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Index

Abrams, Jay, 282
ABV (Accredited in Business Valuation).

See American Institute of Certified
Public Accountants (AICPA) statement

Accreditations. See Appraisal associations
Acquisition and merger method, 162
Adjusted capital asset pricing model

(ACAPM), 72–73, 74
Adjustments to financial statements,

improper, 262–263
Advisor of client, 312
Advisory (non-appraisal) capacity, 155
Advisory opinions, USPAP statements on,

150–151
Advisory reports, CICBV:

file documentation for, 202
scope of work for, 202
valuation or expert report, 201–202

AICPA, 315. See American Institute of
Certified Public Accountants (AICPA)
statement

AICPA Statement on Standards for

Valuation Services, 268
American Institute of Certified Public

Accountants (AICPA) statement:
calculation report, 181
detailed report, 176–180
development, 168–170
engagement considerations, 165–168
introduction/scope, 165
oral report, 181–182
summary report, 180–181
valuation approaches/methods, 170–175

American Society of Appraisers (ASA), 313
American Society of Appraisers (ASA) BVS:

appraisal assignment types, 155
asset-based approach, 156
conclusion of value, 159
financial statement adjustments, 156
general preamble, 153–154
general requirements, business valuation

development, 154–155

guideline public company method,
161–162

income approach, 157–158
intangible asset valuation, 161
litigation support, 163
market approach, 158–159
merger and acquisition method, 162
partial ownership interests, valuation of,
163

valuation discounts, premiums, 159–160
written report, comprehensive, 160–161

Apparently conflicting assumptions used
for same general purposes without
sufficient explanation, 261–262

Appraisal:
development of, 146–148
draft, improper reliance on, 251
professional associations, 314
retrospective, 249–250
review of, 142–145

Appraisal associations:
AICPA, 315
American Society of Appraisers (ASA),
313

Appraisal Institute, 313
appraiser types and, 312–313
ASA, 314
business appraisal professional
associations, 314

Canadian Institute of Chartered Business
Valuators (CICBV), 315

CFA Institute, 315
NACVA, 314–315

Appraisal Foundation Appraisal Standards
Board, 138

Appraisal Institute, 313
Appraisal report. See also Detailed report

acceptable forms of, 148–149
advisor input to, 312
blind updates of, 151
failure to discuss weightings in, 240
failure to proofread prior to issuance, 261
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Appraisal report (Continued )
freestanding vs. restricted use, 309–310
inconsistency in valuation methodology,

testimony and, 264
modifying/abandoning positions in,

during appraiser’s testimony, 266–267
preparation, counsel involvement

in, 225
same appraiser/same subject company,

316–317
same subject company/different

appraisers, 317
standard industrial code in, referring

to, 267
tardiness of, 311
updated report, 318

Appraisal standards:
chart of, 321–322
USPAP statements on, 150–151

Appraiser:
failure to list all qualifications of, 238
identified in time, 311
misstatement of methodology and, 259
past publications, use of against

appraiser, 250
qualified, selection of, 318–320
questions for prospective, 319–320
rebuttal testimony, 316
testimony of, modifying/abandoning

positions in written appraisal during,
266–267

types of, 312–313
undue reliance on work of another, 259
work files of, 316

ASA, 314. See American Society of
Appraisers (ASA) BVS

ASA Advisory Opinion, 155
ASA Business Valuation Committee

(AO-1), 155
ASA BVS General Preamble, 153–154
ASA BVS-I (General Requirements for

Developing a Business Valuation),
154–155

ASA BVS-II (Financial Statement
Adjustments), 156

ASA BVS-III (Asset-Based Approach to
Business Valuation), 156

ASA BVS-IV (Income Approach to Business
Valuation), 157–158

ASA BVS-V (Market Approach to Business
Valuation), 158–159

ASA BVS-VI (Reaching a Conclusion of
Value), 159

ASA BVS-VII (Valuation Discounts and
Premiums), 159–160

ASA BVS-VIII (Comprehensive Written
Business Valuation Report), 160–161

ASA BVS-IX (Intangible Asset Valuation),
161–162

ASA Code of Ethics, 307
ASA SBVS-2 (Merger and Acquisition

Method), 162
‘‘As-of’’ date of appraisal, 26–28
Asset appraisals, 257
Asset approach, 171
Asset-based approach (ASA BVS-III), 156
Asset fair market value, 270
Asset-holding entities, 19
Asset-intensive business, 120
Assignment definition table, summary, 26
Assumed income tax rate that differed from

actual past tax rates of subject
company, 265

Assumptions:
apparently conflicting, used for same

general purposes without sufficient
explanation, 261–262

failure to sufficiently explain, 236–237
limiting conditions and, 167
revenues/expenses received/incurred,

