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Preface

The state of the art in small business and professional practice valua-
tion has seen exceptional advancement in the last five years. We have
made every attempt to bring readers of this edition to the leading edge
of that state of the art.

It is noteworthy that there has been an increased demand for high-
quality valuation analyses for small businesses and professional prac-
tices in recent years. There is no sign of abatement in this demand.

However, at the same time, valuation analyses that may have been
acceptable a few years ago would not stand up under challenge today.
We have tried to provide a basic reference both for performing and eval-
uating business valuation analyses that will stand up under challenge.

Data Availability Encourages Market Approach

Perhaps the greatest advancement in the valuation profession has been
the recent availability of empirical data for valuing small businesses
and professional practices. These empirical data, although still limited,
are especially useful in the application of market approach valuation
methods. The following are some of the new and expanded empirical
data sources that have become available since the last edition:

e EDGAR (Electronic Data Gathering and Retrieval System). Over
15,000 publicly traded companies with data available free through
the Internet; many of these companies have market capitalizations
under $5 million.

¢ Done Deals. Over 1,500 transactions between $1 million and $100
million are available on disk.

® Pratt’s Stats. The official database of the International Business
Brokers Association, providing more detail than ever before avail-
able regarding small businesses and professional practice transac-
tions.

¢ Bizcomps and IBA Database. Both sources have been significantly
expanded.

e New trade association and industry comparative data.

With the emergence of these easily accessible and inexpensive data-
bases on small business and professional practice transactions, there is

vii
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Preface

much more emphasis in this edition on the market approach to valua-
tion. For example, this edition includes the following:

¢ A new chapter on the comparative transaction method.
A new chapter on the multiple of discretionary earnings (owner’s
discretionary cash flow) method.

¢ Two new chapters on using small public company data.

¢ A greatly expanded chapter on transaction databases, placed earlier
in the book in conjunction with the market approach chapters.

References to scores of new comparative data sources are included
as appropriate throughout the book.

Many Advances in Business Valuation Education

Another area of professional advancement has been in business valua-
tion education. This includes courses, seminars, books, articles, unpub-
lished (but available) papers, videotapes, and audiotapes. These greatly
expanded general sources of education and information are summarized
in Chapter 1. We have placed hundreds of other sources within the var-
ious subject chapters and at the ends of chapters.

More Emphasis on Legal Context, Including Divorce

One of the most valuable changes from the second edition is the em-
phasis throughout the book on the effect of the legal context in which
the valuation is being performed. For example, valuation rules and con-
clusions may be very different for gift and estate taxes than for a mari-
tal dissolution or for a dissenting stockholder action.

The chapter on defining the valuation assignment has been com-
pletely rewritten and expanded to provide a more valuable road map for
the analyst, attorney, or client, in order to address all the critical cate-
gories of issues at the outset of an engagement. Throughout the book, ci-
tations of judicial precedent document what the courts have found both
acceptable and unacceptable in various legal contexts.

In particular, this edition has much more emphasis on valuation for
marital dissolution purposes, recognizing that marital dissolution prop-
erty settlements represent a common reason for valuing small busi-
nesses and professional practices. The chapter on valuations for divorce
is completely rewritten and updated.

In addition, throughout the chapters, discussion has been added
about using the material in the marital dissolution context. Finally,
marital dissolution court case citations have been added to illustrate the
courts’ positions on various issues.
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Other New Material in This Edition

A new chapter on value drivers and their impact on valuation methods.
A new chapter on discounts for lack of marketability.

A new sample case and new sample professional practice reports.
A broadened chapter on alternative dispute resolution, which in-
cludes mediation as well as arbitration, and has been retitled
Arbitrating or Mediating Disputed Valuations.

¢ An updated chapter on small company ESOPs.

Keeping Up

Even with all the professional advancement in the last five years, de-
velopments in business valuation practice continue to evolve at a rapid
pace. Accordingly, we encourage practitioner involvement in the profes-
sional associations discussed in this book.

Finally, preparers and users of business appraisals now have a
monthly newsletter available to keep up to date: Shannon Pratt’s
Business Valuation Update. Readers may obtain a complimentary
sample copy of this newsletter by calling Business Valuation Resources,
888-BUS-VALU (888-287-8268).

Shannon Pratt
Portland, Oregon
January 1998



56985 FM 2/25/98 7:16 Page x



56985 FM 2/25/98 7:16 Page Xi

Acknowledgments

This third edition has benefited from the careful review of all (or parts)
of the manuscript by a broad representation of practitioners of the busi-
ness valuation and business intermediary professions.

Thanks to the unstinting service of the following individuals, we be-
lieve this volume truly represents the consensus positions of a broad
cross-section of the practitioners from all facets of the business valua-

tion community:

David Bishop
American Business
Appraisers, Inc.

James S. Rigby Jr.

The Financial Valuation Group
Member, AICPA Business
Valuations and Appraisals
Subcommittee

Gary R. Trugman

Trugman Valuation

Associates, Inc.

Member, AICPA Management
Consulting Services Committee

James L. (Butch) Williams
Williams, Taylor & Associates
Chairman, NACVA Executive
Advisory Committee

Portions of the manuscript were also reviewed by the following indi-

viduals:

John Bailey
World M&A Network

John M. Cahill

Michael P. Carroll

Caroll/Cahill Associates
Co-chairmen, Professional
Practice Valuation Study Group

Robert J. Gurrola

Summa Financial Group, Inc.
Past President, International
Business Brokers Association

Ken Hoganson
Hoganson Venture Group

Chairman, IBBA/Pratt’s Stats
Database Committee

Jeff Jones

Certified Business Brokers
Chairman, IBBA Standards
Committee

Brian Knight
Country Business, Inc.
Past President, IBBA

Ray Miles
Executive Director
Institute of Business Appraisers

Jack Sanders
Bizcomps

xi



56985 FM 2/25/98 7:16 Page xii

xii Acknowledgments
Roman Iwanyshyn Leonard J. Sliwoski
Iwanyshyn & Associates Small Business Development
Center
Thomas West

Business Brokerage Press
Past Executive Director, IBBA

Several chapters were prepared or updated by members of the pro-
fessional staff of Willamette Management Associates. Chapter 25,
Discount for Lack of Marketability, and Chapter 39, Employee Stock
Ownership Plans in Small Companies, were prepared by Jeffrey S.
Tarbell, a senior associate in the Willamette Management Associates
San Francisco office. The Sample Case and Solution to the Sample Case
(Chapters 30 and 31) were prepared by Andrew S. Ward, an associate in
the firm’s Chicago office. The chapter on Public Company Data (Chapter
17) was drafted by Jan D. Tudor, a former member of the firm’s Portland
office. Chapter 36, Sample Professional Practice Valuation Report, was
prepared by Michelle M. Hartstrom, senior associate, and Charles A.
Wilhoite, principal and co-director, of the firm’s Portland office. James G.
Rabe, a principal of the firm and co-director of the Portland office, pre-
pared Chapter 37, Examples of Professional Practice Valuation
Methods. Chapter 38, Buy-Sell Agreements and Estate Planning, was
prepared by Curtis R. Kimball, the national director of estate and gift
tax services and director of the Atlanta, Georgia, office. The chapter on
Marital Dissolutions (Chapter 41) was drafted by Sharon K. Moore, a
former member of the firm’s Chicago office. Daniel R. Van Vleet, a prin-
cipal in the Chicago office, prepared the chapter on Litigation (Chapter
46). And, Charles A. Wilhoite, a principal and co-director of the Portland
office, prepared the chapter on Damages (Chapter 47).

