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Oftentimes, companies maintain differing
classes of stock ownership, with one class maintaining additional rights (superior, or “Class A”
shares), and other classes that may not be maintaining such additional rights (inferior, or “Class
B” shares). Valuation analysts typically adjust
the value of the inferior shares to represent the
loss in rights associated with those shares. Typical rights associated with Class A shares may
include preferential voting rights and the ability
for shareholders to act as an agent on behalf of
the company. Since Class B shares have fewer
rights, it is logical that the value of Class B shares
is inferior to Class A shares. Theoretically, the
market value of the vote should equal the expected discounted present value of the benefits
attributable to the vote.1

By Shari Lutz, CPA/ABV, ASA and Yvonne
Zuber, CPA/ABV, CVA

This article explores the issues involved in
a real-world project, whereby I had to assess
the value of voting and non-voting shares in an
early-stage pharmaceutical intellectual property
holding company. What was the voting premium
using the currently proscribed available studies?
In the end, I selected a new, as yet unreferenced
study in the business valuation profession because it represented what I considered to be the
best theoretical model for my assignment.

This is the second of two articles that discusses the role of the valuator/appraiser in joint appraisal assignments. Part I of this article (July
2008 BVU) addressed the retention of a joint
valuator in non-litigation settings. This article focuses on the use of joint experts in the context
of marital dissolution proceedings which are pursued in the courts or in alternative dispute resolution settings.
Appointment of Joint Experts in Marital Dissolutions
Joint retention of experts in marital dissolutions is becoming increasingly prevalent as divorce courts are seeking ways to streamline the
Continued to page 7...
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Current Picture
Valuation analysts use several means to differentiate the value discount associated with
non-voting shares compared to voting shares.
Typically, valuation analysts calculate such discounts using empirical market studies. In these
studies, valuation analysts compare the value of
shares of publicly traded voting stock with shares
of publicly traded non-voting stock, either ac-
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tively traded in the open market or through dualclass stock unifications.2 On a theoretical level,
voting shares generally maintain a higher value
than non-voting share equivalents. Valuation
analysts then presume any price differentials are
directly attributable to the discrepancy in preferential rights. Valuation analysts then extrapolate
such findings across other ownership interests
(e.g., shares in a privately held corporation) to
account for value differences associated with the
voting rights in similar circumstances. In practice, many factors dictate price differentials and,
in many cases, price differentials do not exist at
all between voting and non-voting shares.
Academics and professionals have performed
various empirically-based studies over the years
to quantify the amount of discount associated
with non-voting shares. The authors of these
studies sampled data from different periods and
different stock exchanges (e.g., Toronto, Tel Aviv
and Milan stock exchanges), and used different
methods to acquire and analyze data. Lease et
al. have shown value differences between voting
and non-voting stock change over time.3 Nenova has shown value differences vary by country
and legal framework. Courts have also weighed
in on the issue, sometimes issuing ill-informed,
nonsensical, or arbitrary rulings on the value differences among share classes. The discounts
varied by study, court case, and years of consideration, as a sampling in the table on page 3
demonstrates.
Problems with the Current Data
While the results of the studies may produce
what appears to be a consistent average in the
3%-5% range, a deeper analysis of the data
yields various inferential and data sampling problems. Many of the studies’ authors execute their
individual studies with what seem to be the same
problems (I will discuss several of these shortly),
perhaps reinforcing why their results may all be
within a similar order of magnitude.
First, few of the studies had what I considered
an adequate sample size to draw a meaningful
statistical conclusion.15 Ideally, one would like at

Copyright 2008, Business Valuation Resources, LLC, (BVR). All rights reserved. No part of
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least 30 data points when performing samples of
randomized data to reduce the effects of sampling and estimation error and to increase the
precision and accuracy of the estimate.16 Since
this was not the case for many of the studies, one
should assign a high degree of variance to each
of the studies where sample sizes contained less
than 30 data points. Next, none of the studies
has the focus on particular industries and, thus,
only a few sample companies may be relevant
to ownership interests under consideration. Are
voting rights more valuable in the financial sector
or are they more valuable in perhaps the healthcare sector? Minority discounts and marketability discounts tend to vary by industry, so it is
reasonable to assume the same for voting rights
discounts. With current data, such answers for
voting rights are indeterminate. Therefore, one
must reduce the analysis to the least common
denominator of all available companies.

Voting vs. Non-voting
Share Value Discounts
Title
Houlihan Lokey
Howard & Zukin4
Willamette Management Associates5
Lease, McConnell,
and Mikkelson6
Robinson, Rumsey, and White7
O’Shea and Siwicki8
Nenova9
Hauser & Lauterbach10
Barnes v. Commissioner11
Kosman v. Commissioner12
Estate of Winkler v.
Commissioner13
Estate of Bosca v.
Commissioner14

Further, data usage may vary by market. The
discounts studied by Robinson et al. focused on
the Toronto Stock Exchange, yet it is unclear
whether those results directly apply to U.S. companies. For example, Nenova suggests that
control block votes are higher in Canada than
in the U.S.17 Control premiums in Hong Kong
are 48% of total firm value, 25% or more of firm
value in Brazil, Chile, France, Italy, and Mexico,
and 10-15% of firm value in German civil law
countries. Moreover, the dual-class firms are
less frequent in the United States,18 thus providing less evidence to support an empirical study
for U.S.-based companies. Further, I found no
evidence suggesting that it is appropriate, or
inappropriate for that matter, to use empirically
derived statistics from publicly traded and SECregulated companies incorporated under Delaware state law with those governed by differing
state law.
Nenova demonstrated that many factors have
explanatory power in the value of a vote, including the level of law enforcement (strict law enforcement decreases vote premiums), investor
protection (high investor protection decreases
vote premiums), takeover law (laws favorable
to minority owners decreases vote premiums),
and corporate charter. Many studies commonly
referenced in the business valuation community
ignore these factors, yet they have a statistically
significant impact (68%) on the value of a vote.19
Further, many studies referenced commonly in
the business valuation community ignore dividend differences and liquidity differences among
the companies.

Study
or
Case

Average
Discount

Study

2.05%-3.20%

Study

2.90%

Study

5.44%

Study

3.50%-4.50%

Study

3.50%

Current Studies Fall Short

Study

4.00%

HLHZ

Study

0.20% - 20.00%

Case

3.66%

Case

4.00%

Case

10.00%

Case

2.72%

Houlihan, Lokey, Howard, and Zukin (HLHZ)
published an informal study covering 1994 transactions involving different stock classes.20 This
study included what I considered to be several
issues for comparative use in my assignment.
First, the study was a crude analysis, as the authors did little to segregate non-vote related impacts from the sample. Second, the HLHZ study
did not have enough data to generate statistiContinued to next page...
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cally meaningful results. Third, the HLHZ study
included both voting in a reduced capacity, perhaps 1/10th of a share, and non-voting stocks in
the published mean and median values. However, 1/10th of a share voting is still more valuable
than a non-voting share. To classify deprecated
voting shares as synonymous with non-voting shares is erroneous, as deprecated voting
shares still have a vote. I did not find much relief
from this type of sampling error in my analysis of
many of the studies.
WMA
I then reviewed the 1999 WMA informal study,
which has the same structural deficiencies as
the HLHZ study. To get a more precise picture
of the true relationship between voting and nonvoting stock and reduce sampling biases, the
sample should at least include only those stocks
which have a voting/non-voting relationship. In
doing so, I reduced the sample size to twelve
of 28 total companies and generated an average voting rights premium of 5.59%. However,
like the HLHZ study, the WMA study also suffers
from wide variance, with a standard deviation of
15.62%, or just under three times the mean, giving the WMA study the same precision problems
of the HLHZ study. Consistent with my view of
the HLHZ study, I opined that the basic figures
presented in the WMA study were inappropriate
proxies for the fact pattern I considered.
Lease
Lease et al. published a seminal academic
study in 1981 describing the first empirical analysis of company share prices between voting
and non-voting stock shares for 30 companies
analyzed between 1940 and 1978. Like other
studies, the authors did not make a distinction
between limited and non-voting stock when
compared to voting stock in their final summary; however, such data was available for analysis under the Class I listing of companies in the
study.21 This reduced the sample size to 18 of 30
available companies and generated an average
voting rights premium of 3.60% with a standard
deviation of 2.79%. The basic data published by
Lease appears to be more consistent than the
data presented in the HLHZ and WMA studies
(the Lease study had the smallest standard de4

viation). However, I opined that the basic figures
presented in the Lease study were inappropriate
proxies for the fact pattern I considered, for the
following reasons:
• The Lease study considered a relatively
small number of companies
• The data is older than other related studies
and may not represent the current market
view for the value of voting rights, which
Lease indicated changes over time.22
• The study presented a discrete value for a
voting rights discount, regardless of block
size. Yet, newer empirical research indicates a continuous relationship between
the size of the voting block of ownership interest and the non-voting blocks of ownership interest. This presents a better theoretical model because votes for very small
ownership blocks are indistinguishable for
influence, as several authors point out.23
Kevin O’Shea and Robert Siwicki published
an informal follow-up study to Lease in 1991,
studying the differences in voting and limited voting shares. Like other studies, the authors did
not delineate between non-voting and reduced
voting rights in absolute terms, treating them all
substantially the same for analysis purposes. As
such, usage of the O’Shea data would generate
a value of inferior precision to other sources I
considered as well, inheriting many of the same
problems of the other studies with respect to sampling bias. Thus, I opined that the basic figures
presented in the O’Shea study were inappropriate proxies for the fact pattern I considered.
Nenova
I then considered a formal study I found by
Tatiana Nenova from The World Bank, published
in 2004 in the Journal of Financial Economics.
There was much to like about Nenova’s study.
It sought to measure the value of voting rights
for control blocks of votes in dual stock classes,
which is where voting rights truly matter. Nenova performed an analysis across many different
countries and normalized the data to account for
a variety of factors that, in the end, have a mate-
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rial impact on premiums associated with voting
rights. In fact, Nenova’s study is the only one I
found to take a broad look at differences across
the world. Nenova’s study indicated a median
control block premium for U.S. based companies
of 4.00%. Significant factors of influence include
legal structure (e.g., French civil law, English
common law, etc.), investor protection, takeover
law provisions, and corporate charters. Ultimately, however, I did not use the Nenova study.
It provided me with only a discrete discount for
non-voting shares that was independent of the
voting block size, whereas a continuously variable discount is a better theoretical model.
My attempted solution
Next, I combined the raw data of all the HLHZ,
WMA, and Lease studies and performed my own
informal study to determine if that would generate a more precise measure for consideration.
The effort generated a mean premium that was
3.85% and a standard deviation of 9.29%, which
was not of substantially better quality than the
data indicated by HLHZ, WMA, and Lease. Thus,
even my own informal study generated inappropriate proxies for the fact pattern I considered.
While I intended, with the review of the various
studies, to bring light to the true value the market places on voting rights, these studies did not
provide representative approximations of voting
right value with their existing data sets.
After some additional research, I found the
most relevant study for the fact pattern I considered was a 2004 study performed by Shmuel
Hauser and Beni Lauterbach. Studying transactions involving publicly traded stocks listed on
the Tel Aviv Exchange that proceeded through
dual-class stock unifications, the study’s authors
found the price of a vote in unifications:24
• Increases with the percentage vote lost by
the majority shareholders (i.e., larger blocks
are more valuable than smaller blocks)
• Is higher in family-controlled firms
• Decreases with institutional investor holdings

