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A 

Activity ratios, 32–33
Adjusted book value 

method, 37–38
Answers to case study 

exercises, 95–132
adjusting cash fl ows 

for depreciation and 
capital expenditures, 
109

“as of” valuation date, 
95

build-up method, 
112–113

capitalization rate, 121
capital structure/

ownership, 112, 121
CCF method, 121–122
CCF vs. discounted

case fl ow methods, 
104–111

controlling interest, 98
cost of debt, 119
debt and effect on 

return on equity, 
120–121

direct equity basis, 105
DLOM, 127–129, 

131–132
economic outlook/

indicators, 99, 100
excess cash fl ow 

method, 103
excess/nonoperating 

assets, 106–108
fair market value 

approaches, 
generally, 102–103

fi nancial ratio analysis, 
101–102

guideline public 
company method, 
122–127

historical fi nancial
analysis, 100–102, 
108–109

income approach, 
104–122

interest rates, 99
invested capital basis, 

105
levels of value for 

valuation, 97
market approach, 

122–127
MCAPM, 113, 115–116
minority cash fl ows vs.

control cash fl ows, 
105, 106

ownership and rates of 
return, 115

reconciliation of 
values, 130

reports allowed under 
SSVS, 95

Revenue Ruling 59-60, 
98, 99

risk premiums, 113–
114, 116, 117–118, 
119

S corporations, 98
standards, 96
tax adjustments, 

109–110
valuation conclusions, 

96
valuation purpose, 

95–96
WACC, 108, 112–113,

120

See also Answers to
companion exercises/
test questions

Answers to companion 
exercises/test
questions, 178–188

asset approach, 183
business valuation 

standards, 185
buy-sell agreements, 

186–187
cost of capital, 181–182
ESOPs, 187
estate, gift, and income

tax valuations, 186
fair value measurement 

and valuation of 
intangible assets, 
188

fi nancial statement
and company risk 
analysis, 179–180

income approach, 
180–181

introduction to 
fi nancial valuation, 
178

market approach, 
182–183

professional practices, 
187

report writing, 184
research and its 

presentation, 179
standards of value, 

178–179
stock options and 

other share-based 
compensation, 
185–186
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valuation discounts 
and premiums, 
183–184

See also Companion
exercises/test
questions

“As of” valuation date, 
1, 95

Asset approach
case study exercises/

answers, 35, 37–38, 
102–103

companion exercises/
test questions/
answers, 155–156, 
183

ValTips, 201
Assets

assets/asset mix 
(balance sheets), 
27–28

asset turnover ratio, 
32–33

excess/nonoperating, 
41–42, 106–108

intangible assets, VIR 
checklist, 393–398

Auditor review, VIR 
checklist, 439–440

B

Balance sheets, 27–28
Bank/holding company,

VIR checklist, 
338–343

Banking/fi nance activity,
16

Bar valuations, ValTips,
231

Benchmarks, 260
Beta measures, 59, 

115–116
Build-up method, 53–56, 

112–113
Business damages, 

ValTips, 218–219

Business valuation, real
estate appraisal vs.,
VIR checklist, 324

Business valuation 
standards

companion exercises/
test questions/
answers, 162–163, 
185

ValTips, 204
Buy-sell agreements

companion exercises/
test questions/
answers, 169–171, 
186–187

ValTips, 220–221

C

Cable TV industry
valuations, ValTips,
229

Capital expenditures, 
adjusting cash fl ows 
for, 42, 109

Capitalization rate, 66, 
121

Capitalized cash fl ow 
(CCF) method

answers to exercises/
test questions, 
104–111, 121–122

invested capital basis, 
38–47

marketable, control
interest basis, 47–53

See also Income
approach

Capital structure/
ownership, 10, 112, 
115, 121

Checklists. See Valuation
Information Request 
(VIR) checklists

Clients, scope of work
and, 5–8. See 
also Workfl ow
procedures

Companion exercises/test
questions, 133–188

answers to, 178–188
asset approach,

155–156
business valuation 

standards, 162–163
buy-sell agreements, 

169–171
cost of capital, 

146–150
employee stock 

ownership plans 
(ESOPs), 171–173

estate, gift, and income
tax valuations, 
167–169

fair value measurement 
and the valuation 
of intangible assets, 
175–177

fi nancial statement
and company risk 
analyses, 139–142

Financial Valuation 
Applications and 
Models, 4th edition, 
133

income approach, 
142–146

introduction to 
fi nancial valuation, 
133–136

market approach, 
151–155

professional practices, 
173–174

report writing, 160–
162

research and its 
presentation, 137–
139

standards of value, 
136–137

stock options and 
other share-based 
compensation, 
164–166

Answers (Continued)
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valuation discounts 
and premiums, 
156–160

