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1. Factors Affecting Value           

2. Standards of Value/Definitions & Application 

3. Methodologies Used to Determine Value 

4. Q&A Wrap-up 
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The value of a business will be different depending on the purpose of the 
engagement and the standard of value. The same company can be worth 

different amounts for different purposes on the same valuation date! 
  

Ask yourself: 
What is the purpose of the engagement? 

What is being valued? 

What is the appropriate standard of value? 
 

A specific buyer may ask: 
What is the value of the business to me as opposed to everyone else? 
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 Mergers and acquisitions 

 Litigation and ownership disputes 

 Estate, gift and income tax 

 Marital dissolution 

 Shareholder oppression cases 

 ESOP’s 

 Allocation of purchase price 

 Family Limited Partnerships 

 Financial reporting 

 Eminent Domain 
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The standard of value reflects an assumption about who will be 
the buyer and the seller in a transaction regarding assets.  
It must be appropriate for each engagement! 
 

The Standard of Value can be: 

 Legally mandated (may differ by state) 

 Statutorily defined 

 Defined by Contract 

 Subject to the wishes of the parties involved 

Most common Standards of Value: 

 Fair Market Value 

 Fair Value   

 Investment Value 
 

 

 

 



© 2014 Fiske & Co. 

 Valuation Purpose          Applicable Standard of Value  

 
 Tax, Estate and Gift  

 Mergers and acquisitions 

 Financial reporting 

 ESOP’s 

 Corporate or Partnership 
dissolution 

 Shareholder disputes 

 Buy-Sell Agreements 

 Marital dissolution (divorce) 

 

 FMV 

 Investment value 

 Fair value 

 FMV 

 Fair Value 

 

 Fair Value / FMV 

 Whatever the parties agree to 

 Varies by State, Florida is FMV 
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Definition of “FMV” 
“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.”  
 

FMV assumes an “arm’s length” transaction, and that the value is paid in cash or 
cash equivalent. 
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• Court-determined fair value provided for under some states’ laws  
 

• Used when a corporation agrees to a merger, sale or other action, 
and minority shareholders believe they will not get adequate 
consideration for their stock.  Those stockholders may have their 
stock appraised and get “fair value” in cash 
 

• Shareholder dispute purposes 

• Just and equitable price 
 

• No willing seller 
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Definition of “Fair” Value: 
“The value of the shares immediately before the effectuation of the 
corporate action to which the dissenter objects, excluding any appreciation 
or depreciation in anticipation of the corporate action”. 
 

F.S. Sec. 607.1302 provides that a shareholder in a corporation is entitled to appraisal rights and to obtain 
payment of the fair value of that shareholder’s shares in the event the shareholder exercises dissenters’ rights 
to certain defined conversions or mergers, share exchanges, dispositions of assets, or amendments to the 
articles of incorporation. 
  

F.S. Sec. 607.1301 (4)(c) states that for 10 or fewer shareholders – no valuation discounts 

          

Note that “Fair” Value  

and “Fair Market” Value  

are not Interchangeable! 

 



© 2014 Fiske & Co. 

Investment Value is used for sale, merger, or acquisition 
purposes: 
 

 Takes into account the owner’s or purchaser’s abilities, knowledge, 
financial condition, track record, etc… 

 The value of a business or asset as it relates to a specific purchaser or 
owner 

 Premium for control and/or synergies normally included 

 Reflects the risk of a particular investor 
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How much is a piece of property worth to each individual? 
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Look at these key elements –  
 

 Through synergy of the combined firms 

 Diversification to reduce risk 

 Restructuring and better management 

 Lower cost of capital 

 

Any element can be used as justification for a higher acquisition price! 
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Value is future looking. 
 