Daniel P. Callanan, a former senior associate in our Chicago office,
checked the accuracy of the mathematical formulas and calculations.
Jan D. Tudor, Cynthia K. Stewart-Rinier, and Charlene Blalock pre-
pared the chapter bibliographies. Other members of the Willamette
Management Associates staff reviewed or prepared portions of chapters.
In particular, we would like to thank Portland office associate Terry G.
Whitehead and Portland office research associate Irene Moore.

The authors have reviewed and edited all of the chapters written
and updated by others and take final responsibility for their content.

Charlene M. Blalock, a research associate in the Portland office,
served as the project manager for this undertaking. This included acting
as a liaison and coordinating with the authors, the publisher, and the
outside reviewers. She was responsible for obtaining permission to use
material reprinted in this book from other sources. Charlene also pre-
pared the index and edited and proofread the manuscript. This book
would simply not have been completed without Charlene’s dedication
and project management.

Mary McAllister and Charlene Blalock were responsible for typing
the entire manuscript. This was a monumental task that they per-
formed well under very tight time schedules. Sally Martin provided ad-
ditional proofreading.



56985 FM 2/25/98 7:16 Page xiii $

Acknowledgments xiii

For permission to use material, we especially wish to thank:

The Appraisal Foundation Prentice Hall

The American Society of Appraisers Robert Morris Associates
Practitioners Publishing Company Ibbotson Associates
Mergerstat Review John Wiley & Sons

We express our gratitude to all of the people singled out above as
well as all those unnamed (but not forgotten) people who wrote letters
and had discussions with us about many conceptual and technical
points since the last edition. As always, final responsibility for all con-
tent and judgments rests with the authors.

Shannon Pratt Robert Reilly Robert Schweihs
Portland, Oregon Chicago, Illinois Chicago, Illinois



56985 FM 2/25/98 7:16 Page xiv



56985 FM 2/25/98 7:16 Page xv

About the Authors

Dr. Shannon P. Pratt is a managing director and one of the founders
of Willamette Management Associates. Founded in the 1960s,
Willamette Management Associates is one of the oldest and largest in-
dependent valuation consulting, economic analysis, and financial advi-
sory firms in the country. It has regional offices in Atlanta; McLean,
Virginia; Chicago; San Francisco; and Portland, Oregon. Willamette
Manage-ment Associates is well known for its extensive research li-
brary, which has a constantly updated collection of books, articles, trans-
actional data sources, and court cases involving valuation and economic
analysis issues. This book draws heavily on that resource.

In addition to this book, Dr. Pratt is a co-author of Valuing a
Business: The Analysis and Appraisal of Closely Held Companies, Third
Edition (McGraw-Hill, 1996) and a co-author of Guide to Business
Valuations, Seventh Edition (Practitioners Publishing Company, 1997).
He is also editor in chief of Shannon Pratt’s Business Valuation Update,
a monthly newsletter covering current developments in the field of busi-
ness valuation.

Dr. Pratt holds a doctorate in finance from Indiana University and a
bachelor of arts in business administration from the University of
Washington. He is a chartered financial analyst, an accredited senior
appraiser (certified in business valuation) and fellow of the American
Society of Appraisers (the highest designation awarded by that society),
and a certified business appraiser of the Institute of Business
Appraisers. Dr. Pratt has held many offices of the various professional
societies and has served on numerous committees. Currently, he is a life
member emeritus of the Business Valuation Committee of the American
Society of Appraisers, a life member emeritus of the Valuation Advisory
Committee of The ESOP Association, a life member of the Institute of
Business Appraisers, and a trustee of The Appraisal Foundation (the en-
tity responsible for establishing, issuing, promoting, and improving the
Uniform Standards of Professional Appraisal Practice under the aus-
pices of the United States government). He is frequently called upon to
testify in disputed business valuation matters.

Robert F. Reilly is a managing director of Willamette Management
Associates. He holds a masters of business administration in finance
from the Columbia University Graduate School of Business and a bach-
elor of arts in economics from Columbia College. He is an accredited se-
nior appraiser of the American Society of Appraisers (certified in busi-
ness valuation), a chartered financial analyst, a certified public
accountant, a certified management accountant, an accredited tax advi-
sor, a state certified general appraiser, a certified review appraiser, and
a state certified affiliate of the Appraisal Institute.

.44



56985 FM 2/25/98 7:16 Page xvi

xvi

About the Authors

In addition to this book, Mr. Reilly is a co-author of Valuing a Busi-
ness: The Analysis and Appraisal of Closely Held Companies, Third
Edition (McGraw-Hill, 1996). He is also co-author of Valuing Accounting
Practices (John Wiley & Sons, 1997) and Valuing Professional Practices:
A Practitioner’s Guide (CCH Incorporated, 1997). He is a co-editor of
Financial Valuation: Businesses and Business Interests, 1997 Update
(Warren, Gorham & Lamont, 1997). Mr. Reilly currently serves in an ed-
itorial capacity for—and is a regular contributor to—such professional
journals as The American Bankruptcy Institute Journal and The
Journal of Property Tax Management.

As an appraiser and economist, he has testified both in domestic and
international courts on well over 150 occasions regarding the valuation
of intangible assets, businesses, and business interests, and regarding
various economic damages issues.

Robert P. Schweihs is a managing director of Willamette Manage-
ment Associates. He holds a masters of business administration in eco-
nomics and finance from the University of Chicago Graduate School of
Business and a bachelor of science in mechanical engineering from the
University of Notre Dame. He is an accredited senior appraiser of the
American Society of Appraisers (certified in business valuation). He cur-
rently serves as a member of the Industry Advisory Council of The
Appraisal Foundation and a Trustee of The Appraisal Foundation.

In addition to this book, Mr. Schweihs is a co-author of Valuing a
Business: The Analysis and Appraisal of Closely Held Companies, Third
Edition (McGraw-Hill, 1996). He is also co-author of Valuing Accounting
Practices (John Wiley & Sons, 1997) and Valuing Professional Practices:
A Practitioner’s Guide (CCH Incorporated, 1997). He is a co-editor of
Financial Valuation: Businesses and Business Interests, 1997 Update
(Warren, Gorham & Lamont, 1997).

Mr. Schweihs frequently speaks to professional societies and is a
prolific author of journal articles regarding various valuation issues. He
is often called upon to testify as an expert witness with regard to con-
tested valuation and economic analysis matters.



