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Macroval, LLC.
P.O. Box 40201, St. Paul, MN 55104
Phone: (208) 724-2988 • E-mail: chris@macroval.org
September 20, 2020
Mr. John Jones
President
Any Company, Inc.
5525 Main Street
Atlantic Highlands, NJ 07716
Dear Mr Jones:
We have been engaged to determine the Fair Market Value of the Assets of Any
Company, Inc. on a control marketable basis. The valuation was prepared to determine
the market value of the company to prepare the business for sale. The valuation was
prepared as of July 31, 2020, which is the most recent date that financial information was
available. This report is a limited scope valuation and is subject to the Statement of
Contingent and Limiting Conditions.
The term “Fair Market Value” is defined by the American Society of Appraisers as “the
amount at which property would change hands between a willing seller and a willing buyer
when neither is acting under compulsion and when both have reasonable knowledge of the
relevant facts”. The value takes into consideration that reasonable time is allowed for
exposure in the open market.
We have performed a valuation engagement and present our summary report in conformity
with the “Statement of Standards for Valuation Services” (“SSVS”) No. 1 of the American
Institute of Certified Public Accountants. SSVS defines a valuation engagement as “an
engagement to estimate value in which a valuation analyst determines an estimate of the
value of a subject interest by performing appropriate procedures, as outlined in the AICPA
Statement on Standards for Valuation Services, and the valuation analyst is free to apply
the valuation approaches and methods he or she deems appropriate in the circumstances.
The valuation analyst expresses the results of the valuation engagement as a conclusion of
value, which may either be a single amount or a range.
Based on review of the financial information provided, it is our estimate that the Fair
Market Value of the assets of Any Company, Inc. as of July 31, 2020 is:

Breakdown of Tangible and Intangible Assets
Fair Market Value of Net Tangible Assets

$1,250,000

Intangible Assets and Goodwill at FMV

$8,325,000

Fair Market Value of Total Assets

$9,575,000
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The Fair Market Value was determined based on the assets included with the sale and the
normalization of the income statements provided. The information provided in this report
by management, employees and third parties was believed to be reliable.
As of the date of this valuation report, citizens and the economies of the United States as
well as many other countries have been impacted by the Coronavirus (COVID-19)
pandemic. The evolution of this disease, the extent of its economic impact, and the steps
to be taken by governments and financial institutions are unknown.
The outbreak of COVID-19 has generated an unprecedented reaction to a global
pandemic. Government policies of social distancing have led to supply chain disruptions
and the closure of many businesses. Global equity markets have collapsed at a rate faster
than observed during the 2008 global financial crisis. Equity volatility has reached record
highs, while corporate credit spreads have surged. Economists have slashed real
economic growth projections, with several sources predicting a global recession in 2020.
Major central banks have begun to implement quantitative easing and other crisis-related
measures employed during the 2008 financial crisis. Some governments are also in the
process of approving sizable fiscal stimulus packages.
Based on current market conditions, Duff & Phelps has increased its US equity risk
premium by an additional 1.0 for March/April 2020. Other publications are also
predicting increases in the US equity risk premium, such as the Brookings Institute report
by McKibbin and Fernando titled “The Global Macroeconomic Impacts of COVID-19:
Seven Scenarios.” This report indicates a shock to the US equity risk premium ranging
from an additional 1.07 to 1.33 based on seven different scenarios of the evolution of the
disease.
The extent of the ongoing downturn remains unclear to many economists, given
uncertainties stemming from an unknown trajectory of the pandemic, extreme volatility
in the financial markets, restrictions on daily economic activity of unknown duration, and
a government response that is being adjusted daily. At this point in time, the significance
and the duration of the financial impact of the pandemic are indeterminable. Due to the
subject valuation date, this valuation analysis does not consider the potential financial
implications of the pandemic.
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Certification:
We hereby certify to the best of our knowledge and belief:
The statements of fact contained in this report are true and correct.
The reported analysis, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions, and are the personal, impartial, unbiased and
professional opinions and conclusions of the undersigned.
We have no personal interest or bias with respect to the subject matter of this report or the
parties involved.
Our compensation for the engagement is no way contingent upon the value reported or
upon a predetermined value.
No one provided professional assistance to the person(s) signing this report.

Sincerely,

Chris Maddy, MBA, MS
Managing Partner and Senior Quantitative Analyst
Macroval, LLC.
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Purpose and Objective
We have been engaged to estimate the Fair Market Value of 100% of the tangible and
intangible assets of Any Company, Inc. as of July 31, 2020. This valuation was
performed for the purpose of providing an independent valuation to assist the client in the
potential sale of the company. Our report is subject to the attached Statement of General
Assumptions and Limiting Conditions. The report is intended for the use by the subject
company, its owners and professional advisors and shall not be disseminated to any party
other than the client or an intended user. The valuation report assumes that the business
seller will provide a reasonable transition period on a no-charge basis, typically, six
months for a business of this size

Definition of Fair Market Value
The most widely recognized and accepted standard of value is Fair Market Value. For
purposes of this valuation, we define Fair Market Value as “the amount at which the
property would change hands between a willing seller and a willing buyer when neither is
acting under compulsion and when both have reasonable knowledge of the relevant facts”.
This definition comports to that found in the tax code and in Revenue Ruling 59-60.

Scope of the Engagement
This valuation is a summary report providing an estimate of value of the Fair Market
Value of Any Company, Inc. At the request of the client; we have forgone a
Comprehensive Narrative Report under Revenue Ruling 59-60. We have not performed a
site survey; however we have been provided sufficient information from our client with
respect to the facilities and characteristics of the subject company and we did not include
a formal industry analysis. There were no restrictions or limitations on the scope of work
or data available for our analysis. We have relied on the financial information and
normalization adjustments provided by the client. We have not audited the ledgers,
journals and financial data supporting the financial statements. In preparing the summary
report we reviewed the following financial information, documents and web sites:
• 2017 - 2019 Federal Tax Returns
• 2020 - July Financial Statement
• The Equity Risk Premium at http://pages.stern.nyu.edu/~adamodar/
• Duff & Phelps Cost of Capital Navigator
• Pratt's Stats databases to obtain comparable private sale
information
• 20-year treasury bond rate of 3.5% from the U.S. Dept. of the Treasury

6

Pertinent Company Information
Any Company, Inc. began operations in October 1992 is located in Atlantic Highlands,
New Jersey. The company’s president, Jonathan J. Jones, owns 100 percent of the
company’s outstanding stock. The company is a distributor of fasteners to industrial
manufacturing companies.
The company’s market area is national, targeting small to medium sized commercial
manufacturing companies. Any Company, Inc. has approximately 275 customers, two of
which represent approximately 20 percent of the revenue base.
Any Company, Inc. has 24 full-time and 4 part time employees. The company offers
medical, dental, life insurance, and workers’ compensation insurance. Its hours of
operation are Monday through Friday from 8:00 AM to 5:00 PM and Saturday from 9:00
AM to 2:00 PM.
The company’s Fiscal Year End is December 31. There are no lawsuits, environmental
issues, or tax liens are reported. The owner is willing to train the buyer for 26 weeks without
charge and has not expressed interest in staying with the company after it is sold.
The company’s primary NAICS code is 423710: Hardware Merchant Wholesalers. A brief
summary of this NAICS code is detailed below.

HARDWARE MERCHANT WHOLESALERS
This industry comprises establishments primarily engaged in the merchant wholesale
distribution of hardware, knives, or hand tools.

Summary of Indicated Value by Asset Classification
Our opinion of Fair Market Value was determined on a going concern basis stated as the
gross asset value of the company’s Tangible and Intangible Assets. Value as a going
concern is defined as a mass assemblage of income producing assets valued in continued
use. However, the actual value can only be determined by bona fide negotiations between
a willing buyer and seller in an arm’s length transaction. Our analysis is based upon
accepted valuation approaches as well as economic conditions present at the date of the
valuation. It is our opinion that the Fair Market Value of 100% of Any Company, Inc. as
of July 31, 2020 is:

Breakdown of Tangible and Intangible Assets
Fair Market Value of Net Tangible Assets

$1,250,000

Intangible Assets and Goodwill at FMV

$8,325,000

Fair Market Value of Total Assets

$9,575,000
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The Tangible Assets included in the sale are presented on page 13 of this report. These
assets consist of equipment, furniture, and fixtures. Intangible Assets are nonphysical
assets such as franchises, trademarks, patents, copyrights, goodwill, equities, mineral
rights, securities, and contracts (as distinguished from physical assets) that grant rights and
privileges and have value for the owner.

