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Reporting Standards
Update: What all BV
Analysts Must Know

By Donald P. Wisehart, ASA, CPA/ABV, CVA
and David Anderson, ASA

The past two years have witnessed a good
deal of activity regarding professional business
valuation standards. How can busy BV profes-
sionals keep up with the changes? In the United
States, professional business valuation stan-
dards are promulgated! by the following organi-
zations and most have made noteworthy chang-
es to their standards:

e The American Institute of Certified Pub-
lic Accountants (AICPA). In June 2007,
the AICPA released its newly developed
standards, the Statement on Standards
for Valuation Services—Valuation of a
Business, Business Ownership Interest,
or Intangible Assets (SSVS1), effective for
all valuation engagements accepted on or
after January 1, 2008.

e The American Society of Appraisers
(ASA). In July 2008, the ASA updated and
revised its Business Valuation Standards.
These revisions significantly expanded
the ASA’s required reporting and assign-
ment disclosures. Section BVS-IX was
added, which deals with “Intangible Asset
Valuation” and includes an appendix of
intellectual property examples. The ASA
standards include “Statements on ASA
Business Valuation Standards,” which
have the full weight of the standards; these
also were expanded in 2008.
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 The Institute of Business Appraisers
(IBA). Page one of The IBA Business Ap-
praisal Standards notes that the organiza-
tion has not changed its standards since
October 25, 2001.

e The National Association of Certified
Valuation Analysts (NACVA). In No-
vember 2007, NACVA released its revised
NACVA Professional Standards with the
same effective date as SSVS1.

* The Appraisal Foundation (TAF). Au-
thorized by Congress in 1989, TAF issues
standards, often referred to as USPAP,”an
acronym for the Uniform Standards of
Professional Appraisal Practice. “Uniform”
here refers to a structure providing sepa-
rate standards for several disciplines (real
estate, personal property, and business
appraisals) within a single uniform frame-
work. The 2008-2009 Edition of USPAP
was released in 2007; it is effective Janu-
ary 1, 2008 through December 31, 2009.

Adding to the list of newly issued and re-
vised business valuation standards was the In-
ternal Revenue Service, which released its “IRM
4.48, Engineering Program, Business Valuation
Guidelines” in July 2006. These guidelines “are
applicable to all IRS personnel that are engaged
in valuation practice relating to the development,
resolutions, and reporting of issues involving in-
tangible property valuations and similar valua-
tion issues.”

For an overview of these documents, see the
accompanying tables “Permitted Engagements
and Reports” (on page 3) and “Comparative
Chart of BV Report Writing Standards,” (on pag-
es 4 and 5) which identify the permitted written

Continued to next page...
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report type of each promulgating organization
and detail the reporting disclosures and require-
ments of each. (We have, however, excluded
the IRS standards from our comparative tables
and review because their reporting guidelines
are rather broad and because they are applica-
ble only to IRS personnel.)

What do these six sets of standards have
in common? Three significant features are im-
mediately apparent: 1) All of these standards
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are considered by their authors to be minimum
standards or requirements; the authors intend
that, in many cases, the appraiser should ex-
pand his/her report and/or his/her analysis. 2)
All of the standards address both the develop-
ment of a valuation analysis and its presenta-
tion in a written report. 3) All of these standards
address ethics, either directly in the body of the
standards or by reference to ethical standards
printed elsewhere.

There is much more commonality as well.
Most prominently, the developmental sections
of the standards, while differing in verbal form,
are fundamentally similar. All require the con-
sideration of: the asset, market and income ap-
proaches; marketability or lack thereof; control
or lack thereof; and all require understanding the
applicable standard and premise of value.

The reporting standards, which are the focus
of this article, on first appearance present some
diversity, but here, too, fundamental principles
are shared. Significantly, all standards recog-
nize a “full” or “comprehensive” valuation report
as the point of departure for defining other report
forms. And the reporting requirements for full re-
ports are remarkably similar across all organiza-
tions. At the other end of the spectrum of report
types, there is general agreement that a “valua-
tion” engagement should be clearly distinguished
from a “calculation” engagement (if a “calcula-
tion” engagement is permitted at all). In the mid-
dle of the spectrum there is some diversity. All
of the standards permit the valuation expert to
prepare “other” report types which summarize or
otherwise reduce the “verbiage” describing the
development steps relative to the “full” report.
However, the definitions and the requirements
associated with these other forms vary.

In the accompanying table, the names of the
various “full reports” and “other reports” are iden-
tified for each promulgating organization.

