statistical
inferénce.”

The paper will be of two parts; Part OUne being disenssion on the valuation techniques
mc;orporaﬁng'staﬁsﬁral tools whist Part Two discussed the treatment of risk in valuation

PART ONE
QUANTITATIVE TECHNIQUES IN VALUATION

Valuation is a process of estimating market valug for a specific purpese of a particular

%‘frw It t,a._lf_g_s;'jnto account all the features of property and also considers all

the uydcrl)in_g_eoo;omics factors of the market; i.nt'luding the range of alternative
M__%&mc valuers deseribe the process as an art where skills are acquired through
practice, dismissing suggestion of any sdentific basis. Others seek support from a
scientifically based statistical process. As aresult,there exist some variations in the ontcome
of the value estimate. Irrespective of what we think abeut it, it is most impértant that the
process is the one that 'prcrduoe an estimated valoe which reflects the objective valus.

There should be a dear objective methodology i valuation leading toa consisteney i the
opinion:s-cf value, Market transaction has been used viridcly as & basis to 'produoc accurate
cetimates of market value, However, the lack of evidence and the uncertainties in the
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market make it difficult for the valuation process. Viluers were nervens aboul giving
positive advice, and clients were becomning disenchanted with the process. There wasa lot
of eriticisTn thrown at valiers for always looking backwards at past comparable.

As long as value is market driven and as long as there are an indefinite number of factors
influencing vahie, the valuation process will always be ingrained with the valuer's opinion.
But on the other hand, the ideal werld would hike to see value be completely separated
Brom the valuers opinions, These does not match and the best policy is perhaps t6 keep this
subjective role te a minimum. In se doing, the objective technigques of valuation in
particular statistical -based approach 1o valuation would ideally come into play.

THE ROLE OF QUANTITATIVE TECHNIQUES

In real estate and valuation snalysis, the application of clementary statistical concepts has
been recognized as useful and rmportant for many years (Brown 1977). Richard U Ratchiff
(12872) snggested the application of statistical analysis to deal with uncertainty in value
prediction, which results from imperfection and lack of market knowledge.

The statistical-Based approach of valuation has surfaced not only because of criticizms
directed toward the prolession but mainly because of the drastic changes oconrring in the

P’ ¥ ! B £
property market and on advances conceived in éomputerization,

The area of greatest develcpmmu_inrcal estate appraisal mday iz in the uge of computerized
data banks disseminating market information, and the application of sophisticated statistical
techniques; particularly regression mxaly:{is. to aid in making a near-accurate estimate of
value. The availability of data and the advent of the computer is breaking down the valuer's
remstance to complex mathemnatical equations, which when used by other valuers should

_______P___Hc Iptcirod‘ucc similar or acceptable results.

The _qnanﬁmﬁvetcdm.iqu.es that havc‘thcpotcnﬁ.al to be a‘pp]icd in valuation and real estate
analysis are:

a. Descriptive Analysis
b. Inferential Analysis

e Multivariate Analysis

DESCRIPTIVE ANALYSIS

Descriptive statistics involves the analysis of the characteristics of a samiple and inclndes
‘measures of central tcndmcy, dispersion, association and statistically rcl.i,abil.ity of samples
data. Descriptive statistics also allow analysis of the market and it is useful for screening
data.
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Measures of a central tendency provide a sumnuary measure of data sets representing a
typieal value for the vanablc in the sample set and alse represent the single value which
around all ather values in the sample tends 1o cluster, |t will also show the existence of an
outlier or outliers-in the sample set. The three most commeon measures of a central
tendency are mean, mode and median, which represent the most probible magnitnde of
the distribunion, ive., the most probiable market value,

Measures of dispersion represent the vadation of the entire data set from its mean. The
ot common parameter of dispersion iz the standard deviation. Standard deviations
measure the average of the differences betweoen cach value and the sample mean value, In
valuation the measure of dispersion is uszed to see the difference of market value, and
variation in the valnes of the data set to test whether the observation is likely 1o come from
the same population as the sample set.