Value Synthesis and Summary of Indicated Values
In the Fair Market Valuation Analysis section of the report there are detailed explanations
of the methodologies used to derive the value conclusion. We considered the Asset, Income
and Market Approaches in estimating the value of the subject company. A summary of the
various methods used in the valuation and the respective weighting of each approach is
presented below:

Summary of Valuation Approaches & Methods
Indicated Value
N/A
$1,250,000

Weighted
Percentage
0.0%
0.0%

Weighted Value
$0
$0

Income Approach
Single Period Capitalization Method
Excess Earnings Method

$9,557,815
$7,861,655

45.0%
10.0%

$4,301,000
$787,000

Market Approach
MVIC/Revenue Indicated Value
MVIC/SDCF Indicated Value
MVIC/Normalized EBITDA Value

$10,318,018
$9,620,840
$9,975,969

15.0%
15.0%
15.0%

$1,548,000
$1,443,000
$1,496,000

100.0%

$9,575,000

Asset Approach
Book Value Method
Fair Market Value of Net Tangible Assets

Fair Market Value of Total Assets
Fair Market Value of Total Assets Rounded

$9,575,000
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Indicated Value and Hypothetical Financial Structure
Financial structure can be broken down into three distinct components including a down
payment by the purchaser, seller financing and commercial financing. Any payables or
debt assumed by the buyer in the transaction will reduce the net proceeds received by the
seller. Seller financing can contribute to successfully closing the transaction. Normally, the
owner will provide some level of seller financing and the financing will consist of both
seller and bank financing. Additionally, buyers may assume existing debt or accounts
payable of the seller. Below is a proposed structure for the transaction:

Financial Structure
Equity Down Payment
Seller Financing
Commercial Financing

$2,393,800
$2,393,800
$4,787,500

Fair Market Value of Total Assets

$9,575,000

Price Validation & Analysis of Return on Down Payment
We tested the final indication of value with a Price Validation & Analysis of the Return
on Down Payment to determine if the buyer can actually afford to purchase the business
under the proposed structure. The Price Validation compares the expected sustainable
cash flow of the company with the debt service on the proposed financing, capital
expenditures, and a normal replacement salary to determine if there is a reasonable return
on the purchaser’s down payment. This is a means of testing if the indicated value is
reasonable. If the cash flow remaining after debt service provides what a buyer believes
to be a reasonable return on the down payment required, then a buyer will feel justified in
taking on the risk of owning the new business. If a buyer cannot pay for the business out
of the operational cash flows of the company and receive a reasonable return, the
business will not be attractive to a typical buyer.
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The following projections are based upon the indicated Fair Market Value of the subject
assets. Certain assumptions were made with respect to a hypothetical down payment and
debt structure as well as estimating a term and interest rate to determine the debt service
on the proposed financing. The chart below shows the estimated Return on Down Payment
available to a buyer after the required debt service, capital expenditures and a normal salary
are met:

Price Validation & Analysis of Return on Down Payment
Debt Service Assumptions:
Interest Rate
Weighted Average Term in Years

6.0%
10

Structure of Financing
Fair Market Value of Assets
Less: Down Payment
Total Seller and Commercial Finance Debt

$9,575,000
($2,393,800)
$7,181,200

Analysis of Cash Outflow:
Estimated Annual Sustainable Cash Flow:

$2,467,000

Less: Annual Debt Service

($976,000)

Less: Annual Capital Expenditures
Less: Owner/Manager Salary:
Total Cash Outflow Requirements:

Cash Flow Remaining

Annual Return on Down Payment (1st Year)

($75,000)
($250,000)
($1,301,000)

$1,166,000

48.7%
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Presented below is a chart showing the estimated cash remaining after the proposed Debt
Service is paid as well as a Loan Amortization schedule for the proposed debt. The cash
available after debt service can be used for capital expenditures, working capital needs and
a salary for the new owner:

Debt Service and Loan Amortization Analysis
Debt Service Assumptions:
Annual Interest Rate
Weighted Average Finance Term in Years
Estimated Annual Sustainable Cash Flow
Estimated Annual Growth in Cash Flow
Monthly Payment
Annual Payment

6.00%
10
$2,467,000
3.0%
$81,333
$976,000

Structure of Financing
Buyer Cash Down Payment
Commercial Financing
Seller Financing
Fair Market Value of Assets
Total Debt Financed
Debt Service
Year
Estimated Cash Flow
Annual Debt Service
Capital Expenditures
Cash Flow After Debt & CAPEX

25.0%
50.0%
25.0%
100.0%

$2,393,750
$4,787,500
$2,393,750
$9,575,000

75.0%

$7,181,250

1
$2,467,000
$976,000
$75,000
$1,416,000

2
$2,541,010
$976,000
$75,000
$1,490,010

Ten Year Amortization
3
4
$2,617,240 $2,695,758
$976,000
$976,000
$75,000
$75,000
$1,566,240 $1,644,758

5
$2,776,630
$976,000
$75,000
$1,725,630

Beginning Principal Balance
Annual Principal Payments
Ending Principal Balance

$7,181,250
$544,827
$6,636,423

$6,636,423
$577,516
$6,058,907

$6,058,907
$612,167
$5,446,739

$5,446,739
$648,897
$4,797,842

$4,797,842
$687,831
$4,110,011

Year
Estimated Cash Flow
Annual Debt Service
Capital Expenditures
Cash Flow After Debt & CAPEX

6
$2,859,929
$975,702
$75,000
$1,809,227

7
$2,945,727
$975,702
$75,000
$1,895,025

8
$3,034,099
$975,702
$75,000
$1,983,397

9
$3,125,122
$975,702
$75,000
$2,074,420

10
$3,218,875
$920,473
$75,000
$2,223,402

Beginning Principal Balance
Annual Principal Payments
Ending Principal Balance

$4,110,011
$729,101
$3,380,910

$3,380,910
$772,847
$2,608,063

$2,608,063
$819,218
$1,788,844

$1,788,844
$868,371
$920,473

$920,473
$920,473
$0
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Normalization of Historical Financial Information
Financial Statement Adjustments, frequently called “normalization adjustments” are
intended to adjust the company’s Balance Sheets and Income Statements from a tax or
accounting perspective to an economic basis.
To normalize the Balance Sheet, non-operating assets are typically removed from the assets
to be transferred in a sale. The tangible assets must be converted from a book basis to their
respective Fair Market Value. Current Assets, such as Accounts Receivable and Inventory
(assuming a FIFO method), are typically stated at market value; however, adjustments may
be needed for un- collectable accounts receivable or obsolete inventory. Fixed assets and
other depreciable assets create a more complex task in trying to estimate Fair Market Value
and may require the services of an Equipment Appraiser to determine the market value if
they are significant to the transaction. For this report, the business owner estimated the Fair
Market Value of the tangible assets.
The normalization process of the Income Statement involves adjusting items that are not
considered to be normal operating expenses (non-recurring expenses). Additionally,
adjustments are made for discretionary expenses such as Owner’s perquisites and
compensation, over or under payment of Rent and excess Family Salaries. The
discretionary cash flow items are then added to the Earnings before tax, interest and
depreciation to determine Seller’s Discretionary cash flow. The business owner provided
us with perks, benefits and non-recurring expenses which are not necessary to operate the
business. As part of due diligence, it is recommended that a buyer verify the source data of
the respective normalization adjustments to substantiate their validity.
Once the financial statements have been normalized, the appraiser uses the adjusted
information as a basis for the valuation. This information can then be used to forecast the
future operating results of the business as well as analyze the economic return of the owner.
Presented below is an analysis of the Tangible Assets and Liabilities Included in the Sale.
Next, Normalized Income Statements are presented showing comparative Revenue, Seller
Discretionary Cash Flow and EBITDA analysis.
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Tangible Assets and Liabilities Included in Sale