Construction industry
management interview 

checklist, 374–379
ValTips, 227–228
VIR checklist, 355–359

Consumer spending 
outlook, 14, 16

Control cash fl ows, 
40–47, 105, 106

Controlling interest, 10, 
98

Control sheet (example), 
266–267

Copyrights, VIR
checklist, 384

Cost of capital/rates of 
return

companion exercises/
test questions/
answers, 146–150, 
181–182

ValTips, 194–196
Cost of debt, 63–64, 119
Cost of equity, 53–63, 

112
Cover page for reports 

(example), 263
Customer relationships, 

VIR checklist, 385

D

Daubert challenges, t
251–252

Debt rate
case study exercises/

answers, 63–64, 119
debt and effect on 

return on equity, 
120–121

Debt valuation, ValTips,
221

Depreciation, adjusting
cash fl ows for, 42,
109

Direct equity basis, 40, 
105

Discounted cash fl ow 
(DCF) method, 
48–53, 104–111

Discount for lack of 
marketability 
(DLOM), 87–90, 
127–129, 131–132

Divorce actions/
valuation, ValTips,
211–212

Duff & Phelps data, 7, 
56–57, 113–119

E

Economic outlook/
indicators, 12–20, 
15, 99, 100

Eminent domain, VIR
checklist, 344–345, 
435–436

Employee stock 
ownership plans 
(ESOPs)

companion exercises/
test questions/
answers, 171–173, 
187

ValTips, 210–211
Engagement, risk

management and, 
246–247. See also
Valuation services
groups; Workfl ow 
procedures

Equity, 28
cost of equity, 53–63, 

112
direct equity basis, 40, 

105
return on equity, 34, 

120–121
Estate, gift, and income

tax valuations
companion exercises/

test questions/

answers, 167–169, 
186

ValTips, 206–207
Excess cash fl ow method, 

38, 103
Excess/nonoperating 

assets, 41–42, 
106–108

Expenses (selling, general, 
administrative), 
26–27

Expert witness testimony,
ValTips, 215

F

Fair market value, 35–87
asset approach, 37–38
defi ned, 4
income approach, 35, 

37, 38–66 (See also
Income approach)

lack of marketability 
discount, 87–90

market approach, 37,
66–87 (See also
Market approach)

reconciliation of 
values, 90–91

See also Answers to
companion exercises/
test questions

Fair value measurement
companion exercises/

test questions/
answers, 175–177, 
188

ValTips, 215–217
VIR checklist, 441–444

Family limited
partnerships, 
ValTips, 207–209

Financial ratio analysis, 
28–31, 101–102

Financial review, 
management
interview checklist, 
364–366
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Financial statement 
and company risk 
analysis

companion exercises/
test questions/
answers, 139–142, 
179–180

ValTips, 191
Financial valuation, 

overview
companion exercises/

test questions/
answers, 133–136, 
178

ValTips, 189
Five forces analysis, 19
Fixed assets turnover 

ratio, 32–33
Flowcharts. See Workfl ow

procedures

G

Gas/oil industry/rights
ValTips, 228
VIR checklist, 346

Growth rates, 66
Guideline public 

company method
answers to exercises/

test questions, 
122–127

conclusion of value on 
control interest basis, 
83–85

search and comparison 
for, 66–83, 122–125

transactions method, 
85–87

See also Market
approach

H

Hamada formula, 61, 194
Healthcare service 

businesses, ValTips,
225–226

Historical fi nancial
analysis, 20–25

answers to case study 
exercises, 100–102

balance sheets, 27–28
fi nancial ratio analysis, 

28–31
income statements, 

26–27
liquidity ratios, 31–35
straight historical 

average, 108–109

I

Income approach, 35, 37
answers to case study 

exercises, 102–103, 
104–122

CCF method, control 
interest basis, 47–53

CCF method, invested 
capital basis, 38–47

companion exercises/
test questions/
answers, 142–146, 
180–181

Income Approach
Valuation Process
Flowchart, 233–241

ValTips, 192–193
WACC, 53–66

Income statements, 26–27
Industry research. 

See Research/
presentation

Insurance agencies, 
management
interview checklist, 
367–368

Intangible assets
ValTips, 215–217
VIR checklist, 393–398

Interest rates, 14, 99
Invested capital basis, 

38–47, 105
IRS BV Guidelines,

327–332

K

Key information 
requirements, VIR 
checklist, 325

Know-how, VIR 
checklist, 388

L

Law practice, 
management
interview checklist, 
380–381

Levels of value, for 
valuation, 8, 97

Leverage ratios, 33–34
Liabilities (balance 

sheets), 28
Limiting conditions 

language (examples), 
252–259

Liquidity ratios, 31–35
Litigation engagements, 

delegating, 261–263

M

Management interview 
checklists

accounting practice, 
382–383

construction industry,
374–379

fi nancial review, 
364–366

insurance agency,
367–368

law practice, 380–381
medical practice, 

371–373
operations, 360–363
patent valuation, 

401–402
professional practice, 

369–370
reasonable 

compensation, 
403–404, 405–406
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Manufacturing activity, 16
Marketability/liquidity 