The mean and standard deviation have been used as a foundation ol the normal distribution
concept. The normal distribution is usually depicted as a curve and histogram of events.
The greatest proportion of observations are expected to cluster around the central part or
mean, The least nuisber of events is expected at the extremities of the curve, is usally
measured in standard deviation units. With this mformation we can add a little more
objedtivity to our assessment of the data,

INFERENTIAL TECHNIQUES

Inferential statistics involve making predictions of value that are not really known. It is
applied to establish if there is a relation between variables. This relationship later can be
used to predict the value of vther which i= unknown, The meost common techniques used

are correlation malys_u and regression arin]x:is,

CORRELATION ANALYSIS

This analysiz explores and measures the relationship between any two variables. It
determines the degree of similanities which exist between any two characteristics. In
valuation the correlation analysis provides a starting point in gaining an overview of data
characteristics and virlables can be sereened For significant and to test assumptions about
the type of relationship expected.

The main objective of correlation analysis is to measure the assoGation of twe variables, If
the price of a house is greater when the area of the building is larger, than we may assume
that there is a relationship between price and area. This situation can be defined as having
a positive correlation. On the other hand, if the price of land is less at the suburban than
itis at the oty center, we can assume an inverse relationship between price and distance
translated to mean a negative correlation
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Correlation between two varinbles can be measured by a correlation coafficient. Several
techniques can be used such as graphical, mathemarical formulas and statistical analysis
where Pearson Product-Moment correlation has been applied. The correlation coellicient
has a value ranging from* 1" to “+1” indicating a positive and negative correlation among
those varables. The value of zero is representing ne rclaﬁ_onjlﬁp between them. From the
analysis, the valuer should be able to déeade which variable deserves attention in the
valuation process and which are less impertant.

REGRESSION ANALYSIS

Regression analysis is a atatistical technique that can be used to analyze the relationship
between a dependent vardable and several independent wariables. The objective of
regression analysis 15:to use the mdeﬂpendcnt varlables bei.ng factors affecting property
values, whose values are known to predict the dependent variable, e.g., property values
that are unknown. Regression analysis will produce miormation about the nature and
strength of influence of value determining factors, as well as to estimate the correct weights
for adjustment, and to produce an éstumate of the correat value.

Regression Analysis is well agtablished as a value estimating method in many valuation
eormmunities around the world but it demands a sensible, well-informed approach for
suecessful application (Cooper, 1993), Az 2 modern valuation technique, it offers a number
of advantages which inelude robusiness, ebjectivity and educational reliability (Coopar,
1291). In the market analysis and property valuation exercises, by using regression
technique, the valuer can explain the market situation better and bz able to predict what
probably would happen in the future. This objective is most often achieved threugh the
statistical rule of least squares, For example, the variation of office rental per annum
(dependent variable) can be explained objectively by factors iffecting rental (independent
variables) such as building area, floor storeys, design of building ete. Similarly, the valuer
wight attempt 1o predict an office rental in the future based on the developed mode=l

MULTIVARIATE ANALYSIS

The computer technology available today has made extra ordinary advances in the analysis
of rarket data. Apart from the ability to manipulate and analyze the data, computers also
afford to engage in more substantive development and testing of their theoretical models
by using statistical techniques known as multivariate analysis.

Multivariate analysisis not easy to define. One of the reasons is that the term multivariate
is not used consistently in the literature (Hair, 1995), For the purposes of this paper,
rrmltivariate analysis will include any simultanecus analysis of more than two variables.
Some of the analysis can be applied in property valuation and property market rescarches
are factor analysis, duster analysis, multiple discriminant analysis and multidimensional
scaling.
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FACTOR ANALYSIS

This technique is used to analyze interrelationships ameng a large rumber of variables and
toexplain these vanables in terms of their common underlying factors. The objective s
to find a way of condensing the information contained in a number of originals into a
srnaller set of factors or cor nposite vari ables;

The basic férm of factor analysic ik Prindpal Component Analysis which assiumes that all the
variation in a data set is capable of assomanion with aset of components or factors.