Hauser and Lauterbach’s findings certainly
appear to be consistent with common sense and
anecdotal evidence with U.S. companies. However, Hauser/Lauterbach had one fundamental
flaw for the purposes of my assignment: they
also mixed deprecated-vote shares with non-voting shares. Despite this common failing (my fact
pattern was non-voting shares only), I opined that
the Hauser/Lauterbach study would provide the
most credible indication for determining a lack of
voting rights discount for several reasons:
• The study had 84 different companies, providing for a sample size that could produce
statistically significant results. In fact, to
my knowledge, the study had the highest
number of sample companies of any published study in the area.
• The study reflected more current data than
most of the other widely cited studies except for that by Nenova.
• The study provided a continuous function
for the discount/premium that changed as
the size of the voting block in consideration
changed. This difference is important, as a
30% voting block ownership consideration
is intrinsically more valuable than a 0.3%
voting block ownership.
• The facts surrounding my client’s ownership
structure were consistent with the study’s
findings that family-controlled firms, such
as my client’s, yield a higher premium for
voting stock and a correspondingly larger
discount for non-voting stock.
• The facts surrounding my client’s ownership structure were consistent with the
study’s findings that firms with large institutional holders yield a lower premium for
voting stock and a correspondingly smaller
discount for non-voting stock. Since my
client maintained no institutional investors,
it was therefore reasonable that they would
have a higher premium for voting stock and
a larger discount for non-voting stock.
Applying the Hauser/Lauterbach study to the
Class A shares, which consisted of 40% of the
voting block, yielded a premium of 8% using the
Continued to next page...
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formula offered by the study. Using algebra, I
determined the appropriate discount to arrive at
a non-voting discount of 7.41%.25 Market data
supports the discount I selected for this assignment. For example, this discount was well within
the confidence intervals supported by the HLHZ,
Lease, WMA, O’Shea, and Nenova data as well
as my own concatenated analysis using data
from the HLHZ, WMA, and Lease studies. In the
end, I opined that this approach produced the
most representative indication of the value differences between the Class A and Class B shares.
References
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1. [7], p. 329
2. With dual class stock unifications, Class A shareholders
will purchase and convert all Class B shareholders to
Class A shareholders, typically using some ratio for the
share exchange. This ratio provides the guidance for
any premiums or discounts for the differences in the
respective stock class’ rights.
3. [1], pp. 453-455
4. [2], pp. 212-215, Using arithmetic averages as opposed
to medians
5. [3]
6. [1]
7. I was able to find only secondary references summarizing the Robinson et al study. As such, I did not have
enough information to evaluate whether the discounts
measured by these authors were reasonable for voting
versus non-voting ownership interests for my assignment.
8. [4]
9. [7]
10. [5], In this study, the authors found a linear relationship
whereby the value associated with the stock increased
as the size of the voting block increased. The relationship
indicated a 0.2% increase in value for each 1% increase
in voting block size. Thus, a 100% ownership interest
would indicate a 20% premium for voting stock and a
10% ownership interest would indicate a 2% premium
for voting stock, and so on.
11. [2], p. 221
12. [2], p. 221
13. [2], p. 221
14. [2], p. 221
15. The Lease and O’Shea studies had sample sizes of
greater than or equal to 30 companies, making parametric statistically valid inferences plausible. Most
other data sets had fewer truly comparable data points
to consider.
16. [6], p. 273. Please note that, for certain samples with
high Skewness, it may be desirable for even greater
data points, perhaps 50 or more, to reduce sampling
errors and the possibility of making erroneous statistical inferences.
17. [7], p. 340
18. [7], p. 327
19. [7], p. 349
20. By informal study, I mean one that has not undergone
a rigorous academic peer review process.
21. [23], p. 451
22. To make matters more inconsistent, Nenova found the
exact opposite, noting differences in voting stock actually
stayed the same in the long run in [7].
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23. [4], p. 165, [5]
24. [5], p. 1. The study focuses on Israeli-listed companies.
Further, the authors note statistics derived in their study
may be higher than with other developed economies;
however, the authors fail to cite any absolute factors I
could consider. I found another study that tracked differences in voting rights premiums across countries in [7],
though Israel was not part of that study. Ultimately, the
numbers I used are consistent with observations of U.S.
companies, as outlined in the HLHZ, WMA, Lease, and
O’Shea studies at a 90% confidence interval. As such,
I ultimately opined that using the Hauser/Lauterbach
study would not bias my results in any material way, due
to differences related to the countries of domicile, yet
provide a truer picture of the value of the voting block
I had to consider.
25. 1- ( 1 / ( 1+ 8% ) ) = 7.41%

Use of the Joint Appraisal Expert
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legal process, reduce costs and minimize contention between the parties. Joint experts in divorce may be appointed by the court or agreed
to by the parties. In some jurisdictions, the appointment of joint experts is mandated and is
governed by local rules.
Court-Appointed Experts: Experts appointed by the courts are usually appointed under
state rules that are analogous to Rule 706 of the
Federal Rules of Evidence. Under Rule 706, the
court may appoint any expert witnesses agreed
upon by the parties, or it may appoint expert witnesses of its own selection. As the title suggests,
a court-appointed expert owes a primary duty to
the court and not to the parties. Furthermore,
the court will enter orders directing the parties to
compensate the expert.
Appointments under Local Rules: Experts
appointed under local rules should be familiar
with the jurisdictional requirements since these
vary considerably. Some rules provide only a
general framework for the appointment of a joint
expert, while others contain explicit parameters
regarding the valuation process and the content
and methodology of the valuation report. The
Superior Court of California in San Diego has
enacted Rule 5.12.8 of Chapter 12, which addresses the appraisal of closely-held business
interests and requires the parties to first retain

september 2008

a joint appraiser in marital dissolution cases.
The Rule specifies the appropriate standard of
value to be used and sets forth explicit procedures and timetables for obtaining information,
communicating with counsel, issuing a draft report and submitting the final appraisal. The Rule
also mandates specific appraisal reporting requirements. Rule 5.12.8 states that the report
must identify the reasons that would justify the
use of the appraisal method(s) chosen, the risk
and other factors specific to the business that
were considered in selecting the capitalization
rate and the impact that each factor had on the
rate. If the excess earnings method is chosen,
the Rule states that the capitalization rates will
normally be within the range of 20% to 100%.
In Los Angeles, joint experts are appointed under a Stipulation Appointing Evidence Code §730
Expert. The stipulation is essentially a checklist
that delineates various specific tasks that may
be performed by the expert including business
valuations, stock option valuations, and analysis
of separate property and determination of cash
flow. If there is a dispute over the scope of work,
the expert may request a conference call with
the court and the attorneys. The stipulation also
states that the expert may need to quantify more
than one result based on contrary legal positions
or contrary positions of the parties.
Colorado has also enacted rules governing
the appointment of joint experts (Colorado Rules
of Civil Procedure 16.2); however, Colorado’s
rules provide only a general framework for the
submission of draft and final reports and do not
address report content or methodology. In order
to ensure compliance, experts must familiarize
themselves with the court rules in their respective jurisdictions prior to accepting joint expert
engagements.
Managing the Engagement
Once the joint expert has been retained, a
framework for the engagement must be agreed
upon by the attorneys, the parties and the valuator, if court rules are not determinative. Issues
which should be addressed at the forefront include:
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•

Defining the scope of the engagement
and determining whether the expert will
provide ancillary services, in addition to
the valuation, such as forensic investigation, income determination, and identification and tracking of separate property
interests;

•

Establishing a protocol for communications between the expert and counsel
and the expert and the parties that addresses the appropriateness of ex-parte
communications and the initiation of such
communications;

•

Establishing a protocol for communications between the expert and the fact
finder;

•

Establishing a protocol for communications between the expert and a consultant or rebuttal expert that has been hired
by the parties;

•

Establishing a timeline and procedure for
the document production process;

•

Instituting a procedure for the issuance
of draft reports and eliciting comments
from the parties;

•

Providing a methodology to enforce the
cooperation of the parties and a means
of recourse for the expert if requested information is not forthcoming;

•

Determining the format of the final work
product and whether the report will be issued in a summary or detail format; and

•

Establishing a procedure to compensate
the expert and the recourse of the expert
if payment is not forthcoming.