Tangible Assets as of:

July 31, 2020

Book Value of Assets Transferred

N/A

Fixed Assets:
Total Fixed Assets Transferred:

$1,250,000

Liabilities (Long-Term)
Long Term Liabilities
Total Long-Term Liabilities Assumed:

Net Tangible Assets Transferred:

$0
$0

$1,250,000

Working Capital Included:
Current Assets:
Account Receivable
Inventory
Total Current Assets:

Current Liabilities:
Accounts Payable
Total Current Liabilities:
Net Working Capital Included:

$2,000,000
$50,000
$2,050,000

$300,000
$300,000
$1,750,000
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Normalized Cash Flow

Historical Operating Results with Normalization of Earnings
Fiscal Years Ending
Net Revenues
Growth Rate

12/31/2017 12/31/2018 12/31/2019 12/31/2020*
$14,859,333 $14,905,684 $15,326,842

$15,967,555

N/A

0.30%

2.80%

4.20%

$1,549,066
$86,264
$2,468
$1,637,798

$1,610,130
$75,494
$2,746
$1,688,370

$1,671,947
$103,359
$2,328
$1,777,634

$1,852,058
$90,000
$2,568
$1,944,626

$325,660
$32,400
$24,000
$32,026
$28,890
$18,926
$51,645
$40,000
$96,000
$20,000
$669,547

$280,000
$32,400
$24,000
$30,200
$28,890
$22,433
$66,682
$35,000
$96,000
$20,565
$636,170

$329,930
$32,400
$24,000
$32,200
$28,890
$32,183
$26,253
$48,000
$96,000
$20,000
$669,856

$330,000
$32,400
$24,000
$32,200
$28,890
$40,000
$40,000
$40,000
$96,000
$20,500
$683,990

$758,279

$714,410

$775,543

$776,558

Seller's Discretionary Cash Flow

$2,307,345

$2,324,540

$2,447,490

$2,628,616

Less: Normalized Manager Salary

($250,000)

($250,000)

($250,000)

($250,000)

Normalized EBITDA

$2,057,345

$2,074,540

$2,197,490

$2,378,616

Historical Cash Flow:
Earnings Before Tax
Depreciation and Amortization
Interest Expense
EBITDA (Accounting Basis)
Normalization Adjustments:
Owners Salary +Bonus
Non-Working/Overpd Fmly Mbr
Owner's Vehicles(Lse/Gas/Ins/Mtnc)
Owner's Medical
Owners Retirement/401k/Pension
Owner's Travel and Entertainment
Owner's Legal and Accounting
Owner Property Repairs, Taxes, etc.
Other Owner Benefits
Donations
Normalization Adjustments Total
Total Add Backs

Actual Results for FYE 12/31/2019
Values Used in the Report(1):

Revenue

SDCF

$15,326,842
$15,400,027

$2,447,490
$2,466,882

Normalized
EBITDA
$2,197,490
$2,216,882

SDCF = Seller's Discretionary Cash Flow is EBITDA plus all normalization adjustments.
EBITDA=Earnings before interest, income tax, depreciation and amortization.
(1) Values used in the Market Approach and SDCF in the Price Validation.
*Projected 2020 Results
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Qualifications of the Valuator and Support
Christopher Maddy, MBA, MS
Professional Background:
Macroval
Managing Partner, Sr. Quantitative Analyst

Christopher is Managing Partner and Lead Analyst at Macroval. He is an experienced
practitioner of Applied Information Economics and is an expert in the measurement of
intangibles and intangible assets. He has a quantitative educational background and
several years of experience as an analyst in the retail, marketing and high-tech industries.
As a well-rounded generalist in modeling, he is a highly sought advisor for quantitative
modeling, as well as for developing spreadsheet applications in Excel and VBA
programs. His professional development interests include learning new modeling
techniques and implementing automation in decision-systems.
Christopher performs consulting in the measurement of intangibles, quantitative finance
and spreadsheet programming, and has consulted professionally as an employee and as an
independent consultant. Mr. Maddy’s educational credentials include a B.S. in Chemical
Engineering from the University of Iowa, an MBA from Boise State University, and a
M.S. in Finance from the University of Utah. He taught preparatory courses for the
GMAT exam and was the instructor for several classes in Business Statistics while
pursuing MBA studies.
Education:
•
•
•
•

B.S., Chemical Engineering. University of Iowa, 2000
M.B.A., Boise State University, 2006
M.S. Finance, University of Utah, 2009
Relevant Graduate Coursework Includes: Financial Accounting, Managerial
Accounting, International Economics, Econometrics I, Econometrics II

Projects:
-

-

Professional provider of innovative economic business valuations
Lead Analysis of dollar-intensive, high-risk decisions in IT security, Mining,
Sustainable Agriculture, high-tech, educational measurement, and government
engagements
Develop and deliver workshops in Applied Information Economics and Subjective
Assessment Training

15

Thomas Verdier
Professional Background:
Macroval
Managing Partner, Associate Analyst
Thomas Verdier is Managing Partner and Associate Analyst at Macroval. He brings an
expertise in decision psychology and measurement of intangibles from both his
professional and academic career. His quantitative background includes positions in
academic psychology, applied forensic psychology, and management consulting. He’s
also experienced in marketing for small businesses and start-ups.
Thomas performs consulting in the measurement of intangibles and decision science.
He’s a certified practitioner of Applied Information Economics and has worked closely
on publications with thought leaders in the space. His educational credentials include a
B.A. in Psychology from the University of Rhode Island, graduate coursework in
decision science and statistics, and publications in various psychology journals. He
worked as a licensed Mortgage Loan Officer during his undergraduate studies.
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General Assumptions and Limiting Conditions
This Limited Scope Fair Market Analysis Valuation Report has been made with the
following general assumptions and limiting conditions:
1. Financial Statements, operating results, proprietary business information and a
breakdown of the estimated fair market values of the tangible assets were provided by
owners, management or their representatives and were accepted without further
verification. We have not audited or reviewed the financial information provided;
accordingly, we take no responsibility for the accuracy of the financial information
provided to us.
2. The information provided to us by others is believed to be reliable unless otherwise
stated.
3. We assume no responsibility for the legal description or matters including legal or title
considerations. Title to the subject assets, properties or business interests is assumed to
be good and marketable unless otherwise stated.
4. The subject assets, properties or business interests are appraised free and clear of any or
all liens or encumbrances unless otherwise stated. A willing buyer is assumed to
negotiate full protection against undisclosed, unknown, or contingent liabilities.
5. We have not inspected the property, machinery, equipment, inventory or any other
tangible assets of the company.
6. The valuation assumes the business will be competently managed and maintained by
financially sound owners and that the company will maintain the integrity of the assets
through the conclusion of a sale with cooperative transition of ownership.
7. This report is not to be construed directly or indirectly as a recommendation to invest,
divest, or lend. Our analysis is our independent opinion of value for the purpose
described herein, based upon the information and explanations provided to us and is
subject to the assumptions and qualifications noted herein. Potential investors and / or
lenders should perform or obtain their own analysis of the financial position of the
subject company for their own particular purpose.
8. The opinions of value are predicated on the financial structure and operations of the
company as of the date of this appraisal. No responsibility is assumed for changes in
market or economic conditions subsequent to the date of this appraisal. Opinions of
value are estimates and no guarantee is made that the subject assets will sell for the
stated amount.
9. By accepting this report, the client agrees that neither the appraiser nor any of its agents
or employees will be required to give testimony, appear in court or any other legal
proceedings unless specific prior financial arrangements have been made.
17