265
skewed, 256

Attorney-client privilege, 307–308
Attorney work product privilege, 308–309
Audit adjustments, 309
Average costing, 65

Baird, Robert W., 279
Bajaj, Mukesh, 277, 279, 280
Balance sheet composition, 48–49
Benchmarking analysis, 133
Benefit stream, matching cost of capital to,

69
Beta:

in CAPM equation, 70, 302
failure to adequately support selection

of, 234–235
Beta assumption, 75
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Bias, 228–229
Bid-ask spread methodology, 284
BIZCOMPS(R), 112
Black-Scholes Option Pricing Method

(BSOPM), 133, 283
Book depreciation, 240–241
Book value:

asset fair market value and, 270
of assets, 257

BSOPM. See Black Scholes Option Pricing
Model (BSOPM)

Build-up method, 302
Burke, Brian, 299
Business appraisal. See Appraisal
Business appraisal report. See Appraisal

report
Business appraiser. See Appraiser
Business Broker Method, 259–260
Business cycle patterns, 120–121
Business entity type. See Entity type
Business location, principal, 19–20
Business Valuation: An Integrated Theory

of Business Valuation, 2nd edition, 85
Business valuation engagement. See

Engagement, defining
Buy-sell agreements, family members and,

148
Buy-sell restrictions among related parties,

overemphasis on, 256–257

CAGR. See Compound annual growth rate
(CAGR)

Calculation engagement, 174–175
Calculation report, 181
Canadian Institute of Chartered Business

Valuators (CICBV) Practice Standards:
advisory reports, 201–202
advisory reports, file documentation, 202
advisory reports, scope of work, 202
CBV designation and, 315
code of ethics, 209
expert reports, 202–206
expert reports, scope of work, 204–205
file documentation, 200–201, 202, 210
file documentation standards, 205–206
file retention, 201, 202, 206
limited critique reports, 207–209
limited critique reports, file

documentation standards, 210

limited critique reports, scope of work,
209–210

practice bulletins, 210214
scope of work, 198–200, 202, 204–205,
209–210

valuation reports, 195–198
Capital asset pricing model (CAPM):

ACAPM or MCAPM, 72
closely held businesses and, 301–303
general idea behind, 70
problem with, 302

Capital gains, imbedded, 288–289
Capital structure, failure to define, 243
Capitalization of earnings method, 170–171
Capitalization rate (CR), 77, 242
CAPM. See Capital asset pricing model

(CAPM)
Case law, pure reliance on, 230–231
CBV designation, 315
C corporation, 18–19, 299–300
Certification requirement, 149–150
Certifications. See Appraisal associations
Certified business appraiser (CBA):

ethics/professional conduct of, 187–190
expert testimony by, 190–191
record retention by, 190, 193
written reports by, 191–192

Certified Public Accountant (CPA), 307
CFA. See Chartered Financial Analyst (CFA)
CFA Institute, 315
Chartered Financial Analyst (CFA), 315
Checklist, management interview, 325–326
Cherry picking valuation multiples,

270–271
CICBV. See Canadian Institute of Chartered

Business Valuators (CICBV) Practice
Standards

Client. See also Attorney-client privilege
advisor of, 312
defining, 15
expectations of, 166
primary definitions, concepts, terms, 14
understanding with, establishing, 167

Closely held entities:
due diligence and, 38
Revenue Ruling 59–60 and, 9

Combining discount for lack of control
with discount for lack of marketability,
264–265
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Commercially available data:
inconsistent use of, 258
use of, statistical inaccuracy and, 258

Common stock, closely held companies, 29
Company specific risk premium. See

Specific company risk premiums
(SCRPs)

‘‘Comparability,’’ shift from publicly traded
to private arena, 289–290

Comparable properties:
failure to explain why so few selected,

247
selection of too few, 270

Comparable sale:
inexcusably old, 271
wrong date stated, 272

Competency:
AICPA standards, 166
USPAP competency rule, 140–141

Compound annual growth rate (CAGR), 78
Comprehensive ASA BVS-VIII report,

160–161
Conclusion aiding assistants, 212
Conclusion of value:

ASA BVS-VI, 159
conflicting, 254
NACVA reporting standards and,

185–186
offending common sense, 251–252
tasks undertaken in, 173

Conduct, 139
Confidentiality, 140, 187
Conflicting conclusions of value, 254
Conflict of interest, 166
Consulting (non-appraisal) capacity, 155
Controlling interest:

discount for lack of marketability, 263,
286–288

level of value, 97
USPAP Rule 9-3, synergies/controlling

interest, 296–297
Control premium:

perspective on, 127–129
substance over form, 129–130

Control vs. synergy:
authorities, relevant, 292–294
buyer types, 291
conclusion, 297–298
fair market value and, 294

highest-and-best use argument, 295–296
levels of value, 292
passing observation, 297
special interest purchasers, 295
standard of value and, 295
USPAP Rule 9-3, synergies/controlling

interest, 296–297
Controversy proceedings, 175
Correlation of value:

business cycle patterns and, 120–121
conclusion, 124
correlating a value indication, examples,

118–124
framework of process, 114
global considerations, 113–118
manufacturing concern, 123
relative value analysis, 123
small distribution business, 122
small to medium service business, 122

Cost approach:
adjustments, typical, 53–54, 56–58
asset approach and, 171
balance sheet adjustment process, 49–51
balance sheet composition, 48–49
considerations under, 56–58
Excess Earnings Method, 52–53
goal of, 47
intangible assets, 52
to tax affect or not, 54–58

Cost of capital:
benefit stream and, 69
developing, 70–74

Cost of equity capital (Re):
ACAPM development of, 74
build-up development of, 75
CAPM and, 302
developing the, 70
summary examples of developing,

74–77
Cost of goods, 65–66
Cost-of-goods-sold computation, 264
CPA. See Certified Public Accountant (CPA)
CR. See Capitalization rate (CR)
Credentials, 225

Data:
commercially available, improper

use of, 261
sources of, 229
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Date of appraisal report, 26–28
Debt free cash flow, 87
Debt free net income (DFNI), 89
Debt securities, 21
Defining value. See Value
Depreciation:

amortization and, 67–68
for book/tax purposes, 240–241
failure to add back, 264

Detailed report:
conclusion of value, 180
financial statement/information

analysis, 178
information sources, 177
introduction, 176–177
nonoperating/excess operating assets,

179
qualifications of valuation analyst, 179
representations, information and, 179
sections of, 176
subject entity analysis, 178
valuation adjustments, 179
valuation analyst, representation

of, 179
valuation approaches used, 178
valuation methods used, 178–179

DFB. See Discounted Future Benefits
Method (DFB)

DFNI. See Debt free net income (DFNI)
Direct capitalization:

equation, finishing, 83–84
method, 60–61, 157–158

Discount:
for imbedded capital gains, validity of,

288–289
for lack of control, 264–265
for lack of liquidity, quantitative method

for measure of, 284–285
rates, failing to justify, 242

Discounted cash flow method, incorrect
usage of, 256

Discounted Future Benefits Method (DFB):
discount rate selection, 91
error source, cost of capital and, 128–129
financial projections, 90–91
net cash flow to earnings or net cash to

invested capital, 89–90
sensitivity of assumptions/modeling

details, 91, 92, 93

vs. single-period capitalization method,
88–89

terminal period calculation, 91
Discounted future earnings method, 171
Discount for lack of marketability. See also

Marketability discounts
combining discount for lack of control
with, 264–265

to a controlling interest, 286–288
for controlling interest, reliance on
studies, 263

Discount for lack of marketability, methods
of determining:

Abrams model, 282
bid-ask spread methodology, 284
Black-Scholes approach, 283
Finnerty approach, 285
LEAPS, 285
Longstaff computational model, 285–286
Meulbroek computational model, 286
‘‘practical’’ scoring approach, 284
pre-IPO studies, 279–280
private placement method, 280
Quantitative Marketability Discount
Model (QMDM), 280–282

quantitative method for measure of
discount for lack of liquidity,
284–285

restricted stock studies, 276–278
Silber model, 284
Stockdale model, 284
Tabak computational model, 286

Discounting:
conventions, 92–93
income stream at or close to risk-free
rate, 266

Discovery and privileges, 305–307
Discrete projection method, 60–61
Documentation. See also File

documentation
by ABVs, 174
CICBV file documentation, 200–201
‘‘in anticipation of litigation,’’ 308
retention of file/work papers, 317–318

DoneDeals database, 112
Double counting, 253–254
Double taxation, 18
Draft appraisal, improper reliance on, 251
Draft reports, 194, 200, 213–214
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Due diligence. See Information collection/
due diligence

Duff & Phelps Risk Premium Report (RPR),
72

Earnings projections, 268–269
EBDIT, 264
EBIT, 102
EBITDA, 101, 102
Economic considerations:

information collection/due diligence,
30–31

subject company, failure to apply
discussion of, 260

Economic obsolescence of assets, 147
Efficient market hypothesis and exceptions
Embedded gains or losses, 55
Emory, John, 279
Employee stock ownership plan (ESOP),