56985 FM 2/25/98 7:16 Page xvii

Notation System Used
in This Book

A source of confusion for those trying to understand financial theory
and methods is the fact that financial writers have not adopted a stan-
dard system of notation. For this edition, we have studied dozens of
financial texts and have developed a system of notation that reflects ei-
ther the most commonly used conventions or ones that seem intuitively
easy to understand. If other financial writers adopt this standardized
system of notation, we believe it will go a long way toward removing am-
biguity, clarifying communication, and making it easier for readers to
absorb financial articles and texts.

Value at a Point in Time

PV = Present value
FV = Future value
MVIC = Market value of invested capital
T = Terminal value (the expected value at the end of some

discrete projection period, used in the discounted economic
income method)

Cost of Capital and Rate of Return Variables

k Discount rate (generalized)

k, = Discount rate for common equity capital (cost of common
equity capital). Unless otherwise stated, it generally is as-
sumed that this discount rate is applicable to net cash
flow available to common equity.

k, = Discount rate for preferred equity capital

k; = Discount rate for debt (Note: for complex capital struc-
tures, there could be more than one class of capital in any
of the above categories, requiring expanded subscripts.)

kipy = Cost of debt prior to tax effect

k,, = Discount rate for equity capital when net income rather
than net cash flow is the measure of economic income be-
ing discounted

¢ = Capitalization rate

c, = Capitalization rate for common equity capital (cost of
common equity capital). Unless otherwise stated, it gen-
erally is assumed that this capitalization rate is applica-
ble to net cash flow available to common equity.

¢,; = Capitalization rate for net income

¢, = Capitalization rate for preferred equity capital

xvii
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o~

Ry
E(R)
ER,)

RP,

RP;

l

K,...K,

WACC

Capitalization rate for debt (Note: for complex capital struc-
tures, there could be more than one class of capital in any of
the above categories, requiring expanded subscripts.)

Tax rate (expressed as a percentage of pretax income)
Rate of return

Rate of return on a risk-free security

Expected rate of return

Expected rate of return on the “market” (usually used in
the context of a market for equity securities, such as the
NYSE or S&P 500)

Expected rate of return on security i

Beta (a coefficient, usually used to modify a rate of return
variable)

Levered beta

Unlevered beta

Risk premium

Risk premium for the “market” (usually used in the con-
text of a market for equity securities, such as the NYSE or
S&P 500)

Risk premium for “small” stocks (average size of lowest
quartile of NYSE as measured by market value of com-
mon equity) over and above RPm

Risk premium for unsystematic risk attributable to the
specific company

Risk premium for the ith security

Risk premium associated with risk factor 1 through n for
the average asset in the market (used in conjunction with
Arbitrage Pricing Theory)

Weighted average cost of capital

Income Variables

E

NI
NCF,
NCF,

PMT
GCF

EBIT
EBDIT

Expected economic income (in a generalized sense—i.e.,
could be dividends, any of several possible definitions of
cash flows, net income, and so on)

Net income (after entity-level taxes)

Net cash flow to equity

Net cash flow to the firm (to overall invested capital, or
entire capital structure, including all equity and long-
term debt)

Payment (interest and principal payment on debt secu-
rity)

Dividends

Gross cash flow (usually net income plus noncash
charges)

Earnings before interest and taxes

Earnings before depreciation, interest, and taxes
(“Depreciation” in this context usually includes amortiza-
tion. Some writers use EBDITA to specifically indicate
that amortization is included.)
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Notation System Used in This Book xix

Periods or Variables in a Series

1 =

n =

= =
I

Growth
g =

The ith period or the ith variable in a series (may be ex-
tended to the jth variable, the kth variable, and so on)
The number of periods or variables in the series, or the
last number in the series

Infinity

Period,, the base period, usually the latest year immedi-
ately preceding the valuation date

Weight

Weight of common equity in capital structure

Weight of preferred equity in capital structure

Weight of debt in capital structure

Note: For purposes of computing a weighted average cost
of capital (WACC), it is assumed that above weightings
are at market value.

Rate of growth

Mathematical Functions

> =
n =

X

Sum of (add up all the variables that follow)

Product of (multiply together all the variables that follow)
Mean average (the sum of the values of the variables di-
vided by the number of variables)

Geometric mean (the product of the values of the vari-
ables taken to the root of the number of variables)
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Available for Debt Service

The Problem with Rules of Thumb in the
Valuation of Closely-Held Entities

Levels of Economic Income to which Multiples
Might Be Applied

Common Mistakes Made by CPAs in Preparing
and Reporting Business Values

Rusty Metals, Inc., Historical Balance Sheets and
Common Size Analysis

Rusty Metals, Inc., Historical Statements of
Operations and Common Size Analysis

Rusty Metals, Inc., Adjusted Historical Statements
of Operations and Common Size Analysis

Rusty Metals, Inc., Adjusted Ratio Analysis
Rusty Metals, Inc., Guideline Publicly Traded
Companies, Financial and Operating Ratios
Rusty Metals, Inc., Capital Market Method—
MVIC Basis, Valuation Summary

Rusty Metals, Inc., Projected Statements of
Operations

Common Reasons to Conduct a Professional
Practice Valuation

Checklist of Important Factors Affecting the
Values of Professional Practices

Smith & Wesson Consulting, Inc., Calculation of
Value of Work-in-Process Inventory

Intangible Assets Commonly Found in Various
Professional Practices

Smith & Wesson Consulting, Inc., Calculation of
Estimated Amount of Accounts Payable

Smith & Wesson Consulting, Inc., Accounting
Entries for “Deferred Rent” Account

Gateway Pediatrics, Income Statements

Gateway Pediatrics, Analysis of Economic Earning
Capacity

Gateway Pediatrics, Accounts Receivable
Collection History

36-4

36-5

36-6

36-7

36-8

36-9

36-10

37-1

37-2

37-3

37-4

37-5

37-6

37-7

37-8

37-9

37-10

37-11

37-12

37-13

37-14

37-15
37-16

37-17
37-18
38-1
38-2
38-3
42-1

42-2

44-1

44-2
44-3
45-1
48-1

Gateway Pediatrics, Accounts Receivable, Fair
Market Value

Gateway Pediatrics, Tangible Personal Property,
Fair Market Value

Gateway Pediatrics, Current Patient
Relationships, Fair Market Value

Gateway Pediatrics, Trained and Assembled
Workforce, Fair Market Value

Gateway Pediatrics, Fair Market Value of Practice
Assets, Asset Accumulation Method

Gateway Pediatrics, Fair Market Value of Practice
Assets, Discounted Cash Flow Method

Gateway Pediatrics, Fair Market Value of Practice
Assets, Comparative Transaction Method

White, Shert & Pensle, CPAs, Statement of
Prospective Results of Operations

White, Shert & Pensle, CPAs, Estimation of the
Appropriate Present Value Discount Rate

White, Shert & Pensle, CPAs, Estimation of the
Appropriate Terminal Value

White, Shert & Pensle, CPAs, Discounted
Economic Income Method, Indicated Practice
Value

