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Introduction

Most companies consider significant opportunities in the logistics industry in Indonesia
today, along with the community's increasing needs, technological advances, and better
economic growth (Wulan & Setyawati, 2018). The shift from the retail to the digital industry
due to technological advances has triggered an increase in warehousing services. It can be seen
from the tax contribution of the transportation and warehousing sector which has increased.
Based on the realization of total tax revenue in 2019, tax revenue from the transportation and
warehousing sector grew by 18.7% compared to 2018.

In addition to using warehousing services, companies that need a place to store
merchandise and manufactured goods can also rent warehouses from other parties. The demand
for warehouse rental reflects the company's need for warehousing activities, while the
warehouse rental price reflects the availability of warehouses that can meet the company's
needs (Lim & Park, 2019).

Despite much competition for warehouse rentals, price is one of the essential factors
consumers consider in making decisions (Zulaicha & Irawati, 2016). In theory, the optimal price
is achieved from equilibrium when the amount of goods or services follows the market's desire
and ability to obtain goods or services (Ma et al., 2018). It is not very easy to obtain such
information in the market. The information available in the market does not directly lead to the
optimal price (Ma et al., 2018).

In a transaction, the amount of the price set depends on the presence or absence of the
owner's interest in making a profit (Dermawan & Gusda, 2014). However, Law Number 7 of
1983 concerning Income Tax as amended several times, most recently by Law Number 36 of
2008 concerning the Fourth Amendment to Law Number 7 of 1983 concerning Income Tax
stipulates that the determination of the price of any transaction must take into account the
reasonableness and customary of business. It is not influenced by unique relationships so that
a transaction is carried out within reasonable limits under the customs of good business actors.

Unfair relationship transactions tend to aim at tax avoidance. When independent parties
transact with other parties, commercial and financial relationships are both affected by market
prices, but not if the parties transacting have a special relationship (Lamria, 2012). A
transaction is considered between parties with a special relationship if one party significantly
influences financial and operational decisions (Rosad et al., 2020). This unique relationship
transaction is the leading cause of transfer pricing practices. Concerning transaction prices
between parties with a special relationship (related parties), the Directorate General of Taxes
(DGT) has the authority to re-determine the amount of income to calculate the amount of
Taxable Income for taxpayers who have unique relationships with other taxpayers under
reasonableness and prevalence. The business is not affected by a special relationship (Article 18
paragraph (3) of the Income Tax Law). Re-determination of the amount of income due to
indications of income irregularities from transactions between parties with a special
relationship can be done through a valuation process by the Tax Appraiser.

McNair et al. (2010) explained that the arm's length principle approach in completing
transactions carried out by related parties consists of several methods, including the comparable
uncontrolled price (CUP) method, the cost-plus method, and the resale price method. The
transactional net profit method (transactional net margin method) and the profit split method.
Sikka & Willmott (2010) also expressed a similar opinion that, in general, taxpayers and tax
authorities use the CUP method, the cost-plus method, the resale price method, the
transactional net margin, and the profit split method. Tax auditors can use the proper method
to test compliance in examining transfer pricing (Valente, 2012). The transfer pricing method
made by the Taxpayer may differ from the approach taken by the tax authority. It happens
because of the differences that arise when conducting a comparability analysis (Valente &
Caraccioli, 2017). Each party needs transparency in determining the proper transfer pricing
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method, namely the Taxpayer and the tax authority (Kamdar, 2018).

Furthermore, Kamdar (2018) argues that the resale price and cost-plus methods are the
most appropriate methods to use if the Taxpayer has an internal comparison. A comparison of
the use of the transfer pricing method in transactions for both goods and services was carried
out by Challoumis (2019). He believes that using the proper transfer pricing method can be done
systematically so related party transaction problems can be handled appropriately.

The study on the use of transfer pricing methods is also discussed by Matavulj (2021). The
transfer pricing method is theoretically based on three approaches: cost-based transfer pricing,
market-based transfer pricing, and negotiated transfer pricing (Panjalusman et al., 2018).
Furthermore, Matavulj's (2021) research concludes that the cost-plus method is generally more
appropriate than the transactional net margin method. To determine a fair price, using more
than one method is advisable. The basis used in determining the method is the availability of
comparative data, the degree of comparability, and conformity to the character of the company's
business (Gjorgieva-trajkovska et al., 2019). Alternatives to the use of transfer pricing methods
are discussed in a study conducted by Mills (2019). He argues that other approaches, such as
safe harbor and advance pricing agreements, can be carried out in conjunction with the arm's
length principle to overcome transactions by related parties. Disclosure of transfer pricing
methods in the company's financial statements can be influenced by the presence of independent
commissioners (Apriyanti et al., 2020)

Previous research generally discusses the use of transfer pricing methods that are known
in general. However, not many studies discuss the use of the valuation method in determining
a transaction's price or fair value. The novelty of this research compared to previous research is
that this research provides technical elaboration in conducting a valuation to determine the fair
price of a transaction carried out by a related party. It is beneficial for taxpayers and tax
authorities to get the most suitable price/value.

