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OBJECTIVITY IN VALUATICON TECHNIQUES
Conditions to Safeguard
Indonesian Background

ABSTRACT

Beside considering the problem of the cbjectivity in
wvaluation technigues from the Scope of <the technigues
themselves, we can consider the problem from another
angle, i.e. how thHe wobjectivity of the wvaluation
technigues should be safeguarded and secured, as seen
from the &external side.

Considered externally, there are principle matters or
conditiens which play impertant roles as to safsguard the
ebjectiviTty in the waluation technigues, and in turn the
objectivity in the valuation as a whele.

Azcidentally this is a current subject in the valuation
realm in Indonesia. Concerted efferts have been in
process and progress alming at the professionalism of
valuation. These 1include pertinent matters as the data
collecticen, appraisal review, wvsluaticn standards,
continuing professicnal education programs, the codes of
ethics, and the government requlation.

Cbviously, internal sfforts to achieve the objectivity in
valuation technigques should Lbe supported with external
conditions so that the objectivity will be sustaimned.



I. INTRODUCTION

Bresently it has béen commonly recognised that in the
application cof the traditional wvaluation approaches or
methods, recent guantitative technigques are used, in line
with the ever—changing and developing nature of knowledge
and sclence.

These gquantitative valuation technigues are able to
sSupport the traditiconal methods to enhance the
objectivity in wvaluacion.

Being qualified as more reliable and objective as
mentioned above, negative connotations regarding
valuation as have been sporadically heard will decrezse
and even disappear, such as

= Valuation is & glorified guesswork.
- Valuation is a sitbject without advanced thinking.
= WValuation is a guestimate, etc.

Being well-aware that the hconorable audiance here
consists of eXperienced and ewpert waluers, I am not
going to discuss about valuation technigues themselves.

In order that valuation gains the recognitien as a
profession of high repute, the above course of change to
2 more sclentific &approach - let s call it internal
condition - shall be simultatiesusly accompanied by
external conditions, wnereby the ultimate goal is to
safequard the ebjectivity in the wvaluatien technigues,
the valuation process and finally the valustion results.

Meanwhile 1t is warth rotlng that there is no criteria
yet regarding the satisfactery level of cbjectivity in
the valuation technigues, process and results, The stiil
open guesticn is, cen we guantify it 7 At what stage of
cbjectivity can we call wvaluation has reached the
gualification of science rather than still an art ?



TIT-

CONDITIONS TO SAFEGUARD THE OBJECTIVITY

Data Selsction and Collectien

Ths three types of data to be gathersd are general,
specific, and competitive supply and demand data. When

T

general data is to arrive at the trends in the scecia

econemic, gowvernmental, and environmental forces
affect property walue, specific data include legal,
physical, locatiwnal, gost, and income and expenss
informaticn ‘about the pruperties and the details of
comparaple sales, financial arrangementes, and the
history of ownership and use of the property.

It is also important te collect cempetitiwve supply and
demand data which relate to the competitive positisn
of the property in its future market.

In comducting a particular asssignmsnt, the appraiser’'s
Judgement and experience and the guantity and the
guality of data available for analysis may determine
which approach or approaches ars used.

In Imdaonesia, unlike countries which have already
institutions specialising in supplying infermaticn and
data, the process and procedure of collécting data is
rather <time and energy consuming. To get reliable
informaticn and data we have to selsct wvarious

sources, whether primary or secondary, such as : the
effice of the lower government (lurah, ‘camat), The
notary public, the real estate associatien (REI), the
real =state brokers’ association (AEEBI), the Central
Bureau of Statistics (BPS), etc.
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Appraisal Review

Appraisal review may be similar to the gquality control
function of the appraisal profession. They take part
in the safeguarding of the objectivity in the
valuation since they test the reasonableness of the
logic, assumptions and value conclusion contained in a
report.

To perform the review function effectively, they
should possess analytical ability and mature
judgement. They must never viclate rules of fairness
and cbjectivity.

Therefore the desired minimum educational
gqualifications for a review appraiser is a.o. acadenic
training in appraisal technigues. While the desired
minimum level of competence should include analytical
abllity and mature “judgement. Besides, a review
appraiser is desired to have a minimum level of
experience in the reviewer’s field =f employment,
wnich may be a lending institution, governmental
agency, or real estate firm.