23–24
Engagement, defining:

as-of date of appraisal report, 26–28
client, defining, 15
conclusion, 28
date of the appraisal report, 26–28
date of valuation, 23–24
entity distinctions/significance, 18–19
entity type, 16–18
first call, 15–16
importance of, 13–14
principal business location, 19–20
purpose/intended use of valuation,

21–23
scope of the work product, 24–26
state of entity organization or

incorporation, 19
subject entity, 16–18
subject interest, description of, 20–21
summary assignment definition table, 26

Engagement, types of, 168
Enterprise goodwill, 48
Entity distinctions/significance, 18–19
Entity type:

C corporation, 18
Limited liability companies (LLCs), 17
list of common, 21
partnership, 16–17
S corporation, 17–18
sole proprietorship, 16

Equal weighting of conclusions of value,
failure to explain, 246

Equation, business valuation, 32
Equity interests, 21. See also Entity type
Equity risk premium, 75
Errors, mathematical, 252–253
ESOP. See Employee stock ownership plan

(ESOP)
Estate planning, 309, 313
Estate tax, 19, 21, 28, 317
Excess Earnings Method, 52–53
Exchange-listing requirement, 290
Exemption, controversy proceedings and,

175
Expenses received/incurred, 265
Expert reports, CICBV:

file documentation standards in,
205–206

scope of work for, 202–204

Facility tour, 39
Failing to justify capitalization or discount

rates, 242
Failing to lay foundation for small stock

premium, 241–242
Failing to properly consider Revenue

Ruling 59–60, 263
Failing to separate operating and

nonoperating aspects of company,
241

Failure to accurately describe subject
property, 244

Failure to accurately state number of shares
outstanding in subject company, 264

Failure to adequately consider:
willing buyer, 243
willing seller, 243–244

Failure to adequately support selection of
beta, 234–235

Failure to apply discussion of economic
factors to subject company, 260

Failure to comply with USPAP, 224–225
Failure to consider small-stock premium,

238–239
Failure to define capital structure, 243
Failure to discuss weightings in appraisal

report, 240
Failure to distinguish between tax and

book depreciation, 240–241
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Failure to explain:
basis for valuation discount, 245
equal weighting of conclusions of value,

246
market multiples selected for guideline

companies, 245
selection of range of performance ratios

selected, 246
why so few comparable properties or

guideline companies were selected,
247

Failure to factor in income tax, 238–239
Failure to find available information,

233–234
Failure to identify multiples selected, 240
Failure to list:

all appraisers’ qualifications, 238
guideline companies, 241

Failure to make inquiries with significant
third parties, 237–238

Failure to produce a replicatable report,
240

Failure to proofread report prior to
issuance, 261

Failure to properly calculate valuation
discount, 269

Failure to properly consider subject
company’s growth rate, 245

Failure to provide sufficient explanation,
232

Failure to set forth adjustments to financial
statements in appraisal report, 239

Failure to sufficiently explain assumptions,
236–237

Failure to think like investor, 242
Fair market value:

buy-sell agreements and, 148
defined, 4, 292, 294
vs. real world, 7–8

Fair value, defined, 6
Fama, Eugene, 71
Family limited partnerships, 280
FIFO. See First-in-first-out (FIFO)
File documentation. See also

Documentation
CICBV, 200–201
retention of, 317–318

Financial Accounting Standards Board, 217
Financial control value, 10

Financial information/analysis:
business valuation equation, 32
historical business performance, 31
industry/economic integration
framework, 33

industry-specific data and, 34
key-person dependencies, 35
types of information, 170

Financial statement:
adjustments, ASA BVS-II, 156
adjustments, noncontrolling interest and,
301

failure to set forth adjustments to, 239
improper adjustments to, 262–263
items off, 236
reliance on, CICBV, 213–214

Finnerty, John D., 285
First call to valuation professional, 15–16
First-in-first-out (FIFO), 65–66, 156
Fiscal-period measures, 63–65
Forced liquidation value, 11
Forward beta, 75
Frazier, Will, 288
Free-standing report:

vs. letter or restricted use report,
309–310

vs. updated report, 318
French, Kenneth, 71
Fundamental adjustment:

Adjusting Guideline Valuation Metrics,
105–107

conceptual illustration of, 106
in disguise, 109–110
GCPM and, 101, 102
quantitative process for assessing,
107–108

Fundamental value. See Intrinsic value

GAAP. See Generally accepted accounting
principles (GAAP)