Literature Review

Determination of transfer value between related parties in warehouse rental transactions
to influence financial statements results in information asymmetry between the directorate
general of taxation as the principal and taxpayers as agent (Jensen & Meckling, 1976). For this
reason, transactions carried out by related parties must be able to show the appropriate and
fair value so that the income tax borne by the Taxpayer is appropriate.

Value is difficult to describe because it can mean usefulness or purchasing power (Wyatt,
2007). According to Djaja (2018), value is an economic concept that refers to the financial
relationship between goods and services available for purchase and buyers. In other words,
value can be summarized as benefits or advantages measured in money or not, for ownership of
goods, services, or other objects.

Along with the times, the definition of value also develops from time to time. This
development is evidenced by the division of the definition of value by type, such as market value,
fair market value, value in use, exchange value, investment value, rental value, and liquidation
value. The definition of each type of value describes the goals the rater wants to achieve so that
different value definitions can produce different value estimates (Kummerow, 2002).

Appraisal Institute (2007) describes that four economic factors can create value, namely
(1) desire which describes the buyer's demand for goods or services to meet their needs or
desires, and (2) utility which describes the ability of goods or services to fulfill their desires or
needs. People, (3) scarcity refers to the relative level of supply that can meet the demand for
goods or services, and (4) Effective purchasing power, which describes the ability of individuals
or groups to participate in the market. These four factors can also be referred to as value
characteristics because goods, services, or assets can be said to have value if they meet these
four factors. In addition, value is closely related to price and cost, even though these three things
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have different concepts.

Value and judgment are terms that are often used interchangeably. A valuation can mean
the estimation of the value of something. The essence of valuation is to estimate the possible
price of a transaction (Maliene, 2011). Valuation is an art that relies on perspectives, such as
assumptions, estimates, and projections of work plans that are used as considerations and
sometimes subjective justifications (Djaja, 2017).

Kummerow (2003) states that four things form the basis of valuation theory, namely (1)
value is equal to the discount on the expected future benefits of ownership, (2) value is
proportional to the expected utility of various property characteristics, (3 ) the price is not
attached to the property but is known from transactions in the market. The value of an asset is
equal to the price a person is willing to pay at that time, and (4) the price tends to change
towards equilibrium, i.e., when supply and demand are in balance and prices are no longer
changing. However, this process takes time, so the market is usually not in equilibrium. In
practice, the valuation process contains an element of uncertainty (Prasetyo, 2018). This
uncertainty can be in the form of the uncertainty of information obtained from the comparison
object, the uncertainty of current and future market conditions, and uncertainty of the
characteristics of the object of valuation (French & Gabrielli, 2004). Therefore, to produce a
value that reflects the actual value of an object valuation, it is necessary to apply the principles
of valuation, valuation procedures, approaches, and appropriate valuation methods.

Kucharska-Stasiak and rébek (2015) state that the valuation results can be more accurate
and the interpretation of the resulting value will be more accurate if the Appraiser understands
the economic principles used in the valuation principle. In addition, understanding these
principles is also essential to support the assessor in understanding the methods and
approaches in the valuation. In many pieces of literature, the basic principles of valuation have
been formulated, namely the principle of anticipation, the principle of change, the principle of
supply and demand, the principle of competition, the principle of substitution, the principle of
increasing and decreasing income, the principle of contribution, the principle of conformity, the
principle of balance, the principle of external influence, and the principle of highest and best
use. Some of these principles are relevant to all valuation approaches, but some only apply to
specific approaches.

Kucharska-Stasiak and rébek (2015) describe the role of some of the most frequently used
valuation principles, namely (1) the principle of anticipation is a fundamental economic
principle in valuation which is generally used in the market data approach which is reflected
when market data shows certain habits in the market and the approaching income when
building a model of income generated by property in the income approach, (2) the principle of
substitution is used in all approaches because this principle can be seen from the point of view
of how it is used, construction costs, and income received, (3) the principle of change is used in
all approaches because changes occur continuously so that the value becomes dynamic, (4) the
principle of demand and supply which shows demand as a relative scarcity of property so that
it becomes a critical factor in creating value and supply has a significant influence on value, (5)
the principle of opportunity cost is used in this approach. Income to estimate the minimum rate
of return desired by investors, (6) the principle of balance to determine the efficient use of
limited resources, and (7) the principle of decreasing and increasing income used in all valuation
approaches.