Pitfalls Specific to the Marital Dissolution
Setting
Joint experts who accept assignments in marital dissolutions may find the process to be frustrating. Some experts refrain from taking on the
role of a joint expert because they perceive the
framework to be ill-defined. Anecdotal evidence
indicates that the joint expert process is the most
successful in jurisdictions that have invested the
effort to establish a well thought-out system that

8

is energetically supported by the attorneys and
the courts, such as in San Diego and Los Angeles. In jurisdictions that only provide a general
framework, the best results are achieved where
the parties and their respective counsel, of their
own accord, desire to use a joint expert.
Minimal Cost Savings: Parties who prefer to
retain their own experts, but are precluded from
doing so by the court, may not ultimately realize
a cost benefit from the joint expert process since
they will frequently retain rebuttal experts. Additionally, the extensive management of the joint
expert process that requires communications
with all parties at regular intervals may ultimately
negate any cost savings derived from the use of
a single expert.
Client Dissatisfaction: Parties frequently do
not understand the distinction between a solelyretained expert and a joint expert. Dissatisfaction arises out of a misconception of the joint expert’s role and the client’s subsequent feeling of
betrayal. If an expert spends more time with the
business owner in order to obtain the requisite
information to perform the valuation, the nonbusiness owner spouse may perceive the expert
to be aligned with the business owner. Accountants do not always understand the powerful
emotions that may manifest themselves during
the divorce process and consequently, may react
insensitively to client demands. The parties in a
divorce are usually extremely distrustful of each
other and each party may lobby the joint expert
in an effort to sway the expert to his/her position.
The perceived neutrality of the joint expert may
actually be viewed as an affront to the party who
believes that the other party is engaging in malfeasance and that the joint expert “just doesn’t
get it.” Mediation training can be extremely useful to accountants who have difficulty managing
the high conflict inherent in divorce.
Scope Limitations: A joint expert generally
operates within a well-defined scope of duties.
If one party believes the other party is hiding income or paying significant personal expenses
through the business, the joint expert may not
be authorized to conduct a forensic examination. In such cases, it may be appropriate for the
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concerned party to retain his or her own expert
to provide the investigative accounting services
desired.
Lack of a Valuation Standard: Many jurisdictions do not have a well-defined standard of
value in marital dissolutions. What is the joint
expert’s duty to provide information regarding
the availability of differing valuation standards in
divorce if the attorneys stipulate to “fair market
value” when it is clear that at least one of the
attorneys is in actuality referring to a “fair value”
or “value to the owner” standard? Under what
circumstances is the joint expert required to prepare a valuation report utilizing both the “fair value” and “fair market value” standards?
Fee Collection Problems: The joint expert
should clarify the fee arrangements at the onset
of the case and obtain a retainer. However, in
many cases, there will be an outstanding balance at the conclusion of the case. If the parties
are unhappy with the outcome of the valuation,
they may refuse to pay the outstanding balance.
Opportunities for the Joint Expert
The use of a neutral joint expert in marital dissolutions has increased significantly over the
past ten years. The emerging field of collaborative law, a process in which the parties and
counsel try to resolve all issues outside of court
through a series of meetings, utilizes the single
joint expert model. Mediators and arbitrators
may also call upon a joint expert to assist them
within the alternate dispute resolution setting. It
is anticipated that more use will be made of joint
experts as courts come to recognize the benefits
of a joint expert framework and begin to address
the problem areas that are currently impeding
the process.
_____________________________
Sidebar Interview with the author,
Yvonne Englard Zuber, CPA/ABV, CVA
Business Valuation Update: Why should a client utilize a joint-appraiser arrangement?
Zuber: If it weren’t for the joint expert, many
non-moneyed spouses would not be able to afford any expert. In addition, the joint expert has
better access to documents and other evidence
than an expert on one side or the other.
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BVU: Is this a satisfying role for you as a professional?
Zuber: Many times, if the case settles, you’re
in the role of a problem solver. You’ll sit down
with both attorneys and their clients and come
up with a solution. As a joint expert, they will use
you as a resource. Both attorneys will see you
as being independent, and you’ll be in the role
of a mediator.
BVU: Does a joint expert reduce the cost of
divorce litigation?
Zuber: The joint expert works very well with
the smaller cases, the mom-and-pop businesses, where people don’t have money for consulting experts and where two experts would most
likely arrive at similar conclusions of value. But
it doesn’t necessarily save money in the larger
cases where each side often hires consulting experts in addition to the joint expert.
BVU: What challenges have you faced as a
joint appraiser?
Zuber: In a recent case, neither side liked my
conclusion. If neither side likes you, then it can
be very difficult to get paid. When people are
not happy, they start making allegations of “you
didn’t do this right, you didn’t do that right.” Because they don’t form an emotional connection
with you and don’t perceive you as their expert
and advisor, there can be a lack of trust. Also,
considerable time can be spent managing the
process which results in preliminary work that is
hard to bill. In one case, I spent three months
sending letters back and forth and meeting with
the attorneys trying to determine what my scope
was. I had $10,000 into the engagement before
I did anything significant. And nobody wants to
pay for that.
BVU: Why do you prefer the more formal systems such as the one used in San Diego to what
you have in Colorado?
Zuber: In San Diego, the law requires the parties to agree on a joint appraiser. Absent that, the
court will appoint the joint appraiser who receives
all documents. The court specifies what communications between the parties are allowed. Within
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60 days of receiving all documents, the appraiser must submit a draft appraisal report to each
party. Within 45 days, the parties must raise their
objections. Thirty days later, the final appraisal
is due. Absent a court order to the contrary, the
joint appraiser’s fee must be paid with community funds. In contrast, in Colorado, every joint
expert has to decide how they’re going to handle

the engagement including how to structure communications with counsel and the parties. I invite
both spouses to sit in on all meetings so that one
spouse, usually the non-business owner spouse,
won’t feel as if I’m favoring the other one. It’s not
any more expensive and there’s more transparency in the process.

SPECIAL REPORTS
The Valuation Profession—
A Brief History
By James Catty, MA, CA, CPA, CFA, CBV, CFE
The need to value items reaches far into antiquity. Plato (427 - 347 B.C.) described the concept
of value as one of the most difficult questions.
His pupil, Aristotle (384 - 322 B.C.), teacher of
Alexander the Great, believed that the value of
an object was created by and existed only in the
mind of man. In the first century, this was paraphrased by the Roman philosopher Seneca (c.
4 B.C. - 65) as “Res tantum valet quantum vendi
potest” or “A thing is worth only what someone
else will pay for it.” This can definitely be considered the origin of the market approach. To a
large degree, Aristotle’s view is still relevant today both for taxes and financial reporting, where
however, at various times the term “value” can
take on different meanings.
The Greeks and Romans, founders of modern
Western culture, taxed the value of all a family’s
possessions, including real estate, household
furnishings, even slaves. Mortgages are older,
being mentioned in the Bible. All those activities
required the help of valuators; unfortunately very
little about them and their discipline has come
down to us, although there are references to
auctioneers and appraisers in classic texts.
In Europe, after the fall of the Roman Empire,
the Catholic Church evolved into the dominant

entity, permeating almost all thinking concerning
economic subjects. Land was considered a gift
from God, evidence of nature’s bounty. Secular
rulers—realizing the advantages of such church
practices—responded by quickly adjusting to
them, ruling that all property belonged either to
the church or the king, who at that time was the
state. Clerical and secular rulers either rented or
sold land to the nobility, and from there it trickled
down to ordinary folk.
It did not take long to recognize that the more
productive lands could generate a higher rent or
be sold for a better price. This likely marks the
beginning of the concept of economic rent and
the principle of future benefits, one of the main
pillars of valuation theory. Another, not applicable to land but relevant to buildings and many
other items, is the principle of substitution: under
ordinary circumstances no one will pay more for
an asset than it would cost to acquire or create
another with equal or greater economic gain.
In many European countries during the Middle Ages, the amounts charged for some goods,
such as bread, were often subject to strict controls. This was based on the doctrine of the just
or proper price, and on the theory that value had
to reflect both labor and material costs. In many
instances, freely determined markets were considered impractical and prices of most things
needed to be regulated. To some extent, this
philosophy is still applied. For instance, until
recently, electricity rates in Europe and North
America were totally under the jurisdiction of the
authorities.

*James Catty is the Chairman of the International Association
of Consultants, Valuators and Analysts (www.iacva.org)
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A second of the three modern approaches
to determine value is also rooted in the Middle
Ages: cost of production. The “just price” was,
in effect, the reproduction cost rather than an
exchange value. That concept also reflected the
idea that value was a quality inherent in a commodity. As children, some of us thought that a
candy bar and ten pennies were synonymous.
Financial Markets and Taxes
Taxes, initially given to both gods and kings,
have been with us for millennia. One of the oldest
comes from ancient Israel, where the tithe was
part of the Mosaic Laws. Essentially, this was a
10% levy on animal and agricultural products,
and was paid in the product, or by part of the
product. Someone who preferred to substitute
money was penalized by being required to add
“a fifth part” (20%) of the tithe’s estimated value
to the amount (Lev. 27:31). The main purpose of
this tax was to support the Temple in Jerusalem
and the priesthood; they ministered to the people
but were prohibited from owning land.
Perhaps not coincidentally, realizing the benefits of this system, the tithe was justified on scriptural grounds by the Catholic Church. Wanting
to get in on a good thing, many European rulers
codified tithing into law; such funds became a
major source of revenue for the state. By the sixteenth century, it had developed into an annual
levy on the rent from a piece of land and was
paid by the tenant to the local churches. They
could, and often did, sell the rights to the tithe
on a particular property for a fixed period, normally 20 years. The effect was to convert future
income into a capital payment; the buyer could
then resell the rights.
Finance Theory
Modern financial theory originated in the fifteenth century at two famous medieval banking
houses, one in Italy, the other in Germany. According to Lorenzo de Medici, “The Magnificent”
(1449-1491), “The art of banking is to lend money and get it back nearly every time;” preferably
with interest. On the other hand, Jacob Fugger,
“The Rich” (1459-1525), advised (expressed in
modern terminology):

the time, to be in a loss position on one of these
parts. During times of inflation, be prepared to
lose money on bonds and make gains in real
estate and gold. Periods of deflation will cause
losses in real estate, but gains in bonds, while
stocks will post varying results over time. When
spreads in returns represent a high imbalance,
it is advised that you reestablish the balance
among the four parts of your fortune.

