QUICK REFERENCE CARD

COMMON REASONS FOR VALUATIONS

Mediation and Arbitration
Buy/Sell Agreements

Divorce
Estate/Gift Taxes
Bankruptcy

Stock Options
Business Damages

Mergers and Acquisitions
Succession Planning

Shareholder Disputes

Employee Stock Ownership Plans Intellectual Property
Obtaining/Providing Financing
Charitable Contributions
Purchase Price Allocations

Fair Value Analyses
Financial Reporting

VALUATION METHODS

Capitalized Returns - derives a value of the company by capitalizing some
measure of the company’s earning capacity at a rate reflective of the return on
investment required by the hypothetical investor.

Discounted Future Returns — derives a value of the company by discounting
the projected future earnings of the company to determine the fair market
value at the valuation date.

Net Asset Value - derives a value by adjusting the company’s assets and
liabilities to market value, and subsequently subtracting those liabilities from
the assets.

Liquidation Value - derives a value by adjusting the company’s assets to

liquidation value, reducing that number by respective liabilities and income
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BUSINESS VALUATION GLOSSARY
Excerpts from the International Glossary of Business Valuation Terms and
American Society of Appraisers Business Valuation Terms

Asset-Based Approach - a general way of determining a value indication
of a business, business ownership interest, or security by using one or more
methods based on the value of the assets of the business net of liabilities.

Business Valuation - the act or process of determining the value of a business
enterprise or ownership interest therein.

Capital Asset Pricing Model (CAPM) — a model in which the cost of capital for
any security or portfolio of securities equals a risk-free rate plus a risk premium
that is proportionate to the systematic risk of the security or portfolio.

Capitalization — a conversion of a single period stream of benefits into value.

Capitalization Rate — any divisor (usually expressed as a percentage) used to
convert anticipated benefits into value.

Control Premium - an amount (expressed in either dollar or percentage form)
by which the pro rata value of a controlling interest exceeds the pro rata value
of a non-controlling interest in a business enterprise that reflects the power
of control.

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

Daubert Challenge - a standard for expert witness testimony promulgated as
a result of Daubert v Merrell Dow Pharmaceuticals, Inc.

ontrol (or Minority Discount) — an amount or percentage
pro rata share of value of one hundred percent (100%) of
in a business to reflect the absence of some or all of the

ack of Marketability — an amount or percentage deduc
alue of an ownership interest to reflect the relative absenc




BUSINESS VALUATION GLOSSARY (continued)

Gooduwill - that intangible asset arising as a result of name, reputation, customer
loyalty, location, products, and similar factors not separately identified and/or
valued, but which generate economic benefits.

Income (Income-Based) Approach - a general way of determining a value
indication of a business, business ownership interest, security, or intangible asset
using one or more methods that convert anticipated benefits into a present
single amount.

Intangible Assets - non-physical assets (such as franchises, trademarks,
patents, copyrights, goodwill, equities, mineral rights, securities and contracts
as distinguished from physical assets) that grant rights, privileges, and have
economic benefits for the owner.

Invested Capital — the sum of equity and debt in a business enterprise.

Investment Value - the value to a particular investor based on individual
investment requirements and expectations.

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.”

Market (Market-Based) Approach — a general way of determining a value
indication of a business, business ownership interest, security, or intangible asset
by using one or more methods that compare the subject to similar businesses,
business ownership interest, securities, or intangible assets that have been sold.

Marketability — the ability to convert an asset to cash very quickly, at a minimum
cost, and with a high degree of certainty of realizing the expected amounts.

Minority Discount — a discount for lack of control applicable to a minority
interest.

Net Book Value — with respect to a business enterprise, the difference between
total assets and total liabilities of a business enterprise as they appear on the
balance sheet.

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

Premise of Value — an assumption regarding the most likely set of transactional
circumstances that may be applicable to the subject valuation; e.g. going
concern, liquidation.

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.

Rule of Thumb - a mathematical relationship between or among variables
based on experience, observation, hearsay, or a combination of these, usually
applicable to a specific industry.

Standard of Value - the identification of the type of value being utilized in a
specific engagement; e.g., fair market value, fair value, investment value.

ABOUT SALTMARSH

Since 1944, Saltmarsh, Cleaveland & Gund has provided accounting, auditing, tax and
consulting services to businesses in a variety of industries. Founded on the principles
of honesty, integrity, accuracy and the highest levels of service to our clients and the
communities we serve, Saltmarsh has grown to become one of the largest and most
respected locally-owned CPA firms in the Southeast.

Our unique combination of regional, national and international resources, along
with local firm responsiveness and personal attention, provide a solid blend of
professionalism and quality service.

Valuation Approach — a general way of determining a value in
a business, business ownership interest, security, or intangibl
one or more valuation methods-generally, based on net ass
market.

Valuation Date - the specific point in time as of w
opinion of value applies (also referred to as “Effectiv
Date”).

Valuation Method - within a valuation appr
determine value.

Weighted Average Cost of Capital (WACC) - th
rate) determined by the weighted average, at mar
all financing sources in the business enterprise’s capi

DAUBERT CHALLENGE GUIDELINES FOR EXPERT
WITNESS TESTIMONY

Testing — Can the theory or technique be tested?
Peer Review - Has the theory or technique been subject to peer re

Error Rate — Does the theory or technique have a known or potential
of error and do standards exist controlling the technique?

General Acceptance - Is the theory or technique generally accepted within
a particular scientific or technical community?

IRS GUIDANCE

Revenue Ruling 59-60 Valuing closely held businesses.

Revenue Ruling 65-192 Extends 59-60 to all types of business interests
and to income taxes as well as gift and estate taxes.

Revenue Ruling 68-609 “Formula method” (excess earnings).

Revenue Ruling 77-287 Valuing restricted stock.

Revenue ruling 93-12 Allows minority discounts when valuing minority
interests of family members in family-controlled businesses.

RELATED ORGANIZATIONS

AMERICAN SOCIETY OF APPRAISERS
http://www.appraisers.org/

NATIONAL ASSOCIATION OF CERTIFIED VALUATION ANALYSTS
http://www.nacva.com/

CONTACT
Lee Bell, CPA, ABV, CFF | President & Shareholder
lee.bell@saltmarshcpa.com

R. Andrew Kent, CBA, CVA, CMEA | Shareholder
andrew.kent@saltmarshcpa.com
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