The “calculation report” is now permitted by
the reporting standards of NACVA and AICPA
and has been permitted for some time by the

Continued to next page...
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ASA. This type of report, which generally re-
qguires many fewer reporting disclosures, is ap-
propriate for calculation engagements only.
Moreover, a report for a calculation engagement
must identify itself as such; that is, these reports

disclose that they are not presenting opinions of
value. NACVA and the AICPA provide report-
ing standards for the “calculation” report. The

Continued to next page...

Permitted Engagements and Reports
Litigation Engagements . , | Supporting Detailed
Organization Exception Permitted Permitted Reports wp Reporting Standards*
A Detailed Report Yes -Section 4.3.b
Valuation Summary Report Yes - Section 4.3.a
NACVA Yes Oral Report No- 714.2
. Calculation Report Yes - Section 4.3.c
Calculation
Oral Report No (See 1 4.2)
A Detailed Report Yes - 151
Valuation Summary Report Yes - 71
AICPA Yes Oral Report WP | Limited - See 78
. Calculation Report Yes - {73
Calculation —
Oral Report WP | Limited - See 78
Appraisal Report Yes - Section 10-2(a)
USPAP No Valuation Restricted Use Report Yes - Section 10-2(b)
Oral Report WP | Limited - Section 10-4
Cor_nprehenswe Written Business Ap- Yes - Standard 5
praisal Report
Valuation Letter Form Written Appraisal Report® Yes - Standard 4
IBA Yes Oral Report WP | Yes - Standard 2
o N _Pre”mmary Report (Identified as “Lim- ves - Standard 6
Limited Opinion | ited”)
Oral Report WP | Yes - Standard 2
Comprehensive Written Business Valua- BVS - VIl and USPAP
tion Report 10-2(a)
Appraisal “Less” Comprehensive Written Business BVS - VIl and USPAP
PP Valuation Report 10-2(b)
ASA Not Oral Report wp | NO, but USPAP 10-4
applies
Limited Ap- Written None
praisal Oral Report No BVS-I-VI
) Written None
Calculation
Oral No BVS-I-VI
t ASA provides “Procedural Guidelines: PG-1 Litigation Support: Role of the Independent Financial Expert,” which is non-
authoritative.
2 “WP” means that working papers of the analyst should document the substance of the oral report communicated to the
client.
8 A letter report of a formal report is often referred to as a short-form report, letter opinion, or an informal report.
4'No” means permitted, but no guidance; “Limited” means permitted with some guidance; “Yes” means permitted and well
defined in the standards.
Copyright 2008 by Donald P. Wisehart, ASA, CPA/ABV, CVA, MST. Used with permission.
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ASA, however, does not provide any guidance
for reports of what it calls a “limited appraisal” or
“calculation.”

A Catch-22 for ASA designated appraisers?
Members of the ASA continue to be conflicted on
whether they can accept, pursuant to their stan-
dards, a calculation or limited appraisal assign-
ment. Although the ASA standards clearly permit
such engagements, these same standards also
require conformance with USPAP; and many
ASAs interpret USPAP to prohibit these and other
engagements that are not properly “valuations.”
Others believe that such engagements can be
performed, arguing that such engagements sim-
ply fall outside the purview of USPAP.

The reporting standards under review here
all require BV professionals to communicate the
valuation process and conclusion in a manner
that is clear and not misleading. With the excep-
tion of USPAP and IBA, the remaining standards
also agree in effectively requiring the use of a
basic technical lexicon published in 2001 as the
“International Glossary of Business Valuation
Terms.”

This Glossary is a list of 123 words and phras-
es, 104 of which are provided with brief defini-
tions, 16 are identified as synonymous with oth-
erwise defined terms, and 3 are marked with the
note “we discourage the use of this term.” The
Glossary was issued in 2001 by ASA, AICPA,
NACVA, and IBA as well as the Canadian In-
stitute of Chartered Business Valuators, with a
headnote recommending that, “if, in the opinion
of the business valuation professional, one or
more” of the terms listed in the Glossary is used
“in a manner that materially departs from the en-
closed definitions..., the term be defined as used
within that valuation engagement.”

The ASA elevates this recommendation to
a requirement, stating that if usage “materially
departs” from these definitions, “the appraiser
should fully explain the reason for departure
and the implications it may have on the valua-
tion assignment.” Both the ASA and AICPA stan-
dards supplement the Glossary, the first adding
17 terms and the second 27 terms. Finally, the
Internal Revenue Service’'s “Business Valuation
Guidelines,” noted above, also includes as an
appendix both the Glossary and its headnote.
(The accompanying table on page 3, “Permit-
ted Engagements and Reports,” summarizes
the permitted engagements and permitted report
types using the terms of the respective business
valuation standards.)
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1. This is the more precise term; “to announce a new law
or system officially or publicly: The new constitution was
promulgated in 1990.”
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