Gains/losses, embedded, 55
Generally accepted accounting principles

(GAAP), 48, 275, 311
Generally accepted appraisal standards,

137
Gift tax, 19, 28, 317
Glossary, international, 211
Going-concern value, 296
Goodwill, 48, 52
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Gordon Growth Model, 85
Grabowski, Roger, 72
Gross profit, 66
Growth rate:

of earnings/net cash flow, 77–83
income approach and, 59
near-/long-term, reconciling, 80–82
typical sources of information, 79–83

GTM. See Guideline transactions method
(GTM)

Guideline companies:
failure to explain market multiples

selected for, 245
failure to explain why so few selected,

247
price multiples, subject company and,

272–273
relying upon, when not comparable to

subject company, 267–268
selection of too few, 270
subject company and, failure to

adequately explain why comparable
to, 247

subject company and, failure to consider
differences between, 246

summary chart, subject company and,
246

too narrowly defined, 273
use of only one year’s worth of data, 269

Guideline Public Company Method
(GPCM):

ASA SBVS-1, 161–162
basics, 99–100
definition of, 96
errors in, frequent, 162
identifying guideline companies, 104
multimethod execution of, 103
too few performance measures selected,

270–271
valuation metric, choice of, 104–105
variation of, 100–103

Guideline Transactions Method (GTM), 96,
110–112

Hatch, John, 277, 279
Highest-and-best use argument, 295–296
Historic book value of assets, 257
Hitchner, Jim, 105, 287
Hypothetical conditions, 169

IBA. See Institute of Business Appraisers
(IBA) business appraisal standards

IBA Market database, 259–260
Ibbotson Associates data, 73, 258
Ignoring hypothetical nature of willing

buyer or willing seller, 257–258
Imbedded capital gains, 288–289
Improper practices:

adjustments to financial statements,
262–263

reliance on study that doesn’t
completely provide all relevant data,
260

in sampling techniques, 235–236
Income approach:

adjustments corresponding to balance
sheet treatments, 63

adjustments to income statement,
typical, 62–63

ASA BVS-IV, 157–158
caveats of, 157
conclusion, 93
cost of capital, developing, 70–74
cost of capital to benefit stream,

matching, 69
cost of equity capital, summary

examples, 74–77
direct capitalization equation, finishing,

83–84
direct capitalization method, 60–61
Discounted Future Benefits Method

(DFB), 88–93
discrete projection method, 60–61
error in computing terminal value when

using, 265–266
growth rate of earnings/net cash flow,

77–83
income methods to market methods,

reconciliation of, 61–62
income statement adjustments/

considerations, 65–69
interim-period to fiscal-period measures,

reconciling/reclassifying, 63–65
methods within, 170–171
single-period benefit (ongoing earnings/

ongoing net cash flow), 84–86
single-period capitalization to derive

market value of total invested capital,
86–88
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Income methods, 61–62
Income-pass-through entities, 18
Income statement adjustments/

considerations:
cost of goods, 65–66
depreciation/amortization, 67–68
gross profit, 66
operating expenses, 66–67
other income/expense, 67
sales/revenue, 65
taxes, 68–69

Income stream, discounting only at or
close to risk-free rate, 266

Income tax, failure to factor in, 239
Income tax appraisals, 317
Inconsistency:

in report vs. testimony, 253
in use of commercially available

data, 258
in valuation methodology/approach,

253, 264
Incorrect usage of discounted cash flow

method, 256
Independence, 167, 230
Independent financial expert, 163
Industrial code, standard, 267
Industry considerations, 30–31
Industry/economic integration

framework, 33
Industry-specific data, 34
Information collection/due diligence:

blind updates, 151
conclusion, 40
financial information/analysis, 31–35
importance of, 29–30
industry/economic conditions, 30–31
insufficiency of, 237
management interview, 35–37, 38–40
preparation for interview, 37–38
travel requirements and, 20

Information request list, 323–324
Infrastructure, valuation process, 33
Institute of Business Appraisers (IBA), 24,

112
Institute of Business Appraisers (IBA)

business appraisal standards:
expert testimony, 190–191
oral appraisal reports, 190
preliminary reports, 193–194

professional conduct and ethics,
187–190

written appraisal reports, formal,
192–193

written appraisal reports, letter form,
191–192

Insufficient due diligence, 237
Intangible assets:

ASA BVS-IX, 161
cost approach and, 52

Integrated theory, 127
Intellectual property, 48
Interim-period measures, 63–65
Internal Revenue Service (IRS) business

valuation standards:
conclusion of value, 217
development guidelines, 215–218
introduction, 215
reporting guidelines, 218
resolution guidelines, 218
USPAP 3 comparison chart, 219
USPAP 9 comparison chart, 220
valuation approaches used, 216