To take advantage of this advice requires a
thorough knowledge of the absolute value of all
your assets, i.e. a valuator. During the time of
Shakespeare (1564 – 1616) and the Mayflower,
tithes in England sold for between “sixteen and
twenty years’ purchase”, creating annual yields of
between 5.0% (20 years) and 6.25% (16 years).
As a tithe is a perpetual charge on the rent payable by a tenant over time, the amount would
increase at the same rate as the rent. If the land
was owner-occupied and no rent paid, a minimum tithe was attached to each parcel, representing an “imputed rent.” In that way, a tithe was
a better quality investment than a mortgage.
Much of this required quick thinking and easy
communication between the parties resulted in
the emergence of the broker. This traces back
to thirteenth-century Paris, when the positions
of “couratiers de change,” literally “runners of
exchange,” were created by the King of France
to facilitate transferring information about deals
from one merchant to another.
Until the Renaissance, the idea was dominant
that value, whether in use or in a sale, was an
objective quality inherent in something. With the
rise of humanism, the value of an object gradually came to be considered as a function of its
ability to satisfy a need or desire, another important component of valuation theory.
The concept of risk was not properly understood until 1654 when two brilliant French mathematicians, Blaise Pascal (1623–1662) and
Pierre de Fermat (1601–1665), developed the
“theory of probability.” For the first time, people
could make decisions, even plausible forecasts,
with the help of numbers based on past experience. Over the next 65 years, the mathematical
underpinnings for risk were developed, life ex-

Divide your fortune into four equal parts: stocks,
real estate, bonds and gold. Be prepared most of
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pectancy tables created and financial markets,
which offered useful share and commodity price
data, greatly expanded.
From 1723, until Napoleon occupied the Netherlands in 1794, there were close financial links
between the London and Amsterdam markets in
spite of slow communications. Stock prices for
major British enterprises, such as The Bank of
England, The East India, South Sea and Hudson’s Bay Companies were reported at least
weekly in an Amsterdam newspaper. These
changed to reflect new information, which, alas,
was often based on rumors, as speculators reacted to and—like today’s traders—affected
market prices for the stocks. During those years,
a plethora of pamphlets lamented the unpredictability of the market. Some things never change.
Look at the mess oil speculators have made today!
Brokers and investors during that period became increasingly sophisticated. The first known
example of the ever proliferating “investment selfhelp” literature was published in London in 1726.
The Money’d Man’s Guide or the Purchaser’s
Pocket Companion by Richard Hayes discussed
the value of stocks according to their discounted
stream of future dividends and included tables
showing the appropriate discount factors for different interest rates and time horizons. Investors
engaged in cash trades, futures contracts, even
options. They sold short, obtained credit, formed
diversified portfolios and were able to make futures’ sales of commodities, enabling them to
hedge inventories, such as cotton.
The concept of value, representing the benefits generated or the ability to satisfy a need,
started to be accepted with The Wealth of Nations by Adam Smith, published in 1776—a year
better known for Thomas Jefferson’s great document—that marked the beginning of modern
economics. He separated economic value into
“value in use”—“the utility of the object for human purposes,” and “value in exchange”—the
ability to “induce people to pay other valuables
for the use of them”. This distinction is still important in interpreting fair value in the various
accounting standards. Smith’s emphasis was
on cost as the basis of value, which under the
circumstances was not unreasonable. To him
12

money was merely an instrument of exchange,
a “wheel of trade.”
It was not until nearly a hundred years later in
1849 that an unsung German, Martin Faustmann
(1822 – 1876), developed the last pillar of valuation theory. He established, originally for forests,
then an essential resource for shipbuilding, that
the value of an asset was the present worth of its
future returns; the Faustmann formula was still
being used by the forest industry in the 1990s.
His concept was codified as the discounted cash
flows method, used for valuing mines and mineral reserves, by H. D. Hoskold of England in his
1877 book The Engineer’s Valuing Assistant.
The Rise of the Accountant
Except for accurate financial data, by the end
of the eighteenth century most elements of modern valuation and corporate finance theories
were in place; the final step is to be credited to
the professional accountant. Modern accounting
was first described in 1494 by Luca Pacioli (1446
– 1517) a friend of Leonardo da Vinci (1452 –
1519). But by the 1800 census, only twelve individuals in London claimed the title “accountant.”
As business became more complex over the decades, their role grew and by the 1870s, nearly
all characteristics of the present profession existed in the British Empire and the U.S.
In the 1880s, national regulatory organizations
were created in Britain (Chartered Accountants)
and the United States (Certified Public Accountants). Similar associations followed throughout
much of the commercial world. Auditing formed
the basis for the profession, but it was not until
1934, with the establishment of the Securities
and Exchange Commission (SEC), that annual
audits were required of all public companies in
the United States; this did not become law in
Britain until 1948.
Before the 1929 crash there was no codification of Generally Accepted Accounting Principles
(GAAP) anywhere; therefore the SEC turned to
the AICPA, which in 1936 set up its Committee
on Accounting Procedure. For the next 23 years,
until 1959, this body was responsible for U.S.
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financial accounting and reporting standards.
The Accounting Principles Board (APB), also
affiliated with the American Institute of Certified
Public Accountants, then took over the task. In
1973 it was replaced by the Financial Accounting Standards Board, an organization that prides
itself on its independence from all other business and professional associations as well as
from governments. In the same year the rest of
the world created its own organization, the International Accounting Standards Committee was
established to represent the national accounting
bodies of most European and Asian nations; it
has since been superseded by the International
Accounting Standards Board.
Finally, in the 1990s valuation got the international respect it merited, when the 1997 Nobel
Prize in Economics was awarded to Canadian

Myron Scholes (1941 - ) and American Robert
Merton (1944 - ) for the creation of the BlackScholes Option Pricing Model. Unfortunately
Fisher Black (1938 – 1995), also an American,
was not eligible as he previously passed away.
This Model inaugurated the Formula Approach,
which is gradually gaining general acceptance.
Today, especially in North America, accounting and valuation are frequently practiced by the
same individuals adopting different viewpoints.
As accountants we look back to understand
“what has happened”, as valuators we look foreword to contemplate “what is likely to happen”.
The making and rewriting of pronouncements on
Fair Value by FASB and IASB means that the
situation is still fluid; especially the question of
who, accountants or valuators, is to supply the
necessary guidance with respect to implementing their concepts.

LEGAL & COURT CASE UPDATE
Tax Court Rejects
Appraisal of Donated
Stock for Incorrect
Premise of Value
Bergquist v. C.I.R., 131 T.C. No. 2 (July 22,
2008)
The taxpayers relied on an appraisal that used
the going concern premise to value a medical
service corporation, which was slated for conversion to a tax-exempt organization. Under
these same facts, the IRS assumed a liquidation
or book value—and the Tax Court’s finding of the
correct premise made all the difference, including application of substantial (64%) combined
discounts for lack of marketability (DLOM) and
lack of control.
Stockholders seek ‘huge’ tax windfall
The taxpayers were stockholders in University
Anesthesiologists, P.C. (UA), a medical service
corporation that provided anesthesiology ser-

vices to the Oregon Health & Science University
Hospital (OHSU). In the late 1990s, OHSU decided to consolidate all of its medical providers
into a single, tax-exempt corporation under IRC
§501(c)(3), and targeted July 1, 2001 to close
the deal.
Prior to the consolidation, the shareholders
met to discuss donating their UA stock to the
new entity. This would permit them to claim “significant” charitable deductions, according to an
email from the UA president. At the meeting,
UA reps described the tax windfall that would
result from the donation as “huge,” equaling up
to $150,000 for each stockholder. Ultimately,
the vast majority agreed to donate their shares,
and the shareholders retained a national valuation group to appraise their UA stock. In October, 2001, the appraisal firm valued the stock at
$401.79 per share, or upwards of $175,000 in
charitable deductions for each shareholder.
In the meantime, delays in qualifying for an
ERISA-exempt pension plan moved the closing to January 1, 2002, at which time all former
Continued to next page...
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UA providers became members of the OHSU
Medical Group (OHSUMG). The new group accepted the donation of UA shares as a “professional courtesy,” but did not expect any related
economic benefit. In fact, OHSUMG’s president notified a UA stockholder that—based on
legal and accounting advice—the company was
booking the value of all donated shares at $0.
This zero value also arose from pro forma cash
flows, prepared by UA in September 2001, which
showed that, after a winding up period, no “unencumbered residual value” would remain in UA
for the benefit of the new entity.
The former UA stockholders met again to discuss how to report their charitable deductions.
At this meeting, UA accountants and attorneys
gave them a copy of the letter from OHSUMG’s
president, as well as copies of the appraisal and
prepared tax forms (Form 8283), which reflected
the $401.79 per share value. Further, UA told
the stockholders not to bring their own tax advisers to the meeting or show them the minutes, or
deviate from the amounts on the forms, lest they
“attract [the IRS’s] attention.” All but two of the
stockholders took charitable deductions for their
donated stock, per the appraised value.
On audit, the IRS first determined that as of
September 2001, the UA stock had no value.
Prior to trial, and on the basis of an expert appraisal, the government agreed that the UA stock
was worth $37 per voting share and $35 for a
non-voting share.
Going concern premise makes ‘dramatic difference’
At trial, the tax court attributed the “dramatic
difference” between the parties’ appraised values to their respective experts’ conclusions regarding the proper premise of value. The taxpayers’ expert valued UA as a going concern,
because as of the valuation date (September
2001), they viewed the consolidation, scheduled
for January 2002, as “uncertain.” The provision
of a government approved, ERISA-exempt pension plan was a “necessary condition for the consolidation,” they argued. The taxpayers offered
their original appraisal of $401.79 per share as
well as a second expert report that valued UA
stock at $323 (non-voting) and $326 (voting).
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By contrast, the IRS expert applied a liquidation premise of value, because in his opinion,
UA was “very likely” to cease operations after
the consolidation. Using UA’s balance sheet to
determine the book value of its assets and liabilities, he made appropriate adjustments such as
decreasing net accounts receivable, estimating
the accrued sick leave liability, and accounting
for taxes on receivables. Total assets came
to nearly $3.66 million, minus total liabilities of
$2.20 million, leaving a net equity value of approximately $1.46 million.
Further, the IRS expert believed substantial
discounts applied to the UA shares. He examined an M&A study of publicly traded healthcare
companies and found that—based on 1999 and
2000 transactions—the average discount for lack
of control was 35%. The expert used a study of
restricted stock of healthcare companies, which
showed that from 1983 to 2000, the mean and
median discount for lack of marketability was
approximately 39%. A healthcare IPO study revealed that from 1975 to 1997, the mean and
median discounts were approximately 44% and
46%, respectively. According to this data, the
expert applied a 35% lack of control discount
and a 45% lack of marketability discount to UA’s
equity value, resulting in a final fair market value
of $521,373, or $37 per non-voting share and
$35 per voting share.
Taxpayers’ selection was ‘self-serving’
The court quickly dismissed the petitioners’
“going concern” premise of value. “OHSUMG’s
ability to offer a governmental plan clearly was
not a major requirement for the planned consolidation but simply a potential benefit of it,” it
found. In fact, when the OHSUMG board finally
determined that the company could not qualify for
a governmental pension, it agreed to implement
an ERISA-compliant plan, to become effective
in January 2002, the time of the consolidation.
That the consolidation went forward without this
condition “belied [the taxpayers’] argument,” the
court said, which they supported with only “selfserving” testimony. Worse, in their report, the
taxpayers’ appraisers failed to explain
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. . . how or why they selected a going concern
premise of value, and they conveniently and incredibly make no mention of the scheduled Jan.
1, 2002, consolidation.