discount, 87–90, 
127–129, 131–132

Marketable, defi ned, 127
Market approach, 35, 

37
answers to exercises/

test questions, 
102–103, 122–127

companion exercises/
test questions/
answers, 151–155, 
182–183

guideline public 
company method, 
66–87, 122–127

ValTips, 196–201
Medical practice

management interview 
checklist, 371–373

VIR checklist, 353–354
Minority cash fl ows, 105, 

106
Modifi ed capital asset 

pricing method 
(MCAPM), 53–57, 
113, 115–116

“Multi-marketing,” 
243–245

N

Net cash fl ow, 40, 105

O

Operations, management
interview checklist, 
360–363

Ownership/capital 
structure, 10, 112, 
115, 121

P

Pass-through entities, 
ValTips, 205–206

Patents, management
interview checklists, 
401–402

Patents, VIR checklist,
389

Practice management 
workfl ow 
procedures. 
See Workfl ow
procedures

Preferred stock, ValTips,
221–222

Professional development, 
259–260

Professional practice
companion exercises/

test questions/
answers, 173–174, 
187

management interview 
checklist, 369–370

ValTips, 213–214
VIR checklist, 350–352

Profi tability ratios, 34
Proprietary process/

products technology,
VIR checklist, 391

Public company 
valuation, ValTips,
220

R

Radio industry 
valuations, ValTips,
228–229

Real estate appraisal, VIR 
checklist, 324

Real option valuations, 
ValTips, 224

Reasonable compensation
management interview 

checklist, 403–404, 
405–406

ValTips, 214–215
Reconciliation of values, 

90–91, 130
Reports

companion exercises/
test questions/
answers, 160–162, 
184

cover page for reports 
(example), 263

non-appraiser’s guide,
to business valuation 
reports, 437–438

risk management and, 
246–247

under SSVS, 2, 95
ValTips, 203–204
See also Valuation 

services groups
Research/presentation

companion exercises/
test questions/
answers, 137–139, 
179

industry research form, 
326

in-process research and 
development, VIR 
checklist, 386–387

ValTips, 190–191
Restaurant industry 

valuations, ValTips,
229–230

Restricted stock 
valuation, ValTips,
222

Return on assets ratio, 34
Return on equity ratio, 

34
Revenue Ruling 59-60

eight tenets of, 11–12, 
98, 99

VIR checklist, 
407–411

Revenue Ruling 68-609, 
103

Revenue Ruling 77-
287, VIR checklist,
412–415

Revenue Ruling 93-
12, VIR checklist,
416–417
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Risk management 
(engagement letters, 
reports, turning
down work), 
246–247

Risk premiums, 61–63, 
113–119

Royalty factors, VIR 
checklist, 399–400

S

Scope of work, 5–8
S corporations, 9, 98
Shareholder disputes, 

ValTips, 209–210
Shareholder value,

ValTips, 224–225
Size, as guideline to 

public companies, 
68, 122

Small businesses, ValTips,
212–213

Software, VIR checklist,
390

Special industry 
valuations, ValTips,
227–231

Standards adherence, 
3–5, 96

Standards of value, 
11–12

companion exercises/
test questions/
answers, 136–137, 
178–179

ValTips, 189–190
Statement on Standards 

for Valuation 
Services (SSVS)

case study exercises/
answers, 2–3, 5, 95, 
101

companion exercises/test 
questions/answers,
161–162, 163

detailed report, VIR 
checklist, 429–434

ValTips, 213
valuation engagement, 

VIR checklist, 
420–428

Stock options and share-
based compensation

companion exercises/
test questions/
answers, 164–166, 
185–186

ValTips, 223

T

Tax adjustments, 27,
46–47, 109–110

Technology (high-tech) 
business, VIR
checklist, 347–349

Technology (early-stage) 
companies, ValTips,
222–223

Trademarks/trade names, 
VIR checklist, 392

Transaction data, 
85–87

V

ValTips, 189–231
asset approach, 201
business damages, 

218–219
business valuation 

standards, 204
buy-sell agreements, 

220–221
cost of capital/rates of 

return, 194–196
debt valuation, 221
divorce setting

valuation, 211–212
early-stage technology 

companies, 
222–223

employee stock
ownership plans 
(ESOPs), 210–211

estate, gift, and income
tax valuations, 
206–207

expert witness
testimony, 215

fair value measurement 
and valuation of 
intangible assets, 
215–217

family limited
partnerships, 
207–209

fi nancial statement
and company risk 
analysis, 191

healthcare service 
businesses, 225–226

income approach, 
192–193

introduction to 
fi nancial valuation, 
189

market approach, 
196–201

marketing, managing, 
making money in 
valuation services 
groups, 217–218

maximizing
shareholder value, 
224–225

pass-through entities, 
205–206

preferred stock, 
221–222

professional practices, 
213–214

real option valuations, 
224

reasonable 
compensation, 
214–215

report writing, 203–204
research and its 

presentation,
190–191

restricted stock 
valuation, 222
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shareholder disputes, 
209–210