10. This report is intended for use by the client and for distribution to prospective
purchasers of the company under the obligations of a confidentiality agreement. It is
not intended to be circulated or published to other parties or the general public and
may not be reproduced for any purpose other than noted herein, without our prior
written consent. We do not assume any liability or responsibility for losses incurred
as a result of the circulation, publication, reproduction or use of this report contrary
to the provisions of these assumptions and limiting conditions.
11. It is assumed that there are no regulations of any government entity to control or restrict
the use of the underlying assets, unless specifically referred to in the report. We also
assume that all required licenses, certificates of occupancy, consents or legislative or
administrative authority from any local, state, or national government or private entity
or organization have been or can be obtained for any use on which the opinion of value
contained in this report is based.
12. Unless otherwise provided for in writing and agreed to by both parties in advance, the
extent of the liability for the completeness or accuracy of the data, opinions, comments
and conclusions shall not exceed the amount paid to the appraisers for professional
fees, and then only to the party(ies) for whom this report was originally prepared. In no
event shall we be liable for consequential, special, incidental or punitive loss, damage
or expense.
13. Valuation reports may contain prospective financial information, estimates, or opinions
that represent the view of the appraiser about reasonable expectations at a particular
point in time. However, such information, estimates or opinions are not offered as
assurances that a particular level of profit will be achieved or that specific events will
occur.
14. We reserve the right to review all calculations included or referred to herein and to
revise our opinion in light of any facts, trends or changing conditions that existed at the
valuation date of which we are made aware of subsequent to the date herein. However,
we will not be under any obligation to do so, unless prior arrangements have been made
in writing relative to such additional services.
15. The analyses, opinions and conclusions presented in this report apply to this
engagement only and may not be used out of the context presented herein. This report
is valid only for the effective date(s) specified herein and only for the purpose(s)
specified herein.
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National Economic Outlook

https://www.federalreserve.gov/monetarypolicy/beigebook202009.htm

September 2, 2020
Summary
Prepared at the Federal Reserve Bank of Minneapolis and based on information collected before
August 24, 2020. This document summarizes comments received from business and other contacts
outside the Federal Reserve System and is not a commentary on the views of Federal Reserve
officials.

Overall Economic Activity
Economic activity expanded modestly from October through mid-November, similar to
the pace of growth seen over the prior reporting period. Most Districts reported stable to
moderately growing consumer spending, and increases in auto sales and tourism were
seen across several Districts. In manufacturing, more Districts reported an expansion in
the current period than the previous one, though the majority continued to experience no
growth. The picture for nonfinancial services remained quite positive, with most Districts
reporting modest to moderate growth. Transportation activity was rather mixed across
Districts. Reports from the banking sector indicated continued but slightly slower growth
in loan volumes. Home sales were mostly flat to up, and residential construction
experienced more widespread growth compared to the prior report. Construction and
leasing activity of nonresidential real estate continued to increase at a modest pace.
Agricultural conditions were little changed overall, remaining strained by weather and
low crop prices. Activity in the energy sector deteriorated modestly among reporting
Districts. Outlooks generally remained positive, with some contacts expecting the current
pace of growth to continue into next year.
Employment and Wages
Employment continued to rise slightly overall, even as labor markets remained tight
across the U.S. Several Districts noted relatively strong job gains in professional and
technical services as well as healthcare. Reports were mixed for employment in
manufacturing, with some Districts noting rising headcounts while others noted stable
employment levels and one District reported layoffs. There were scattered reports of
labor reductions in retail and wholesale trade. The vast majority of Districts continued to
note difficulty hiring driven by a lack of qualified applicants as the labor market
remained very tight. The shortage of workers spanned most industries and skill levels,
and some contacts noted that their inability to fill vacancies was constraining business
growth. Moderate wage growth continued across most Districts. Wage pressures
intensified for low-skill positions.
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Prices
Prices rose at a modest pace during the reporting period. Reports regarding input costs
and selling prices in the manufacturing sector were mixed, with some Districts noting
deceleration in prices, while others cited increased cost pressures and a few indicated
little to no change. Retailers mentioned higher costs, which contacts in some Districts
attributed to tariffs. Firms' ability to raise prices to cover higher costs remained limited,
though a few Districts noted that companies affected by the tariffs were more inclined to
pass on cost increases. Service sector prices in reporting Districts were mostly flat to up.
Energy and steel prices were flat to down, while reports on construction materials and
agricultural commodity prices were mixed. Overall, firms generally expected higher
prices going forward.