Applications in property market research mclude the identification of sub-market,
summarizng d::lnog_ﬁphic data and the construction of main factors aﬂ::d.mg property
values. Lockwood demionstrates the ipplidﬂtitms of Fictor analysic in valuation, used in
conjonction with TEgression nl\a]ys_ﬁ to reduce mu'hiu)llm_carit.y (Lodkwood, 1984),

CLUSTER ANALYSIS

This is one of the numerical taxonomy statistic techniques. It can be used to clasafy cases
using numerical data. In property valuation, it can be uied 1o classify a property into an
aPPru]H-‘ij\tl: sub-mmarket. Si.mﬁ'ar]y. m roarket ressarch, it can beapphl:d to du'sjfy a Fea]ﬂe

inte a suitable group.

The analyses has an abjective to reduce the differences between individuals in a group based
on a level of gimilarity and maximizing the difference between different groups

(dissirailarity among groups):

DISCRIMINANT ANALYSIS

The concept of discriminant analysis is quite similar to repression analysis. A major
difference is the dependent variable where regression used metric data while discriminant
used nonmetric data. The purpore of diseriminant analysis is to estimate the relationship
between a tric (categorical} dependent variable and a set of metric independent
variables. The analysis is useful in situations where the total sample can be divided into
groups based on a dependent variable characterizing several known classes.

For cx.\mp'[c. we rmay wich 1o disu'nsujs'h between h]g}}. medinm and low value of the
properties. The dependent variable, e.g., property values, will be converted to nonmetric
form which classify into three groups. The independent variables would be the factors
milnencing property value, Discriminant analysis will zelect variables or factors which are
significant in explaining the grouping used which is illustrated in diseriminant function,

If the diseriminant function is statistically significant and the classification accuracy is
acceptable, the valuer should focus on making substantive interpretations of the findings.
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The mdependent variable in diseriminant function or equation is used as a measurement in

diseriminating between the groups.

MULTIDIMENSIONAL SCALING

This tx:chn.iquc pm\r’x&m quantitative measurement of the feekingr preference or qualitative
measurement. It has been &t:vdopcd to mect the Pnssibﬂit.y that there might be more than
a single (nmltidimensional) preference for any relevant characteristic.

An example in market research is to measure consumer pmfcrence in housi.ng analysie, I
hounses A and B ars regarded by consumers to be the most similar compared with all other
possible pairs, MDS techniques will position houses A and B so that the distance between
them in a perceptual map (multhdimensional space) is smaller than the distanes between any
ather two pairs. of houses.

This technique s based on the compansen of ebjects (house), Any type of house can be
thought of as having both ebjective and perceived dimensions. For example, consumer X
rray see the houses as having big building area, many numbers of rosms and good design.
These are the objective dimensions. (Un the other hand, consumers may also perceive the
honse as expensive looking or fragile. These are perceived dimensions. Two houses may
have the same physical characteristics (objective dimensions) but be viewed differently
becanse the different types are perceived to be different in quality (a perceived dimension)
by many consumers; The challenge to the valuer is first to understand the perceived
dimension and then to relate them to objective dimensions.

PART TWO
RISK ANALYSIS IN VALUATION METHCDS

In the valnation of a development site, it may be necessary to determine the highest and
best uses of a property that can be put in the future having regard to the planning
permission likely to be granted. A property is said to have dcvtloprm:nt potential
whenever an element of latent may be released by the expenditure of capital npon that
property (Baum, 1578).

