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231, 418
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202-207
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215-216, 224
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capitalization method (SPCM), 102
Capitalization of earnings in single-period
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capital asset pricing model, 139-142, 156
common errors in computing, 176-179
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described, 135, 136
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entity structure, 384
financial reporting issues, 391
financing issues, 383, 384, 386
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hold-back clauses, 395
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Days in receivables, 55
Days in working capital, 56
DCF method compared, 124
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and transaction multiples, 185
Deal terms
cash, 279
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Deferred tax liabilities, 204-206, 208
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Differential value method (DVM), 332, 343,
346, 348, 350
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201, 211-215, 224
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high-tech start-ups, 360, 361
intangible assets, 335, 340-343, 345
review of, 223
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described, 123, 124
discounted cash flow (DCF) analysis, 102,
124, 126, 127
discounted future earnings (DFE) analysis,
102, 124
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end-of-year convention, 125
forecast period, reasonableness of, 222
formula for, 124, 127
high-tech start-ups, 361, 363, 365, 366
intangible assets, 332-334
leases, 320
and long-term growth rate, 131-133
and management flexibility, 115
midyear discounting convention, 127
order backlogs, 322
and risk, 124, 136
single-period capitalization method
compared, 124
terminal value, 124, 126-128, 131, 222
three-stage model, 128-130, 363
two-stage model, 128, 363
use of, 134
value reconciliation process, 229
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average cost of capital)
Discounted future earnings (DFE)
analysis, 102, 124
Discounts
applicability of, 210, 211
control adjustments, 215, 216
determining, 213
discretion in size of, 213, 214
and fair market value, 209
lack of control, 159, 201, 209-214, 224
lack of marketability, 201, 211-213-224
professional judgment required, 2i%
trademarks, 346
Distress ratios, 58
Distribution capability, 148
Distribution networks, 323
Dividends, 17, 21, 137
Divorce, 249
DoneDeals, 182
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cross-border transactions, 390-395
and deal timetable, 76, 77
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326-329
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intangible assets, 318-323
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Duff & Phelps Risk Premium Report Size
Study (D&P report), 149-151
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380, 395
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See EBITDA
Earnings before interest and taxes (EBIT).
See EBIT
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and distortion of value, 107, 108
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and distortion of valuz, 107, 108
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MVIC/EBITIA uultiple, 191-193, 196
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and can -outs, 284, 285
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and Retrieval), 186
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458, 459
Employees, key. See Key employees
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Equity allocation methods, high-tech
start-ups, 377-380
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Cost of capital
cost of versus debt cost, 136, 137
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target company, example of determining
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Equity risk premium (ERP), 138, 140, 142,
143, 157



470

Index

European Union (EU), 394
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341, 343, 345, 346
Exit planning

barriers to, 243-247

considerations for, 244-247

employee stock ownership plan, 260,
262, 266

and financial planning, 245, 247-248

gifting strategies, 262, 263

high-tech start-ups, 357, 373

importance of, 243, 247

liquidation, 262, 264

management buyout (MBO), 261,
262, 265
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258-262
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256, 257

owner’s exit goals, setting (step 1),
252-245

owner’s financial and mental readiness,
assessing (step 2), 252, 254, 256

plan execution (step 6), 252, 265, 267
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recapitalization, 260, 264

process, 243, 250-267

professional advisors, 251-252, 247

and strategic plan, 251

third party, sale to, 259

timing of, 249, 250
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252, 263-265
written plan, 250, 253
Exit price (sell-side), 313
Exit strategy, high-tech start-ups, 357, 373
Expected value, 112, 118

Facilities, 147-148
Failure of M&As, reasons for, 65, 67
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assumptions, 6
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and continuum of value, 264, 265
defined, 6
and income approach, 220
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audits, 312, 313
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hierarchy, 315, 334
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313
website, 329
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financial leverage, 53
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profitability measures, 53, 54, 57
purpose of, 59
solvency measures, 53, 54, 57-59
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Financial distress prediction, 59. See also
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Financial planning, 245, 247-249, 251
Financial reporting
acquisition method, 323
ASC 350 Goodwill and Other Intangible
Assets, 311, 325-326
ASC 805 Business Combinations, 311, 312,
315-329, 331
ASC 820, Fair Value Measurements, 311,
313-315, 320, 323, 3206, 327, 334, 330
and auditing standards, 312, 313
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changes in, 310
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cross-border transactions, 391
disclosures, 323
and due diligence process, 326-329
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restructuring costs, 323
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adjustments, 109-112, 117, 188
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383, 384, 380
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FINRA Rule 2290, 295
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Franchises, 334, 346
Free cash flow, 21
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367, 370, 371
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and measure of investment, 20
and measure of value, 23
Grabowski, Roger, 139, 145, 150
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analysis of, 188, 189
beta, 157
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selection Of, 107, 187, 225
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described, 186-189
guideline companies. See Guideline
companies
and high-tech start-ups, 363, 375
and market approach, 181, 182
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use of, 218, 219, 228
value conclusion, review of, 225-228
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Gupta-Makherjee, Swasti, 393