Regional Economic Outlook

September 2, 2020
Federal Second District – New York
Summary of Economic Activity
There has been little or no growth in the Second District economy in the latest reporting
period. The labor market remained tight, with slowing hiring activity and wage growth.
Input prices decelerated, while selling prices continued to rise at a modest pace.
Manufacturing activity was essentially flat, while business in the transportation and
distribution sectors grew modestly. However, most service industries reported some
softening in business conditions. Business contacts remained fairly restrained in their
optimism about the near-term outlook. Consumer spending was mixed, with strength in
auto sales but ongoing weakness in traditional retail. Tourism has remained robust.
Housing markets have been softer, on balance, though the residential rental market has
held up fairly well. Commercial real estate markets have weakened, and new commercial
construction has slowed. Finally, finance sector contacts generally reported softening
conditions, though banks reported increased demand for mortgage loans.
Employment and Wages
The labor market has remained tight across the District, but hiring has slowed. Business
contacts have continued to report trouble finding workers to fill a wide range of jobs such
as software developers and engineers, accountants, retail clerks, mechanical engineers,
machinists and welders. Two major employment agencies noted that almost all job
candidates are already working, and that many are reluctant to switch jobs, particularly at
this time in the year.
Businesses overall continued to report little change in staffing levels, as job creation
slowed. Contacts in manufacturing, education & health, and leisure & hospitality reported
modest net hiring; however, finance, real estate, and wholesale trade firms indicated
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modest declines in employment, on balance. Looking ahead to the next six months,
businesses in manufacturing and most service sectors still planned on adding to staff;
however, businesses in the information, finance, and transportation sectors projected
modest declines in employment. Businesses overall reported that wage growth has
moderated slightly in the latest reporting period, though contacts in leisure & hospitality
and education & health reported more widespread increases.
Prices
Businesses in most sectors reported that input costs decelerated, while selling prices
continued to rise at a modest pace. However, contacts in wholesale and retail trade have
continued to note more widespread escalation in the prices they pay. Contacts in the
leisure & hospitality sector, however, have continued to report steady to declining prices.
Prices for Broadway theater tickets, for example, have edged down and are slightly lower
than a year ago. Looking ahead, there was not much of a change in businesses' inclination
to raise prices in the months ahead.
Consumer Spending
Retailers report that sales have been steady to softer since the last report and were
lukewarm in their expectations for the near-term outlook. A number of retail contacts
expressed concern about the general business climate, and a sizable number have scaled
back capital spending plans. Upstate New York retailers noted some pickup in shopper
traffic and sales activity, reflecting heavier and earlier sales promotion, but note that the
pace of growth remains modest. Most stores indicated that inventories were in good
shape heading into the holiday season.
Sales of both new and used vehicles have remained solid in recent weeks, running above
year-earlier levels, according to dealers in upstate New York. Dealers indicated that
manufacturer incentives and year-end changeovers have boosted sales. Consumer credit
conditions have remained in good shape.
Manufacturing and Distribution
Manufacturers reported that business activity has remained flat. On the distribution side,
wholesalers noted a significant rebound in activity, while transportation contacts said that
activity grew modestly.
Looking ahead, manufacturers, wholesalers, and transportation firms indicated that they
anticipate modest growth in the months ahead, on balance. Contacts in all these sectors
have expressed ongoing concern about tariffs, trade tensions, and related uncertainty, as
well as the rising minimum wage in New York.
Services
Businesses across almost all service industries reported some weakening in activity, on
balance, since the last report. A notable exception has been in the leisure & hospitality
sector, where contacts noted moderate growth in activity. Broadway theaters reported that
attendance was fairly sturdy in October but dropped off a bit in the first half of
November, as both attendance and revenues slipped below comparable year-ago levels.
Other service industries generally reported softening activity—particularly in the
information and finance sectors. Professional & business and education & health service
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firms reported some modest weakening in conditions. Service firms, even those in leisure
& hospitality, have grown somewhat less optimistic about the near-term outlook.
Real Estate and Construction
Housing markets across the District have been mixed but, on balance, weaker in the latest
reporting period. Prices of New York City condos and co-ops have continued to trend
lower and are now running moderately below comparable 2018 levels, with steeper
declines at the high end of the market and in Manhattan. A local real estate expert noted a
precipitous drop in the share of cash purchases at the higher end of the market, which is
seen as a signal that investors have largely left the market. The inventory of existing
homes has continued to climb to a fairly high level in Manhattan but less so in the outer
boroughs. Housing markets in the suburban areas around New York have been more
stable, with prices still rising moderately in most areas and inventories generally stable.
Similarly, in upstate New York, the sales market has remained strong, with inventories
steady at very low levels, prices still rising, and bidding wars still fairly commonplace in
the more sought-after areas.
The residential rental market has strengthened further. While Manhattan rents have
leveled off, rents across much of the city and metro area have continued to rise at a
moderate pace—and at a somewhat faster pace at the high end of the market, reflecting a
shift in demand away from owning. Rental vacancy rates have edged up but remain quite
low across New York City.
Commercial real estate markets across the District have generally weakened in the latest
reporting period. Office rents have been mostly flat, while availability rates have climbed
modestly in most areas, with leasing activity steady to slower. Industrial markets have
been mixed: rents have continued to trend up, though the pace has slowed, and
availability rates have been flat to up slightly. The market for retail space has weakened
further, even as the holiday shopping season draws near, with rents flat and vacancy rates
at multi-year highs.
New multi-family construction starts have held steady across the District, while the
volume of ongoing multi-family construction has remained fairly brisk. New office and
industrial construction has continued to weaken modestly.
Banking and Finance
Financial sector contacts generally reported softer business conditions and expressed
concern about a deteriorating business climate. Bankers reported higher demand for
residential and commercial mortgages, but unchanged demand for consumer and C&I
loans. Credit standards were said to be unchanged across all major categories. Loan
spreads narrowed on all categories. Contacts also reported further decreases in average
deposit rates. Finally, bankers reported stable delinquency rates across all loan categories.
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Fair Market Value as the Standard of Value
Without defining the term “value”, the conclusions reached in the valuation report are
meaningless. First, we must determine the standard of value used for the appraisal. The
most widely recognized and accepted standard of value is Fair Market Value. For purposes
of this valuation, we define Fair Market Value as “the amount at which the property would
change hands between a willing seller and a willing buyer when neither is acting under
compulsion and when both have reasonable knowledge of the relevant facts”. Court
decisions also state that the hypothetical buyer and seller are assumed to be able to, as well
as willing to, trade and to be well informed about the property. This definition comports to
that found in the tax code and in Revenue Ruling 59-60. Additionally, the definition of Fair
Market Value utilized in this report assumes a covenant not to compete between the seller
and a willing buyer.
Economic analysis is necessary at the valuation date in order to determine how the
investing public feels about future income of the business. Uncertainty about future income
increases the risk and could affect the value of the business. The risk assessment will be
used to adjust multiples derived from guideline companies (comps) or to adjust discount
or capitalization rates. Revenue Ruling 59-60 cites eight factors influencing the value of a
business:
1. The nature of the business and the history of the enterprise from its inception.
2. The economic outlook in general and the condition and outlook of the specific
industry in particular.
3. The book value of the stock and the financial condition of the business.
4. The earnings capacity of the company.
5. The dividend paying capacity of the company.
6. Whether or not the enterprise has goodwill or other intangible business value.
7. Prior sales of stock and the size and block of stock to be valued.
8. The market price of stocks of corporations engaged in the same or similar line of
business having their stocks actively traded in a free and open market, either on
an exchange or over the counter.
Additionally, we have appraised the company’s assets in continued use as a going concern.
This premise assumes the business will continue to operate as an income producing entity.
Our opinion of value has taken into consideration the relevant financial risks inherent to
the business. These risks have been evaluated to produce a value that provides a reasonable
return on investment to a prospective buyer. We have analyzed systematic risks inherent
in the current business climate such as competition and general market conditions as well
as risks specific to the subject business such as its customer base, asset management and
operating history.
Fair Market Value speaks to a value that is appropriate to the market in general and does
not take into consideration a value to a particular investor referred to as “Investment Value”
or value to a strategic buyer often referred to as a “Synergistic Buyer”. Synergistic buyers
may pay a premium for the company due to the ability to reduce duplicated overhead or
marketing efforts. An acquisition premium can only be quantified if a specific investor is
known and their motivations for purchasing the business are examined. However, in
determining the Fair Market Value of the company certain expenses were eliminated or
adjusted by the business owner.
23

Valuation Theory and Approaches to Value
Theory surrounding the valuation of an interest in a business depends on the future benefits
that will accrue to its owner. The value of the business interest depends upon an estimate
of the future benefits and the required rate of return at which the future benefits are
discounted or capitalized. Thus, determining the appropriate economic income or cash flow
to capitalize is critical to the valuation. Review of historical financial data as well as the
current trends and future prospects of the business are required to determine the appropriate
economic income to capitalize in the single period income, capitalization of excess
earnings and market approaches to value.
The American Society of Appraisers recognizes the Asset-Based Approach, the Income
Approach and the Market Approach as the three generally accepted valuation approaches.
In many ways these three approaches are interrelated. For instance, the Income Approach
requires the estimate of a required discount or capitalization rate that is driven by forces in
the marketplace. The appropriateness of each method is dependent on the appraiser’s
judgment and the relationship of the level of assets relative to the company’s ability to
generate cash flow. In the final value conclusion we have weighted the various approaches
used to determine a final value estimate.

Asset-Based Approach
The Asset-Based approach is often called the “Cost Approach” or the “Replacement Cost
Approach”. In this approach, each component of the business is valued separately and the
asset values are totaled. The Asset-Based Approach provides the appraiser with the cost of
duplicating or replacing the assets of the company and is based on the assumption that a
prudent investor would pay no more for an asset than its replacement cost. The Asset-Based
Approach can be a reliable method for valuing tangible assets; however, the Asset-Based
Approach may not recognize the full earning power of the total business enterprise.
Based on a review of the Company’s operations, financial performance and the tangible
assets included with the sale, we have determined that the highest and best use of the
assembled assets is value in continued use as a going concern.
Below we will examine the Book Value Method and the Adjusted Book Value Method
under the Asset-Based Approach.

Book Value Method
Business Financial statements are normally prepared in accordance with Generally
Accepted Accounting Principles, which are prepared on the historical cost principle. After
the assets are acquired, fixed assets are depreciated and goodwill, patents and other
intangible assets are amortized. This method of accounting is typically used for tax
purposes and may or may not give an accurate estimate of the fair market value of the
assets. As such, Book Value is not a conceptually sound Asset-Based valuation method.
Additionally, a well-run profitable business enterprise will be valued in excess of its
underlying asset value.
For the Book Value Method, we reviewed the net asset values for the assets to be
transferred with the sale as of the most recent balance sheet date.
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Adjusted Book Value Method
The theory behind the Adjusted Book Value Method is that a buyer would not pay more
for the business than the Fair Market Value of its underlying assets. Under this method the
assets to be transferred with the sale are restated from their historical cost basis to Fair
Market Value. This typically involves the identification and valuation of assets that may
have been previously written off or expensed. Accounts receivable will need to be adjusted
to net realizable value and inventory should be adjusted for obsolete or slow moving items.
Additionally, work in process inventory should be valued. For example, the work in
process of a professional firm is essentially unbilled receivables, whereas for a construction
company there may be cost incurred in excess of billings. If machinery and equipment or
real estate is a significant portion of the value of the business, an appraisal of those assets
may be necessary.
With regard to valuing the individual assets, the appraiser must select the appropriate
premise of value. The four premises of value are:
1.
2.
3.
4.

Value in continued use as a going concern.
Value in place, as a part of a mass assemblage of assets.
Value in exchange as part of an orderly liquidation.
Value in exchange as part of a forced liquidation.

We have determined that the appropriate premise of value is value in continued use as a
going concern. This method assumes that the assets are sold in place as part of an income
producing, going concern business enterprise. This approach is applicable to the
identifiable assets of the business; however it may not recognize the full earning power of
the business enterprise.
The Adjusted Book Value Method, as presented on page 13, indicates a value of
$1,250,000.