Business valuation is one valuation carried out on companies, such as investments
(equity), companies, securities, derivative instruments, company rights and obligations, and
economic losses. Business valuation is a process to determine the general company value of the
whole or part of the business (KEPI and SPI Edition VII, 2018). The Circular Letter of the
Director General of Taxes Number SE-54/PJ/2016 also defines business valuation as a series of
activities to determine the amount of a specific type of value at a particular time which is carried
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out objectively and profseessionally based on a valuation standard. To implement the provisions
of tax laws and regulations on a going concern, including various interests and ownership
(business ownership interest), as well as transactions and activities that influence the value of
the company.

There are two value premises in business valuation: the value of going concern business
and liquidation (liquidation business). Késeoglu and Almeany (2019) describe that the value of
business continuity represents the company's value if the company is sold in an integrated
condition, meaning that all asset groups can be utilized according to expectations and are
interconnected. The concept of liquidation value relates to a group of assets in a company that
cannot be utilized as expected so that the market value of a group of assets is lower than the
condition when these assets can be utilized as expected. The premise of the value to be used
must be determined in identifying the problem because it will affect the process of selecting and
analyzing the data in the next step.

In general, business valuation procedures are the same as for other valuations. However,
in business valuation, the cost approach is known as the asset approach, so the approaches used
in business valuation are the market data approach, the revenue approach, and the asset
approach. The market data approach compares the company being assessed with other
companies (Smith, 2012). The comparison company should come from the same or similar
industry and react similarly to changes in various economic variables (KEPI and SPI Edition
VII, 2018). The income approach is carried out by considering the present value of income or
profits anticipated in the future. Income is converted to an indicative value through the direct
capitalization method of the income level considered representative, discounted cash flow
analysis, or the dividend method. Cash received is estimated to occur sequentially in the future
and is converted to present value through the application of a discount rate (KEPI and SPI
Edition VII, 2018).

The asset approach is based on the value of the company's net assets. The asset approach
is carried out by adjusting the company's financial statements that present all tangible and
intangible assets and liabilities at market values or values considered fair (KEPI and SPI
Edition VII, 2018). This approach is most often used to assess holding companies, companies
with poor financial performance, and for liquidation purposes (Smith, 2012). However, in
practice, many appraisers do not use the asset approach because they conclude that it is too
difficult to apply, requires more analysis time, and does not apply to private companies (Kirk &
Wishing, 2018).

The choice of analysis for the business valuation approach is determined by the quantity
and quality of available data. Each valuation approach is applied using a method that is believed
to reflect the most probable value estimate. According to Torrez et al. (2006), in business
valuation, the Discounted Cash Flow (DCF) method is a primary method that is often used to
determine the current value of a company based on forecasts of future cash flows. In addition,
the Capital Asset Pricing Model (CAPM) and Arbitrage Pricing Models (APM) are the most
frequently used methods to relate market risk and return on equity in the income approach.

Valuations using the DCF method focus on one of several proxies of expected cash flows
(Torrez et al., 2006). The value of an asset is a function of the expected cash flows in the asset
(Damodaran, 2006). There are four ways to use the DCF model according to Damodaran (2006),
namely (1) discounting the expected cash flows from assets using an adjusted discount rate to
get the asset value; (2) adjusting the expected cash flows to risk so that the cash flows are
considered commensurate with the risk because the cash flows are discounted at the risk-free
interest rate to obtain the value of the risky asset; (3) using the adjusted present value by
calculating the value of the company without taking into account the debt effect and then
calculating the marginal effect on the value of the debt loan; and (4) valuing the firm as a
function of the expected excess return on the return on investment.
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The Capital Asset Pricing (CAPM) model shows the relationship between the expected rate
of return and the systematic risk of a security or portfolio commonly used to estimate excess
returns and the cost of capital (Torrez et al., 2006). CAPM can be applied to closed companies
that do not have historical stock price returns to calculate the beta factor, or historical returns
cannot be used as a proxy for future returns. For example, the company's strategic decision to
change its business model (Gleiner & Ernst, 2019). The excess earning method is one method
that can be used in the asset approach. Paschall (2001) states that the method of excess income
is valuing the company in two, namely the tangible value of the company using the company's
tangible net assets and the company's intangible value. It is calculated by capitalizing the
company's excess revenue from modest income over its tangible net assets.

