(d RICS
Pathway guide

Valuation of Businesses and
Intangible Assets
August 2018




Pathway guide

Date published: February 2018 Version 1.0

Published by: RICS, Parliament Square, London SW1P 3AD.

All rights in this publication, including full copyright or publishing right, content and design, are owned by
RICS, except where otherwise described. Any dispute arising out of this publication is subject to the law and
jurisdiction of England and Wales

WV

Valuation of Businesses and Intangible Assets



Pathway guide

Valuation of Businesses and
Intangible Assets

Section one

INErOUCTION ..o e et e e e e e e e e e e e e e e e e e s s s e 5

About the competencies ............ .5

Choosing your competencies ..... .5

WHETE 10 fINA NEID it 5

Section two

ADBOUL the PAthWay ... e 6
About the RICS QUAIITICALION ..i..iiiieei it e e e e s e e e e e e e e e st e e e e e nnneees 6
Chartered alternative deSignationNS .........iiiiiiiiiii e 6

Section three

Pathway reqUIrEmMENTS ...t e e e e e e e e e 7

Section four

Valuation of Businesses and Intangible Assets

Technical competencies guidancCe ... 8
Accounting prinCiplES @Nd PrOCEAUIES .......iciiiiiiiiieeeiiiei ettt e e e e e e 8
Asset identification and @SSESSMENT ........cuiiiiiiiiii 9
(7= o1 2= U= 10)VT7= T a Lot PSSR 10
Compulsory purchase and COMPENSATION.......ccuiiiiiiiiit it 1h
COrPOrate fINANCE ..ottt ettt et e e ettt e e e et e e e et e e e e e nnbeeeeas 12
Corporate reCoVEry aNd INSOIVENCY ....cceiiiiiii ittt e e ettt a e e e aeeeeeeaaaaaaeas 13
PUrChase and SalE ..........ooiiiiiiiii 14
>
3



Pathway guide

TAXALION L.
Valuation of businesses and intangible @SSELS.........coiiiiiiiiiiiii

Valuation reporting @nd FESEAICH .......cciiiiiiii e

Valuation of Businesses and Intangible Assets

A4



Pathway guide

Introduction

This guide supports the Valuation of Businesses
and Intangible Assets pathway. It is designed to
help you understand more about qualifying in this
area.

You must use this guide in conjunction with the
core assessment documentation which is available
on the RICS website and comprises of:

e Requirements and competencies guide

e (Candidate guide for your RICS assessment,
e.g. APC, Academic, Senior Professional,
Specialist

e Counsellor guide.

You can download all the supporting guidance
from rics.org/apcguides

All RICS pathways are global, though it is
appreciated that markets may vary from country
to country. If you have any queries please contact
your local office.

About the
competencies

The RICS competency framework ensures those
applying for the RICS qualification are competent
to practise and meet the highest standards of
professionalism required by RICS. There is a wide
range of pathways available to qualify as an RICS
professional covering many different areas of
practice.

The RICS assessment aims to assess that you

are competent to carry out the work of a qualified
chartered surveyor. To be competent is to have
the skill or ability to perform a task or function. The
RICS competencies are also based upon attitudes
and behaviours. The competencies are presented
in a generic way so they can be applied to different
areas of practice and geographical locations. It

is important that you interpret them within the
context of your own area of practice or specialism
and location.

Each competency is defined at three levels of
attainment. You must reach the required level in a
logical progression and in successive stages.

Level 1 — knowledge and understanding
Level 2 — application of knowledge

Level 3 - reasoned advice, depth and synthesis of
technical knowledge and its
implementation.

The competencies are in three distinct categories:

Mandatory - the personal, interpersonal,
professional practice and business skills common
to all pathways and mandatory for all candidates.

Technical core — the primary skills of your chosen
pathway.

Technical optional — Selected as additional
skill requirements for your pathway from a list of
competencies relevant to the area of practice.

The mandatory competency requirements
are set out in detail in the Requirements and
competencies guide.

Choosing your
competencies

It is important that you give careful thought to

your choice and combination of competencies.
Your choice will inevitably reflect the work you

do in your day-to-day environment (driven by the
needs of your clients/employer). Your choice and
combination of competencies will be a reflection of
your judgement.

At the final assessment interview, the assessors
will take these choices into account. They will
expect you to present a sensible and realistic
choice that reflects the skills needed to fulfil the
role of a surveyor in your field of practice.

This guide should help candidates and employers
with a degree of assistance in choosing the
competencies that are most appropriate to their
area of practice.