Real estate deeision makers claim that they take cilenlated risks but few of thern make it
clear just how they calenlate these risks (Phyrr 1973). As essential prerequisite of any
investment or development decision is an assesement of the future, which by its nature is
uncertam. At this pomt one can differentiate berween uncertainty and risk. Some valuers
differentiate hetween risk and uncertainty along the lines that risk can be quantified about
the outeorme but uncertainty, cannot (Byme and Cadinan, 1984), Risk refers to a'ser of
unique consequences for a given dedsion of which probabilities can be assigned, while
mncertainty implies that it is not possible to assign probabilities, (Pike, 1986). A risk and
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nncertainty elements indevelopment appraisals are rellected in the property developinent
process. Byrne (1984), defined threestages of a development process comprising site
acquisition, construction stage and disposal phase. Sitc acquisition iz olten the s1art of the
development process. Land cost is either open to negonation or already fixed and
therelore does not represent a major area of uncertainty, The main element of uncertainty
at the second stage is the construction cost. The principle uncertain factors at the disposal
phase are sale price, rent and investments yield,

There area number of metheds that can be used to estimate market value of the property
development finvestment. For the purpatie of this siudy, the method to be discussed would
be the traditional residual method, the discounted cash flow technique and probability
analysis with particular in Monte Carlo Simulation as an improvement tool.

SENSITIVITY ANALYSIS

The residual valuations could be r_xprcss:d in the form of 2 ample equation where the
answer is the readue (2 sum left over) after dedudting the cost of development from the
value of development. Risks are munimized by using current costs and mcomes with no
estimation of likely changes during. the development period. The assumption is that
incomes and costs would change at simalar rates so that effects would incel themselves
out, The variables which have the greatest impact on the site value are refleced in the "All
Rick Yield™ A high nsks will represents a higher yield. The valie for each variable and the
market site value is based on the beat possible single value with deterministic approach,

Unfortmately, the magmitudes of these variables are not certain. The valuer often makes
an educated guess as to the true magnitude of the particular variable, If the site value is
sensitive to the development value and development cost variable, an error in judgment
will lead to a substantial error in the site value. It is therefore iraportant that in residual
valuation, the valuers use quantitative method, in this case, to test the senstivity of site
value. Sensitivity malysis i= useful when we want to determine to what extent one variable
is affected by another variable with the assumption that ethers remain constant.

DISCOUNTED CASH FLOW TECHNIQUE (DCF)

DCF js 3 more sophisticated technigque of an appraizal to suppl t the traditional residual
because of the increasing sophistication, ease of use and reduced cost of computers and

programmable calaulstors.

The basic method of deducting total development costs from total development value to
arrive at the site value, remains unaltered, The basic dilference between the traditional
residual method and the cach flow method & that, in the cash Dow miethiod, all develgprient
cosis are divided up into monthly, quarterly or yearly amounts, the net cash flows
calenlated and short term Bnance allowed for separately cach period.
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The risk of the development which is represented by NPV and IRR, is determined by using
sensitivity analysis. Sensitivity testing is used 1o examine how changes in mdividual
variables affect land value by three scenarios - optimistic, realistic and pessimistic without
considering the probability of selected values of all the varables ocourring tegether. It only
considers on the capital value from that particular range with these scenaros without
considering the praobability of each variable.

PROBABRILITY ANALYSIS

The Probabilistic Valuation appmach reconsiders the variables used and accounts for the
possibility of them changing or not achieving the single-point estimates, This is done by
assigning each variable a range of likely values with its probability of sceurrence, From the
probabilities assigned for each variable, a Pjrobabiltry digtributien can be drawn. The form
of the distribution man be derived from long run frequencies measured for that variable, or
on subjective sstimates made by the valuer.

The variables uzed in the analysis can be classified into two main categories; controllable
variables and uncontrollable vanables. Controllable vaniables are the variables which are
controlled by the relevant authorities. These variables do not differ m cost and they are
determined b}r reference to the authority which manage them. These variables include,
number of units te be developed; pre-development cost (site plan, registration fee,
conversion premium, survey fee); professional fees; and legal fees. Asthese cost are small
in amonnt related to the total development cost and are normally fixed by the relevant
authority, their probabilities are not assigned.

Uncontrollable variables are the variables which are determined by the market forces and
thus enabling the valuer to make an accurate estimation of the cost mvelved. These
variables include, selling price for the completed buildings, construction cost,
infrastructure and earthwork cost; ancﬂlar)r cost, contingendes and financal E]‘mrges (rate
of mterest)., For these uncontrollable variables, a probabilistic analysis is done to estimate
the charices of a particular value ocourring.