The consolidation was clearly a foreseeable
subsequent event, the court concluded. It was
“beyond any reasonable question that petitioners would not have donated their UA stock to
OHSUMG had there existed any realistic possibility that the consolidation would not occur.”
Because the taxpayers’ appraisals were based
“entirely on an incorrect valuation premise,” the
court rejected them as evidence. Because they
failed to point out any significant flaws in the IRS
appraisal—and the court did not find any—it adopted the discounted value of UA shares just as
the IRS expert had reported them, without any
further adjustment.
Assessment of hefty penalties
Finally, the court considered whether the taxpayers were liable for the 40% accuracy-related
penalties pursuant to IRC §6662 (h). (The penalty applies when a “gross valuation misstatement”
results in the taxpayers claiming a value 400%
or more of the “correct value”). Even though their
declared values fell within the penalty range, the
taxpayers tried to invoke the provisions exception, claiming that they relied on a “qualified appraisal” by a “qualified appraiser,” and made a
good faith investigation of the stock’s value.
But the court rejected this argument as well.
Taxpayers “cannot blindly rely on advice from
advisers, [or] on an appraisal.” In this case, the
doctors who donated their UA shares were well
educated; they were aware of the consolidated
company’s decision to book the donated stock
at zero—and they received advice not to consult
with their own tax advisors. All of these factors
should have “put [them] on notice as to the inaccuracy of the claimed donations,” the court held,
and found that each of the taxpayers were liable
for the 40% accuracy-related penalty.

Insolvency Expert Goes
‘Above and Beyond’
Balance Sheet Test
In re Houston Drywall, Inc., 2008 WL 2754526
(U.S. Bankr.) (July 10, 2008)
A white-collar criminal, convicted of bank
fraud and tax fraud, set up a land development
company called Classic Contractors of Houston,
Ltd. (Classic). A considerable source of revenue
for Classic came from local, municipal Tax Increment Reinvestment Zone (TIRZ) payments—
reimbursements for the construction of roads,
sewers, and other infrastructure. Five years after Classic began, it was entitled to over $2 million of TIRZ reimbursements, booked as receivables—but this was its only major asset, as its
real property was encumbered by loans greater
than the value of the land. In 2005, Classic filed
for Chapter 7 relief, and within the next year,
“through the machinations of its principal,” according to the bankruptcy court, it surreptitiously
transferred the TIRZ receivables to the principal,
his three daughters, and related partnerships.
Expert lacks specific experience valuing receivables?
In attempting to recover the transfer of TIRZ
receivables as fraudulent transfers, the Chapter
7 trustee offered an expert with nearly forty years
experience as a CPA; he was also a certified valuation analyst, accredited in business valuation,
and had testified in over 150 commercial litigation
trials involving multiple industries, and served as
an insolvency consultant to more than thirty entities. Nevertheless, the principal of Classic and
other named defendants (of which there were “a
legion,” according to the court), objected to the
expert’s testimony under Rule 702 of the Federal
Rules of Evidence and also Daubert. In particular, they claimed the expert lacked specific experience valuing TIRZ receivables, and that the
methodology he used was unreliable.
But the defendants’ objections ignored the
expert’s “extensive” accounting experience, the
court said. Although the expert had never valued
Continued to next page...
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this particular form of municipal reimbursement,
he had contacted a local developer to research
and “arrive at a formula to interpret and value the
TIRZ receivables” in this case.
[The expert’s] experience as a CPA, his business
valuation accreditations, and his lengthy history
as an expert witness on issues regarding business solvency make his testimony both reliable
and relevant to this proceeding.

Any objections regarding his method go to
the weight and not admissibility of the expert
evidence, the court concluded. It qualified the
expert to testify not only to the value of the TIRZ
receivables but also to the larger question of
Classic’s insolvency.
Going ‘above and beyond’ typical test
The expert testified that the land development
company was bankrupt as of 2005 and “at all
times thereafter,” including the dates on which
the principal transferred TRIZ receivables to his
daughters. (Note: the named debtor in Houston Drywall, Inc. is actually an entity that loaned
over $1.3 million to Classic before it, too, went
bankrupt. Given the related claims, the Chapter 7 trustee for Classic also asserted fraudulent
transfer claims in the Houston Drywall proceedings, to recover the receivables from the Classic
insiders.) The expert based his solvency calculations on the traditional “balance sheet” test of
bankruptcy law, or as the court explained:
The fair value of property is determined by estimating what the debtor’s assets would realize if
sold in a prudent manner in current market conditions. A balance sheet. . . .shows the book value
of assets usually valued at the cost of the property
minus accumulated depreciation at the maximum
rate allowed by income tax regulations.

But then the expert went one step further,
basing his ultimate determination on “certain discounting methods,” according to the court. The
opinion does not provide further details regarding
the discounts, but they went “above and beyond”
the balance sheet test, the court said, to properly
value Classic’s assets and liabilities.
It also noted that the defendants failed to provide any expert testimony to controvert the trustee’s expert. It rejected evidence from Classic’s
principal and president, who gave “frequently
16

evasive” testimony—including trying to “dodge
the truth” about his prior felony convictions. The
defendant also lacked sufficient expertise to testify about insolvency—while the trustee’s expert
and his methods were both “highly credible,” the
court said, and critical to its finding that Classic was insolvent at the time of the receivables’
transfer.

LEGAL & COURT CASE UPDATE
Should ‘Highest and Best
Use’ Govern Fair Value
Standard in Dissenting
Shareholder Case?
Holiday Medical Center, Inc. v. Weisman, 2008
WL 2677504 (N.J.) (July 10, 2008) (unpublished)
The board of directors of a New Jersey nursing home wanted to sell the facility, its land and
other assets, to a private, non-profit school for
$8 million. After paying off an existing mortgage
($3,075,464) and other miscellaneous items—
including a $3 million donation to the non-profit
buyer—the nursing home would net about $2
million from the sale.
Liquidation value versus going concern
After the sale went through, a 5% minority
shareholder dissented and sought a judicial appraisal of her shares. The judge appointed an independent appraiser, who found that the nursing
home was “marginally financially feasible.” Its
value as a going concern was only $5,540,000,
the appraiser concluded, compared to a liquidation value of $7 million, which lay primarily in the
real property assets. Neither the shareholder
nor the board of directors disputed the appraisal,
its alternate valuations or its methodologies.
The shareholder tried to enjoin distribution of
the sale proceeds, but by then the board had
already distributed 80% to the remaining shareholders, holding 20% in escrow along with the
dissenting shareholders 5% share ($100,000 of
the net proceeds). The court ordered the board
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to pay the dissenting shareholder 80% of her
share, or $80,000. But even after receiving this
amount, the shareholder claimed she was due
an additional payment of just over $116,000,
based on her share of the appraised liquidation value ($7 million) minus the outstanding
mortgage ($7M – 3,075,464) x 5% = $196,227
minus $80,000 already paid—but not including
any charitable donation to the buyer, for which
she had never received any benefit (in terms
of a charitable deduction). In other words, she
claimed that statutory fair value should be based
on a ‘highest and best use’ analysis.
The board objected, claiming that the going
concern appraisal ($5,540,000) represented the
fair value of the nursing facility; and that at any
rate, its $80,000 payment reimbursed the shareholder for the fair value of her interest.
Asset approach violates fair value standard?
The trial court agreed that the board did not
owe any additional amounts to the shareholder,
and it rejected her contention that the “highest
and best use” standard should control the fair
value accounting analysis. When the board went
through with the proposed asset sale, the court
explained, it stripped the dissenting shareholder
of her ongoing interest in the nursing home. The
independently appraised values established a
range of value for the facility, anywhere from the
best case scenario, $7 million liquidation value, to
worst case $5,540,000 going concern value. Accordingly, given the acceptance of the appraisal
methodologies by both parties, the shareholder’s
interest ranged from $40,000 to $80,000.
The trial court was also satisfied that—based
on all the evidence, when the nursing home
sold its business for $8 million, the arms-length
sale established fair value for all the constituent
shareholders, whether dissenting or not. But the
shareholder appealed the decision, once again
arguing that “as a matter of law” the fair value
statute requires the “highest and best value” for
the assets at issue.
The New Jersey Superior Court, in an unpublished decision, rejected this contention and
confirmed the lower court’s finding regarding
the standard of value. Under local, as well as
Delaware law (interpreted by Delaware Chan-
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cery Court cases), a corporation’s going concern
value is acceptable to determine the fair value
share of a dissenting shareholder’s interest. In
this case, the trial court did not adopt the going
concern value but merely used it to corroborate
the arm’s-length sales price, which—after deductions, including the charitable donation—resulted
in a corporate value of $2 million.
However, the appellate court remanded the
case for certain omissions in the record. In particular, the lower court needed to provide its basis for accepting the sale transaction price, which
included the charitable donation, over the going
concern value—which did not. It was also not
clear whether the shareholder could have benefited from the charitable donation, the court held,
and how this value would factor into the overall
findings of fair value.