White, Shert & Pensle, CPAs, Asset Accumulation
Method, Fair Market Value

White, Shert & Pensle, CPAs, Leasehold Interest,
Fair Market Value

White, Shert & Pensle, CPAs, Trained and
Assembled Workforce, Fair Market Value

White, Shert & Pensle, CPAs, Client Work Paper
Files, Fair Market Value

White, Shert & Pensle, CPAs, Client Relationships,
Fair Market Value

White, Shert & Pensle, CPAs, Guideline Market
Transactions Method, Fair Market Value

ABC Veterinary Hospital, P.C., Statements of
Results of Operations

ABC Veterinary Hospital, P.C., Capitalized Excess
Earnings Method

ABC Veterinary Hospital, P.C., Adjusted Net
Tangible Asset Value

ABC Veterinary Hospital, P.C., Expected Net Cash
Flow

ABC Veterinary Hospital, P.C., Adjusted Income
ABC Veterinary Hospital, P.C., Normalized Owner
Compensation

ABC Veterinary Hospital, P.C., Capitalization of
Net Cash Flow Method

ABC Veterinary Hospital, P.C., Guideline Market
Transactions Method

Sample Valuation Article for Buy-Sell Agreement
Revenue Ruling 83-120

Revenue Ruling 93-12

Valuation of Intangible Assets, Alternative
Premises of Value

Illustrative Listing of Intangible Assets and
Intellectual Properties Commonly Subject to
Valuation and Economic Analysis

Criteria Important to Attorneys in Selecting
Valuation Experts

Contingent and Limiting Conditions

Documents and Information Checklist

Business Brokerage Resources

Gift Tax Mediations Reach Settlements
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A

Accounting book value. See
book value

Accounting practices, 605-606
650-660 )

Accredited in Business
Valuation (ABV). See
American Institute of
Certified Public Accountants
(AICPA)

Accredited Senior Appraiser
(ASA). See American Society
of Appraisers (ASA)

Ad valorem taxation, 61, 403,
817-818

Administrative costs, premium
for, 213

Allocation of purchase price.
See purchase price allocation

Almanac of Business and
Industrial Financial Ratios,
136, 140, 145-146

Alsup v. Alsup, 727n

American Federal Group v.
Rothenberg, 837-838

American Institute of Certified
Public Accountants (AICPA),
8,11,14

American Medical Association
(AMA), 622, 633

American Society of Appraisers
(ASA), 4-7, 14-15, 39, 86, 92,
202n

Business Valuation
Committee, 5-6

Business Valuation
Standards, 6, 39, 88, 202n,
789n

Antitrust, 834-836

Appraisal certification, 635

Appraisal Foundation, The, 4,
15, 3941

Appraiser Qualifications
Board, 6, 15

Appraiser Standards Board, 4,
15

See also Uniform Standards of
Professional Appraisal
Practice (USPAP)

Appraisal Institute, 86

Appraisal report. See valuation
report

Appraisers, qualifications of,
778-780

Arbitration, 845-855

American Arbitration
Association, 850

arbitration agreement, 27,
678, 851-852

special master, 850, 852, 855

Architecture firms, 606
Asset-based approach, 89-90,
365-400, 516

adjusted book value method,
369, 603

adjusted net worth method, 369

asset accumulation method,
370-400, 603-604, 654-659

advantages of, 395-397

disadvantages of, 397

example of, 389-95, 627-629,
644
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Index

book value of assets, 366, 368
depreciating goodwill,
604-605
excess earnings method,
215-216, 248, 369-370,
401-423, 600-603
capitalization rate to use,
405, 413-418, 421, 603
common errors, 420-421
earnings
definition of, 405,412,
602-604
normalized, 405, 411-412,
421
example of, 414-18, 661-666
negative goodwill, 418-420
net tangible asset value,
405-406, 408-410, 416
in marital dissolutions,
725-726
obsolescence, 103-107, 388
replacement cost, 103-104
reproduction cost new,
103-104
to real estate appraisal,
103-105
with intangible assets,
749-752
Asset deficiencies, 322
Assets, individual, 376-389
depreciated replacement cost
method, 385
depreciated reproduction cost
method, 379, 385
financial assets, 377-378
intangible personal property,
387-389
intangible real property,
386-387
tangible personal property,
106-107, 382-386
tangible real estate, 101-105,
378-382
Aucutt, Ronald, 781-782

B

Backhaus v. Backhaus, 265n
Balance sheets. See financial
statements, adjustments to
Bankruptcy, 717-718, 816-817
Baron, Paul B., 52
Barron’s, 153
Beaver Bolt, Inc. v.
Commissioner, 753n
Bernstein, Leopold A., 100n
Beverly Hills Concepts, Inc. v.
Schatz & Schatz, Ribicoff &
Kotkin, et al., 250n
Bielinski, Daniel W., 277n,
446n
Bizcomps, 210, 330, 335, 350
352-354, 526
Blinderman v. Reib, 779n
Bolotsky, Michael J., 471n
Book value, 437
in asset accumulation
method, 366, 368
in buy-sell agreements, 677
in comparative transaction
method, 324
in excess earnings method,
409
in guideline company
method, 273, 287-288
Breach of contract, 833-834,
837-841
Brealey, Richard A., 236n
Brown v. Allied Corrugated
Box Co., 47n
Business brokers, 793-804
Business Reference Guide,
798-800
Business Valuation Resources,
16, 356
Business Valuation Review, 14,
789n
Business Week, 153
Buying a business, 759-774
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Buyouts, 714

Buy-sell agreements, 27, 58,
446, 560-561, 673-679,
814-815

C

California Corporations Code
Section 2000, 46-47
Cambridge Plating, Inc. v.
NAPCO, Inc., 829, 840-841
Canadian Institute of
Chartered Business
Valuators (CICBV), 8, 12, 16
Capital gains tax, 728-729
Capital structure, 247, 311,
344, 548, 554
Capitalization rate, 201-233,
522-524, 555, 652
estimation of, 226-228, 604
for dividends, 285-286
for excess earnings, 371, 413~
414
for individual assets, 380-381
for real estate, 91
in capitalization of economic
income method, 256-257
Capitalized economic income
method. See income approach
Cash available for debt service.
See debt service coverage
Cash-basis accounting, 96-97,
565, 570-571, 579
Cash equivalent value,
345, 463, 491-501
as illiquidity factor, 465-466
in comparative transaction
method, 319
in selling a business, 769, 801
of intangible assets, 746
Cash flow. See net cash flow
Cash value, 39
Cerillo, William, 827
Certified Business Appraiser
(CBA). See Institute of