small businesses, 
212–213

special industry 
valuations, 227–231

standards of value, 
189–190

stock options and 
share-based
compensation, 223

valuation discounts 
and premiums, 
201–203

valuation for public 
companies/fi nancial 
reporting, 220

Valuation case study
exercises, 1–93

assignment description, 
8–12

discount case study 
exercises, 91–93

historical fi nancial
analysis, 20–35

impact on valuation 
of economic and 
industry outlook, 
19–20

industry outlook, 
18–19

lack of marketability 
discount, 87–90

local economy, 17–18
national economic 

outlook, 12–16
overview, 1
projections, 35, 36
reconciliation of 

values, 90–91
regional economic 

data, 16–17
valuation at fair 

market value, 35–87 
(See also Fair market
value)

valuation report 
(example), 1–8

See also Answers to
companion exercises/
test questions

Valuation conclusions, 
7, 96

Valuation discounts and 
premiums

companion exercises/
test questions/
answers, 156–160, 
183–184

ValTips, 201–203
Valuation Information

Request (VIR)
checklists, 323–444

auditor review, 439–
440

bank/holding company,
338–343

business valuation vs.
real estate appraisal, 
324

construction industry,
355–359

copyrights, 384
customer relationships, 

385
eminent domain, 

344–345, 435–436
fair value measurement 

checklist, 441–444
gas/oil rights, 346
generalized request, 

333–337
high-tech business, 

347–349
industry research form, 

326
in-process research 

and development, 
386–387

IRS BV Guidelines,
327–332

key information 
requirements, 325

know-how, 388
medical practice, 

353–354

non-appraiser’s guide
to reviewing business 
valuation reports, 
437–438

patents, 389
professional practice, 

350–352
 proprietary process/

products technology,
391

Revenue Ruling 59-60, 
407–411

Revenue Ruling 77-
287, 412–415

Revenue Ruling 93-12, 
416–417

royalty factors, 
399–400

software, 390
SSVS, detailed report,

429–434
SSVS, valuation 

engagement, 
420–428

table of contents, 
323

trademarks/trade 
names, 392

valuation of intangible 
assets, 393–398

work program, 
418–419

Valuation purpose, 3, 
95–96

Valuation services groups, 
243–267

assumptions and 
limiting conditions 
language (examples), 
252–259

benchmarks, 260
control sheet

(example), 266–267
cover page for reports 

(example), 263
delegating litigation 

engagements to staff, 
261–263
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engagement letter and 
report language 
(examples), 247–252

marketing, managing, 
and making money,
overview, 243

“multi-marketing,”
243–245

professional
development, 
259–260

risk management 
(engagement letters, 
reports, turning
down work), 
246–247

training, hiring, 
retaining staff, 261

ValTips, 217–218
website/newsletter 

(example), 264–265
See also Workfl ow

procedures

W

Website (example),
264–265

Weighted average cost of 
capital (WACC), 108

answers to exercises/
test questions, 108, 
112–113

calculation, 64–66
cost of debt, 63–64, 

119

cost of equity, 53–63
determining weights in, 

120
See also Income

approach
Workfl ow procedures,

269–322
client/prospect

information, 
282–286

cold (concept) review,
289–290

contact information 
sheet, 292–293

contact information 
summary, 311

cover page for report, 
317

document control 
system report, 306

early termination letter,
322

early termination of 
assignment, 290–291

end of assignment/
archive client
information, 291

engagement declination 
letter, 295

engagement letter 
schedule, 302

fi nal review checklist,
318–320

Income Approach
Valuation Process
Flowchart, 233–241

initial client contact, 
279–280

internal report sign-off 
sheet, 310

lead and project
information sheet, 296

lead follow-up letter,
300

lead schedule, 299
management schedule 

report, 305
marketing letter,

297–298
math review checklist, 

308–309
new client exhibit 

request, 307
new client report 

request, 312–313
new client set-up 

checklist, 304
obtaining engagement, 

280–282
overview, 269
practice management 

fl owcharts, 270–278
relationship review 

checklist, 294
report cover letter, 321
reports, 286–289
representation and 

engagement letter 
cover letter, 301

representation and 
engagement letter 
follow-up letter, 303

word processing 
checklist, 314–316

Work program, VIR
checklist, 418–419

Valuation services
(Continued)
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