LEGAL & COURT CASE UPDATE
Valuing a Law Firm,
Commercial Goodwill, and
Contingency Fee Cases
Von Hohn v. Von Hohn, 2008 WL 2814830
(Texas) (July 23, 2008)
The majority of states now recognize that the
commercial or enterprise goodwill of a private
professional practice constitutes marital property
in divorce cases, while goodwill pertaining to the
individual practitioner does not. However, few
cases give concrete guidance how to characterize the components of commercial versus professional goodwill. And when, as in this Texas
divorce, a private law practice depends primarily
on large, contingency fee cases, it can be difficult to distinguish between future income of the
firm and the future earnings of its professionals.
Appraiser faces Daubert challenge, too
During the parties’ seven-year marriage, the
husband was a partner in a prominent law firm
that specialized in plaintiffs’ litigation. These included taking seminal cases against the tobacco
industry and patent infringement claims against
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Continued to next page...

17

Valuing a Law Firm
...continued from previous page

large financial institutions, all on a contingencyfee basis. The firm’s partnership agreement
provided that upon a partner’s death, retirement,
withdrawal, or expulsion, he would be entitled to
his capital account and his undivided profit accounts along with any unpaid draw. Notably, the
agreement did not provide a buy-out formula in
the event of divorce.
Prior to trial, the husband challenged the wife’s
valuation expert, claiming that he should have
relied exclusively on the partnership agreement,
and further, that his methodologies were flawed
and unreliable. For example, the expert admitted never having used information from patent
cases in valuing law firms. Nor could he recall
when he’d taken a specific legal case, valued it,
and then adjusted the assets on law firm’s balance sheet.
However, the expert rejected the asset approach, finding that the income approach was
the best indicator of value for professional practices. Although he’d never used information from
a patent case in valuing a law firm, he’d valued a
contingency fee practice by using the same type
of projections he obtained in this case. Overall, the wife’s expert had conducted business
valuations for fifteen years, testifying in at least
seventy-five cases; and he frequently spoke at
valuation seminars.

ted having no immediate plans to leave the firm.
Because none of the other events had occurred,
the trial court found—and the appeals court affirmed—that the valuation of the law firm could
include methods beyond simple withdrawal and
reimbursement of partnership accounts.
In his application of the income approach, the
wife’s expert told the court that he specifically
included the firm’s commercial goodwill but not
any of the husband’s personal goodwill—his “future time, toil, and labor.” He first considered the
firm’s historical operations and (per the court’s
instructions) any income that it could reasonably
realize within two years, adjusted for any nonrecurring events, including the settlement of a large
patent infringement case. The husband’s interest in the general law practice was worth $1.5
million, the expert said. His interest in the settled
cases was worth an additional $400,000, based
on the payment history of the opposing parties
and projected payments over the next two years,
bringing his total interest to $1.9 million.
But then the expert valued pending but unsettled cases, using a royalty rate calculation. If the
four largest clients settled in the next two years,
the husband’s interest would be worth $4.1 million, he said. If all defendants settled within this
time frame, the husband’s interest would increase by another $2.2 million.

Finally—the expert had valued the very same
law practice in a divorce case five years before,
using the income approach. The trial court found
him qualified to testify in this case, and permitted
him to use valuation methods other than those
set forth in the partnership agreement. However, it limited the expert to using no more than
two years of future earnings under the income
approach. On appeal, the higher court upheld
the limitation as well as the expert’s qualification
under Daubert.

Projected fees based on professional goodwill?

Valuing settled versus unsettled cases

However, the proceeds from the unsettled cases were an expectancy interest, the court said, derived from the husband’s future earnings. The jury
must have included this amount in its $4.5 million
valuation, and the court remanded the case for
findings that did not include the husband’s future
earnings or expectancy interests in the calculation of law firm value and commercial goodwill.

At trial, the husband once again argued that
the partnership agreement should control the
valuation of his interest in the law firm. The
marital estate was not entitled to any greater interest in the firm’s commercial goodwill than he
would receive upon withdrawal or other triggering event, he said. But the husband also admit18

Ultimately, the jury valued the husband’s total
interest in the firm at $4.5 million, but on this appeal, the higher court found problems. The valuation of the husband’s interest in the general law
firm and the “settled” cases ($1.9 million total)
was proper, because the amounts were fixed by
settlement contracts and the husband would not
have to spend any more time or work to receive
them.
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LEGAL & COURT CASE UPDATE
What Leads to CPA
Liability In Valuing Real
Estate LLCs Under (Older)
AICPA Standards?
Adams v. Kern, 2008 WL 2469269 (Louisiana)
(June 19, 2008)
A Louisiana CPA valued three real estate limited liability companies in 2001—well before this
year’s adoption of SSVS 1 (Statement on Standards for Valuation Services No. 1) by the AICPA. So when the accountant faced malpractice
claims for failing to apply appropriate professional care in appraising the companies, the court
looked to the AICPA standards applicable at the
valuation date. Even though SSVS 1 was only
on the drawing boards at the time, a CPA’s duty
to use a healthy skepticism was already codified
by prior AICPA professional standards.
Conflict of interest leads to critical errors
After the partners in three separate real estate
LLCs removed one of their members for cause,
they asked their CPA to value each of the companies, so that that could buy out the ousted
partner’s 25% interest. The CPA had prepared
all financial documents and tax returns for the
LLCs since their inception.
In his report, the CPA found the gross value of
the three companies to top $21 million. But after subtracting liabilities and reclassifying capital
contributions as debt, the CPA determined that
only one of the companies had a positive value.
Based on these calculations, the ousted partner
received only $125,000 for his interest—and he
brought malpractice claims against the accountant to the local CPA society. The state panel
found several violations of the AICPA professional standards, according to one of its expert
members (who later testified at the trial on damages). The violations included:
1. Relying on unverified financial information. The CPA used values provided by
a local real estate broker/appraiser to de-

velop his ultimate valuation—but he failed
to verify their accuracy and completeness.
The CPA should have used “professional
skepticism,” the expert said, when assessing the figures for effective gross income,
stabilized income, current vacancy rate,
etc. In addition, the CPA received reports
that the real estate holdings would require
$1.5 million in capital improvements, and
deducted this amount from his valuation
without adequate verification. The CPA
also failed to verify a 3% management fee
and 3% reserve on each property—which
the company routinely expensed, according to it financial statements.
2. Re-characterizing capital advances as
debt. In his preparation of financial documents for the LLCs, the CPA had always
classified partner contributions as equity,
and in one of his first valuations, he kept
this classification. But in a revised valuation, the CPA converted the funds to loans,
listing them as a corporate liability—he
then testified (to the review panel) that he
should amend the financial documents to
reflect this same classification. However,
the partner contributions remained booked
as equity for several months following the
CPA’s valuations; the companies made no
interest payments on the “loans,” but apparently used them as down payments to
purchase additional properties, substantiating their character as equity. Further, if
the CPA truly believed that the contributions should be listed as liabilities, then
the LLCs’ thin capitalization should have
prompted him to obtain further documentation and verification. Otherwise, according to the panel expert, he simply reclassified the partner contributions to debt to
reduce the value of the businesses.
3. Incorrectly combine company interests.
In his valuation, the CPA divided his report
into three parts made by grouping certain
properties together. But these groupings
did not correspond to the three separate
LLCs.
4. Valuing real estate companies at zero.
Finally, the CPA should have doubted his
Continued to next page...
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What Leads to CPA Liability
...continued from previous page

underlying figures when he concluded
negative values for two of the LLCs, according to the expert. Fair market valuations of zero “do not make sense” from
the seller’s perspective, he said. “[C]oming up with a valuation that drops below
zero when the main asset is real estate
assumes a willing seller would happily just
give his property away.”
Overall, by failing to apply the appropriate,
professional standards of care—including obtaining a waiver of the conflict of interest—the
CPA had committed malpractice, according to
the review panel, ultimately costing the ousted
partner anywhere from approximately $800,000
to nearly $1.4 million.
Court determines damages

tions, the majority owners (60% partnership interest) terminated the 40% owners. The minority
partners sued for a dissolution and accounting
of the partnership, and the court held a valuation
hearing. The minority partners presented a valuation expert, who used the combined income,
market, and asset approaches to conclude that
the club was worth nearly $1.08 million. He also
calculated $93,510 in unpaid distributions to the
minority partners.
By contrast, the majority partners did not retain
an expert appraiser or offer an alternate valuation
of the club. Rather, the couple’s husband simply
testified that the expert’s value conclusions were
“much too high” for “various reasons,” including
increased competition from other health clubs.

Based on this evidence, at the trial on damages, a jury returned a total of $987,000 in favor
of the ousted partner. The jury failed to articulate
how it reached this figure, however—and the
CPA appealed. The Louisiana Court of Appeals
reviewed the valuation evidence and, without
discussing its specific calculations, revised the
damages downward to $625,000. But it affirmed
the malpractice findings in all respects, holding
that the accountant had violated the then-applicable, AICPA professional standards of care.

Not surprisingly, the trial court credited the
expert’s testimony, with a couple of exceptions.
It rejected an adjustment to the club’s income
based on “minimally adequate staffing,” as well
as his optimistic view that the club would rebound
from the increased competition and a stagnant
growth rate. To reflect these concerns, the trial
court discounted the expert’s value by 25%, arriving at a final value of $807,000. The minority
partners’ 40% share amounted to $322,800, plus
unpaid distributions. The majority partners appealed.

LEGAL & COURT CASE UPDATE

Hard to argue without alternative valuation
evidence

Expert Evidence
Helps Decide
Partnership ‘Divorce’
Schuetzle v. Lineberger, 2008 WL 2406825
(Wash.) (June 16, 2008) (unpublished)
Partnership dissolutions can be as costly and
conflicted as divorce cases. In both settings,
one party’s qualified valuation professional can
help decide the outcome—especially when the
opposing party opts not to retain an expert.
Expert concludes club worth over $1 million

In an unpublished decision, the Washington
Court of Appeals reviewed the trial court’s conclusions. Although the court didn’t discuss the
valuation evidence in much detail, it found the
trial judge acted reasonably in accepting the
expert evidence as a starting point—especially
given the lack of a credible, alternative valuation
from the opposing side. It was also within the
judge’s discretion to make appropriate adjustments, including the blanket 25% discount. “The
trial court took the weaknesses of [the expert’s]
valuation into account and discounted his final
calculation,” the higher court held, in confirming
the valuation conclusion as well as the unpaid
distributions.