Business Appraisers
Certified Business Counselor
(CBQ). See Institute of
Certified Business
Counselors
Certified Business
Intermediary (CBI). See
International Business
Brokers Association
Certified Valuation Analyst
(CVA). See National
Association of Certified
Valuation Analysts
Charitable contributions,
56-57, 691-693
Coefficient of variation, 362
Community property, 722
Comparative companies. See
market approach, guideline
companies
Comparative transactions. See
market approach
Compensation, owners’, 319,
411, 525, 602, 727
Competition, analysis of
157-158
Complete Economic and
Demographic Data Source,
The, 154
Condemnation, 834
Confidentiality agreements,
30-31
Conflict of interest, 20
Contingency clause, 49
Contingent and limiting
conditions, statement of, 636
Contingent payments, 497-500
Control, 247, 265, 431
degree of ownership, 26, 27,
275, 322, 428-429
premium for, 551-552
prerogatives of, 427
Controlling ownership interest,
224,439, 484-486 -
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asset accumulation method,
366
capitalization of dividend-
paying capacity method,
285
comparative transaction
method, 313, 324
guideline company method,
288-289
illiquidity discounts for,
463-469, 471
multiple of discretionary
earnings, 335
treatment of nonoperating
assets, 321
Cooley, Philip L. 122n, 213n
Coolidge, Calvin H., 436n,
437n
Cooper Distributing Co. v.
Amana Refrigeration, Inc.,
838-840
Cooper, WW., 44n, 229n
Coopers & Lybrand v. Sabet,
20
Copyrights, 160
Corporate dissolutions, 46-47,
428, 715, 814-815,
847-848
Cost approach. See asset-based
approach
Cost of capital, 208, 230, 237,
242,261, 523
Cost of Capital Quarterly, 225
Cost of debt, 220, 230
Cost of equity capital, 220-
221, 230, 247
Covenants not to compete. See
intangible assets, types of,
noncompete agreements
Crosetto v. Crosetto, 730n
Cross-purchase agreement,
675
Curtis, Jack, 706n
Customer relationships. See
intangible assets, types of

D

Damages, 59, 249, 403,
825-844, 848
calculation of, 829-831
before-and-after method,
830
but-for method, 830-831
comparable method, 830
sales projections method,
830-831
yardstick method, 830
causation of, 827-829
Clayton Act, 836
mitigation of, 836-837
Sherman Act, 836
types of cases
antitrust, 830, 834-836
horizontal market division,
835
predatory pricing, 835
resale price maintenance,
835
vertical price fixing, 835
breach of contract, 833-834,
837-841
business interruption, 830
condemnation, 834
insurance casualty claims,
836
lost business opportunity,
834
personal injury, 836
termination of a
distributorship, 249,
838-840
Davis v. Torvick, Inc., 240n,
531
Deal structures. See
structuring a deal
Debt-free value, 344
Debt service coverage, 505-
509 '
Deferred maintenance, 525
DeLucia v. DeLucia, 265n, 725n
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Dental practices, 606
Department of Labor (DOL),
13, 704-705
Depreciation expense, 216, 524
Deprivation appraisals,
715-716
Desmond, Glenn M., 317, 329n,
330n, 332, 336, 360, 490, 514
Direct capitalization rate. See
capitalization rate
Disclosure Incorporated, 299-
301
Discount rate, 201-233,
553-555
build-up procedure, 220, 259,
652
capital asset pricing model
(CAPM), 259
components of, 208-213
estimation of, 220-226, 241
244, 247
for damages analysis, 832—
833, 836
for individual assets, 380, 385
in discounted economic income
method, 237, 241-244
lack of marketability factor,
223-224, 462
on invested capital, 241
on equity, 241
Discounted economic income
method. See income approach
Discounted net cash flow
analysis. See income
approach
Discounts, 425-475, 813
fractional interest (see
discounts, lack of control)
illiquidity, 463-469 (see also
discounts, marketability,
lack of)
lack of control, 322, 324,
425-443
marketability, lack of, 445-475

compared to discount for lack
of control, 429-430
in comparative transaction
method, 322, 324
in discount rates, 223-224
in guideline company
method, 288-289
initial public offering (IPO)
studies, 458-462
restricted stock studies,
449-458
with controlling interests,
223-224, 463469
with minority interests,
448, 462
minority interest (see
discounts, lack of control)
Discovery, 30, 724
Discretionary earnings, seller’s,
767
definition of, 218, 329, 353
multiple of, 313, 327-337, 353
Dissenting stockholder
statutes, 4546, 716-717,
811-814
Dissenting stockholder suits,
60, 250, 432, 716-717, 811-
814, 848
Dividend-paying capacity,
capitalization of, 285-286
Dividends, 221, 470
capitalization of, 285-286
Divorce. See marital
dissolutions
Dollars, constant real or
nominal, 241
Done Deals Data, 350, 354-355
DuCanto, Joseph N., 480n,
788n
Due diligence, 785-789
documents and information
checklist, 786
financial data, 785
management interviews, 531,
787-789
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E

Earn-out provisions,
770-771
Earning capacity, analysis of,
626, 639
Eastland, Stacy, 686
Economic data, 150-154, 534—
535, 615-617
importance of, 150-152
sources of, 151-154
Economic income, 587
definition of, 217-219
flow of, 389
in capitalization rates,
226-227
in capitalized economic
income method, 256-258
in discounted economic
income method 237-239
normalized, 484-485, 524
525, 597, 651-652
of individual assets, 380-381
projecting, 240-241, 247,
255-256, 259-261
Economic Report, 153
Economic Trends, 153
Electronic Data Gathering
and Retrieval (EDGAR),
270, 298-300
Else v. Else, 724n
Eminent domain, 403, 715-
716
Emory, John D., 84n, 458-460
Employee Retirement Income
Security Act (ERISA), 13,
700, 704-705
Employee stock ownership
plans (ESOPs), 58, 472,
699-712
Employment agreements,
22-23, 771
effect on value, 166
in professional practices, 590
in transactions, 49
on balance sheet, 110-111

on income statement, 125
Encyclopedia of Associations,
156
Encyclopedia of Business
Information Sources, 156
Engagement letter, 21-22, 26,
28, 30-31, 35-36
contingent and limiting
conditions, 784
for arbitrations, 850-851
Engineering firms, 606
Entity purchase agreement,
675
Equitable distribution, 722
Equity, 24, 237-238, 256, 258,
344
Equity cost of capital. See cost
of equity capital
Equity rate of return. See rate
of return
ESOP Association, The, 17,
701, 706n, 707
ESOPs. See employee stock
ownership plans
Estate-freezing
recapitalizations, 685-686
Estate of Woodbury G.
Andrews, 463n
Estate of Ross H. Freeman v.
Commissioner, 250n, 530n,
531
Estate of Gloeckner, 531
Estate of George S. Halas Sr. v.
Commissioner, 20
Estate of Arthur G. Scanlan v.
Commissioner, 529n, 531
Estate planning, 685-692
Estate tax, 56, 250, 472,
679-693, 815-816
Penalties, 681
Expert testimony, 29-30