 

FMV: 
 “Hypothetical buyer and seller”  
 Used for tax purposes 

 

Investment Value: 
 

 Particular buyer or specific person or investor 

 Future economic benefits are the primary value driver 
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Three Primary Approaches: 
 

1. Asset Approach 

2. Market Approach 

3. Income Approach 

 

Different methodologies applied to the same company will yield a 
slightly different value! 
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• Purchaser looking to underlying assets like: 
 Marketable securities 

 Vacant land 

• Business not viable as a going concern 

• Business not earning adequate return on invested capital 

• Adjusted Book Value Method 
 Restates book value of net assets to FMV 

 Assumes that subject company’s values will be realized by a sale as part of 
going concern 

• Typically used to establish a “floor” 
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Example of the Market Approach: 

If a home in the neighborhood similar to yours sells for $450,000 –  

how much is yours worth??? 
 

 

Market Approach Methods: 
 Guideline Company Method 

 Transaction Method 

 Prior Stock Transaction 
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Analyze the qualitative and quantitative differences: 
 

Size 

Growth rates 

Profitability 

Liquidity 

Capital structure 

Access to capital 

Market position 

Geographic territory 

Depth of management 
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Valuation Multiples must properly reflect the risk profile 
 

 Risk and value are inversely related  

 Higher risk companies generally sell at lower multiples of earnings 

 

 

 

 

 

 
 

Multiples are applied to the subject company to obtain various value indications.  

These different indicators are reconciled and a conclusion of value is reached. 
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Transaction Method of Valuation: 
 

 Uses database of actual sales, mergers, acquisitions of similar companies 
 Applies multiples developed from transactions to the subject company 
 Considers private or public company transactions 

 

Determine the differences and similarities between the database and the subject 
company, then –  

Pick the Appropriates Valuation Multiples to apply: 
 

 Price to gross sales 
 Price to earnings 
 Price to gross profit 

 

Once indicators of value are determined, they are reconciled and a conclusion of 
value is reached. 
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The best indication of value is usually a recent sale of the subject 
company’s stock: 

 Past transactions can be analyzed and given the appropriate 
consideration in the assessment of value 

 What was the foundation for the price? Be sure to examine: 
 

 The timeliness 

 The terms 

 The reasons for the transactions 

 
 

For small closely held businesses comparable guideline companies and databases of sales 
transactions are often difficult to locate, and comparisons with public companies do not 
make much sense. 
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Net Income Matters -  
 Current market insight or “Rule of Thumb” can used as a “sanity” check – it is not allowed for 

valuation for tax purposes 

 Transaction price should not be solely based on businesses in the same industry with similar 
sales  –  it doesn’t make sense to apply the same multiples if one company has profits and 
one has losses 

 

 

 

 

 

 

                  

 Lost $100,000 this year      Earned $100,000 this year 

Would you pay the same $ amount for these businesses? 
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The Income Approach to Valuation is used to convert the “anticipated” 
economic income stream of a business to its Present Value (PV).  
 
 

Methods include: 
 

 Capitalizing an economic benefits stream such as net income,  

      pretax income, cash flows, etc. 
 

 Discounting future years’ expected earnings stream  
 

 

The “Capitalization” method converts a single flow of economic income into value by 
dividing it by a capitalization rate. 
 

The “Discount” method converts expected future cash flows to PV using a discount rate. 
The discount rate is often referred to as “rate of return” or “cost of capital”. 
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Discount Rate: 
 

 The risk adjusted rate of return required by an investor to make the investment 
 

 The investor will compare the expected rate of return available from alternative 
investments against comparable risk 

 

 

Capitalization Rate: 
 

 The discount rate reduced by a long-term sustainable growth rate 
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Net income 

Earnings before tax (EBT) 

Earnings before interest taxes depreciation & amortization 
(EBITDA) 

Gross cash flow 

Net cash flow 
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 Determine the discount rate (Investors desired rate of return) 

 Determine a long-term sustainable growth rate 

 Determine normalized earnings 

 Economic earnings for valuation 

 The Capitalization Rate is applied to an earnings stream to compute a 
value 
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Normalizing Adjustments Convert Reported Income to Normalized Income 

 When using the income stream to determine value, you must make sure that the 
earnings are normal, and recurring, and representative of the future!  
 

 

 Often reported income is false and adjustments are made for underreported sales 
or extraneous and non-business expenses disguised as business expenses. 
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 Depreciation – adjustment may be needed so that cost is properly assigned over the actual economic 

life of the assets. Does the business use the accelerated or straight-line method of depreciation? 
 