A simulation technique, like the Monte Carlo approach involves estimating the rangs of
values for each variable together with its probability of oecurrence. The method is known
as the Monte Carlo simulation becauge it makes use of random numbers to generate
probability distributions which match those previously assigned to the variable included in
the simulation, The program which requires computers then szelects at random a
combination of the varfables and caleulates the mpi?‘al value or net present value of the
property. The program will simmulate all the probable values in a real world situation
arrived from the extreme pessimistic to the extreme optimistic values for each of the
variables identified. The accuracy of the final value will however depend on the number
of iterations done in the simulation, A reliable figire to arrive at te final value ic about
2,000 irerations. At present, there are computer packages available namely in the form of
“(@Risk” and “Crystal Ball” making the exercise easier and more manageable,
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The shapes of the distribution can be fixed over the rnnq»l::tr. sirilation, tl'ur:‘-\r cin be
changed for each time period or they can be t:ba::gc-d in response to changes in the
performance of other variables in the model. This will depend on how clese to reality the
‘simulation is supposed to go.

The greatest advantage of simulation in general and in particular Monte Carle simulation
1= that it provides the means of experimenting and it tries 1o prow dea realizsm or attempls.
to initiate the various ways that all the variables conld combine as the complex future
nnfolds.

17.0 CONCLUSIONS

The apphicanon of raditional methods of valuation w exclusively and generally accepred by
Malaysian valuers with no evidence of questioning their suitability or accuracy (Md, Yusof
A, 1992), The valuer is continuing to apply the standards developed in 1930, or before
which have been made absolete by new advances in theory and technology.

Current traditional methods of valuatien which are commionly practiced throughont the
real estate world, seemed to be associated with uncertainties and subjective elements
Comparison method which &= generally conndered as thie best and miost reliable method is
full of subjective elements in the adjustment process,

The weakness of cost methed is the assumpuon cost is equal 1o value, and the calonlauon
of depredation where most of the valuers only consider phyzical aspects. The limitation of
residual method s only sitable for site valie. The method does not conzider the existence
of rigk and uncertainty elements in the valuation process.

The meome or invcsum:rll_nppﬂmd'l 15 uzed 1o valie property with income flow (rental).
Most of it were based on the mean or maximum number of ocourrence of the rental. They
neglected the actual total mumber of occurrences by using frequency distribution such as
nermal distribution and weighted rental. .

Having regrards to the weakness and limitation of traditional methodology, the application
of risk analysis and statistical approach should be imbedded into the valuation techniques.
Some  of them have been applied successfully in seme countries like Australia, New
Zealand and United States of America. The mam methods are Discounted Cash Flow and
Regression Analysis, whilst the other relevant one, is the Multivaniate Analysis.

After experiencing an economic downturn in the mid 1980's and recsiving oritidsm, there
is:a need to recvaluate and improve the valuation techmques. These inprovements are
needed 1o produce a more ohjective and acceprable value estimates and it may well be
provided by the statistical based approach and risk analyss.
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VALUATION UNDER RAPIDLY CHANGING PERIODS
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Abstract

Over the years we have experience several situations that have tarnished the image of the valuation
profession. The phenomenon was more apparent when the market 15 going through a down surge and
worst of all when it slumps ro the lowest level. Even though this trend is expected by most of the
players in the property industry ( particularly the investors and bankers), they didn't seem to
appresiate it when it happened. Thus; they start looking for scapegoats to cover-ups for any slack in
the prior investment deasion made, Experence hag shown that in the slowdown of nud 80's, valuers
were rpade as the scapegoat and the profession had to suffer. These allegations and condemnation were
definitely uncalled for but then again we also heard or came across odd and isolated cases of
mcempetent or negligent valuers. Simplified valvauen and evervaluation were amongst the few
shortcomings ared, Te add to the matter, we recently heard complamnts coming from distingmshed
personality about cases of undervaluation. Either way, these swould not be goed for the profession.