Where to find help

RICS has fully trained teams across the globe who
will be able to help you with any queries. For details
of your local office — rics.org/contactus

Valuation of Businesses and Intangible Assets
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About the pathway

Business valuation is a core skill of many

valuers and forms part of the professional
services provided by many RICS members.
Professional business valuations are vital to a
healthy market and stable economy, forming

the basis of performance analysis, financing
decisions, transactional or development advice,
dispute resolution, taxation and various statutory
applications.

Specialist business valuers can work in both the
public and private sector and practice the valuation
of both small businesses and large corporations.
Some business valuers practice exclusively in

one area, while others deal with a wide variety of
asset types. Robust practice standards form the
basis of high quality business valuations. RICS

is the world’s leading qualification for valuation
professionals and is well respected by employers
and clients the world over.

RICS gualification

Although valuation is a skill applied across a wide
variety of assets, this pathway is specifically aimed
at individuals who work in the world of valuation

of businesses and intangible assets. Other areas
such as the valuation of commercial and residential
real estate, machinery, arts and antiques or
minerals have their own dedicated RICS pathways
to entry. This pathway places emphasis on
competency in business valuation practice (which
is required to Level 3 in this pathway). However,

as with other valuation pathways, a broad base

of experience in general business practice is

also required. For this reason, the competency
requirements of this pathway are similar to the
valuation pathway, which is generic and it may,
at times, draw candidates from a professional
environment where real estate forms part of the
trading business transaction. However, different
to the valuation pathway where ‘inspection’

and ‘measurement’ competencies are core
competencies, this pathway includes the valuation
of business interests and intangible assets where
inspection and measurement are not relevant

in day-to-day practice. These two established
competencies which form part of a number of
RICS pathways are not included in this particular
pathway.

Please note that the competencies in this
pathway often refer to the term ‘property’. It is
important for the candidate to take this term in
a generic context and to know that it refers to
any type of asset, not just real estate.

Chartered alternative
designations

All candidates qualifying through the Valuation
of Businesses and Intangible Assets pathway
will be entitled to use the designation ‘Chartered
Surveyor’.

Valuation of Businesses and Intangible Assets
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Pathway requirements

Level 3

e FEthics, Rules of Conduct and professionalism °
Level 2 °
e (Client care ®
e Communication and negotiation °

Health and safety

Level 1

Accounting principles and procedures
Business planning

Conflict avoidance, management and dispute
resolution procedures

Data management

Diversity, inclusion and teamworking
Inclusive environments

Sustainability

Level 3

Accounting principles and procedures

Asset identification and assessment
Valuation of businesses and intangible assets
Valuation reporting and research

Optional

One to Level 3 or two to Level 2 from the list Plus, one to Level 2 from the full list of
below technical competencies, including any not
e Capital allowances already chosen from the optional list.

e Compulsory purchase and compensation
e Corporate finance

e Corporate recovery and insolvency

e Purchase and sale

e Taxation

Valuation of Businesses and Intangible Assets
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Technical competencies guidance

Accounting principles and procedures

This competency covers the basic principles of accounting and the interpretation of company accounts in order that reasoned valuation advice can be given to clients.

Examples of likely knowledge, skills and experience at each level

Level 1

Level 2

Provide evidence of interpretation of company accounts and balance
sheets in your area of practice and application of appropriate
accounting and regulatory standards.

Examples of activities and knowledge comprised within this level are:

The application of knowledge obtained to achieve Level 1 and
specific knowledge of the accounting standards that relate to
the valuation of business assets, including intangible assets,
R&D and liabilities

Considering financial statements to establish, for example, the
financial strength of an entity

Reviewing, understanding and providing evidence of
interpretation of analyst’s reports on financial statements
Considering and understanding comman financial measures
such as return on capital employed, NAV, net assets per share,
gearing ratio, EBIT, EBITDA and PE ratio.

Level 3

Provide evidence of reasoned advice given to clients with regard to
profit and loss statements and balance sheets.

Examples of activities and knowledge comprised within this level are:

Provide clients with reasoned valuation advice relating to the
financial standing of a company for activities such as balance
sheet operations, buying, selling or to assess suitability for a
commercial relationship, amongst others

Preparing or assisting in the preparation of valuation advice
for management accounts if appropriate in your country’s
jurisdiction

Preparing, or assisting in the preparation of valuation advice
for financial accounts, including balance sheets, profit and loss
statements and cash flow statements, if appropriate in your
country’s jurisdiction

Preparing other professional advice related to the interpretation
and/or preparation of accounts.