Two married couples formed a partnership
to run an athletic club. After six years of opera-
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NEWS UPDATE
Q&A with Howard Lewis
On July 16, 2008, IBA announced a plan to
transfer its assets to a partnership including
NACVA, ValuSource and KeyValueData. A new
executive director was named—Howard Lewis,
who spent 33 years with the IRS, including 8
years as the National Program Manager overseeing the Engineering and Valuation programs.
Lewis, who wrote the IRS business valuation
standards, recently spoke to BVU about his
goals for IBA. Lewis was interviewed by Stuart
Weiss,CPA/ABV,CVA, the acting Interim Editor
of the Business Valuation Update.
Q. What misconceptions have you heard about
this transaction?
A. The number one misconception is that
NACVA has acquired and taken over IBA. That
is simply not true. There’s a fear that IBA will lose
its independence—and that NACVA is now going to run the show and make all the decisions.
As the new executive director, I have a very clear
set of strategic goals and expectations. They all
depend on IBA maintaining its independence,
culture and outstanding history. That is the only
reason that I agreed to take this job. Also, a num-

ber of IBA members have expressed concerns
about the future of IBA’s educational offerings,
which many believe—and they’re right—are
among the best in the industry for a number of
reasons. Class sizes tend to be smaller. Many
of our instructors are recognized as leaders in
the profession. We’re not going to disturb any
of this. There may be ways to make things
work better for everybody in terms of facilities,
location, administration and logistics. So I’ll be
looking at efficiencies but not merging courses.
When I speak to Ray Miles (founder of IBA), it’s
very clear that the organizational culture is one
of closeness, networking and sharing and no
one wants that to be negatively impacted.
Q. What are your goals for IBA?
A. First, to develop, continue and improve on
solid communications with IBA membership and
its leaders. IBA’s leaders include regional governors that represent IBA across the country. They
have the closest contact with members and candidate members in their respective regions. My
first goal is to develop and improve relationships
and communications with those people. The reason that’s my first goal is so that I can understand
Continued to next page...

Available September!

BVR’s 2009 Business Valuation
Firm Economics & Best Practices Survey
BVR’s 2009 Business Valuation Firm Economics & Best Practices
Survey is this year's most vital management tool. Benchmark your
firm’s performance to see how you compare with your peers.

Make sure your firm measures up. Did you know...
•

•

•

Nearly 600 firms responded to the survey to make this the largest
and most thorough analysis of best practices in business valuation, firm management, marketing, human resources, and compensation
The number of firms offering business valuation services has
more than doubled in the last 10 years alone, though the growth
in new practices is showing the first sign of decelerating
Firms within the BV profession are growing more rapidly than any
other major professional service firm niche. The overall 2008
revenue growth rate reported in the survey is 21.5% annually

Call (888) 287-8258 to pre-order
your copy today for $349.00 + S&H.
Available September!
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what everyone’s interests are so that I can focus
our energies on providing the best environment,
services, products and support to our members.
Number two is to take advantage of opportunities that are available with other organizations
and stakeholders in our industry that would be
beneficial to IBA and others as well. We have
an opportunity to start with NACVA, ValuSource
and Key Value Data to improve benefits that
are available to IBA and to enable a sharing of
opportunities with those other organizations as
well. The third goal is to focus on IBA’s outstanding strengths, history and reputation. IBA is the
oldest business appraisal society. I’ve known Michelle and Ray Miles for quite a number of years
and I’m looking forward to working with them to
make sure that we maintain every element they
built that made IBA the organization it is.
Q. What is your background?
A. I was actually fascinated to learn that Ray
and I have shared some common experiences.
We both started as engineers, but moved into
this fabulously interesting field of business appraisal. I started as an industrial engineer and
engineering economist. I went to work for the
IRS about 33 years ago where I rather quickly
discovered the world of business valuation and
developed quite an interest and fascination for
it, and educated myself in it—such as Ray did.
For the last 8 years, I was the national program
manager, responsible for all engineering and
valuation elements of tax administration. In that
capacity, I managed the operations of our appraisers—real estate and business and I developed and implemented the first business valuation standards that the service ever had. I was
very instrumental in dealing with the Pension
Protection Act, which changed the standards of
appraiser qualifications and appraisal standards
for certain specific types of valuation-related tax
transactions. I was very much involved in dealing
with issues of appraiser professional responsibility, including IRS penalties. A few months ago, I
was contacted by Parnell Black, CEO of NACVA,
who told me about this pending transaction and
asked me if I would be willing to step in as the
executive director of the IBA. It was an offer I
couldn’t refuse. It enables me to fulfill a number
of goals as well as dreams—working with some
of the finest professionals in our business, fo22

cusing on customer service to our members and
leading a world-class organization with a rich
history and esteemed position.
Q. I belong to three valuation organizations—IBA,
AICPA and NACVA. When I write a BV report, I
have to comply with three sets of standards. Is
it a good idea to belong to three organizations
and pay three fees and comply with three professional standards?
A. I do acknowledge that this is a significant
issue. I do have an objective to carefully review the IBA standards and to make sure that
our members are in the right position, and those
standards are appropriate, so that any potential
conflicts can be resolved. Also, I was formerly
responsible for the IRS valuation practice and its
entire appraiser organization, we faced the same
exact dilemma, and then one more because we
had our own standards there that I wrote. Are
there benefits that are sufficient for people to belong to more than one organization given these
possible confusions? I think the answer is yes.
Each organization has its own strengths and
benefits to offer. Although some of the products
and services overlap, there are some that are
unique. In my opinion, IBA’s most unique product would be its transaction database, which is
original, that is the largest and that is the most
comprehensive. But the reality is that in order
to provide the best service and support to members, you have to have enough resources to
make that happen. Now, we are going to be able
to leverage the resources that the other organizations have—rather than having to hire more
people and having less money to spend on products and services. Some people are looking at
this very skeptically and negatively, but I see the
benefits if it’s executed properly and that’s what
I’m here to accomplish.
Q. So for people who received their invoice to renew their IBA membership for the coming year but
they’re hesitating because they don’t know what’s
going to happen—what would you say to them?
A. Exercise a little bit of patience. Don’t overreact to rumor and trust that IBA’s new leadership in collaboration with IBA’s former leadership is going to insure that the organization not
only maintains its independence but improves its
products and services.
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BVR audio & live conferences
To register for any of our conferences, or for more information, visit our website at BVResources.com/conferences
(teleconferences), BVResources.com/training (live events) or call (503) 291-7963.
 September 9, 2008, 10 a.m. PDT-11:40 a.m. PDT (CPE)
The Uses and Abuses of Management Projections (Partial
Live Event Recast)
Featuring: Neil Beaton, CPA/ABV, CFA, ASA and Jim Catty
MA, CA, CPA, CFA, CBV, CFE
℡ September 12, 2008, 10 a.m. PDT-11:40 a.m. PDT
(CPE/CLE)
Understanding Buy-Sell Agreements: What Attorneys Must
Know About These Potentially Ticking Time Bombs
Featuring: Z. Christopher Mercer, ASA, CFA, Paul Hood,
Jr., Esq. and Hugh Gottschalk, Esq.
 September 16-17, 2008, Atlanta, GA (CPE/CLE)
Divorce: A Hands-On Workshop for BV Practitioners
Featuring: Hon. Jacqueline Silbermann; Jay Fishman,
FASA, CBA and William Morrison, CPA/ABV
 September 18, San Diego, CA (CPE/CLE)
USD School of Law Business Valuation Conference: Summit
on Discount for Lack of Marketability
Featuring: Event Chair Mel Abraham and Hon. Judge
David Laro

℡ October 16, 2008, 10 a.m. PDT-11:40 PDT (CPE/CLE)
Effective Use & Timing of Financial Experts in Commercial
Litigation
Featuring: Michele G. Miles, Esq.
 October 17, 2008, New York, NY (CPE)
Cost of Capital - A BVR Thought Leader Series Event in
Partnership with the NYSSCPA/FAE
Featuring: Shannon Pratt, CFA, FASA, MCBA, CM&AA,
and Roger Grabowski, ASA
℡ October 17, 2008, New York, NY, 10 a.m. PDT-11:40
PDT (CPE)
Cost of Capital - Telecast from Live NY Session
Featuring: Shannon Pratt, CFA, FASA, MCBA, CM&AA,
and Roger Grabowski, ASA
℡ October 23, 2008, 10 a.m. PDT-11:40 a.m. PDT (CPE)
Transaction Databases
Featuring: Nancy Fannon and Heidi Walker

℡ October 2, 2008, 10 a.m. PDT-11:40 a.m. PDT (CPE)
Discounts for Lack of Marketability and Related Discount
Issues
Featuring: Brian Pearson

℡ October 30, 2008, 10:00am - 11:40am Pacific Time
(Session I) and 12:00pm - 1:40pm Pacific Time (Session II)
(CPE)
Healthcare Valuation II Part Series: Physician Compensation
& Hot Topic To Be Determined!
Featuring: Cindy Collier, David Fein, David Gans, Greg
Feltenberger, and Mark Dietrich

℡ October 13, 2008, 10 a.m. PDT-11:40 PDT (CPE/CLE)
Compelling Statistical Evidence: Mining, Modeling & Presenting Quantitative Financial Evidence to Juries
Featuring: Dr. G. William Kennedy, Ph.D., CPA/ABV, Jeffrey L Dorman, Esq.

℡ November 20, 2008, 10 a.m. PDT-11:40 a.m. PDT (CPE/
CLE)
Fair Value Accounting: Litigation Hazards & Prevention
Featuring: Mike Mard, CPA/ABV, ASA, and Tony Yanez,
Esq.