Market value is the most widely used value in valuation. Value in property valuation is
generally extrinsic and not intrinsic because property value reflects the property's relationship
with the market (Sanders, 2018). According to the Appraisal Institute (2014), the market must
be known for its existence to create market value. The formation of a market perspective for
opinion development can be referred to as the process of creating market value (Kummerow,
2002). A value is referred to as market value if it meets the criteria (1) the buyer and seller
intend to make a transaction, (2) the buyer and seller have sufficient knowledge and
information, (3) the offer is made within a sufficient period, (4) is carried out in the market open,
and (5) does not consider privileged buyers or sellers.

Sanders (2018) states that the property market is imperfect and inefficient in practice, so
market values that match these criteria are difficult to meet. It causes uncertainty and a range
of values in the market, and there is no equilibrium price under the perfect market theory. Many
variables that affect the market cause the valuer paid attention to subjectivity in the choice of
the definition of value. It is because different objectives have different definitions of value.
Sanders (2018) further explains that opinions about market value should be limited by
understanding market value as an expected value or an estimated expected value to reduce
uncertainty and produce a fairer value.

Tax avoidance is one of the tax planning carried out by companies to minimize the burden
of paying taxes legally (Hantoyo et al., 2016). Tax Avoidance is also tax-related engineering that
remains within the tax provisions framework (Puspita & Febrianti, 2018). Tax avoidance is
carried out by taking advantage of loopholes in tax regulations to significantly reduce the
company's tax burden (Panjalusman et al., 2018). According to the traditional view, tax
avoidance is considered an action that can increase the company's value because the tax saved
is reinvested or returned to shareholders (Sari et al., 2017).

Tax avoidance by companies is related to the character of the executive, the characteristics
of the company, and the rules of the corporate governance structure (Dewi & Jati, 2014). The
executive character describes the character of company leaders as policymakers and decision-
makers in the company. The larger the company's size, the more complex the transactions are,
so the company uses this to avoid tax (Dewi & Jati, 2014). In carrying out tax avoidance,
effective internal control is needed to mitigate management errors in making valuations and
estimating the company's tax policies so as not to violate the applicable tax rules (Bimo et al.,
2019).

One of the tax avoidance practices often carried out is through particular relationship
transactions. Companies can obtain financial support through notable relationship transactions
with lower capital funding (Ellyani & Hudayati, 2019). The greater the tax avoidance by a
company, the more related transactions it does (Sari et al., 2017). Several components will be
used to generate value using the market approach (Market Based Approach) and the income
approach (Income Approach). The following is a description of these components: Elucidation of
Article 18 paragraph (4) of the Income Tax Law states that a special relationship between a
taxpayer and another party can occur due to dependence or attachment. The cause of this
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attachment is due to ownership or equity participation or control through management or use
of technology.

Dependence or attachment that gives rise to a special relationship can occur directly or
indirectly due to business, employment, or ownership or control. Dependence or ties between
parties as a result of business can occur if there are transactions of buying, selling, or giving
rewards in any standard form. Dependence or attachment between parties due to work can
occur if there 1s a provision of services, implementation of activities, or other work. Dependence
or ties between parties due to ownership or control can occur if there is direct or indirect
management control or the use of technology. There are one or more companies under the same
control or several companies under the same entrepreneur's control or a blood relationship or
marriage for individual taxpayers.

Notable relationship transactions are not prohibited, but a special relationship between
one another allows the manipulation of transaction prices outside the fair price (Setiawan,
2019). Therefore, the tax law regulates unique relationships to prevent tax evasion due to
special relationships. A special relationship allows the expense to be charged more than it
should be or the reported income is less than it should be. A transaction affected by a related
relationship must be equal to or within a comparable price range to a similar transaction that
1s not affected by a related relationship. Transactions related to parties must still pay attention
to the principles of fairness and business practice.

Riyanto (2020) describes the factors that influence the determination of property rental
values for the placement of automated teller machines using quantitative methods by analyzing
four main variables, namely the rental period, the distance of the property to the shopping
center, population, and density. This study aims to identify the factors that affect the property's
rental value for the placement of Automated Teller Machines. The results show that the rental
period has a positive effect on the property's rental value, the distance of the property to the
shopping center has a negative effect, the number of residents has a negative effect, and
population density does not affect the rental value of the property.