In Indenesla this 'special branch of wvaluation
profession has existed since several years ago.
Frivate and gavernment banks send groups of their
cfficers to attend regular or special wvalueation
courses abroad as well as those arranged by cur
association, MAPFI tegesther with GAPPI.



Covernment agency which has a well-planned preogranm for
the education of valuers especially for the purpese of
taxation is the DPirecterate for Land and Building
Taxation (Directorat PBB). Necwadays this agency has
glready hundreds of eofficers with formal education in
valuation. We believe that 2 number of these officers
will be assigned for functioning as appraisal
reviewers for the government.

Real estate firms have also the need to have a review
appraisers especially to check the appraisal reports
submitted by their in-house appraisers a@s well as
cutside appraisal comparnies.

Our asscociation MAPPI in order to keep pace with the
above preogress; has recently stipulated a set of rules
regarding appraisal review, and incorperated it in the
Assgciation’s ¥aluation Standards (SPI).

It is worth noting here, that government agency like
The Beard for the Supervision of Capital Market
(Bapepam) in Indonesia should Hawve atr least a team
of officers having the gualification as review
appraisers. They are expected to check and wvalue
whather the works of the private appraisal companies
have fulfilled the waluation standards and ensured the
objectivity of the valuation technigques, process and
results. This is wery Aimportant for the interest of
the puklic &nd investors, since adding to the numbér
of more than 200 public companies at present, every
week going-public companies submit documents including
appraisal reports to be scrutinised by Bapepam in the
Process of reguiring permit fer their IPC (Initial
Public Offer).

w



3. The Valuarion Standards

The existence of valuatipn standards obvicusly ensures
that the members of the professional institute or
association will conduct their professional dppraisal
activities in c¢omplience with the reguirsments of the
standards of practice.

The Uniform Standards of Professional Appraisal
Practice of the Appraisal Institute in the Usa, for
instance, in its Standards Rule 2-1 has in very
details set forth rules regarding the extent of the
preocess of cellecting, confirming, and reporting data;
Turther the: appraisal procedures to be Tollowsd, andg
the reasoning that supports the analyses, opinions,
and ceonclusicns.

The Royal Institution of Chartered Surveyors (RICS)
has for a long time issued Appraisal and Valuation
Manual with the principle aims, a.o., te help valusrs
To achleve high standards of professionzal competence
in the preparatien of valuation and appraicals.

Being fully aware of the above, our associations MAPPI
and GAPPI have at last compiled a set of WValuation
Standards (SPI) which still contains very principle
subjects enly. Starting with relevant definitions, it
is fellewed by Valuation Standard 1 vregarding
Valuation Methods, Standard 2 Zsumptions and Limiting
Conditicns, Standard 3 Valuation of Eeal Estate,
Standard 4 Appraisal Report of Real Estate, Standard 5
Valuation of Machinery, anpd Standard 6 Appraisal
Eeport of Machinery.



These abowve set of standards issued in 1994 has
recantly been followed further with proposed Standard
7 Valuatien of Stocks, Standard &8 Valuation of
Business and Geocing Concern, Guidance Note 1 Appraisal

Review, and Guidance Note 2z Valuatipn for IPO.

These existing standards and guidance notes will be
followed with more standards and guidance notes for
wvaluation ef other specific subject matters and

DUrposes.

As 1is the wecase in other professicns, cerntinaing
prefessional education for wvaluers: is commenly felt
necessary. It has become a wvery seriocus matter for
consideration, so that in ‘Australia for instance, the
Australian Institute of WValuers and Land Economists
(AIVLE] has introduced non-compulsary continuing
professional development programs for members., and
Then introduced cormpulsary professicnal dewvelopment
programs in 1964,

Look at their Code of Ethies, Standard 1 .
Frofessional Competence, stating :

"Members must satisfy the Continuing Professional
Develgpment requirements of the Institute. The purpose
of the CFD Program is to extend the Xxnowledge of
members To continuing changes to preoperty law,
building codes, bullding comstruction, waluation
techniques and procedures, together with provisien,
development of existing knowledge and further research
and: imnevation in property matters. Such a program
ensures the capacity of each member to continue to
provide high guality advice to the client. Fallure to
satisfy the CPU reguirement is a breach of this Code
of Ethics".



