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Summary

Key steps in Small and Medium Professional 

Practice (“SMPP”) acquisition.

• Valuation 

• Due Diligence

• Review of other information

• Practical considerations



Valuation

• Characteristics of professional practice

– Fewer tangible assets than intangible assets

– Strong relationship with client, which is based

on the professional’s reputation

– Depends on strong referral system to get new

clients

– Frequently licensed and regulated by

government agencies

– Reputation on high quality standards



Valuation

• Valuation approach

Market approach

As it is for small or medium professional practice, it

is not possible to find a comparable listed company

to determine its market value. It is also very difficult

to obtain a transacted price for a comparable

professional practice which is recently traded.

It is unlikely to use market approach as the

information is confidential and not easily available.



Valuation

• Valuation approach

Asset approach

In general, there are hardly any tangible assets in

professional firm, the valuation will be more on the

intangible assets.

Key personnel and IP are the main intangible assets

to generate income.



Valuation

• Valuation approach

Income approach

This could be the most suitable valuation approach

for this professional firm. Subject to the stability of

the expected future performance, Discounted Cash

Flow Method or Capitalized Cash Flow method will

be used.



Valuation

• Forecast on the earnings stream

Sales

In order to make a reasonable forecast, the services

provided need to be broken down by type of

services. The revenue for recurring services (i.e.

Audit, accounting & tax) could be forecasted based

on historical records. The forecast on revenue for

one-off engagement (i.e. valuation, investigation

etc.) would be based on estimates and reasonable

input from the existing partners.



Valuation

• Forecast on the earnings stream

Costs

Mainly staff salaries and rental expenses, which

should be able to make a reasonable forecast based

on historical records and expected / anticipated

contingencies.



Valuation

• Forecast on the earnings stream

Work in progress

If there are any significant engagements in process

as at the valuation date, especially for one-off

engagement, a reasonable forecast on the income

from these particular engagements based on time

cost / agreed-upon basis.



Valuation

• Forecast on the earnings stream

Capitalizing / Discounting rate

The capitalization / discount rate should be high enough

to reflect the risk associated with the income stream being

predominantly derived from the intangible assets. It would be

challenging to determine the rate as there are little industry

data / ratio for professional practice available to the public.

Growth rate

It should be based on historical records and economy &

industry outlook.



Valuation

• Other discounts

Discount for Lack of Marketability (“DLOM”)

DLOM is used to compensate the difficulty of

selling the professional practice compared with

companies traded publicly.

Key Person Discount

The founders / current partners have built up the

relationships with the existing clients and grown the

business with their reputation. The loss of key

persons may result in loss of clients and reduction of

income stream, which will depress the value.



Valuation

• Subsequent events / Accounts after 

valuation date

Subsequent events need to be considered in all

valuation assignments after the valuation date but

before the signing of the S&P agreement. The

accounts after valuation date is required to

review the reasonableness of the forecast.



Due Diligence

Due diligence (“DD”) ordinarily incorporates

investigative measures pertaining to the

acquisition. The scope of DD is subject to the

request of the client.

• Financial records
– Review major items of the BS as at the DD date (i.e.

recoverability, impairment, fair value, etc.)

– Review of historical financial data (i.e. review the fluctuations)

– Review unrecorded liabilities and journal entries



Due Diligence

• HR records
– Employment contract and personnel files 

– Relevant qualification and experience

• Fixed assets
– There are unlikely any significant assets in a professional

practice

– Just in case there is any, the ownership, condition and fair value

of the fixed assets need to be reviewed



Due Diligence

• Lease and other contract
– Office lease (i.e. obligation, novation restrictions, deposits, 

balance of the term and options, reinstatement provision)

– Office equipment lease (i.e. obligation, novation restrictions, 

deposits, balance of the term and options) 

• Secretarial records
– KYC documentation for existing clients

– Review the Constitution / Partnership Agreement for any 

restriction in sale of business / shares

– Any significant decision made by the management or any events 

may affect the clients’ decision 



Due Diligence

• GST and income tax compliance
– Latest NOA / F5

– Whether the filing is up to date

– Any outstanding liabilities

• Correspondence with ACRA, ISCA or other 

parties appointed by ACRA
– Full documentation of the latest practical monitoring review (i.e. 

Audit Engagement, Compliance of FRS, EP200, etc.)



Due Diligence

• Contingent liabilities
– Completed contracts: any potential claim based on the terms

– Ongoing contracts: any foreseeable losses / claim 

• Others
– Gather the details of all customers and identify any significant

loss or potential loss of clients

– Identify the risks of the practices (Economy; competition;

manpower; customers’ confidence with the new management,

etc.)

– Accounts receivables and assessment / measurement on

recoveries



Review of other information

Review of the Seller’s client list, revenue,

expenses & employment costs: to review the

profitability of the firm, competitiveness of the fees

and assess the reasonableness of the forecast for

revenue and operating costs.

• Categorize the clients by type of services
– Breakdown the clients by type of services provided (i.e. Audit, 

Tax, Accounting, Secretary, Valuation, Investigation, others)

– The clients could be put into two groups. One is recurring clients 

and the other is one-off clients.