Ma et al. (2018) analyzed shared warehouses in the Beijing area using quantitative
research methods to determine warehouse rental prices on the open market. The data collected
1s processed using machine learning techniques and concludes that distance from the city center
has the most critical role in determining warehouse prices in Beijing, followed by the nearest
property price and warehouse size. Adhiani and Haryanto (2016) analyzed the rental price of
buildings in the Jalan Raya Kalimalang Jakarta corridor and the factors that influence it. They
used quantitative methods and concluded that the development of commercial activity in the
Kalimalang Highway corridor is influenced by location, accessibility, infrastructure, and
regional suitability factors. The rental price for the building in Jalan Raya Kalimalang starts
from Rp. 20,000,000 - Rp. 100,000,000 per year.

Rianto and Jaya (2000) analyzed the land and buildings used by PT. KA (Persero) DAOP
VI DI Yogyakarta in the form of land around the railway line, land and buildings for operational
support and official residences, and land and buildings used by third parties. This study
estimates the value of the rent of the Yogyakarta Special Region Government because of the
location of assets in the form of land and buildings belonging to PT. KA (Persero) DAOP VI is
the property of the Yogyakarta Special Region Government. This research uses quantitative
methods, namely land appraisal with a comparative approach and property appraisal with a
cost approach and an income approach. Their research concluded the estimated fair market
value and annual rental value of land and buildings used by PT. KA (Persero) Daop VI is worth
Rp11,434,035,241.

Kohlbeck & Mayhew (2010) examines stock market valuations that reveal differences
between transactions conducted by independent parties and transactions between related
parties. The study used a sample of 1,194 companies. The analysis results show that
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transactions between related parties use lower valuations than those between independent
parties. In addition, studies indicate lower rates of return for related companies. A study by
Irawan & Safitri (2021) discusses the use of the valuation method for rental transactions for
machinery and equipment by related parties. The approach taken is the income approach. There
1s a difference in the calculation of the rental price valuation between the Taxpayer and the tax
service office. This study also shows that the valuation method has a significant role in
increasing tax revenue.

Method

This study used a qualitative approach with a case study method to gain a general
understanding of social reality from the participant's perspective (Rahmat, 2009). Data
collection uses documentation study techniques by collecting several documents in books,
journals, news, articles, reports, and relevant laws and regulations. The research object is the
2019 Valuation Report on warehouse leasing transactions carried out by taxpayers with unique
relationships (related parties) at KPP Pratama Padang Dua. Resource persons are asked to
submit ideas and arguments for the valuation report that has been prepared. Next, the
researcher analyzes and compares whether the valuation procedure is under the applicable
provisions. In addition, the researcher also analyzes the obstacles encountered by the Tax
Assessor when conducting the valuation.

Results

The technical guidance for valuation within the DGT is carried out based on the Circular
Letter of the Director General of Taxes Number SE-54/PJ/2016 concerning Technical Guidelines
for Property Valuation, Business Valuation, and Valuation of Intangible Assets for Taxation
Purposes (starting now referred to as SE-54/PJ/2016). However, in general, the flow of the
valuation process that applies at DGT is the same as the valuation standards in KEPI and SPI
Edition VII-2018, which apply to appraisers in Indonesia in general.

The Tax Assessor's trigger to assess the Taxpayer's transactions reviewed in this study is
due to a request for assistance from the Tax Assessor as an expert in the audit. The trigger for
this valuation stems from the Tax Auditor who found a unique relationship transaction related
to warehouse rental carried out by the Taxpayer. The attachment causes the extraordinary
relationship because one of the Taxpayer's shareholders is a manager in the company that owns
the warehousing complex. The rental transaction is carried out based on an agreement between
the Taxpayer and the transaction opponent as outlined in the lease agreement. In the
agreement, the Taxpayer acts as the tenant of the warehousing complex, and the counterparty
acts as the lessor of the warehousing complex with a rental period of one year starting from
March 01, 2016, until February 28, 2017. In addition, facilities that can be enjoyed and borne
together with The rent for the warehousing complex are electricity, telephone, water, and land
and building taxes. The agreement also states that the warehousing complex may only be used
for office and warehouse purposes and that taxpayers must insure the leased building. The
rental price stated in the lease agreement is Rp800,000,000 for one year, excluding value-added
tax.

Based on the prevailing laws and regulations, the amount of income from related
transactions can be recalculated under the fairness and normality of business which is not
affected by unique relationships. Based on this regulation, the Tax Auditor requests the
assistance of the Tax Appraiser as an official who has the task of conducting a valuation within
the DGT to recalculate the market value of the warehouse rental transaction. The first thing to
do in the valuation process is to identify the problem. SE-54/PJ/2016 stipulates that problem
identification consists of determining the purpose of the valuation, determining the basis of
value, 1dentifying the object of the valuation, determining the valuation date, and determining
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the assumptions and limiting conditions.