Internal Revenue Service (IRS) subpoena
powers, 306

Internal Revenue Service Revenue Ruling
59–60. See Revenue Ruling 59–60

International Glossary of Business

Valuation Terms, 294, 296
Interview. See Management interview
Intrinsic value, 4
IRM. See Internal Revenue Service (IRS)

business valuation standards
IRS. See Internal Revenue Service (IRS)

business valuation standards

Jurisdictional Exception Rule, USPAP,
142

Kania, John, 276–277, 279, 284
Kasper, Larry, 298–299
Key-person dependencies, 35
Kimball, Curtis, 301

Lack-of-control discount. See Minority
interest discount, perspective on

Last-in-first-out (LIFO), 65–66, 156
LEAPS. See Long Term Equity Anticipation

Securities (LEAPS)
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Level of value:
conclusion, 12
control vs. synergy, 292
discounts, premiums and, 125–127
highest to lowest, 10–11
marketable/nonmarketable, 298
market methods and, 96
size of interest/circumstances, 9
traditional/updated, 10, 126

LIFO. See Last-in-first-out (LIFO)
Limitations on use/purpose, 22–23
Limited critique reports, CICBV:

contents of, 207–209
definition of, 207
file documentation standards for, 210
scope of work for, 209–210

Limited liability companies (LLCs), 17
Limiting conditions, 167
Liquidation:

scenarios, 11–12
USPAP Standards Rule 9-3 and, 146–147
value, determining, 296

Litigation support, 163
LLCs. See Limited liability companies (LLCs)
Longstaff computational model, 285–286
Long Term Equity Anticipation Securities

(LEAPS), 285
LTM (last twelve months), 101

Management, 139–140
Management interview:

agenda of, 38–40
checklist for, 325–326
information collection/due diligence,

35–37
preparation for, 37–38
site visits and, 231–232

Mandelbaum factors/process, 132–133,
282–283

Mandelbaum v. Commissioner, 132, 282
Marketability discounts, 125
Marketable minority interest level

of value, 298
Marketable minority value, 10–11
Market approach:

ASA BVS-V, 158–159
fundamental adjustment, 105–110
Guideline Public Company Method

(GPCM), 99–105

guideline transactions method (GTM),
110–112

methods under, 171–172
rules of thumb, 97–98
transactions method, 98–99
valuation methods under, 96

Market hypothesis and exceptions,
290–291

Market methods, 61–62
Market Transactions Database, IBA, 112
Market value, 60
Market-value capital structure, 75
Market value of invested capital (MVIC), 89
Market value of total equity (MVE), 89
Markowitz, Harry, 70
Material facts, disregard of, 232–233
Mathematical errors, 252–253
Mattson, Michael, 300
Mercer, Chris, 105
Mercer, Z. Christopher, 280, 281–282, 286,

299, 301
Merger and acquisition method, 162
Mergerstat Review, 111–112, 128
Meulbroek computational model, 286
Minority interest discount, perspective on,

130–131
Misapplication of pre- and post-tax

figures, 257
Misreading Revenue RulIng Ruling

59–60, 263
Misstatement of methodology, 259
Modified capital asset pricing model

(MCAPM), 72
Multiples selected, failure to identify, 240
MVE. SeeMarket value of total equity

(MVE)
MVIC. SeeMarket value of invested capital

(MVIC)

NACVA, 314. See National Association of
Certified Valuation Analysts (NACVA)

Nath hypothesis, 298–299
National Association of Certified Valuation

Analysts (NACVA), 24
National Association of Certified Valuation

Analysts (NACVA) professional
standards:

development standards, 184–185
miscellany, 186
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preamble; general and ethical standards,
183–184

reporting standards, 185–186
valuation services, 184

National Conference of Commissioners of
Uniform State Laws, 17

Negative goodwill, 52
Net asset value approach, 257
Net asset value method, 50–51
Net operating loss carry forwards (NOLs),

69
Noble Est. v. Comr., 173–174
NOLs. See Net operating loss carry

forwards (NOLs)
Nonconclusion aiding assistants, 212
Noncontrolling interest, estimating value

of, 301
Nonfinancial information, 169–170
Nonmarketable minority interest level, 298
Nonmarketable minority value, 11
Nonoperating aspects of company, 241
Nonoperating entity value, 172–173
Nonsystematic risk of security, 70–71
NOPAT. See Debt free net income (DFNI)

Objectivity, 166
Obsolescence of assets, economic, 147
Off financial statement items, 236
Ongoing earning power, 84–86
Ongoing net cash flow, 84–86
Operating aspects of company, 241
Operating companies, 18
Operating entity value, 172–173
Opinion of Value, 186
Options-based models, 133
Oral report, 181–182
Orderly liquidation value, 11
Overemphasis on buy-sell restrictions

among related parties, 256–257
Ownership interest. See Subject interest

Partnership, 16–17
Pass-through entity, 18–19
Past publications, use of against appraiser,

