FINANGCIAL VALUATION - Industry Update

Valuation Professionals:
Be Aware of New Rules;
Speak Your Mind

Call them what you want: special-pur-
pose properties, trade-related proper-
ties, single-use properties. There has
been an ever-increasing issue over
their valuation that has reached the
point that requires full disclosure of
that issue to the valuation universe.

Up to a few years ago, valuations
of hotels, hospitals, gas stations, casi-
nos and parking garages were valued
as businesses, with both accredited
business valuers and specialized real
estate appraisers doing the work.

Notable specialists like Steve
Rushmore of HVS in the hospitality
world and Hopkins Appraisal Services
for gasoline stations have built reputa-
tions based on many years of special-
ized valuation service to their specific
sectors, and their work is accepted by
lenders, courts and accountants. This
is because their work drew on well-
established methodologies and valua-
tion concepts, and was also accepted
by the valuation profession.

But now we have a new breed of
general property appraisers eager to
expand their areas of practice, and
where better to expand than into lucra-
tive specialty practice areas like spe-
cial-purpose properties. Why was this
suddenly attractive? The major stimu-
lus was the issuance in October 2011 by
the Small Business Administration of
its SOP 50 10 5(D) governing the per-
formance, by real estate appraisers, of
going-concern appraisals of special-
use properties in connection with SBA
guaranteed loans.

Subpart B, Chapter 4.C.5 (c) -
Business Valuation Requirements-
Change of Ownership, states “A “quali-
fied source’ is an individual who regu-
larly receives compensation for busi-
ness valuation and is either” a CPA
performing business valuations or an
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accredited ASA, CBA, ABV, CVA or
AVA. This is similar to the earlier 2009
version of the SOP, but the following
section states “The lender may use a
going concern appraisal to meet these
requirements if: (2) the appraisal is
performed by an appraiser experi-
enced in the particular industry and
who is either ‘a qualified source’ as identi-
fied in paragraph 5(c) above or has success-
fully completed the Appraisal Institute
course ‘Fundamentals of Separating Real
and Personal Property from Intangible
Business Assets’...”

What is that newly inserted
course that gives general real estate
appraisers the ability to now perform
business valuations of special-purpose
properties? (Note that one has to be an
accredited business valuer OR to have
taken this course.)

It is a course that the Appraisal
Institute started in 2004, withdrew it
due to the course’s inherent problems,
and now has brought it back. It can be
found on the AI website at:
http:/lwww.appraisalinstitute.org/educa-
tion/course_descrb/Default.aspx?prgrm_n
br=833&key_type=C. This course takes
15 hours, including a one-hour exam,
and can be taken by anyone, and,
according to the SBA, qualifies any
successful course graduate to perform
going concern business valuations.

And to think this author wasted
his time on the four 3.5-day ASA BV
courses and exams, the five years of
documented full-time business valua-
tion experience, the two peer-reviewed
valuation reports, not to mention the
23 years of continuing education and
those pesky dues for professional soci-
eties.

My sarcasm and skepticism
aside, the serious issue on the table is
competency and the clear potential for
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failure to comply with the competency

requirements of USPAP, IVS, US

GAAP and the accrediting societies.

To demonstrate, following are a series

of actual emails I have collected, but

made anonymous, to demonstrate
what has started to happen in our pro-
fession:

* “We're appraising a proposed restau-
rant in ___, and have been asked to pro-
vide a going concern value...Has any-
one out there done a similar apprais-
al?...Any thoughts on how to develop a
going concern value...and what
methodologies to use...?”

* “I am working to develop an...Excel
template  specifically ~ for  gas
stations...am curious what other
appraisers are using. Anything you are
willing to share is greatly appreciat-
ed...”

* “I am looking for support for a going
concern value...does anyone have any-
thing to support a management fee cap-

italization rate?”
Continued on next page
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® “I am appraising the intangible market

value of x. Do any of you have a stan-

dard approach to their valuation?”
These requests for help are indicative
of a profound lack of competence in
this subject area. The danger to the
public and the valuation profession of
this growing acceptance that proper
education, training and experience on
matters such as this are now optional
cannot be overstated.