In the reviewed valuation report, the authors found that problem identification was
carried out following the instructions in SE-54/PJ/2016. The Tax Appraiser has a valuation
objective under the Tax Auditor's request, which is to determine the market value of the 2017
warehousing complex rental transaction belonging to the Taxpayer. The basis of value used in
the valuation is market value, with the object of the valuation being the transaction value of the
rental or warehousing complex. By using five assumptions, the valuation date is January 01,
2017. First, the valuation is carried out based on data and information obtained from the
Taxpayer so that the Taxpayer's incorrect data and information are not the Appraiser's
responsibility. Second, the management competence in providing the information is the
responsibility of the Taxpayer. Third, the data and information obtained from various sources
are deemed appropriate after the Appraiser conducts an objective analysis. Fourth, the
Appraiser is not responsible for matters hidden by the Taxpayer regarding the object of the
valuation that may affect the value indication. Fifth, the valuation is carried out by considering
all the limits, laws, and regulations that apply to the object of the valuation.

Furthermore, the Tax Appraiser also describes the terms and conditions that limit, namely
(1) the conclusion of the value contained in the report only applies to the object of valuation
listed in the report and may not be used outside the purposes stated in the report; (2) the object
of the valuation is the company's business entity used for the company's operational activities;
(3) the valuation report is confidential and cannot be disseminated in general without the
permission of the DGT; (4) The Tax Appraiser may be asked for his opinion regarding the
determination of the market value of the object of valuation in the report; (5) the valuation
report is based on the conditions at which the valuation was conducted based on data and
information obtained from the Taxpayer, taxation database, as well as the experience and
observations of the Tax Assessor; (6) the duties, responsibilities, and authorities of the Tax
Appraiser in the preparation of the report are only limited to assessing the object of the
valuation to determine the market value of the warehousing complex rental; and (7) the
valuation report that is prepared is to express an opinion. Moreover, the Tax Assessor also
outlines a glossary of terms to facilitate the Tax Auditor in understanding the contents of the
appraisal report.

Based on SE-54/PJ/2016, data collection is carried out after the problem is identified. The
data collected includes macroeconomic data, industrial sector data, valuation object data, and
economic income projections. In the valuation report that the author reviewed, the Tax Assessor
collects data according to the instructions in SE-54/PJ/2016 and describes the data sources used.
Primary data sources were obtained through direct observation of the valuation site and limited
interviews with company management as outlined in the appraiser data form. Secondary data
sources include the 2017 taxpayer financial statements attached to the 2017 Income Tax Annual
Income Tax Return, the 2017 Public Works Sector Price List for the first quarter edition of the
Padang City Government Public Works and Spatial Planning Office, data and information
taxpayers in the Information System of the Directorate General of Taxes, publications of Bank
Indonesia in the form of macroeconomic data, the Bloomberg website related to data on risk-
free interest rates and risk premiums, and the Damodaran website related to data on debt and
equity ratios and systematic risk.

The Tax Appraiser explained that the object of the valuation was in the work area of KPP
Pratama Padang Dua, which was located at Jalan Raya By Pass number 20, Pemambiran
Ampalu Nan XX, Lubuk Begalung, Padang city. In addition, the Tax Assessor also outlines the
Taxpayer's identification number, business field code, registration date, and Taxpayer legal
status. This general explanation contains a brief explanation regarding the size and form of
utilization of the object of valuation and activities carried out by the Taxpayer regarding the
object of valuation, business plans and strategies, and financial statements. The Tax Appraiser
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explained that the object of the valuation was a warehousing complex rented by the Taxpayer
for operational activities and as a warehouse. This warehousing complex is devoted to household
products, clothing care products, personal care products, and food and beverage products. This
warehousing complex consists of land measuring 19,233 m2, an office building measuring 402
m2, built in 2010 with the main construction being brick, and a warehouse building measuring
6,404 m2 built in 2010 and underwent renovation in 2017 with the main construction being
steel.

In macroeconomic analysis, the Tax Assessor stated that the city of Padang experienced
economic growth obtained from the sum of the values formed by each economic category which
ultimately formed the Gross Regional Domestic Product (GRDP) of the city of Padang. This
growth was driven by several economic categories that experienced growth, namely agriculture,
mining and quarrying, processing industry, electricity and drinking water, construction, trade,
transportation and warehousing, financial and insurance services, provision of accommodation
and food, and drink, and other services. From these several growing economic categories, the
category of providing accommodation, food, and drink experienced enormous growth.