250
Paulsen, Jon, 276
P/E ratio, 59, 101
Performance measures, 270–271
Performance ratios, 246

PG-1 (Litigation Support: Role of the
Independent Financial Expert), 163

PG-2 (Valuation of Partial Ownership
Interests), 153, 163

Porter’s Five Forces, 37
Post-IPO studies, 276–278
‘‘Practical’’ scoring approach, 284
Practice Bulletins (CICBV):

draft reports, 213–214
financial statements, disclosure and, 213
independence/objectivity, 212
international glossary, 211
Limited Critique Reports, 211
valuation/advisory/expert/limited
critique reports, 212–213

valuator/expert/assistants, 212
Practice Standards. See Canadian Institute

of Chartered Business Valuators
(CICBV) Practice Standards:

Pratt, Shannon P., 287, 288, 290, 291,
300–301

Pratt’s Stats(R), 112, 290
Pre- and post-tax figures, misapplication

of, 257
Pre-IPO studies, 263, 279–280
Preliminary reports, 194
Premise of value, 11–12
Present value discount rate, 19
Price-to-asset multiple, 270
Principal business location, 19–20
Private equity:

buyout firms, 97
investments, 133

Private placement method, 280
Privileges:

attorney-client, 307–308
attorney work product, 308–309
discovery and, 305–307
tax practitioner, 309

Procedural Guidelines, 153
Projections, unreasonably low, 264
Public company stock prices, 298–299
Purpose/intended use of valuation, 21–23

QMDM. See Quantitative Marketability
Discount Model (QMDM)

‘‘Qualified appraiser,’’ 318–319
Quantitative Marketability Discount Model

(QMDM), 280–282

Index 375

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



BINDEX 02/25/2011 10:7:48 Page 376

Rate of return models, 133
Rebuttal appraiser, 316
Record-keeping, 140. See also File

documentation
Relative value analysis, 101–102
Releveraged beta, 75
Replicatable report, failure to produce, 240
Report, comprehensive written, 160–161
Required rate of return on equity,, 302
Restricted stock studies, 263, 276–278
Restricted-use appraisal report, 148, 149
Retention of file/work papers, 317–318.

See also File documentation;
Record-keeping

Retrospective appraisals, 249–250
Revenue Ruling 59–60:

closely held entities and, 9, 29, 132
‘‘comparability’’ and, 290
due diligence/reporting, 6
on fair market value, 4
misleading or failing to properly

consider, 263
section 4.01 of, 30
section 5 of, 119

Revenues received/incurred, 265
Review-type engagements, 211
Revised Uniform Limited Partnership

Act, 17
Revised Uniform Partnership Act, 17
Risk-free rate, 266
RPR. See Duff & Phelps Risk Premium

Report (RPR)
Rule of thumb, 97–98

Sales, total/partial, 23
Sampling techniques, improper,

235–236
Sarbanes-Oxley Law, 184
SBBI Yearbooks, 71, 73, 75, 76
Scope/nature of assignment, defining,

154–155
Scope of work:

CICBV, 198–200
for expert reports, CICBV, 204–205
product, 24–26
USPAP rule on, 141–142

S corporation:
definition of, 17–18
tax-affecting, 299–301

SCRP. See Specific-company-risk premium
(SCRP)

SEC. See Securities and Exchange
Commission (SEC)

Securities, nonsystematic risk of, 70–71
Securities and Exchange Commission

(SEC), 276–277, 278
Senior management, 39
Service-oriented business, 121
Shannon, Donald, 300
Sharpe, W.F., 70
Significant third parties, failure to make

inquiries with, 237–238
Silber model, 284
Single-period benefit, 84–86
Single-period capitalization, 86–88
Site visits, 231–232
Size premium, 76
Skewed assumptions, 256
Sliwoski, Leonard J., 290
Small-firm effect, 290–291
Small-stock premium:

failing to lay foundation for, 241–242
failure to consider, 238–239

Sole proprietorship, 16
Sole reliance on valuation model,

254–255
Sources of data, 229
Special interest purchasers, 295
Specialists, 167–168
Specialty asset appraisals, 12
Specific-company-risk premium (SCRP),

71, 74
Standard industrial code, 267
Standard of value:

defining, 3–4, 295
errors of omission, 225–226
fair market value, 4, 6–9
fair value, 6
intrinsic value, 4, 11–12
purpose of appraisal and, 5