Income Based Approach
The income approach estimates the value of a company based on the anticipated risk and
return inherent in the investment. When a buyer purchases a business, what is being bought
is a stream of prospective economic income. Economic income can be defined as any cash
flow or benefit accruing to a business enterprise in exchange for goods, services or capital.
The forecasted economic benefit or cash flow is capitalized or discounted at an appropriate
rate to determine the estimated value of the business. Time in business, asset utilization,
operating results and customer and supplier relationships all influence the amount of risk
relative to a particular entity. Anticipated benefits are then converted to a value taking into
consideration the expected growth, timing of benefits, risk profile and the time value of
money. In determining the appropriate discount or capitalization rates, the appraiser should
consider factors such as prevailing interest rates, expected rates of return required by
investors on comparable investments and the specific risk characteristics of the subject
company.
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Cash Flow Basis
To create a basis for analysis of the cash flow statement, results from multiple years are
combined in a weighted average. The details of the averaging method and the summary of
basis values used in the income approaches to valuation are shown in the three tables that
follow.

Report Basis Value: Weighted Average Net Revenue
Fiscal Years Ending
12/31/2017
12/31/2018
12/31/2019
12/31/2020*

Net Revenues
$14,859,333
$14,905,684
$15,326,842
$15,967,555

Total
Weighted Average Net Revenue
*Projected FYE 12/31/2020 Results

Weight

Adjusted
0
1
1
1

$0
$14,905,684
$15,326,842
$15,967,555

3

$46,200,081
/3
$15,400,027
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Cash Flow Basis
Report Basis Values: Seller's Discretionary Cash Flow (SDCF) and Normalized EBITDA
12/31/2017 12/31/2018 12/31/2019 12/31/2020*
Weight
0
1
1
1

Total
3
Total =
Sum of
Weighted
Values x
Average =
Weights
Total/3
$5,134,135 $1,711,378
$268,853
$89,618
$7,642
$2,547
$5,410,630 $1,803,543

Historical Cash Flow:
Earnings Before Tax
Depreciation and Amortization
Interest Expense
EBITDA (Accounting Basis)

$1,549,066
$86,264
$2,468
$1,637,798

$1,610,130
$75,494
$2,746
$1,688,370

$1,671,947
$103,359
$2,328
$1,777,634

$1,852,058
$90,000
$2,568
$1,944,626

Normalization Adjustments
Owners Salary +Bonus
Non-Wrkng/Overpd Fmly Mbr
Ownr Vhcls (Lse/Gas/Ins/Mtnc)
Owner's Medical
Owners Ret/401k/Pension
Owner's Travel and Ent
Owner's Legal and Acctg
Owner Ppty Rpars, Tax, etc.
Other Owner Benefits
Donations
Normalization Adj Total

$325,660
$32,400
$24,000
$32,026
$28,890
$18,926
$51,645
$40,000
$96,000
$20,000
$669,547

$280,000
$32,400
$24,000
$30,200
$28,890
$22,433
$66,682
$35,000
$96,000
$20,565
$636,170

$329,930
$32,400
$24,000
$32,200
$28,890
$32,183
$26,253
$48,000
$96,000
$20,000
$669,856

$330,000
$32,400
$24,000
$32,200
$28,890
$40,000
$40,000
$40,000
$96,000
$20,500
$683,990

$939,930
$97,200
$72,000
$94,600
$86,670
$94,616
$132,935
$123,000
$288,000
$61,065
$1,990,016

$313,310
$32,400
$24,000
$31,533
$28,890
$31,539
$44,312
$41,000
$96,000
$20,355
$663,339

$758,279

$714,410

$775,543

$776,558

$2,266,511

$755,504

Seller's Disc Cash Flow

$2,307,345

$2,324,540

$2,447,490

$2,628,616

$7,400,646 $2,466,882

Less: Normalized Mgr Salary

($250,000)

($250,000)

($250,000)

($250,000)

($750,000)

Normalized EBITDA
*Projected 2020 Results

$2,057,345

$2,074,540

$2,197,490

$2,378,616

$6,650,646 $2,216,882

Total Add Backs

($250,000)

Summary of Basis Values
Net Earnings
Seller's Discretionary Cash Flow (SDCF):
Normalized EBITDA:

$15,400,027
$2,466,882
$2,216,882
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Single Period Capitalization Method
Capitalization is a process of converting economic income for a single period into a present
value estimate of the enterprise value. This is performed by dividing the economic income
by an estimated capitalization rate or a risk adjusted rate of return. Current, historical or
expected economic income can be capitalized under this method. For the purpose of this
valuation we capitalized the normalized earnings before interest, income tax, depreciation
and amortization (EBITDA) for the most current Fiscal Year End. Accuracy under this
method is dependent on current income levels being indicative of future results. The steps
involved in using this method are:
1.
2.
3.
4.

Selection of the economic income benefit to be capitalized.
Estimating the capitalization rate.
Capitalizing the economic income stream to determine the estimated value of
the business.
Adding non-operating assets such as real estate to determine the Fair Market
Value of the entire business enterprise.

Selection of the Appropriate Economic Income Stream
The first step in the Single Period Capitalization Method is to determine the appropriate
economic income stream to capitalize. Since we are valuing the gross assets of the company
or “the business enterprise value” it is appropriate to add back the interest expense and
normalize the earnings of the company. For the purpose of this valuation we capitalized
the normalized earnings before interest, income tax, depreciation and amortization
(EBITDA) for the most current Fiscal Year End. The selected Economic Income stream is
presented below:

Single Period Capitalization Method
Selected Economic Income Stream
Earnings Before Income Tax
Owners Salary +Bonus
Non-Working / Overpaid Family Member
Owner's Vehicles(Lease/Gas/Insur/Maint)
Owner's Medical
Owners Retirement/401k/Pension
Owner's Travel and Entertainment
Owner's Legal and Accounting
Owner Property Repairs, Taxes, etc.
Other Owner Benefits
Donations
Depreciation and Amortization
Interest Expense
Less: Normalized Manager Salary
Normalized EBITDA to Capitalize

Normalized EBITDA
$1,711,378
$313,310
$32,400
$24,000
$31,533
$28,890
$31,539
$44,312
$41,000
$96,000
$20,355
$89,618
$2,547
($250,000)
$2,216,882

EBITDA = Earnings before interest, income tax, depreciation and amortization.
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Selection of an Appropriate Capitalization Rate
Next, we must estimate an appropriate capitalization rate so that we can convert the
economic income to estimate the Fair Market Value of the business. The rates used to
capitalize the benefit stream are determined from alternative investments in the market
based on the risk factors attributable to the stream of economic income being capitalized.
The capitalization rate is the required rate of return that an investor would demand, based
on the risk associated with the benefit stream under consideration, to induce him or her to
make the investment decision. This is based on the principle of substitution, which is based
on the theory that no person will pay more for a property than he or she would have to pay
for an equally desirable substitute. We have calculated a capitalization rate that reflects the
rate of return available in the marketplace based on the risk characteristics inherent to the
subject company.
The capitalization rate includes a “Risk Free” rate, “Systematic Risk” as determined by the
marketplace and “Unsystematic Risk” inherent to the subject company. These components
can be broken down further into a “Risk Free” rate, an ”Equity Risk Premium”, an element
reflecting a “Small Stock Risk Premium” and a final adjustment reflecting judgments about
the “Specific Company Risk Premium”. These are discussed in further detail below.
Risk Free Rate
The “Risk Free” rate, or safe rate, is a rate of return that an investor would receive when
there is no risk of default. Typically the rate of return on U.S. Treasury Bonds is used as a
“Risk Free” rate. For the purpose of this valuation we have used the 20-year Treasury Bond
rate of 3.5%
Equity Risk Premium
Investors expect a higher rate of return to induce them to invest in Equity securities
compared to treasury bonds. The “Equity Risk Premium” represents the premium that
common stockholders require in the public marketplace over investors in long-term
government bonds. Since equity securities are considered to be more risky by the investor,
a higher rate of return is required. The “Equity Risk Premium” for September 1, 2020 of
5.0% was derived by Dr. Aswath Damodaran of New York University’s Stern School of
Business.
Small Company Risk Premium
Investors in the public marketplace perceive that there is additional risk in small cap
companies and research studies demonstrate evidence that smaller companies have higher
rates of return than larger companies. The “Small Company Risk Premium” is the risk
premium measured in the public marketplace for small publicly traded companies The
“Small Company Risk Premium” of 5.0% was derived from Duff & Phelps Cost of Capital
Navigator. This represents the smallest quantile of the public market place, which
represents the smallest 10% of publicly traded companies.
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Specific Company Risk Premium
The “Specific Company Risk Premium” takes into consideration the analysis performed
by the appraiser, including the operating performance, ratio analysis, industry risk,
customer and supplier relationships, size of the company, management structure and other
factors considered in assessing the risk related to the specific company. For the purpose of
this report we used a “Specific Company risk Premium” of 5.0%.
Lastly, adjustments are made to convert the pre-tax earnings to net income to eliminate the
tax effect and a long-term sustainable growth rate adjustment is factored into the
capitalization rate. The capitalization rate for the subject company is presented below:

Build-Up Method to estimate the Capitalization Rate
Risk-Free Rate
Equity Risk Premium
Small Company Risk Premium
Specific Company Risk Premium
Pre-Tax to Net Income Adjustment
Pre-Tax Capitalization Rate
Less: Long Term Sustainable Growth Rate
Pre-Tax Capitalization Rate adjusted for Growth

3.5%
5.0%
5.0%
5.0%
18.0%
25.7%
-2.5%
23.2%

Single Period Capitalization Method Indicated Value
Next, we use the Capitalization Rate to convert the anticipated level of sustainable
Economic Income into the indicated value. The indicated value under the Single Period
Capitalization Method is presented below:

Single Period Capitalization Indicated Value
Normalized EBITDA to Capitalize
Pre-Tax Capitalization Rate:
Single Period Capitalized Value

$2,216,882
23.2%
$9,560,000

Indicated Value

$9,560,000
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Excess Earnings Method
The “Excess Earnings Method”, also referred to as the “Formula” Method or “Treasury”
Method, is one of the most widely used appraisal methods for small businesses. The
“Excess Earnings Method” involves valuing the company’s tangible assets at Fair Market
Value and adding an amount that represents the company’s intangible value. The intangible
value of the business is estimated by deducting a reasonable return on the company’s
tangible assets from the economic income of the company and capitalizing the “Excess
Earnings”. We used the same Economic Income as was used in the Single Period
Capitalization method presented on page 28. Below is an explanation of the steps involved
in estimating the intangible value of the business using the Excess Earnings Method:

Methodology in Calculating the “Excess Earnings Method”
1. Estimate the Tangible Asset value of the company at Fair Market Value.
2. Estimate a normalized level of economic income. For the purpose of this valuation
we capitalized the normalized earnings before interest, income tax, depreciation
and amortization (EBITDA) for the most current Fiscal Year End.
3. Estimate a reasonable rate of return to support the Tangible Assets of the company.
4. This can equate to the company’s borrowing rate plus a small premium for the
equity investment and the risk associated with owning the assets. Multiply the
tangible asset value from step 1 by the reasonable rate of return to estimate the
amount of economic income attributable to the tangible assets. Subtract the amount
of economic income attributable to the Tangible Assets from the normalized
economic income estimated in step 2. The result of this step is called the “Excess
Earnings”.
5. Estimate an appropriate capitalization rate to apply to the excess earnings, which is
the amount of earnings attributable to Intangible Assets. Then capitalize the
“Excess Earnings” by the estimated capitalization rate to determine the intangible
value of the business.
6. Add the tangible assets in step 1 to the intangible assets calculated in step 4. The
result is the estimated value of the company.

Appropriate Rate of Return on Tangible Assets
The reasonable rate of return on the Tangible Assets should be based on the level of risk
associated with the assets as well as returns available in the market. The more liquid the
asset is the less risk there is in the ownership and a lower return would be justified.
Conversely, underutilized fixed assets create a higher risk profile and would require a
higher return. Thus, the estimated return on tangible assets is determined by reviewing the
company’s borrowing rates, the risk in ownership of the assets and the risk associated with
the equity investment in acquiring the assets. Based on our analysis we used a 12% rate.
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Excess Earnings Capitalization Rate
There is substantially less risk in the Tangible Assets of the company since they can be
converted into cash, as in the case of accounts receivable, or liquidated in the case of
inventory or fixed assets. However, in the absence of earnings, goodwill and other
intangible assets have no liquidation value. Thus, a premium must be added when
capitalizing the economic earnings attributable to intangible assets. A premium of 15.0%
was added to the capitalization rate determined in the build-up method (presented in the
Single Period Capitalization Method section on page 28). Thus, a 38.2% rate was used to
capitalize the excess earnings.

Calculation of Excess Earnings Method Indicated Value
Presented below is a summary of the calculation of the indicated value under the Excess
Earnings Method:

Excess Earnings Method Indicated Value
Net Tangible Assets at FMV and Included Working Capital
Normalized Annual Economic Income
$2,217,000
Less: Earnings attributable to Tangible Assets
$360,000
$3,000,000 in Tangible Assets at 12%
Equals: Excess Economic Earnings
$1,857,000
Capitalization Rate for Excess Earnings
38.2%
Indicated Value of Excess Earnings

$3,000,000

Excess Earnings Method Indicated Value

$7,862,000

$4,862,000

Market Approach: The Guideline Company Method
The use of comparable sales of closely held businesses as a guide to business valuation is
one of the most important techniques for valuing privately held businesses. The purpose of
the Market Approach is to compare the subject company with sales of similar businesses
to estimate the value of the subject company relative to its peers. Under The Guideline
Company Method we compared the subject company’s fundamental financial data with the
guideline companies to determine the subject company’s market value. The timing of the
sale, size of the comparable companies, SIC code and the structure of the transaction must
be analyzed and compared with the subject company financial data. The market approach
emphasizes the principle of substitution, which assumes that an investor would gravitate
toward the business with the lowest price if all other financial fundamentals and risks were
the same.
Private market transactions typically involve the sale of the entire entity so the values
derived are on a control marketable basis. Additionally, the majority of private transactions
are asset sales as opposed to stock sales. Thus, these transactions are reported based on the
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company’s Market Value of Invested Capital (MVIC), which includes the equity and debt
of the company. MVIC can also be referred to as “aggregate market value of capital
structure” or “enterprise value”. When valuing the Asset Value of the company it is
appropriate to capitalize the interest as a component of the economic income.
MVIC to Revenue, MVIC to Seller Discretionary Cash Flow and MVIC to Normalized
EBITDA (earnings before interest, income tax, depreciation and amortization) are the three
most commonly used multiples. The Seller Discretionary Cash Flow and Normalized
EBITDA multiples provide a more consistent approach in estimating the Asset Value of a
company since they include interest and non-cash expenses. These methods eliminate
inconsistencies in depreciation policies and differences in the capital structure from one
business to another.
We utilized Pratt’s Stats databases to obtain comparable private sale information. The
results of our research and analysis are shown below:

Market Valuation Table
Revenue
SDCF
Normalized EBITDA
Multiple
Derived Invested Capital Value
Indicated Value

$15,400,027
$2,466,882
0.67
$10,320,000
$10,320,000

3.90
$9,620,000
$9,620,000

$2,216,882
4.50
$9,980,000
$9,980,000

Guideline Market Approach
$11.00
$10.50

$10,320,000
$9,980,000

Millions

$10.00

$9,620,000

$9.50
$9.00
$8.50
$8.00
$7.50
$7.00
MVIC/Revenue Indicated
Value

MVIC/SDCF Indicated
Value

MVIC/Normalized EBITDA
Value
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Definitions

Adjusted Book Value
The book value that results after one or more asset or liability amounts are added, deleted
or changed from their respective book amounts.

Appraisal
The act or process of determining value. It is synonymous with valuation.

Appraisal Approach
A general way of determining value using one or more specific appraisal methods. See
Asset Based, Income Approach and Market Approach.

Appraisal Method
Within approaches, a specific way to determine value.