The P.rr_‘;b.fe-m could be even more senous l‘.SiDlI:EI_H)V when we are going rJlrnUgh these rapr'l:‘:'f)r c}]_ﬂng}ng
periods, Aecordingly, this paperis prepared to explore the need and expectation of valuation exercise.

Hopefully it can and will be transiated inte the practice of earrymng out the exercise. The valuation
outcome wall then be more relevant and '.l_nctplah}c and af should assist to rule out the P(__ls:i]‘.!rhty of
another shandering and smultanesusly improve and batter the image of the valuation profession.
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INTRODUCTION

The subject matter, depending on how we look at it can be approached in several
mannezs. In one way, we could lock at it and discuss through the varions techniques
available, highlighting the focus and emphasis of each so as to attain the best acceptable
result, In short, we could serutinize a technique, look at hew it operates, under what
dircumstanices it best operates and observe the elements that need spedal care and
treatment. Besides that, the advantages and disadvantages of these techniques will also
be of relevance to the subject matter, Since there is Taore than one paper dizoussing this
subject matter, [ hape that the ather papers will deal and address these aspeats of the
subject; On the other hand this paper will attempt to explore the issuss of valiation
under rapidly changing periods from a more macro perspective. This will incorporate
Tundamental issues such as the definition of open market value (which serves as the
parameters for valuation exeraise), purpese of valuations, expectation of users vis-a-wvis
the imvestor (public/ private), anthorities and fnanciers, The muain focus of this Paper arill
be on the expectation of a valuation exercise from the perspective of the user and
whether or nol it is huj.hg satisfied.

It may be important to note that good quality valuation satisfying the requirement of the
user and the very purpose of it, is the ultimate in determining how valuation exercises
should be performed. Similarly, from the valuers perspective, the market value delinition
i probably the parariount to the subject of valuation, As mentioned earlier on, it serves
as the parameters to how a valuation exercise is carried out. Therelore, irespective of
whether valuation is carvied ont under stable or volatile conditions | it should be accepted
or deemed correat, sa long asit conforms to the definition. Thus; we could deduce tha
the pomt in qu.c_s_'tion is the practicality and application of the open market value
definition which can and will satisfy the requirement and expectation of such valuation.
In short 'L}‘lﬂ.}c' should bc-s}mchr\m]i?td Lo eome up witha realistic con cept 5o that valnation
exerdses could be performed without everburdening the valuers.

EXPECTATIONS OF THE USER

Newell (1925) pointed out that even though a high percentage of the users are satishied
with valuations done, there is still a problemn pertaining to the analytical detail provided
in valmation reports. In particular, users ave puzzled or at a loss as to how market value
estimates were derived, Amongst the p:rt:::ivecl weaknesses include the following:

i.ua_dcquatr. market _ams}ysis

failure to comment upon likely markst trends

lacks of details on discussion ol analytical aspects

limitations on assumptions and qualifications of reports

too much reliance on historic aspects of market performance

Al PO S
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Rased on these outcomies, a further survey was carried out within the region to explore
deeper into the perceptions, aceceptance and opinion of users pertaining to the current
practice. This could well be the most dominant factor in addréssing the issueof valnation
exerdise irrespective of timing or market condition. The survey which involves a sample
al 52 people who use the valuation report, comprises people from the property financial
sector and the pub]]c. The result of the survey carried out t!'lrough questionnares an d
interviews could provide us with a good head start serving as a bridge between the users
arid service providers.