State of entity organization or
incorporation, 19

Statistical inaccuracy, use of commercially
available data that warns of, 258

Stockdale model, 284
Stock ownership, common stock, 21
Strategic control value, 10
Strategy tips, 315–320
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Strengths, weaknesses, opportunities, and
threats (SWOT), 37

Study, improper reliance on, 260
Subject company:

appraisal reports, different appraisers,
317

appraisal reports, same appraiser,
316–317

assumed/actual past tax rates of, 265
earnings projections of, 268–269
failure to accurately state number of

shares outstanding, 264
growth rate, failure to properly

consider, 245
guideline companies, price multiples

and, 272–273
guideline companies and, failure to

adequately explain why comparable
to, 247

guideline companies and, not
comparable to, 267–268

guideline company and, failure to
consider differences, 246

summary charts and, 246
Subject interest:

analysis of, 169
description of, 20–21

Subject property:
failure to accurately describe, 244
failure to properly classify, 244

Subject property interest, 227–228
Subpoena powers, IRS, 306
Subsequent events, 173
Summary assignment definition table, 26
Summary chart, 246
Summary report, 180–181
SWOT. See Strengths, weaknesses,

opportunities, and threats (SWOT)
Synergistic/strategic level of value, 217
Synergy. See Control vs. synergy

Tabak computational model, 286
Tangible net asset value methods, 53–54
Tarbell, Jeffrey S., 291
Taub, Maxwell J., 290, 301
Tax depreciation, 240–241
Tax planning, 309
Tax practitioner privilege, 306, 309
Terminal value, 93, 265–266

Terminology, international, 211
Third-party specialist, 167–168
Tips on strategies, 315–320
Total enterprise equity value, 52
Tour of facility, 39
Transactions method:

definition of, 96
description of, 98–99

Transfers, voluntary/involuntary, 23
Treynor, Jack, 70
TTM (trailing twelve month), 101

Undue reliance on work of another
appraiser, 259

Uniform Standards of Professional
Appraisal Practice (USPAP):

business appraisal development, 146–148
business appraisal report standards,
148–149

business appraisal rule, 142–145
certification requirement, 149–150
competency rule, 140–141
disclosure requirements, 317
ethics rule of, 139–140
failure to comply with, 224–225
jurisdictional exception rule, 142
necessity of following, 311
overview of, 138–139
Rule 9-3, synergies/controlling interest,
296–297

scope of work rule, 141–142
Statements on Appraisal Standards and
Advisory Opinions, 150–151

USPAP 3 comparison chart, 219
USPAP 9 comparison chart, 220

Unreasonably low projections, 264
Unsystematic risk of security, 70–71
Untested methodology, using, 250–251
Upton, David, 300
Use of past publications of appraiser

against appraiser, 250
Using commercially available data:

in manner contrary to how data source
says data should be used, 261

that warns of statistical inaccuracy, 258
Using untested methodology, 250–251
USPAP. See Uniform Standards of

Professional Appraisal Practice
(USPAP)
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Valuation:
model, sole reliance on, 254–255
reports, CICBV, 195–198
services, nature/risks of, 166

Valuation Advisors’ Lack of Marketability
Study, 279

Valuation approaches:
methods and, 170–175
migration/reliance, 120–121
recognized, 115

Valuation credentials, 225
Valuation date:

errors of omission, 226–227
price multiples and, 272–273
use/purpose of valuation and,

27–28
Valuation discounts/premiums:

ASA BVS-VII, 159–160
conclusion, 133–134
consideration of, 172
control premium, perspective on,

127–129
control premium, substance over form,

129–130
failure to explain basis for, 245
failure to properly calculate,

269
levels of value, 125–127
marketability discounts, 132–133
minority interest discount, perspective

on, 130–131
Valuation engagement:

AICPA and, 169
event timeline, typical, 27
specialists’ work in, 167–168

Valuation method:
inappropriate employment of discount

using, 269
inconsistency in, appraisal report/

testimony, 264
legitimacy of, foundation and, 259–260
use of different, in valuing same interest

in valuation reports offered at
different times, without adequate
explanation, 262

Valuation multiples:
cherry picking of, 270–271
government document restrictions and,

272
Value:

defining of, 3
level of, 9–11
premise of, 11–12
standard of, 3–9

Value of control vs. value of synergy. See
Control vs. synergy

Web site, 1
Weighted average cost of capital (WACC),

86–88, 128–129
What-if analysis, 211
Willamette Management Associates, 279
Willing buyer/seller:

authorities, relevant, 292
failure to adequately consider, 243–244
hypothetical nature of, ignoring,

257–258
Working location, primary, 19–20
Work papers, retention of, 317–318
Written ASA BVS-VIII report, 160–161
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