Hart-Scott-Rodino Act, 394
Hedging foreign currencies, 387, 395
Hierarchy of value, 315, 334
High-tech start-ups
angel investors, 355, 359, 360
appraisals, need for, 353-354
asset (cost) approach, 365-366
characteristics of, 355, 356
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discount rates, 360, 361
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equity allocation methods, 377-380
exit strategy, 357, 371
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fundamental method, 367, 370-371
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358, 361
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332, 341, 343, 345, 346
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and financial statements, 352
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(IPR&D), 318, 320, 333, 341
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valuation methods, 332, 343-352

and value of company, 20, 23

WACC (weighted average cost of capital),
341, 342, 344

WARA (weighted average return on
assets), 341, 344

yield capitalization method, 332

Integra, 176
Intellectual property, 148-149, 391. See also
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Cross-border transactions
International Monetary Fund (IMF), 387
International Organization for
Standardization, 392
International Valuation Handbook-Guide to
Cost of Capital, 388
International Valuation Standards Council,
312
Intrinsic value, 7, 232, 237, 460
Inventory
adjusted book value method (asset
approach), 203-204
turnover, 56, 204
Invested capital, 103-104, 117, 169, 170, 190,
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Liabilities
and asset transactions, 276, 277
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growth rate, 131, 132
Macroenvironmental risk, 49-53
Majority interest, 209. See also Controlling
interests
Management
depth and breadth ¢, 146-147
flexibility, 115
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Nonrecurring assets and liabilities, 205
North American Industry Classification
System (NAICS) codes, 187
Norwalk Agreement, 310, 312
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228-230
Profit margin, 35-38
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return method (PWERM)
PWSM. See Probability-weighted scenario
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capitalization of earnings, 102
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formula for, 121, 122
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(weighted average cost of capital)
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intangible asset value, 316, 317, 344
Monte Carlo simulation, 113-114
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Solvency measures, 46, 57-59
Solvency Opinion, 235, 290, 299
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method (SPCM)
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143, 145, 149, 157, 158, 162, 164, 223,
420
Stand-alone fair market value. See Fair
market value
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Start-ups, lich-tech. See High-tech start-ups
Statisticialrhols for assessing risk, 112-113,
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appreciation, 18, 21, 32
common stock, 138-139
dividends, 18, 21, 32, 137
as payment for target, 279
preferred stock, 22, 138, 354
transfer restrictions, 146, 248
Stock options
Black-Scholes Option Model, 115-117
high-tech start-ups, 353, 354, 357, 358, 377
Stock sales, 271-276, 285
Strategic buyers
and fair market value, 6-8, 23
and high-tech start-ups, 357
and investment value, 7-11, 23, 33
Strategic planning
high-tech start-ups, 353-355, 357, 358, 361
importance of, 8
and value creation, 4, 35-38
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Strategic vision, 96-97
Strategies for improving ROI, 31
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threats (SWOT) analysis. See SWOT
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Subsequent events, deal provisions for,
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Successor to business owner, 63, 65,
69, 71, 199, 200, 250. See also Exit
planning
Sunk cost, 18, 20
Supervisory control and data administration
(SCADA), 392
Suppliers, 147, 148
SWOT analysis
acquisition planning, 80
in competitive analysis, 48, 52, 53, 60
and value creation strategies, 35-38
Synergies
assessing, 95-96
“bounce-back” benefits, 80, 93
and causes of M&A failure, 65, 66
cornerstones of, 96
cross-border transactions, 385
defined, 92, 93
and investment value, 7-11, 23
measuring, 91-97
and planning process, 96-97
and premiums, 91, 92, 96
sources of, 93-94
and value creation, 4
The Synergy Trap: How Companies Lose the
Acquisition Game (Sirower), 65, 92, 93
Systematic risk, 140-142
Systems integration, 97