F

Facilities, adequacy of,
167-168
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Fair market value. See value,
standards of
Fair value. See value, standards
of
Faircloth v. Lundy Packing
Company, 704n
Family limited partnerships,
686-688
Federal Reserve Bulletin, 152
Fees, appraisers’ 31
Financial buyers, 42, 313
Financial Ratio Analyst, 141-142
Financial statements,
adjustments to, 95-132, 281,
544-545, 569-581
balance sheets, 95-115, 538,
569-581
accounts receivable, 96-98,
571-572
contingent assets and
liabilities, 109-111, 581
equipment, 575
intangible assets, 108,
576-577
inventory, 98-101, 120, 122,
574
FIFO, 99-100, 120, 122
LIFO, 99-100, 120, 122
work-in-process, 98, 573-574
write-downs, 100
write-offs, 100
leasehold improvements, 576
liabilities, 108-111, 577-581
accounts payable, 577
deferred liabilities, 109,
578-580
interest-bearing debt,
108-109, 580
off-balance-sheet assets and
liabilities, 109-111, 581
prepaid expenses, 101, 575
real estate, 101-106
tangible personal property,
106-107

income statements, 117-132,
539-540, 625-626, 638
accrued expenses, 126
bad debts, 126-127
business interruptions,
124-126
compensation, owners’,
118-119
cost of goods sold, 120, 122
depreciation, 120-121
insurance, 124, 127
nonoperating income and
expenses, 127
nonrecurring items, 123
occupancy costs, 123
taxes, 127-128
pro forma statements,
177-190
Financial Studies of the Small
Business, 141-143
Fiore, Owen, 686, 689-690
Fishman, Jay E., 118n, 239n,
431, 515-516
Flotation, cost of, 463-465
FMYV Opinions, Inc., 456457
Fortune, 153
Fractional ownership interests,
85, 436 (see also minority
ownership interests)
Franchise agreements, 196-197
Fraser, Dick, 216n
Freely traded value, 273, 448
Freeze-outs, 714
Friedman, Jack P., 447n
Fundamental value. See value,
standards of, intrinsic value

G

Gelman, Milton, 453
Generally accepted accounting
principles (GAAP), 70, 87,

123, 366 '
Generation-skipping transfer
tax, 680
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Gift tax, 56, 250, 679-698,
815-816
Gilbert, Greg, 213n, 239n
Giuffre v. Baker, 248n, 531,
725n
Giuliani v. Giuliani, 725n
Globe Slicing Machine v.
Hasner, 675n
Going public, 55, 226-228
consolidation IPO, 55
Goldberg, Barth H., 480n, 788n
Goodwill. See intangible assets,
types of
Gooduwill Registry, 607
Gordon growth model, 214,
260-261, 264, 555, 652
Grabowski, Roger, 211
Griffith, J. Clifford, 118n, 239n,
431
Gross revenue multiples, 311,
339-348, 486, 597-598
Growth, 285
Growth rate, 485
in capitalization economic
income method, 257, 259-261
in damages analysis, 831-832
in discount and capitalization
rates, 214-215, 225-226, 414
in guideline company method,
285
Guideline companies. See
market approach
Guideline transactions. See
market approach,
comparative transactions
Gustafson, Mark, 513n

H

Hall, Lance S., 456n
Halpern, Judge, 529-530
Hamilton, Janet, 472n
Hamilton, Mary T, 42, 44
Hampton, John J., 43
Hickman, James R., 141-142
Highest and best use, 47, 322,
376, 739

Howitt, Idelle A., 472n

I

IBA market database, 210,
350-352, 526
Ibbotson Associates, 210, 221-
222, 225, 239
Ijiri, Yuri, 44n, 229n
Illiquidity, premium for, 212-
213, 223-224 (see also dis-
counts, marketability, lack of)
Income approach, 484-485,
552-555
capitalized economic income
method, 253-267, 286, 484—
485
formula for, 256-257
with professional practices,
597, 666-668
direct capitalization method,
89, 102-103, (see also
capitalized economic income
method)
direct capitalization rate (see
capitalization rate)
discounted economic income
method, 235-252, 434435,
484
formula for, 236-237
example of, 243-245, 650-654
with professional practices,
596-597
discounted net cash flow
analysis, 89, 552-555,
630-631, 645, 836
in marital dissolutions, 724-725
terminal value, 240, 242, 260-
264, 555, 652-653
with intangible assets, 746-749
with real estate, 88-89,
102-103
yield capitalization method,
89, 254 (see also discounted
economic income method)
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yield capitalization rate (see
discount rate)

Income statement. See
financial statements,
adjustments to

Income tax, 56, 815-816

Industry data, 535-536, 618—
621

importance of, 155-156
sources of, 156

Industry regulation, analysis
of, 158-159

Industry valuation formulas,
316-317

Inflation, 241, 259-260

Inheritance tax, 56, 680

Initial public offerings (IPOs),
458-461 (see also going
public)

Insolvency, 816-817

Installment note receivable,
495-497

Institute of Business
Appraisers (IBA), 6, 8-9, 17,
357

market database, 210, 350-
352, 357, 526

Institute of Certified Business
Counselors, 797

Insurance, life, 58-59, 692

Intangible assets, 386-389, 564,

737-758
cost approach, 749-751
replacement cost, 751
replacement cost new, 749—
750
reproduction cost, 750
in excess earnings method,
409
income approach, 746-749
lifing analysis, 751-752
market approach, 745-746
gross revenue multiples, 342
guideline intangible assets,
745-746

obsolescence, 388, 745, 749
curable, 750
economic, 750
functional, 749
incurable, 750
technological, 749
on balance sheet 108
remaining useful life, 751-752
types of
covenants not to compete (see
noncompete agreements)
customer relationships,
164-165, 628-629, 643,
655-659
franchise agreements, 196—
197
goodwill,
in excess earnings method,
402-406, 409410
in marital dissolutions,
726-727
in professional practices,
583-594, 604-608,
631-634
intangible personal property,
387-389
intangible real property,
386-387
intellectual properties, 818
leasehold interests, 654, 657
licenses, 196-197, 564-565
noncompete agreements,
22-23, 166, 590, 752-753
in marital dissolutions, 728
in multiple of discretionary
earnings method, 335-336
in transactions, 49, 772
on income statement, 125
permits, 196-197
work paper files, client, 655,
658
workforce, trained and
assembled, 165-167, 629,
643, 654, 657
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Intangible value in the nature
of goodwill. See intangible
assets, types of, goodwill

Intellectual properties, 818

Interest rates, data on, 496

Intermediaries, 794

Internal Revenue Code

Chapter 14, 481, 677, 681,
685

Section 133, 703

Section 1042, 701

Internal Revenue Service,

9-13, 17, 575, 772, 809
and ESOPs, 704
and estate and gift tax
appraisals, 481
and excess earnings method,
403
and mediation, 855

International Business
Brokers Association (IBBA),
41, 218n, 328-329, 356,
796-797