\’4
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Asset identification and assessment

This competency is about applying your knowledge to identify and assess one or more asset types and report the findings to support the provision of reasoned valuation advice. The asset types include trading
businesses, business assets including share classes/rights, options, intellectual property, R&D, instruments or liabilities and other securities or intangible asset rights.

Examples of likely knowledge, skills and experience at each level
Level 1 Level 2 Level 3

Provide evidence of reasoned advice on complex asset identification
issues, the nature of assets, liability or business asset to be valued.

Examples of activities and knowledge comprised within this level are:

+  Provide advice of how assets are separately identified and how
this can vary within a transaction depending on the purpose of
the apportionment valuation for financial reporting, litigation or
fiscal purposes, including transfer pricing

+  Ownership and how different forms of ownership such as legal,
beneficial, economic or licensed ownership interact with the
valuation

+  Provide advice on complex asset identification issues that assist
in defining the nature of the asset, liahility or business to be
valued

+  Provide clients with advice on the nature of different types of
intellectual property and how it is distinguished from other
intangible assets

+  Provide detailed advice on the nature of restricted securities
under national taxation law.

WV
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Capital allowances

This competency covers the taxation incentives/capital allowances available on property and other assets both tangible and intangible, in order to prepare claims and give advice to clients. This includes the various
types of capital allowance that are available in accordance with capital allowances legislation or their equivalent in different geographical locations. They should have a thorough understanding of types used in
connection with their work. Note: this competency may be most relevant to those carrying out valuations of trading businesses.

Examples of likely knowledge, skills and experience at each level
Level 1

Level 2

Apply knowledge of capital allowances and grants, including the
ability to use source documents necessary to prepare taxation
allowances analyses.

Examples of activities and knowledge comprised within this level are:

+  Collecting the relevant documentation to assist in claim
preparation relating to a transaction. For acquisitions this might
include sale agreements, reports and specifications and for
developments this may be ledgers, contracts, final accounts and
invoices

+ Understanding, estahlishing and applying entitlement and
compliance issues

+ Identifying and quantifying qualifying expenditure.

Level 3

Provide evidence of giving reasoned advice, preparing claims, making
applications for grants, preparing and presenting reports to clients,
and corresponding and negotiating with the relevant government and
other authorities.

Examples of activities and knowledge comprised within this level are:

+  Preparing and presenting reports and documentation

+  Providing advice on issues affecting acquisitions and disposals,
or developments where applicable
Giving advice on the effect and interaction of capital allowances,
general taxation and accounting issues

+ Negotiating and agreeing claims with taxation authorities.

\’4
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Compulsory purchase and compensation

This competency addresses the understanding and practical application, within the appropriate legal framework, of compulsory purchase powers. This includes how an assessment of business value is calculated in
respect of the legislation and the claim for compensation. The candidate is expected to have an understanding from both the acquiring authority and claimant’s position, even if they have only acted for one party. This
competency may be most relevant to those carrying out valuations of trading businesses.

Examples of likely knowledge, skills and experience at each level
Level 1

Level 2

Demonstrate knowledge and understanding of the powers and
procedures of government and other bodies in relation to compulsory
purchase and compensation. This should cover interests in real
estate and of the rights of owners and occupiers of the various
interests in property.

Examples of activities and knowledge comprised within this level are:

+  QOutlining the stages and timing involved in making, confirming
and implementing a compulsory purchase order
Setting out heads of claim under a compensation claim

+ Using appropriately the relevant statutory and case law in the
assessment of a claim for compensation

+  Gathering information through inspection or research to support
a claim or blight notice.

Level 3

Demonstrate knowledge and understanding of the powers and
procedures of government and other bodies in relation to compulsory
purchase and compensation. This should cover interests in real
estate and of the rights of owners and occupiers of the various
interests in property.

Examples of activities and knowledge comprised within this level are:

+  Supplying and justifying evidence for a statement of claim
using estahlished business valuation practice and other logical
technigques to back up the level of claim

+ Assisting in the preparation for an attendance at a Public Inquiry
(or equivalent], including understanding of procedure and
process

+  Advising on appropriate course of action on receipt of
compulsary purchase notice

+ Advising on best practice in the implementation of a compulsory
purchase order

+  Developing a rationale for the use of compulsary purchase
powers in order to enable development, taking into account
human rights legislation.

\’4

Valuation of Businesses and Intangible Assets

11



Pathway guide

Corporate finance

Corporate finance is a specific area which deals with the financial decisions that corporations make and the tools and analyses used to make these decisions within the context of the business world.