Review of other information

• Categorize the clients by type of services
– The information in the client list should include the following 

information but not limited to these (subject to confidentiality 

issue)

• Name & Year end

• Principal activities & Any complexities
– This will help to assess the complexity of the works and reasonableness of the fees

• Deadline
– This will help to assess the time stream and reasonableness of the fee

• First engagement date & Source of referral
– This will help to assess when and who brought in the jobs every year to help 

determining the growth of the business and the Key Person Discount

• EPC or Non-EPC
– This will help to review the potential loss of the audit jobs as the EPC may not 

require audit in future

• Fees for the latest engagement
– Based on the above factors and FS, the competitiveness of the fees could be 

assessed. Review the recoverability for each client.



Review of other information

• Categorize the clients by type of services

Based on the engagements profile, the Buyer should

be able to work out the profitability percentage of

each type of services provided. The risk would be

lower if the portion of revenue from recurring

engagement is higher.

The partner may also need to estimate the possible

loss of clients due to change in management of the

professional practice mitigated by transitional steps.



Review of other information

• Review of the FS (subject to confidentiality 

issue)

The reviewing of the FS will focus on the complexity of

the engagements and risk of the engagement

– Based on the BS & PL items to determine the complexity of the

assignment. (i.e. Inventories, Intangible assets, loans and

borrowings,

– Based on the audit opinion and KAM to determine the risk of the

engagements.



Review of other information

• Review of the employment cost

– Based on the engagement profile, it is able to estimate the 

number and skill level of the staff required and finally estimate 

the employment costs. 

– On the same basis, the reasonableness of the historical 

employee costs could be reviewed.

– Projection of future manpower planning and risk of attrition.



Practical considerations

• Reason of disposal
• Retirement or incapacitated

• Low profitability, cashflow problems,etc

• Irreconcilable Disputes 

• Cannot cope with the changes (updates on FRS & 

SSA and new technologies)

• Competitiveness and other personal consideration

• Right candidate
• Professional firms planning to scale up

• Young start up professionals



Practical considerations
• Confidential information

– Non-disclosure agreement 

– Redact sensitive information (i.e. Client names, 

etc.)

• Type of sale

– Sale of client portfolio 

• Due diligence is limited on the client portfolio

• Restructure the firm’s name

• Non-competition clause

– Sale of the firm

• Due diligence is required



Practical considerations

• Selling price

– Guideline based on survey: 0.6 to 1.2 multiple of 

the annual recurring income

– Collection basis (i.e. 30% of future billing for x 

years). This method covers non-recurring items.

– Adjustment on agreed basis over the completion 

period

• Timing

– Avoid peak period

– Time is of the essence – moral issue



Practical considerations

• Sales & Purchase Agreement
• Terms of conditions

• Pricing methods

– Agreed amount (by instalments) or Collection basis

– Recurring clients & Non-recurring clients

• Adjustments due to client attrition

• Issues in transitional period

• Warranty / Indemnity / Restriction clauses

• Contracts / agreements (i.e. Employment contracts, Tenancy 

agreement, Client engagements, etc.)

• Acquisition of fixed and operating assets

• Jurisdiction 

• Confidentiality



Q&A

THANK YOU
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That is what we all want….



Personal LESSONS LEARNT FROM M&A 

OF SMPs

Many lessons learnt and I will distill what I 
have learnt into the top 5.



LESSON No. 1  
KNOW YOUR PURPOSE 

✓Ask yourself WHY you want to acquire a practice or 
merge your practice with another firm. 

✓If you don’t have the answers, keep on asking until 
you do. 

✓But beware!



LESSON No. 1  
KNOW YOUR PURPOSE (continued) 

Beware:  If your purpose to enter into M&A is to make money, you 
could be disillusioned as there are things money cannot buy.

✓Money can buy you a house but not a home

✓Money can buy you companionship but not friendship

✓Money can buy you fame but not integrity

✓Money can buy you comfort but not peace

If money is your purpose, when the going gets tough and difficult, 
you will QUIT.



LESSON No. 1  
KNOW YOUR PURPOSE (continued) 

✓Ultimately, money is a result of your passion to 
pursue and realise your dreams and to achieve 
personal and financial freedom.

✓Remember:  If you have a BIG ENOUGH WHY, all 
difficulties, pain and suffering  become 
secondary.



LESSON No. 2      
PREPARE TO WORK HARD            

✓Be prepared emotionally, mentally, physically and financially 
for the journey of CHANGE. It is going to be HARD work.

✓There will be stress and conflict with your partners, staff 
and clients. 

✓Don’t give up when the going is tough. Remind yourself of 
your purpose.





LESSON No. 3       
EXPECT STAFF WILL RESIGN

✓Expect your people will resign when there is    
CHANGE especially for audit division.

✓In my experience, almost all audit staff will leave over 
2 years. My recollection was around 50% in the first  
year and the balance in the second year.