The Tax Assessor stated that the city of Padang, the capital of the province of West
Sumatra, is a trade center. This statement is based on the 2017 Padang city GDP calculation
based on current prices, which shows that the wholesale and retail trade category in 2017 has
an immense contribution to the GRDP, followed by the transportation and warehousing
category. It shows that the two economic categories are important sectors in the economy of the
city of Padang. Another thing that the Tax Appraiser pays attention to when analyzing the
industrial sector is that the number of businesses and workers in the transportation and
warehousing categories is still tiny but can make a significant contribution to the economy of
the city of Padang. This phenomenon shows that the potential for the sector's development is
enormous and needs to be continued.

The approach used in the valuation report is the market data approach, the cost approach
used to determine the market value of the land and buildings of the warehouse complex, and
the revenue approach to estimate the income from the rental of the warehouse complex. The
income approach is carried out by projecting discounted income at a specific discount rate to
obtain the market value of the object of valuation. SE-54/PJ/2016 describes that the method
used in the income approach is the discounted cash flow method or the income capitalization
method. The technique in both methods is to use net income after tax or use net income before
interest and taxes. However, SE-54/PJ/2016 states that Tax Assessors can use different
projection techniques from those used in the technical guidelines as long as adequate references
support the techniques used. The method used by the Tax Appraiser in this valuation is the
total cost of capital method, which is capital that takes into account the entire cost of capital
used by the Taxpayer. Tax Appraisers believe that this method helps determine which
investment projects should be taken by comparing the number of capital costs that must be
incurred with the level of profits obtained in the future.

The appraisal process begins with determining the market value of the land and the
market value of the buildings rented by the Taxpayer. The market value of the land object of
the valuation is obtained by comparing similar objects sold in the general market with bond-
free transactions. The value of the land obtained from the results of the analysis carried out is
Rp. 20,887,038,000.

Furthermore, the Tax Appraiser determines the market value of the building by
calculating the total cost incurred to acquire the building in a new condition under the appraisal
date. All these costs are then deducted by the depreciation incurred on the building under the
results of direct observations made by the Tax Appraiser. Aspects of building depreciation taken
into account are physical depreciation, functional depreciation, and economic depreciation.
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Table 1. The calculation result of the overall building value

No Description Size (m?)  Value/m? Market Value
1 Office Building 402 2.297.363 923.539.959
2  Warehouse Building 6.404 2.926.868 18.743.662.867

Total 19.667.202.626

Source: KPP Pratama Padang Dua Valuation Report

After knowing the market value for all issued capital, the Tax Appraiser determines the
discount rate using the weighted average cost of a capital method with the calculation process
referring to SE-54/PJ/2016. This method was chosen because the Tax Appraiser assumes that
the weighted average cost of capital can be used to estimate the minimum expected return on
investment, namely the rental of land and buildings in the form of warehousing complexes. The
weighted average cost of capital begins with calculating the weight of the Taxpayer's equity and
debt using debt and equity ratio data for the real estate industry (operations & services) as of
January 5, 2017, from the Damodaran website.

Furthermore, the Tax Appraiser determines the debt market interest rate using data
from Bank Indonesia in the form of loan interest granted for investment loans at joint venture
banks in 2017 of 9.12%. The applicable tax rate is the tax rate for corporate taxpayers of, 25%.
The last data needed to be able to determine the weighted average cost of capital is the level of
cost of equity. This fee rate is calculated using the interest rate technique or the fair interest
rate on equity. Calculating it is by adding up the risk-free interest rate by multiplying the
systematic risk with the risk premium taken from the Bloomberg website for January 1, 2017.
The risk-free interest rate and risk premium are chosen for similar types of industry, namely
the warehousing complex in the Jababeka industrial area and Mega Manunggal Property at
7.97% and 2.082%, respectively. The systematic risk level chosen for the real estate industry
(operations & services) was 88%. After all, components are collected, the Tax Assessor calculates
the weighted average cost of capital with the formula WACC = (CoE x We) + (CoD x (1-tax) x
Wd). The weighted average cost of capital obtained was 8.22%.

Table 2. The calculation result of the Market Value Lease

Weighted Average Land and Building value Minimum lease value
Cost of Capital
8,22% 40.554.240.826 3.334.870.000

Source: KPP Pratama Padang Dua Valuation Report

The result between the weighted average cost of capital and the overall capital, i.e.,
market value plus the market value of the building, yields a minimum rental value of IDR
3,334,870,000. The Tax Appraiser assumes that the minimum rental value reflects the rental
market value of the warehousing complex.

Discussion

To determine the lease value of the warehouse, it can be done by obtaining
the lease value of the warehouse located in the nearest location. This method is a
simple and relatively easy way to do it. In practice, the Tax Assessor at KPP
Pratama Padang Dua uses a valuation method that uses several techniques and
procedures that are more systematic and accountable. The valuation method is one
method that can be used to evaluate transactions carried out by related parties.