Note: This is an established competency, which was originally formed for the real estate valuation pathway. In order to fit in with the criteria required of business valuation, the candidate is able to include business
assets such as share classes/rights, options, intellectual property, R&D, instruments or liabilities and other securities or intangible asset rights, not just real estate (mostly trading properties and occupational premises)

and plant or machinery as assets

Examples of likely knowledge, skills and experience at each level
Level 1 Level 2

Apply your knowledge and understanding to assist in advising
corporate organisations on the capital structure options relating
to both occupational and surplus real estate (see note above). This
should include the calculation and modelling cost of capital, plus a
working knowledge of the regulatory framework within which the
corporate finance marketplace operates.

Examples of activities and knowledge comprised within this level are:

+  Knowledge and experience of the investment mathematics and
cash flow techniques used in investment and portfolio analysis

+ Identifying key groups of lenders and equity providers and
understanding the type of terms associated with their lending
requirements

+ Understanding and calculating the effect of capital structure
decisions on the cost of capital

+ Understanding drivers that affect loan transactions and investor
returns

+  Practical knowledge of commercial, technical and regulatory
issues.

Level 3

Give reasoned advice on the effects of different corporate financing
technigues and structures on real estate (or plant or machinery]
holdings (see note abave] in a corporate context. This should
include impacts on accounts and contributions to both merger

and acquisition activity, as well as general corporate financing/
restructuring transactions.

Examples of activities and knowledge comprised within this level are:
+ Understanding of the key issues and being familiar with the basic
outline of how securitisation, CMBS and REIT structures work

+  Undertaking analysis and give an opinion on the impact of
taxation on capital structures

+  Performing analysis to form an opinion on the relative financial
strength of a business

+  Assisting in providing strategic advice and recommendations to
clients supported by appropriate analysis

+  Understanding structuring issues on different assetholding
entities including tax efficient structures.

\’4
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Corporate recovery and insolvency

This competency relates to providing reasoned valuation advice to parties when a business is struggling to meet its commitments. This could include working with a Fixed Charge Receiver or advising insolvency
practitioners or turnaround specialists and lenders amongst others. It includes valuation advice on a variety of assets including, business assets, intangible assets, R&D and liabilities as well as trading related real
estate and occupational premises.

Note: for the purpose of this competency the term ‘Fixed Charge Receiver’ can be locally interpreted as per the candidate’s geographical location as required.

Examples of likely knowledge, skills and experience at each level

Provide evidence of reasoned advice, prepare and present reports
on the assets of insolvent companies and individuals and/or in the
administration of Fixed Charge Receivership appointments.

Examples of activities and knowledge comprised within this level are:

+  Beinginvolved with the instruction/appointment from inception
to completion

+ Implementing the agreed advice/strategy and possess the ahility
to adapt as events unfold

+  Provide valuation reports of the business and other relevant
assets, detailing the extent of encumbered, unencumbered and
third-party assets

+  Provide advisory reparts using appropriate bases of value to
include disposal considerations and recommendations

+  Provide advice to clients following receipt of offers to purchase

+ Handling retention of title claims including obtaining and
assessing relevant evidence, to provide recommendations to
clients

+  Managing and maonitoring finances relating to an instruction
including proceeds of sale, disbursements and accounting to
clients.

WV
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Purchase and sale

This competency relates to the purchase and sale of businesses, their component parts and other tangible and intangible assets such as intellectual property, shares, derivatives and options. It includes all
encumbered and unencumbered assets. Candidates should have regard to all markets, alternative uses and values. It covers all forms of disposal including private treaty, tender and auction.

Note: for the purposes of this pathway, the term ‘property’ relates to all types of assets as described earlier in this guide.

Examples of likely knowledge, skills and experience at each level

Level 1

Level 3

Provide evidence of reasoned advice and repaort to clients on all
types of purchase or sale transactions. Demonstrate the ability to
see complex cases through from start to finish with appropriate
assistance. Be able to provide the client with a halistic view of

the entire transactional market, and advise him / her clearly and
appropriately, not only on the sale or disposal market but also on
other areas.

Examples of activities and knowledge comprised within this level are:

Completing the sale of businesses and their assets from
inception

Dealing with complex or difficult cases, and explaining the
factors which made them so

Providing strategic advice on the relevant assets and
commenting clearly on why the chosen route of purchase/sale
was made

Providing advice on external factors which may affect the
market in relation to the sale/purchase

Repaorting to clients with recommendations relating to the
acquisition/sale

Dealing with the sale or purchase of assets for different
types of clients, such as small investors, large corporations,
accountants, venture capitalists and finance companies
amongst others.