LESSON No. 3       
EXPECT STAFF WILL RESIGN

✓CHANGES STAFF MAY NOT BE ABLE TO ADAPT TO:

(i)  Partner leadership style and personality 

(ii) Different system (job scheduling, time sheets)

(iii) Different work processes (audit methodology)

(iv) More work (documentation, client acceptance 
and retention evaluation, staff appraisal)

(v) Working harder and longer hours after the 
change



LESSON No. 4      
ACCEPT SOME CLIENTS WILL LEAVE 

✓Accept that some of your clients will leave when there is 
CHANGE. 

✓My recollection was around 10% to 20% in lost fees within 
one to two years.



LESSON No. 4      
ACCEPT SOME CLIENTS WILL LEAVE 

✓CHANGES CLIENTS DON’T LIKE:

(i)   Fee increase

(ii)  Different opinion from the predecessor partner

(iii) Re-doing or extending the audit work to clear 
partner review points

(iv) Change in firm’s policy e.g. clients to prepare the    
accounts 



LESSON No. 5        
MAINTAIN YOUR SANITY

✓Learn to stay Calm, Centered and Confident in 
what      you say and do. 

✓In turmoil, Meditate, Reflect and Improve yourself 
to change.

✓Learn to Laugh at yourself and tap into the power 
of Silence.





LESSON No. 5        
MAINTAIN YOUR SANITY (continued)

✓Focus on Solutions and Opportunities but don’t forget to 
check reality. 



LESSON No. 5        
MAINTAIN YOUR SANITY (continued)

“Accepting difficulties as an integral part of 
life journey will make it a little easier for you 
to take the road less travel. Ultimately, it is 
courage to do what you are fearful of that 
would transform  your dreams to realities.”

Michael Chin



TO RECAP

✓Know your purpose

✓Prepare to work hard 

✓Expect staff will resign

✓Accept some clients will leave

✓Maintain your sanity



TO RECAP

So are you ready to.………
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Document Title 0

ISCA Seminar: 
Supporting  
SMEs/SMPs 
to grow Mr IanTeo,  

Head of Business Banking Singapore

23 January2018

This document is prepared for informational purposes only. Standard Chartered Bank (Singapore)  

Limited accepts no liability for any of the contents of thisdocument.



Document Title 1

Unsecured Term Loan

• This is an unsecured term loan facility to assist the Sole Proprietor,  
Partnership and Private Limited company with a turnover S$500,000to  
S$20,000,000.

• No asset collateral is required, it is the simplest and most flexible way to  
access funds to drive your businessfurther.

• This facility typically offers a maximum loan quantum up to S$300,000,

• The maximum tenure is usually 5years.

• SME Working Capital Loan- a Government Assisted Scheme jointly  
administered by SPRING Singapore. Target market is SMEs in Singapore.  
50/50 Risk sharing between Spring and Bank.



Working Capital Financing

• Banks offer working capital financing to 
companies to  provide them with cash flow
required to conduct day-to-day  operations
smoothly.

• Various forms ofworking capital financing 
exist, including but  not limited to:

▪ Trade credit

▪ Issuing letter of credit

▪ Issuing of bankguarantee

▪ Bankoverdraft

▪ Revolving term loans

▪ Purchase or discount of bills

▪ Factoring

• Typical collaterals are loan insurance scheme, 
cash, property  & personal guarantee.

Document Title

2



Equity Loan/ Cashout

• Business owners who own properties with mortgages that  
have been running down for a few years, or have fullypaid  
their mortgages, can opt to cash out on the property’s  
residual value.

• This facility gives business owners an opportunity to free  
up additional cash flow to generate liquidity for the  
business.

• Equity Loan is considered a secured lending facility, hence  
the interest for such loans are usuallylower.

Document Title

3



Q&A

Document Title

4



© 2018 ISCA

Sharing of ISCA SMP Initiatives for 2018

58

Mr Kang Wai Geat

Deputy Director, 

Audit Quality & Standards Development

ISCA



© 2018 ISCA

59

ISCA SMP 

Learning Roadmap
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Objective

Better 
understand the 
different skills 

required

Fulfill 
professional 
development 

training needs

Promote lifelong 
learning and 

support SMPs to 
stay relevant



© 2018 ISCA

61

Intended For
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✓ Mapping of CPE courses to Skills Framework for

Accountancy (Assurance track)

✓ 4 Proficiency Levels

✓ Recommended CPE Hours for Audit Professionals

(Non-Public Accountants)

Key Features
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Skills & Competencies - Technical & Generic
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TECHNICAL Skills & Competencies Category
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GENERIC Skills & Competencies 
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Proficiency Level
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Example: TSC category - Audit
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Example: TSC – Audit category



© 2018 ISCA

69

Recommended CPE Hours for Audit Professional 

(Non-Public Accountant) 
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https://isca.org.sg/id/learning-roadmap/

ISCA SMP Learning Roadmap

https://isca.org.sg/id/learning-roadmap/
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Practitioner’s Package

Objective:

The aim of this 

Practitioner’s Package 

(PP) is to facilitate 

professional development 

in public accounting firms, 

as well as provide 

technical support through 

ISCA’s quality assurance 

initiatives.

Please send email 

to smp@isca.org.sg

for more information

New!

mailto:smp@isca.org.sg
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The next session will resume at 4.00pm
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