℡ October 14, 2008, 10 a.m. PDT-11:40 PDT (CPE/CLE)
Employee Stock Ownership Plans: A Practice Overview for
Attorneys
Featuring: Mike Hartman, Stephen Smith, Esq., and Hon.
Richard Mourdock, Indiana State Treasurer

℡=Telephone Conference

=Live Event

=Webinar

New New item added or changed this
issue

September 16 – 17
BVR’s National Summit on Business
Valuation in Matrimonial Engagements
Atlanta, GA
(503) 291-7963
www.bvresources.com

New September 25 – 26
AICPA Fair Value Measurements
Workshop
New York, NY—AICPA Boardroom
(888) 777-7077
www.cpa2biz.com

September 4 – 5
CICBV’s 2008 National Conference
Quebec City, Canada—Hilton Quebec
(416) 204-3396
www.cicbv.ca

September 18
USD School of Law Business Valuation
Conference: Summit on Discount for
Lack of Marketability
San Diego, CA
(503) 291-7963
www.bvresources.com

October 17
BVR Thought Leader Series - Cost of
Capital
New York, NY
(503) 291-7963
www.bvresources.com

New September 24
PICPA’s Valuations for Tax Purposes
Seminar
Springfield, PA—Springfield Country Club
(215) 496-9272
www.picpa.com

October 18 – 21
RMA Annual Risk Management Conference
Baltimore, MD—Baltimore Marriott
Waterfront
(800) 677-7621
www.rmahq.org

Calendar

September 16
The Appraisal Foundation’s Appraisal
Standards Board Meeting
Chicago, IL
(202) 347-7722
www.appraisalfoundation.org

For an all-inclusive list of valuation-related Seminars and Conferences, BV Education classes and credentialing
programs—plus BVR Conferences, go to BVResources.com, and click on the “Calendar” menu.

september 2008

Business Valuation Update

23

COST OF CAPITAL
Treasury yields1
30-day: 1.65%

5-year: 3.08%

20-year: 4.49%

Duff & Phelps’ 2008 Premiums Over Long-Term Risk-free
Rate 2
Historical Equity Risk Premiums: Averages Since 1963
Data for Year Ending December 31, 2007
Measure Used for Size 3
1st
13th
25th
5-Year Average EBITDA
4.5%
9.0%
12.7%
5-Year Average Net Income 4.1%
8.9%
13.0%
Sales
5.6%
9.1%
12.0%
Total Assets
4.5%
8.8%
12.4%
IBBOTSON’S 2008 Arithmetic mean equity risk premium4
Historical equity risk premium (S&P 500)
for 30-day horizon, 1926-2007
8.48%
Historical equity risk premium (S&P 500)
for 5-year horizon, 1926-2007
7.51%
Historical equity risk premium (S&P 500)
for 20-year horizon, 1926-2007
7.05%
Micro-cap size premium (S&P 500), 1926-2007
3.65%
10th decile size premium (S&P 500), 1926-2007
5.82%
Supply side equity risk premium (S&P 500)
for 20-year horizon, 1926-2007
6.23%5
1

Prime lending rate:
Dow Jones 20-bond yield:1
Barron’s intermediate-grade bonds:1

BVR

High yield estimate:1
Mean 13.42%
Median 11.09%
Dow Jones Industrials P/E ratios:1
On ’08 operating earnings est.:
15.40
On ’09 operating earnings est.:
11.90
Long-term inflation estimate:6
2.50%
Long-term rate of growth GDP:6
2.70%

5.00%
6.02%
9.13%

1

Barron’s, September 1, 2008.

2

Source: Risk Premium Report 2008 © Duff & Phelps LLC. All rights
reserved. Report includes premiums where size is measured by market
value of equity, market value of invested capital, book value of equity,
and number of employees. We highly recommend that analysts using
Duff & Phelps data for cost of capital have the current year’s Report and
thoroughly understand the derivation of the numbers used. Complete
current and historical Duff & Phelps cost of capital data available at
BVResources.com.

3

Each measure for size is organized by Duff & Phelps, LLC into 25
portfolio ranks, with portfolio rank 1 being the largest and portfolio rank
25 being the smallest. Smoothed average premiums are presented here
because they are considered a better indicator than the actual historical
observation for most of the portfolio groups.

4

Source: 2008 Ibbotson Stocks, Bonds, Bills and Inflation® (SBBI®)
Valuation Yearbook, ©2008 Morningstar. All Rights Reserved. Used with
permission. We highly recommend the use of SBBI valuation data for cost
of capital and related fundamental analysis work. Copies of the Yearbook
may be acquired directly from Morningstar. While Morningstar makes
every effort to provide high quality data, Morningstar does not guarantee
the accuracy, timeliness or completeness of these data.

5

Represents the historical equity risk premium adjusted downward to
remove historical price to earnings growth.

6

10-year forecast; Federal Reserve Bank of Philadelphia, Livingston
Survey, June 10, 2008.
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Business Valuation Resources, LLC
1000 SW Broadway, Suite 1200
Portland, OR, 97205-3035

ABBOTT LIQUIDITY FACTOR™
The Discount for Lack of Liquidity (DLOL) database compiled
by Dr. Ashok Abbott, from which the Abbott Liquidity Factor™
is derived, provides the first complete tool for quantifying
discounts for lack of liquidity specific to size of the block and
the valuation period. It is based on directly observable, publicly available data. The reported results are representative
of the small firm, publicly traded stock pool with an average
market capitalization between $14 and $21 million during
2006-2007. The data represent the mean DLOL for the last
month of the quarter and ignore SEC Rule 144 restrictions. If
you are interested in using Abbott Liquidity Factor™ consulting services for a specific DLOL assignment, please contact
Linda Mendenhall at lindam@bvresources.com.

Discount for Lack of Liquidity
2006

2007

Block size

Q2

Q4

Q2

Q4

10%

18.83%

12.59%

14.63%

19.69%

20%

22.86%

15.74%

19.79%

25.83%

The information contained in this Liquidity Factor is current
as of December 31, 2007, and subject to change without
notice. Ashok Abbott and BVR are not responsible for any
damages, direct or indirect, caused by any error or omission
in this Liquidity Factor.
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National Economic Reports

Economic Outlook Update

TM

Business Valuation Resources, LLC, is your source for current and historical
national economic reports dating back to 1Q 2002. Each quarterly electronic
issue is ready to download and quote directly in your valuation report and
includes an abundance of tables and charts as well as information on:
●
●
●
●

2Q 2008 Report
Now Available
Single Report:
1-year Sub:

$119.00
$275.00

General Economic Indicators
Consumer and Energy Prices
Inflation Rates
Unemployment

Consumer Spending
Stock and Bond Markets
Construction and Manufacturing
Future Economic Outlook

●
●
●
●

Quarterly reports for 2008/2009 are available as follows:
3Q 2008 available Nov. 15, 2008		
4Q 2008 available Feb. 15, 2009

1Q 2008 available May 15, 2009
2Q 2008 available Aug. 15, 2009

Three Easy Ways to Order - Be sure to use code: PRIOR8970
Phone: (888) 287-8258 or (503) 291-7963
Web: www.BVResources.com
Mail: 1000 SW Broadway, Ste. 1200
Portland, OR 97205

National & International Forecast Reports

Consensus Economics, Inc.
Turn to Consensus Economics, Inc. for current and historical U.S. and international
forecast reports. Consensus Economics, Inc. surveys more than 600 economists
each month to obtain their forecasts and views on key economic factors. Since
October 1989, Consensus Economics, Inc. has been collecting and publishing
international economic forecast reports for the following world regions:
●
●
●

●

Consensus Forecasts - USA
Industrialized Countries
Eastern Europe Consensus
Forecasts
Foreign Exchange Consensus
Forecasts and Current Economics

●
●
●
●

Consensus Forecasts - G-7		
Asia Pacific Consensus Forecasts
Inflation Rates
Latin American Consensus Forecasts

Single Month Report:
$195.00 (U.S.)

Single Report:
1-year Sub:

$99.00
$235.00

Four Easy Ways to Order

Phone: Dawn Smith at: (011 44 20) 7491 3211
E-mail: editors@consensuseconomics.com
Web:
www.Consensuseconomics.com
Mail:
53 Upper Brook Street
London W1K 2LT, United Kingdom

BVR
What It’s Worth

Economic Outlook Update™
Your peers consider the Economic Outlook Update (EOU) the best data and the easiest
to use. Each quarterly issue of the EOU contains all the economic data and analyses
you need – and it’s ready for you to copy and paste into your valuation reports. It saves
you time and money by consolidating lengthy and pricey sources into 10 pages each
quarter. And, your subscription includes access to ALL historical issues!

Here's what you receive each quarter:
Call (888) 287-8258
ext. 2 to subscribe
today for $275.00/year
Subscription
includes access to
all historical issues!

•

Best value – save thousands of dollars on expensive research – EOU is the one
concise source you'll need

•

Timely delivery – your quarterly EOU will arrive within two weeks of the financial
data’s release (typically 6 weeks after the quarter's end)

•

Easy to use data – graphs, tables, summaries and data sources quickly put statistics at your fingertips

•

Reliable and defensible content – trust BVR to deliver accurate, reliable, and
quotable data

•

PDF, Microsoft Word® and Microsoft Excel® versions of every issue – copy
and paste these directly into your valuation reports with ease! (Proper citation
required; permission language included in each issue)

Visit www.BVMarketData.com to subscribe today
and to view a sample report.
1) Fax this page to: (503) 291-7955 2) Call (503) 291-7963 3) Mail this form to: 1000 SW Broadway, Ste. 1200, Portland, OR 97205

❏ Yes! Please sign me up for a one year subscription to the quarterly Economic Outlook Update™ for just $275.00/year.
(Please mention PRIOR8770)

Name:

Firm:

Address:
Phone:

City,State,Zip:
Fax:

E-mail:

Billing Information:
❏ Visa ❏ MasterCard ❏ AMEX ❏ Check payable to: Business Valuation Resources, LLC
				
			
Exp. Date:
Sec. Code:
Credit Card #:
Cardholder Name & Address (if different):
Business Valuation Resources, LLC . 1000 SW Broadway, Ste. 1200 . Portland, OR 97205 . (888) 287-8258 or (503) 291-7963