Functional Appraisers within the Directorate General of Taxes must follow
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established guidelines or technical instructions. It aims to provide convenience and
uniformity for Appraisers conducting property, business, and intangible asset
appraisals for tax purposes. On the other hand, Functional Appraisers can also use
other literature that supports the implementation of the valuation. It can be done
as long as the literature in question does not conflict with the technical instructions
issued by the Directorate General of Taxes.

Following the technical instructions set by the work, the unit is a common
practice for all employees. The head of the work unit will formally approve the work
result report if the procedure has been carried out following applicable regulations.
When carrying out the research, the authors noticed that technically the Appraiser
Functional had carried out all procedures following SE-54/PJ/2016. The procedures
followed include: (a) assumptions and limiting conditions; (b) data collection and
analysis; (c) valuation approach and valuation process; and (4) value reconciliation
and value conclusions. However, in practice, the Appraiser Functional encounters
various obstacles that can affect the appraisal results.

Some of the obstacles encountered by the Tax Assessor are as follows. First,
taxpayers do not submit business plans and strategies that can be used to analyze
conditions and project taxpayer income. This document is essential for the Tax
Assessor as one of the components used in conducting a valuation using the income
approach. In conducting business cycle analysis, the Tax Assessor only relies on
limited interviews with management. Tax Appraisers cannot perform the life cycle
of business analysis, Porter Five Forces analysis, and SWOT analysis. The Tax
Assessor does not have the authority to force the taxpayer to submit the said
document even though the valuation mechanism is based on the tax auditor's audit
procedure.

Second, the Tax Appraiser does not obtain a financial report belonging to the
taxpayer's counterparty as the warehousing complex leasing provider. This
financial report helps obtain consistent information between the lessee (taxpayer)
and the lessor (warehousing owner). The lessor's financial statements can provide
information on lease transactions made to any party, both independent parties and
related parties. In addition, financial statements can also provide information on
the increase or decrease in rental prices over the last few years. It is essential to
strengthen the argument whether the rental value has met the fairness principle
or not.

Third, the unavailability of market data related to warehouse rental
transactions around the object of valuation makes it difficult for the Tax Appraiser
to determine the transaction's market value. The existence of market data related
to warehouse rental values is vital as comparative data (comparables) for the lease
transactions being analyzed. The absence of this data causes the Tax Assessor to
look for other approaches to obtain the fair value of the lease transactions between
related parties.

Lastly, the lack of training and experience of Tax Appraisers in conducting
business appraisals causes Tax Appraisers to find it challenging to collect data and
analyze the object of valuation. The author obtained this information when
conducting interviews with the Tax Assessor. At the time of assessing in 2019, the
Tax Assessor only relied on the guidelines listed in SE-54/PJ/2016. Tax Appraisers
themselves have never received adequate training related to business appraisal. It
causes the Tax Appraiser's skills to be not optimal when encountering obstacles, as
described in the previous paragraphs.
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Conclusion

The authors conclude several conclusions based on the KPP Pratama Padang Dua
valuation report related to the value of warehouse rental transactions between related parties.
First, the valuation procedure carried out by the Tax Assessor at KPP Pratama Padang Dua
follows SE-54/PJ/2016 as a guide in conducting the valuation. It was done because there was a
request for assistance from the Tax Auditor to re-determine the market value of the rental
complex of the warehousing complex. After all, there was a special relationship between the
transacting parties in the transaction. The procedure starts by identifying the problem,
collecting data, analyzing the data collected, selecting a valuation based on the available data,
conducting the valuation process, and finally making a score. The problem faced by the Tax
Assessor during the process is the second data collection and the lack and competence of the
KPP Pratama Padang Dua Tax Assessor in business.

In addition, the author also has several suggestions regarding the report. Among others,
the first is a valuation carried out using the income approach based on the financial statements
belonging to the transaction as the owner of the warehousing complex so that income is more
accurate following the conditions of the company. Second, the Appraiser can ask for assistance
from a more experienced tax appraiser to get more accurate results. Second, data analysis
should be carried out using the help of analytical tools to facilitate the Tax Appraiser, such as
determining the conditions in conducting the appraisal in the industry, the business strategy of
the appraisal object, or the number of costs incurred for the investment made by the appraisal
object. An example of the analytical tool the author is referring to is the analysis of Porter's five
forces (Porter's five forces analysis) which can be used to determine the condition of the industry
and the business strategy of the object being evaluated.
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