 Inventory – adjustment may be needed to reflect the true flow of goods in and out of the business. 

        Does the business use LIFO or FIFO? (Inventory purchased more recently is more expensive.) 
 

 Rent – adjustment for below market rates or where no rent is charged because of a related party. 
 

 Personal Expense – personal expenses that are not business related must be added back!  
 

 Reasonable Compensation – is the owner underpaid/overpaid? 
 

 Interest Expense 

 

 

 

 

 

 
 

 

 

 

 



© 2014 Fiske & Co. 

 Reasonable Compensation  
 For Controlling Ownership: Excess compensation adjusted out of the expense category 

and into income  

 For Minority Ownership: Excess compensation of the owner generally not added back 
to the income statement 

 Factors in Determination of “reasonable compensation”: 
 Number of Officers and the responsibilities of each 

 Sales volume 

 Profitability 
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Factors Affecting Minority Discount 
 
• Ability to determine course of business 

• Ability to control dividend policy 

• Ability to effect executive compensation 

• Ability to elect directors 

• Ability to force liquidation 

• Ability to recapitalize 

• Ability to sell or acquire assets 

• Ability to select suppliers 

• Ability to change articles of incorporation 

• Formula price buy-back provisions (call option) 

• Existence of non-operating assets 

 

 



© 2013 Fiske & Co. 

Factors Affecting Marketability Discount 
 

• Number of potential buyers 

• Restrictions on transferability 

• History of stock transactions / dividends 

• Formula price buy back provisions  

• Industry potential and risk 

• Relative size of the company 

• Track record & reputation of management 

• Earnings stability & profitability 

• Dispersion of control / size of block 

• Open-ended business purposes 

• Limitations on capital calls 

• Put rights 
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Using the Income Approach –  
 

 Discounted cash flow:  
Project the income for a stabilized period and then discount it back to today 
using a risk rate which reflects the risk inherent in the subject company 

 

Projections take into account: 
 Sale of redundant assets 

 “Economies of scale”: 
 Larger purchasing volumes 
 Lower cost of sales 
 Lower distribution and selling costs 
 Possible increase in cash flow 
 Elimination of overhead 
 Elimination of Director fees 
 Elimination of various administrative functions, HR, accounting, legal etc. 
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What Will the Combined Company Look Like? 
 

 FMV - Use historical information to gauge the future 
 Investment value - Use synergies to create value 

 
 

Normalization of Officers’ salary: 
 FMV - Reasonable compensation 
 Investment value - Owner decides what compensation will be 

 
 

Lack of Marketability Discount: 
 

 FMV - Closely held stock usually not liquid  
 Investment value - No discount – selling at a premium and to a particular buyer 
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The same company can be worth different amounts for 
different purposes on the same day!  

 
 

 FMV – Estate and Tax                                   Investment value – Mergers & Acquisitions 

< 
 

 

 
Appraiser sees value through the eyes of the market                          Buyer and seller see value through their own eyes  
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The same company can be worth different amounts for 
different purposes on the same day!  

 
 

     FV – Litigation                                                                            FMV– Tax Purposes 

 > 
 

 

 
   

Questions??? 
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Consistently ranked in South Florida as one of the “Top 25 Accounting Firms” 
and “Top CPAs in Litigation Support”! 

 

Since 1972, highly recommended for expertise in: 
 

• Business Valuation 
• Forensic Accounting 
• Litigation Support Services 
• Tax and Audit Services 

 

An award winning firm working closely with attorneys to provide expert advice, testimony, 
or litigation services in relation to: 
 

• Valuation and asset analysis: shareholder disputes, divorce, estate and gift tax 
• Legal Proceedings: lost profits, damages 
• Financial forensics: fraud  

 

A “full service” firm offering Tax, Accounting, Audit, and financial consulting services to individuals & businesses 

www.fiskeco.com 

954-236-8600 



Locations in Fort Lauderdale, Miami, and Boca Raton 