Intrinsic value. See value,
standards of

Inventory, 98-101, 382-383

Invested capital, 24, 237-238,
256, 258, 271, 311, 344

Investment value. See value,
standards of

IRS Corporate Financial
Ratios, 136, 139

IRS Corporate Ratios, 136, 138

J

Jones, Jeffrey D., 329, 333-335
Jorgenson, Maggie, 328n

K

Kaltman, Todd A., 262n
Kaplan, Jared, 706n
King, David, 211
Knight, Brian, 328

Kosman v. Commissioner,
250n

L

Lang, Eva M., 175n

Lapsing rights, 682

Laro, Hon. David, 26, 40, 529,
779

Law firms, 606

Leasehold interests, 654, 657

Legal malpractice, 249-250

Lester, EW., 141-142

Letter stock, 449-450

Levels of value, 275-276, 812

Leveraged buyouts, 54, 58,
134, 700-701

Leveraged ESOPs, 58, 700-701

Levitt, Arthur, 303

Licenses. See intangible assets,
types of

Life insurance, 58-59, 692

Lifing analysis, 751-752

Limited liability companies,
23

Limited partnerships, 23

Liquidity, definition of,
447448

Litigation, 59-61, 807-859

Litigation support services,
818-821

Lopez v. Lopez, 591

Lorie, James H., 42, 44

M

M&A Source, 350, 356, 797
Maher, J. Michael, 454, 457
Management interviews, 528
Management Planning, Inc.,
456-457
Marital dissolutions, 59,
721-734
acceptable valuation
methods, 248-249, 265,
403, 724-726
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arbitration of, 847
community property, 722
equitable distribution, 722
litigation of, 815
marital estate, 722
professional practices,
591-594
standard of value in, 59,
722-723
valuation dates, multiple,
723-724
Market approach, 269-326,
485-486, 546-552
buy-ins, 599-600
comparative companies (see
guideline companies)
comparative transactions, 91—
92, 102, 226-228, 309-326,
486
adjustments to, 317-322
data on, 349-364
for developing a capitalization
rate, 226-228
of professional practices,
598-600, 631-634, 647,
659-660, 668
of real estate, 91
selection of, 312, 315-316
gross revenue multiples, 311,
339-348, 486, 597-598
guideline companies, 269-295,
485-486, 548-551
selection of, 277-279
sources of, 297-308
guideline transactions (see
comparative transactions)
in marital dissolutions, 725
in tax cases, 55
prior transactions in subject
company, 314-315, 439
pricing multiples, 283-288,
323-324
to intangible asset appraisal,
745-746
to minority ownership interest
appraisal, 433434

to real estate appraisal,
88-89, 102
Market price to adjusted net
asset value, 288
Market price to book value,
287-288
Market value. See value,
standards of
Market value of equity capital,
210, 325
Market value of invested
capital (MVIC), 278, 282,
548-551
definition of, 271-273
in price/revenues multiples,
287
Marketability, degree of, 26,
27-28, 446-447,470-471 (see
also discounts, marketability,
lack of)
in comparative transaction
method, 314
in guideline company
method, 273, 275-276
Marketability, lack of. See
discounts
Marriage of Hay, 729n
Marriage of Delores A.
Monaghan and Robert D.
Monaghan, 336n, 728n
Marshall, John, 402
Martin, Thomas J. 513n
McSparron v. McSparron, 197n
Mediation, 855-857
Medical Economics, 601n, 620
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Medical practices, 607, 614-615
Mercer, Z. Christopher, 456n,
462,472
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468-469, 551-552
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convention, 246, 261-262,
264
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method, 313, 321
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275, 288-289
in buy-sell agreements, 676
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suits, 811-812
in real estate, 85, 436
lack of marketability
discounts for, 448
squeeze-outs, 714
Minority stockholder
oppression, 60-61, 714
Moody’s Investors Service,
301-302
Moroney, Robert E., 454, 457
Moye, John E., 38, 776n
Multiples of revenue. See gross
revenue multiples and
price/revenues
Murphy, Thomas P., 96n
Myers, Stewart C., 236n

N

National Association of
Certified Valuation
Analysts (NACVA), 8, 10, 17,
531

National Center for Employee
Ownership (NCEO), 702n,
707

National Trade & Professional
Associations of the United
States, 156

Negative goodwill, 418-420

Net asset value, 287, 601-602

Net cash flow, 272, 553

conversion of, 225

definition of, 220-221

in capitalized economic
income method, 254, 258—
259

in discounted economic
income method, 238-239

in excess earnings method, 412

with real estate, 87

Net income, 225, 238-239, 258,
276

Net operating income, 87, 379

Noncompete agreements. See
intangible assets, types of

Nonoperating assets, 321,
409410

Nonoperating income, 411

O

Oatey v. Oatey, 249n
Obsolescence, 103-107, 388,
745, 749-750
O’Neal, F. Hodge, 60n
Operating cash flow, 276
Opportunity cost, 208, 767
Optometry practices, 607
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discretionary earnings
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Commissioner, 40n, 779n
Partnership dissolutions. See

corporate dissolutions
Patents, 160
Payback period, 229-230
Permits, 196-197
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Pratt, Shannon P., 46n, 118n,
212n, 220n, 236n, 239n,
246n, 247n, 282n, 431, 494n,
705n, 789n
Pratt’s Stats 16, 91, 212, 350,
356-359, 526, 800
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earnings method, 330-331,
335-336
Preferred stock, 681-682, 687—
688
Premium for control. See
control, premium for
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Present value discount rate.
See discount rate
Price/earnings, 357, 518, 521-
522
in buy-sell agreements, 676
in developing a capitalization
rate, 226, 229
public versus private, 462,
467-469
Price/net asset value, 287-288,
324
Price/net income, 276
Price/revenues, 287 (see also
gross revenue multiples)
Price/sales, 340 (see also gross
revenue multiples)
Price Waterhouse, 210-211
Pro forma statements. See
financial statements,
adjustments to

Professional Practice Valuation
Study Group, 356

Professional practices, 559-669

characteristics of, 561-564
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agreement. See engagement
letter

Property tax. See ad valorem
taxation

Publicly traded equivalent
value, 273, 448, 467

Punitive formulas, 600

Purchase price allocation, 485,
771-772

Put rights, 470

Q

Quillen v. Quillen, 25n, 724n

R

Rabe, James G., 593n
Rabenhorst v. Commissioner,
529n
Radiology Associates, Inc., In re,
248n
Rate of return, 523-524
in damages analysis, 830-831
in developing discount and
capitalization rates, 203,
208, 214-217
in discounted economic income
method, 241-242
on net tangible assets, 404—
405,410, 414418
risk-free, 209, 221, 554
Ratio analysis, 133-148, 282,
320, 545-546
activity ratios, 144-145
coverage/leverage ratios, 144,
505-506
liquidity measures, 144
profitability, 145
Ratner, Charles, 692n
Real estate, 83-92, 513-514
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427, 436
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Markets, 154
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Reilly, Robert F., 46n, 61n,
212n, 220n, 236n, 239n,
246n, 247n, 282n, 494n,
705n, 789n
Remaining useful life. See
intangible assets
Reorganizations, 816-817
Required rate of return. See
rate of return
Residual value. See income
approach, discounted
economic income method,
terminal value
Restricted stock, 449-458
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on equity, 216
on invested capital, 216-217,
601
on investment, 216-217, 601
on sales, 286, 342
Revenue Procedure 77-12,
383-384, 393
Revenue Ruling 59-60, 39, 56,
58, 277-278, 546, 681, 704—
705, 865-870
Revenue Ruling 68-609, 56,
403-404, 408-409, 411-412,
426-427, Appendix B
Revenue Ruling 77-287, 458,
682-84
Revenue Ruling 83-120, 686-
688