WV
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Taxation

Within a business valuation context, this competency requires the candidate to demonstrate knowledge and understanding of the relevant provisions for taxation in relation to their area of business and geographical
location, as well as the general provisions for taxation of assets in the context of valuation.

Examples of likely knowledge, skills and experience at each level

Level 1 Level 2 Level 3

Provide evidence in relation to asset taxation matters and the
conduct of negotiations with national taxation authorities.

Examples of activities and knowledge comprised within this level are:

+  Negotiate valuations with the relevant taxation authority on a
realistic basis
Provide reasoned advice to clients on how taxation provisions
direct the purpose of the valuation and set parameters for
conduct.

WV
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Valuation of businesses and intangible assets

This competency is about the preparation of formal valuation reports which are fit for purpose and provide reasoned explicit commentary and analysis of the valuation, placing it in context.

Examples of likely knowledge, skills and experience at each level

Level 1

Level 2

Apply your knowledge and understanding of business valuations
showing detailed involvement with the preparation and presentation
of client reports. Demonstrate your ability to use the valuation
methods and techniques appropriate to your area of practice. Show
how any relevant standards and guidance have been applied to your
experience.

Note: to achieve Level 2, candidates will not necessarily be carrying
out valuations as part of their full time day-to-day activities.

Examples of activities and knowledge comprised within this level are:

+ Understanding client requirements and the preparation of Terms
of Engagement

+ Information gathering relevant to the valuation work being
undertaken

+ Analysis and interpretation of comparable evidence

+  Application of a range of valuation methods and technigues

+ Demonstrate competence in carrying out valuation advice
from inception to completion of a range of assets from: trading
businesses, other businesses, unquoted shares, intellectual
property, intangible assets, options, financial instruments or
liabilities.

Level 3

Demonstrate practical competence in undertaking business
valuations and their compaonent parts for a range of purposes.

Demonstrate the application of the relevant valuation methods and
technigues and a thorough knowledge of the appropriate valuation
standards and guidance and how they are applied in practice.

Note: the businesses considered may relate to a particular sector
but the candidate’s experience should cover providing clients

with valuation advice on a range of types of businesses and their
component parts for a range of purposes, such as for financial
statements, internal management, purchase or sale reports, tax and
litigation, but not necessarily all of these. The types of businesses
and their component parts should ideally be varied both in terms of
usage, interest and size.

Examples of activities and knowledge comprised within this level are:

+  Preparing valuation reports and advice to meet client needs and
complying with the latest relevant valuation standards

+  Knowledge of relevant legislation and standards in other areas of
business, such as accounting standards and how these set the
valuation framewaork for share transactions, company/ business
or asset sales, fiscal valuations including transfer pricing,
litigation, etc.

+  Knowledge of the main drivers which affect value including an
understanding of the wider influences such as government
policy, the economic climate, technological change and other
investment medium

+  Demonstrate knowledge as to how valuation advice inter-
relates with the client’s other professional advisaors waork (if
appropriate].

Valuation of Businesses and Intangible Assets
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Valuation reporting and research

This competency is about the preparation of formal valuation reports which are fit for purpose and provide reasoned explicit commentary and analysis of the valuation, placing it in context.

Examples of likely knowledge, skills and experience at each level
Level 1 Level 2 Level 3

Provide evidence of reasoned advice in relation to valuation reports,
valuation standards, methodologies, validation and interpretation of
inputs and data.

Examples of activities and knowledge comprised within this level are:

+  Provide clients with valuation reports that reflect the
appropriate use of internal and external information inputs of a
range of assets

+  Provide up-to-date advice and reporting that reflects the
appropriate use of research and analysis techniques as well as
the reasonable interpretation and clear articulation of it, with
regards arange of assets

+  Provide up-to-date advice that reflects the appropriate use
of verification and validation technigues in relation to key
information inputs within the body.

WV
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Confidence through professional standards

RICS promotes and enfarces the highest professional qualifications and standards in the valuation,
development and management of land, real estate, construction and infrastructure. Our name
promises the consistent delivery of standards - bringing confidence to markets and effecting
positive change in the built and natural environments.

Asia Pacific EMEA

ASEAN Greater China (Shanghai] Oceania Africa Ireland United Kingdom RICS HQ
ricsasean@rics.org ricschina@rics.org oceania@rics.org ricsafrica@rics.org ricsireland@rics.org contactrics@rics.org
Greater China (Hong Kong) Japan South Asia Europe Middle East

ricshk@rics.org ricsjapan@rics.org ricsindia@rics.org ricseurope@rics.org  ricsmiddleeast@rics.org

rics.org