Tangible assets. See Assets
Target companies
initial contact with, 84, 85
search criteria, 82—-85
search process, 82
Tax amortization Lenctic, 335, 339, 342-348
Tax considerations
asset sales versus stock sales, 271-279
cross-border transactions, 384, 395
and deal negotiations, 279
deferred tax liabilities, 205-206
and exit planning, 266
fixed assets (adjusted book value), 205
stock sales, 280
tax adjustments, 204, 205, 208
terms of sale, 279
Technology
ability to keep pace with, 148
existing, 319-320, 322, 328, 341, 345, 346
improvements to and synergy, 93, 94
information technology issues in
cross-border transactions, 393

proprietary, 341, 349
technology-based intangible assets,
316-317
unpatented, 317, 318
Technology-based intangible assets, 316-317.
See also Intangible assets
Terminal value, 124, 126128, 131-133
Terms of sale. See Deal terms
Third party, sale to, 259-260, 373
Times interest earned, 58
Timetable for deal, 75-76
Total asset turnover, 57
Total debt to equity, 58
Trade secrets, 148, 318, 320, 349
Trademark Act of 1946, 322
Trademarks and trade names, 323-324
Transaction costs, 323
Transfer pricing, 384, 263
Turnarounds, 83
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Unpatentedtechnology, 317-318

Unsysten= ic risk, 48, 142

U.S. GAAT. See Generally accepted
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J.S Securities and Exchange Commission
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Useful life, 326, 332, 334-338

Valuation
approaches. See Valuation approaches
consultants, 69
continuum of value, 264
value conclusion. See Value conclusion
Valuation approaches
asset (cost) approach. See Asset (cost)
approach
going concern, 103, 201, 335
income approach. See Income approach
intangible assets, 320-328. See also
Intangible assets
liquidation, 103
market approach. See Market approach
selection of, 227-228
use of, 103
Valuation Handbook-U.S. Guide to Cost of
Capital, 19, 144, 152, 177
Valuation methods
high-tech start-ups, 361-380
intangible assets, 332-334. See also
Intangible assets
overview, 102, 103
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(AICPA Practice Aid), 358, 360

Value

to current owners of private companies, 4
and exit planning, 265-267
external factors affecting, 6
fair market value. See Fair market value
and growth, 33
and ROI, 17, 19-34
whole versus fractional interest, 23-24
Value conclusion
accuracy in calculations, 217
appraisal assignment, review of, 217-218
and appraiser’s expertise, 232
asset approach review, 225-226
averaging of results, 228
broad perspective, need for, 217-220
Cavendish Seafood Distributors, case
study example, 4006, 407
checks to value, 231-232
income approach review, 220-225
market approach review, 225-226
reasonableness check (rules of thumb),
220
valuation approaches employed, 218-219
value reconciliation, 228-230
Value creation
and competitive analysis, 41, 44, 48
components of, 38
private companies, 4, 19-34
public company model, 17-19
and strategic planning, 4, 42
strategies for, analyzing, 25-38
and synergies, 5
through M&A, 3, 4,10
Value drivers
asset turnover, 3/
and competitive analysis, 42-43
and continuum of value, 264
identifying and quantifying, 35
profit margin, 35
useful life, 336

Value in use, 201, 208. See also Going
concern value

Value Opportunity Profile (VOP), 146, 162,
163, 165, 166

Value reconciliation, 217, 228-230

Variance, 112, 118

Vendors, 148

Venture capital funding, 354-356, 359, 366

Venture capital valuation method (VC
method), 367, 308, 377

Venture capitalists, valuation methods used
by, 367-372

Vertical acquisitions, 72

Vistage, 255

WACC (weighted average cost of capital)
closely-held businesses, 171
common errors in computing, 176-179
in computation of private company ROI,
illustration, 24, 27
debt, effect of, 32, 169
intangible asset valuations, 341, 343
iterative process; 171
overview, 170
private comparies, 23
and risk, 31. 32, 37, 38
shorteus formula, 174-176
Wall-iway price, 9
WAKRA (weighted average return on assets),
341, 346
“Warranty obligations, 206
Websites
Damodaran, Aswath, 388
FASB, 313
IASB, 310
International Monetary Fund (IMF), 387
Weighted average cost of capital (WACC). See
WACC (weighted average cost of
capital)
Weighted average return on assets (WARA),
341, 346
Win-win benefits of M&A, 10-11
With or without analysis, 348
Work in progress, 203
Working capital, 276
Working capital turnover, 56

Yield capitalization method, 332
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