Revenue Ruling 81-253, 688,
691

Revenue Ruling 93-12, 688, 691

Revenues, multiple of. See gross
revenue multiples

Revised Model Business
Corporation Act (RMBCA),
811-812

Risk, 208-210, 285, 522, 604,
766-767, 833

Risk factors, 210

Risk premiums, 209-210, 221-
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RMA Annual Statement
Studies, 135-137, 144, 146-
147, 524

Robert Morris Associates. See
RMA Annual Statement
Studies

Robert W. Baird & Co., 458-461

Roland v. 4C’s Electronic
Packaging, 4Tn

Rules of thumb, 316-317, 360,
480-481, 514-516, 605-608

Ryan v. Tad’s Enterprises, Inc.,
250n, 753n

S

S corporations, 23, 403, 703

Sales and Marketing
Management, 154

Sales comparison approach. See
market approach

Sanders, Jack R., 330, 352

Schlesinger v. Herzog, 779n

Schweihs, Robert P., 46n, 212n,
220n, 236n, 239n, 246n,
247n, 282n, 494n, 789n

Scribner, David, 356

Securities and Exchange
Commission (SEC), 440, 450~
453, 468, 809 '

SEC Rule 144, 450, 458

Seller’s discretionary cash flow.
See discretionary earnings
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766-771

Sergi v. Sergi, 248n, 531, 725n

Shad, John, 299

Shannon Pratt’s Business
Valuation Update, 16, 531,
686n, 689-690, 856-857

Shareholder agreement, 675

SIC codes, 280-281

Silber, William L., 455

Site visit, 528, 787-789

Size, 285, 362, 456457, 469

premium for, 210-212, 223

Skrabak v. Skrabak, 727n

Slant Fin Corp., Matter of, 531

Sliwoski, Leonard, 195, 328-329

Socioeconomic Characteristics
of Medical Practices, 601n

Sole proprietorships, 341

Special master. See arbitration

Spunt, Eric S., 471

Squeeze-outs, 714

Standard & Poor’s, 302

Industry Surveys, 620

Standard Industrial
Classification (SIC) codes,
280-281

Standard Research
Consultants, 455, 457

Standards of value. See value,
standards of

Statistical Abstract of the
United States, 152

Stock repurchase agreement,
675

Stock value to asset value,
multiple of, 287-288, 324

Stocks, Bonds, Bills & Inflation,
210, 221-222

Strategic buyers, 42, 186

Strategic value. See value,
standards of, investment
value

Structuring a deal, 769-771

Stryker, Charles H., 455n

Supplier relationships, analysis
of, 161-162

Survey of Buying Power, 154

Survey of Current Business, 152

Sweere v. Gilbert-Sweere, 336n,
728n

Swing vote, 429

T

Tangible book value, 288

Terminal value. See income
approach

Terms, effect of, 48-49, 336,
361, 489-501

Testimony, expert, 30

Thompson, Mark S., 471n

Thompson, Robert B., 60n

Time value of money, 318-319

TO-AM Equipment Company,
Inc. v. Mitsubishi Caterpillar
Forklift America, Inc., et al.,
249n

Trademarks, 160

Transaction value, 41, 49

Trout, Robert R., 453

Trugman, Gary, 298

Tudor, Jan Davis, 175n

U

Unified credit, 679-680

Unified transfer tax, 679

Uniform Standards of
Professional Appraisal
Practice (USPAP), 4-6, 29—
30, 3940 (see also The
Appraisal Foundation)

Unit value, 817-818

U.S. Census Bureau, 154

U.S. Code, 809

U.S. Financial Data, 153

U.S. Industrial Outlook, 152, 618
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U.S. Tax Court, 528-530
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Utter v. Utter, 727n
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Valuation
date, 24-26, 723-724
report, 29-30, 789-790
appraisal certification, 29, 635
limiting conditions, 30, 636
types of, 29-30
Value
drivers, 193-200, 565-566
levels of, 275-276
measures, 271
premises of, 314, 374-376,
720, 739-740
going-concern (see value in
continued use)
liquidation (see value in
exchange)
value in continued use, 28,
46-47, 273, 276, 336, 375,
409
value in exchange, 28, 46-47,
107, 276, 375-376, 420
value in place, 46-47, 375
standards of, 21, 38-46, 247-
248, 366, 512, 722-723
fair market value, 38-41,
230, 248, 527
in buying and selling
businesses, 53
in buy-sell agreements,
676-678
in capitalized economic
income method, 265
in comparative transaction
method, 313
in corporate dissolutions, 719
in excess earnings method,
408
in multiple of discretionary
earnings method, 336

in guideline company
method, 270, 274
in tax cases, 56, 61
of minority interests, 430-
432
fair value, 27, 45-46, 274,
430, 432, 722-723
in corporate dissolutions,
719-720
in dissenting stockholder
suits, 60, 716-717, 811-
812
in guideline company
method, 274
of minority interests 432
fundamental value (see
intrinsic value)
intrinsic value, 43-45, 53,
431-432
investment value, 41-43, 53,
230, 248
in buyouts of competitors,
197
in capitalized economic
income method, 265
in comparative transaction
method, 313
in guideline company
method, 274
of minority interests 430-
431
market value, 3940, 53, 87,
282, 717
strategic value (see
investment value)
use value, 87
Van Vleet, Daniel R., 45n
Veterinary practices, 608, 661—
669

W

WACC. See weighted average
cost of capital
Wait-and-see agreement, 675
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Wall Street Journal, The, 153
Weighted average cost of
capital (WACC), 224-226,
553-554, 646
in discount and capitalization
rates, 217, 224
in discounted economic income
method, 247
in excess earnings method,
412,414
Weinberger v. UOP, Inc., 250n
West, Thomas L., 328n, 329n,
331, 798-799
Wilhoite, Charles A., 593n
Willamette Management
Associates, 455, 459-462
Williams v. Williams, 336n
Williams, James L., 530-531
Williams, John Burr, 42
Wilson, D. Keith, 118n, 239n, 431
Woelfel, Charles J., 447n

Work-in-process. See financial
statements, adjustments to,
inventory

Work paper files, client. See
intangible assets, types of

Workforce, trained and
assembled. See intangible
assets, types of

Wright, Judge, 529

Y

Yield capitalization rate. See
discount rate

Yield rate. See rate of return

Yield to maturity, 208

Z
Zamba, Karin, 593n
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