Further, on May 15, 2012, RICS-
Americas hosted a roundtable of sen-
ior business and real estate appraisers
from many of the nation’s largest
financial services firms and lenders
from major banks to address this issue
and the identified flaws in the qualify-
ing course identified by the SBA.

Course attributes that riled the
group included treating real estate
value as a residual after deducting
value for FF & E and intangibles from
the “total assets of the business” and
treating cash as an intangible asset
(this has been “revised” in current
course versions).

Whats wrong? How about
ignoring USPAP, US GAAP and IVSC
standards; failing to apply transaction-
al market behavior and not being sup-
ported by observable and verifiable
market data; contradicting established
appraisal methodologies and requiring
business valuation competency that
many passing the course will not have.

What has been done? Besides
the roundtable, ASA and RICS-Ameri-
cas sent a jointly signed series of letters
in April 2012 to responsible parties at
the SBA requesting a meeting to dis-
cuss the issue and how that specific
Appraisal Institute course could have
made it into the revised 2011 SBA SOP
without being exposed for public com-
ment and also providing a detailed
summary of the problem and pro-
posed solutions from our perspective.
When no replies were received, a third
letter to a higher SBA authority was
sent requesting a meeting. That result-
ed in a meeting on July 11, 2012 at
which time representatives from ASA
and RICS-Americas had the opportu-
nity to present the issues I described in
detail above.
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When no action had been noted
nine months later (and numerous cours-
es on separating intangibles from real
property had produced scores of real
estate appraisers now qualified to per-
form going concern business valua-
tions for submission to the SBA with
loan requests), a follow-up letter was
sent on April 22, 2013 more forcefully
requesting a status report.

Where are we now? At the time
of this writing, no official action has
been taken by the SBA. The ASA’s gov-
ernment affairs representative, Peter
Barash, was told by an inside source
that an edit to the SOP was imminent
but that the procedure for changes to
future SOP’s would not be put out for
stakeholder comment before becoming
official.

For this change to a Federal
Agency’s SOP that controls qualifica-
tions for appraisals submitted for like-
ly billions of dollars of federally
insured loan applications to take more
than two plus years to correct is uncon-
scionable, especially when the specific
edit appears legally suspect and has
been vigorously protested from the
time it was published.

Between the parties involved,
numerous professional standards have
been violated, unqualified appraisers
with inadequate business valuation
capabilities have legally prepared and
submitted going concern business val-
uations for vast amounts of loan dol-
lars, and the valuation profession has
likely suffered a huge loss of our most
valuable intangible: the public’s trust.

I urge members of our profes-
sion to follow this matter to a proper
conclusion, including monitoring the
SBA’s response and urging them to be
more transparent in their procedures.
This is a great opportunity for leaders
of our profession to come together to
establish the proper qualifications and
proper methodologies for valuing sin-
gle-use or special-purpose properties.
Note: Copies of the letters to the SBA as
well as the Appraisal Foundation’s recent-
ly released Comment Paper and Request
for Comment are available at this website:
www.valuationproducts.com/featuredarti-
cles.
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AUTHOR'’S FOLLOW-UP NOTE:
Since writing this column, several
important things have taken place.
The SBA issued SOP 50 10 5(f) that:

e eliminates, as of Jan. 1, 2014, the
Appraisal Institute course which, if
successfully completed, qualified a
real estate appraiser to perform
SBA-related going concern
appraisals of certain special-use
properties.

* contains language emphasizing that
the real estate component of a going
concern  valuation must be
separately appraised.

e does not put the new SOP out for
public comment.

® does not express interest, at this
time, in working with the appraisal
community to develop best prac-
tices.

The Appraisal Foundation’s Appraisal
Practices Board issued a “Concept
Paper and Request for Comment on
Valuation Issues in Separating Tangi-
ble and Intangible Assets,” with com-
ments due by October 31.

The ASA announced a new
course on going-concern valuations in
conjunction with a new textbook. My
bottom line is that all valuation profes-
sionals (in all disciplines) should mon-
itor issues such as this that could well
impact our profession and speak out
for the best and proper practices. s»
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