Asset Based Approach
A general way of determining a value indication of a business’s assets and or equity
interest using one or more methods based directly on the value of the assets.

Asset Sale
A form of business transfer where certain assets of the company are sold to a purchaser.
The stock in the business is not transferred.

Book Value
With respect to assets, the capitalized cost of an asset less accumulated depreciation,
depletion or amortization as it appears on the books of the enterprise. With respect to a
business enterprise, the difference between total assets (net of depreciation, depletion and
amortization) and total liabilities of an enterprise as they appear on the balance sheet. It is
synonymous with net book value, net worth and shareholder’s equity.
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Business Appraiser
A person, who by education, training and experience is qualified to make an appraisal of
a business enterprise and/or its intangible assets.

Business Enterprise
A commercial, industrial or service organization pursuing an economic activity.

Business Valuation
The act or process of arriving at an opinion or determination of the value of a business or
enterprise or an interest therein.

Capitalization
1) The conversion of income into value. 2) The capital structure of a business enterprise.
3) The recognition of expenditures as a capital asset rather than a period expense.

Capitalization Rate
Any divisor (usually expressed as a percentage) that is used to convert income into value.

Capital Structure
The composition of a business entity’s invested capital.

Cash Flow
Cash that is generated over a period of time by an asset, group of assets, or business
enterprise. It may be used in a general sense to encompass various levels of specifically
defined cash flows. When the term is used, it should be supplemented with a qualifier
(for example “Discretionary” or “Operating”) and be accompanied by a definition.

Control
The power to direct the management and policies of a business enterprise.
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Cost Approach
A general way of estimating a value of an asset by quantifying the amount of money that
would be required to replace the asset.

Cost of Capital
The expected rate of return (discount rate) that the market requires in order to attract
funds in a particular investment.

Deal Structure
The breakdown of the consideration paid for a business. The components could include a
cash down payment, assumption of liabilities, newly created debt, consulting agreements,
covenants not to compete and any earn out provisions.

Discount Rate
A rate of return (cost of capital) used to convert a monetary sum, payable or receivable in
the future, into its present value.

EBT
Earnings before income tax.

EBIT
Earnings before interest and income taxes.

EBITDA
Earnings before interest, income taxes, depreciation, and amortization.

Economic Life
The period of time which property may generate economic benefits.
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Enterprise
See Business Enterprise.

Equity
The owner’s interest in the business after deducting the liabilities of the company.

Equity Risk Premium
The Equity Risk Premium represents the premium that common stockholders require in
the public marketplace over investors in long-term government bonds.

Excess Earnings
The amount of anticipated economic income that exceeds a fair rate of return on the
tangible assets of the business.

Excess Earnings Method
A specific way of determining the value of a business by capitalizing the excess earnings
of the business and adding the tangible assets.

Forecasted Financial Results
The business owner’s estimates of future performance with certain assumptions regarding
revenue growth, gross profit margins and related expenses.

Forced Liquidation Value
Liquidation value where the assets are sold as quickly as possible with less than normal
exposure to the market.

Going Concern
An operating business enterprise.
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Going Concern Value
The value of a business as an operating entity. This includes intangible elements of the
business resulting from having a trained work force, operational plant and the necessary
licenses, systems and procedures in place.

Goodwill
An intangible asset which arises as a result of name, reputation, customer patronage,
location, products and similar factors that have not been separately identified that
contribute economic benefits.

Income Approach
A general way of determining value indication of a business, business ownership interest
or security using one or more methods wherein a value is determined by converting
anticipated benefits.

Intangible Assets
Non-physical assets such as franchises, trademarks, patents, copyrights, goodwill,
mineral rights and contracts that grant rights, privileges or economic benefits to the
owner.

Investment Risk
The degree of uncertainty as to the realization of expected returns.

Investment Value
The value to a particular investor based on their individual requirements and
expectations. For example, synergies in a merger will create higher investment values.
Synergies are not considered in Fair Market Value.

Liquidation Value
The net amount that can be realized if the business is terminated and the assets are sold
piecemeal. Liquidation can be either “orderly” or “forced”.
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Liquidity
The ability to convert an asset into cash.

Market Approach
A general way of determining a value of a business, business ownership or security using
one or more methods that compare the subject to similar businesses or business
ownership interests that have been sold.

Market Multiple
A factor that can be applied to the subject company’s operating performance indicators
such as revenues, EBT, EBIT, EBITDA or SDCF to determine an indicated value. The
subject company financial data is compared with transactions observed in the market to
determine an appropriate multiplier.

Market Value of Invested Capital (MVIC)
MVIC includes the equity and debt of the company. MVIC can also be referred to as
“aggregate market value of capital structure” or “enterprise value”.

Non-Operating Assets
Assets not necessary to ongoing operations of the business enterprise.

Normalization Adjustments
Adjusting items in the financial statements that are not considered to be normal operating
expenses. This includes adding back non-recurring expenses and eliminating nonoperating income. These also include discretionary adjustments for expenses booked that
are perks or benefits accruing to the business owner. Normalization creates economic
financial statements that allow for comparisons with other investment opportunities.

Orderly Liquidation Value
Liquidation value where the assets are sold individually and enjoy normal exposure to the
market.
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Premise of Value
An assumption as to the set of actual or hypothetical transactional circumstances
applicable to the subject valuation. For example, going concern versus a liquidation
premise of value.

Present Value
The value today of a future stream of economic income discounted at a reasonable rate of
return for the risk associated with the investment.

Rate of Return
An amount of income (loss) and/or change in value realized or anticipated on an
investment, expressed as a percentage of that investment.

Replacement Cost New
The current cost of a similar new item having the nearest equivalent utility as the item
being appraised.

Report Date
Date the conclusions were communicated to the client and the report was issued.

Residual Value
The prospective value as of the end of a discrete projection period in a discounted
economic income model.

Return on Down Payment
The rate of return determined as the Normalized Seller Discretionary Cash Flow less
Debt Service, less a normal owner/manager, less estimated capital expenditures divided
by the hypothetical down payment. This estimates the annual return to the business owner
on their down payment.
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Risk Free Rate
The rate is a rate of return hat an investor would receive when there is no risk of default.
Typically the rate of return on U.S. Treasury Bonds is used as for a “Risk Free” rate.

Seller Discretionary Cash Flow
All of the cash flow accruing to a business owner that can be used to pay debt or to be
taken as salaries, perks or benefits. This includes expenses that are considered nonrecurring as well as above market rent paid to the business owner and above market
salaries paid to the business owner’s family.

Standard of Value
The identification of the type of value being utilized in a specific engagement. For
example, Fair Market Value, Investment Value, Fair Value or Intrinsic Value.

Statement of Changes in Cash Flow
A financial statement that shows the changes that affect the cash account. These include
both cash generated or used from the income statement as well the balance sheet and are
categorized as either operating, investing and financing.

Stock Sale
A form of acquisition where all or a portion of the capital stock in a corporation is sold to
the purchaser. The purchaser of the stock enjoys all of the rights and contractual
relationships of the seller and assumes all of the assets, liabilities and contingent
liabilities of the company.

Systematic Risk
The risk that is inherent to the investment in a security as defined by the market in
general.

Tangible Assets
The physical assets of the business included a sale including accounts receivable,
inventory, fixed assets, prepaid expenses, deposits etc.
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Terminal Value
The prospective value as of the end of a discrete projection period in a discounted
economic income model.

Unsystematic Risk
The risk associated with the subject company in addition to the risk in investing in
publicly traded securities. This can also be referred to as the “Specific Company Risk
Premium”.

Valuation Date
The specific point in time that the opinion of value applies. Typically, this is the date of
the estimated fair market value of the tangible assets as reported by the business owner or
the date of the most recent financial data.

Valuation Approach
A general way of determining a value indication of a business, business ownership
interest, security, or intangible asset using one or more valuation methods. Asset Based
Approach, Market Approach and the Income Approach were used in this report.

Valuation Ratio
A factor wherein a value or price serves as the numerator and financial, operating or
physical data serve as the denominator.

Working Capital
The amount by which current assets exceed current liabilities.
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