The outcome of the survey does not vary too mach from the 1994 survey (Newell,
1995). It confirms and strengthens the importance of the valuation report n their
mvestment dedisions. However when azsked whether they agree with the value derived,
some 36 5% reported that they areenher mremnor confident with the value estmates.
They went further to point ont that their pereeptions of vidue were not reflected by the
basis of valiation carmed out, The cther appalling outoorne is the Iugh percentage
(62.3%%) of respondents who opined that the valnation process and analysis made is too
simple. When asked as to why they think so, 1732 of the respondents think that it
resulted from the incompetency amongst valuers. It's good te record their confidence
in valuers but however a larper percentage (53.2%%) think that the present standard
incorporating the definition docs not warrant a more detailed analysis to arrive at a value.
In short the market value definition with all the underlying assumptions, were seemed
to be advocating for a smplificd approach to valuations carried ont. As a result, the
valuers were percewved o be overly protected by the definition. Further to this,
respondents have also voiced their worry about inconsisiencies or simply the lack of
standards exercised by valuers.

O the subject of l:m'!'l.hn&nldgy_, 53.4%% ol the respondents would also like to see same
clement of forecasting he made, According to them, this wounld be more in line with
their perceived value incorperating the future expectations,

Another subject that is of milerest i in the responsc made about techniques or the
approach in which valuation is made. The respondents would like to see values denved
wging more than one approach, and apart from a point estimate, they wounld alio like to
sce several value estimates reflecting the possible market sutcomes

When asked about their perceptions on how valuation be made especially under rapidly
changing periods, 54.8% responded that they would like 10 see more objecuvity in
valuation. Statistical tools incorporating detailed analysis should be included in the
exerdge, However, since there is another session specifically discussing the fssues, it will
not be treated here.
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3.0

OPEN MARKET VALUE DEFINITION

This msue is quite popular since it has never fail to surface in foriume like this either within
AVA eor a greater cancns. Fraser (1993) provides a comprehensive insight into the value
concept and the market value definition which even dates as far back as the year 476 ADD.
There are several versions of market value definitions. However, it'll be a bit impractical
to lock at each and every one of them. For rhmpmposvz, we will hmit it to the ones
aPPlicaHl: within the region,

“The definitions ad tlplcd by countries in ASEAN, are quite sivular. They are very much
in tandems with the International Valuation Standards Coramittee (IVSC) which is quite
similar to that of the Boyal Institution of Chartered Valuers (RICS) definition of open
market value. The only distingt difference is apparent in the Thai Standards, where it
chose to use the term "maxanum value" mstead of "estimated value" or "best price”
advacated by the IVSC. Accordingly the definition of open market value for the purpose
af vur discussion will be based on the RICS/IVSC: definition which reads as follows:
"Open market value is an opmion of the best price at which the sale of an mterest
i property would have been completed unconditionally for cash consideration
on the date of valuation, assunung:

A a willing seller;

h. that, prior-to the date of valuaton, there had been a reasonable
peniod (having regard ta the nature of the property and the state
af the market) for the proper marketing of the interess, for the
agreement of the price and terms and for the ecomplevon of the
sale;

. that the state of the market, level of values and other
arcumstances were, on any earlierassumed date of exchange of
contracts, the same as the date of valuation;

d. that no account 15 taken of any additional bid by a prospecuve
purchaser with a special interest, and

e that both parties to the transaction had acred knowiedgeably,
prudently and wathout compulsion. "

In any case though, the variations are not critical in this discussion sinee the paper will
focus on the relevant underlying assumptions which in fact is not In contradictions, These
assurmnptions will have to be verified and tested, i.e,, inasmuch as satisfying the
requirement or expectations in which valuation exerase are being sought.

Based on the outcome of the survey, it = quite safe to say that the assumption apart from
(dyabowve, is rather loose and would require due attention.
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4.0

5.0

PURPOSE OF YALUATION

This issue is probably not as significant in the context of our discussion, Nonetheless it
should also be address since it will influence how valuations are made.