In Indonesia such development programs have heen
conducted, some are fully self-financed, and same
financed by the dovernment in cooperation with the
assdciation (GAPPI). A1l these programs are =till neon-
compulsary. A mere freguent programs would be arranged
in the form of short courses; seminars and werkshops,
where asttending members will receive credit points for
the interest of their lewel of membership in the

asscciation (MAPPI).

In order toc make these development Crograms
compulsary, thé newly proposed Articles of Association
of MAPPI include such rule like the S5tandard adopted
by the AIVLE. And so is the <Code of Ethics of the
Indonesian wvaluers.

Supporting materials reguired for education in general
=hall also be given attention te. Most important is a
special limited library with valuatison books, gazéettes
and journals. The publishment of practical handboaks
and manuals in Indonesian languages is pragmatic and

muah desired.

Eode of Ethics

Regarding codes of ethics, the Appraisal Institute was
formed exactly for the purpose a.o. te formialate a
code of professiocnal ethics and standards of
professional conguct to guide real estate appraisal
and serve @= a model for other practitioners.

Thus functiening as rules to guide the condust of
association’s members; the codes of ethics are
becoming more and more impertant nowadays, since
individuals avre playing more decisive roles in society

anywhere.



On the other hand individuals will carry a far greater
share of the respensibility for their organisation*s
performance. As the famous trend setter John Naisbhbitt
extremely put it, ... a8 universal code of conduct will
evolve, we will all held ourselves and eagh other to
higher standards of tehavior.

What about Asean valuers ? Before having the slightest
idea of making Asean valuers’ codes of ethics, ler us
make opur respective association’s code of sthics more
effective. Let wus praef and sustain that our
association functions well as a real self-regulating
corganisation,

Put in another wersiocn, the trilogy for thHe
development of human resources shall be applied te ocur
profession, namely to make wvaluers. become skillful,
intelligent and ethical. Long run preograms shall be
made and actions shall be taken to realise the s=Dove
triledy.

In such a way there will be no more complaints
regarding negative practice and conducts by members of
Sur profession, like "negligence, incompetence, fTraud
and outright dishonesty'.

Sovernment Regulaticon

After a process of more than one year, finally the
Gowernment issued a regulation regarding the
profession of waluers. This long-awaeited Decree of the
Minister of Finance No. 57 eof 1996 is wvery conducive
to the future professionalism of Indonesian valuers,
since it laid down principle reguirements regarding
the licensing of registered valuers. Beside Trequiring
3t least & 1 years working experience with good
reputation in practicing wvaluation, a waluer shall
pass professional exam arranged by the association
(MAPPT) .



And net least impertant is the reguirement that the
valuer -shall becems member of the &assoclatisn and
attend professional development programs of the

dssociation.

At present the association is working hard on the
above assignments by appeinting a permanent cemmittes
for preparing any matters pertaining to the exam which
1 scheduled in 1997.

By hawving registered waluers as Planned abeove, <he
higher level of educaticn, competence and experience
of Indconesian wvwaluegrs will be more secured in
accerdence with the accepied standards.

It 3is desired that in future regulation on the
valuation profession should be wupgraded teo a higher
level of legal regulation in the form of law/act.

ITI. CONCLUSICN

In worder teo secure the gbjectivity in waluation
techniguss which applies the guantitative technigues in
suppert of the traditional valuation methods, external
relevant matters should become sine gua non conditions to
safeguard the shjectivity in' the wvaluation technigues,
and in turn the wvaluation process and results,

Taking the current cendition in Indonesia as background,
there are steps and efforts teo be taken faor the safeguard
ef the above objectivity, as follows :

In erder to makes data collectien easier, faster and more
reliaple, the idea of establishing a data bank shHould be
considered seriocusly by the association. Comparison
studies with other member countries would be recommended.
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The exlistence of review appraisers weould be advantagecus
<o the efforts for objectivity in waluaticn technigues.

And so0 is the presence of up to date valuation standards
and detailed guidance notes and manuals.

Fducational programs are wvery important to enhance the
competence of wvaluers.

Continuing professiconal development programs should be

spplied, supported by educstional materizls such as
nandbooks, manuals, gazettes and journals in a special
library.

The professiconal associaticen as a self-regulating
organisation should sustain the compliance with <the
cedes of ethics by its members.

Government regulations desirably in the form of law/act

will support the persuit for the professionalism of
valuers.

I
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