Az most of us already knew, valuations are earried cut for various reasons. The two
broad categories would be either statntory and non-statutory valuation. Statutory
valuations as the term mmplies reflected valuations carried out based on statutory
provigions. In Malaysia, examples of these will include valuation for stamp duty which
is governed by the Stamp Diaty Act, valuation for compensation which i governed by the
Land Acquisition Act, and ete. On the other hand, non-statutery valuation weuld
include valuation such as for sale/purchase, valuation for security and et

Due emphasis should be given toward these different purposes of valuation since they
require specialized treatment 'with regards to value, Notwithstanding the fact that all
value should reflect the open market value, these purposes usally advocate varying
a_ppmad‘m or concept of value determinants: To illustrate these phenomisna, we could
look at valuations carried out for the purpose of say insurance and compare it with
valuations for seourity. Insurance valuation, even though referring to the open market
value estmates, pegged more to the reinstaternent cost as the basiz of the investment
decigions. On the other hand, seourity valuation, even though agam refer to the open
market value estinates, will use the forced <ile value concept as the basis for the
investment decision,

SUGGESTED SOLUTICON

Based on the ahove diseussions, we could formulate some suggestion az to haw the
valuation exervise should be carried out, espedally under this rapidl)' oh anging pl:r'im\h'.
They should be sound and as much as possible account for the expectation without having
to deviate from the basic fundamentals and principles of value. These suggestions are as
follows:

I Open Market Value Definition
The assurnption built into the definttion defmitely needs to be reconsidered. Even
though we can argue that the present did not hinder an extensive analysic in the
valuation exerase, we must also aceept the fact that it dees not actively promote
for the extensive analyses are carried out. The responsibility to undertake this
extenisive analyss is left with the valuers and with the current state of the market,
it wounld not be surprising to sce valuers choosing to ignore it. Asa matter of fact
this is proven through a previeus study which reported that 73.2% of the
respondents selected amongst the property consultants would not undertake
detail and extensive analysis unless for large cases. To sum-up the discusmon on
this issme, it will be good for everyone if the definition cxplicitly provides for a
detailed analysis. This way, we could strengthen the value estimate derived and
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at the zame time we could also enmare thatir consistently bemng done.

z Valuation Standards
This is a fundamental factor and will alway=be an issue. It can only be overcome,
by making members of the profession aware, adhere, appredate it and
corpmitted toward pri:ldm::i.nggoo-cl output, Nao doubt a certain degree of policing
will hielp but as experience haz proved, sell-discipline will be the ultimate goal.

3. Methodology or Techniques of Valuation
Az mentoned earlier on, thiz paper will not look into the very details of each
technique. Perhaps it will suflice by looking at it from the surface.

From the survey, isues like objecoviry, deraled amalysis and elements of
forecasting were brought up. Incorporation of these factors inte any valuation
exercise will definitely enhance its reliabilivy, a¢euracy and parpoese. It tnaybe a
bit more cumbersome, translated to be a bit mere expensive, but 1t should be
weorth it in the léng run. At présent there are & number of techniues that have
been developed and wath the help of computers it should not be too difficult 1o
nndertake.

e far as objectivity is concerned, statistical packages such as the SPSS wall
facilitate for a detatled analysis with cage. Ordinary least square or Multiple
Regression Analysas could be carried ont in the data analyss, resultung m anore
sound and ohjective value estimates.

With regard to forccasting, time series and trénd surface analysis would serve as
some sound tools to utilize and sinee it involves [orecasting | simulation could be
carried oul to treat the uncertainty or rick. Again there is software for this
department coming in the form of "@rigk" or "Crystal Ball”. Probability
estimates and scenario analysis on the other hand will provide multple results.
with their respective probability of 2n outcome:

6.0 CONCLUSION

Whilst this survey has raised some fundamental ismies concerning valuation excerdse, it
may not be representative. We rmight want to run it again swith a biggersample to ensure
its validity. Nonetheless, it does provide us with an insight into the situation and should
we leed those results, we will definitely improve our valuation and prevent the
unwanted event from recurring.

We should alzo take notice of the speaific approach to valuation under varying market
condition, The statistical or quantitative appreach which requires a lot of data would be
ideal during stable and boom periods but it=" application would be a bit slack during a
shamp.
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To conclude, we eould say that valuation that sheuld be carried ont under rapidly changing
periods, ikewise with other periods must be of good quality and more objective, It should
include 3 comprehensive data analysis, some amount of forecasting and detailed
walenlations 1o arrive at an estimate of value,
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