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Sanitized USPAP Restricted Appraisal Report - Company XY, Inc. 

Key Case Facts About This Report For Reviewing Purposes 

Standards & 

Report Type 

USPAP Restricted Appraisal Report (we also write to AICPA, ASA & NACVA standards). 

• Restricted Appraisal Reports: As a Restricted Appraisal Report, there is less 
analysis & less justification provided within the report. Ideal for internal 
purposes, a transaction or some IRS purposes.  

• Appraisal Report: All justification is within the report and more detailed 
research and analysis is conducted. Ideal for court purposes & for more material 
matters with the IRS. 

End Client Case 

Information 

We valued 100% of the equity/shares for a potential sale of the company. Valuation 

Date: November 7, 2020. Report Date: Removed for sanitizing.  

InteleK’s Client – 
The Intermediary 

Issuing the Report 

White Labelled 

Our client is a CPA firm. They use InteleK when their clients need busines valuations. We 

provide value to our client and they use us a) for our valuation expertise and b) so they 

can focus on their “core” work as tax advisors. 

Process 

This project was typical in nature and followed a fairly standard ‘white label’ process 

with InteleK.  

1. InteleK is informed about the potential engagement by the intermediary and 
involved in preliminary pricing and scope discussions. 

2. Once our Client has signed their engagement letter with the end client, our Client 
(the intermediary) uploads the documentation into our project management portal 
(or via email), after which InteleK reviews and provides initial questions back to the 
intermediary often within three business days.  

3. InteleK can then host a management call with either our Client (intermediary) or 
the end client to gather any necessary information. Upon clarification and the 
receipt of generally a secondary round of documents/answers, InteleK then 
completes the modelling and the draft report in approximately five to seven 
business days. 

4. InteleK then has a phone discussion with the intermediary to validate key 
assumptions and the overall valuation number. The valuation report is then 
updated for any necessary changes and submitted to our client after that 
discussion, which is then signed off by our Client. 

Pricing 
InteleK generally charges their white label clients a percentage of what the end client 

pays, which can range between 35-70%. For further detail on what drives price within 

that range and a specific price for this example report, please speak with me directly. 

 

Andrew Mackson, CFA, ABV 

Director, InteleK Corporate Finance  

andrew.mackson@intelekcf.com   

mailto:andrew.mackson@intelekcf.com
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Letter of Engagement  

Re:  Valuation of 100% Equity of Company XY Inc. 

Dear Mr. John Clarkson, 

Company XY Inc.  

Client Address 

At your request and pursuant to your authorization, we have conducted a valuation of 

100% of the equity/shares of Company XY Inc. (hereinafter referred to as “Company XY” 

or “the Company"), as at November 7, 2020 which is detailed in this Restricted Appraisal 

Report. It is our understanding that this valuation may be relied upon for the potential 

sale of 100% of the equity of the Company. 

We have performed a valuation engagement, as that term is defined in the International 

Glossary of Business Valuation Terms, of the Company as Valuation/Effective Date of 

November 7, 2020. This valuation uses Going Concern as the Premise of Value to arrive at 

an estimated value. The resulting estimate of value should not be used for any other 

purpose or by any other party. This valuation engagement was conducted in accordance 

with the Uniform Standards of Professional Appraisal Practice (USPAP). As this is a 

Restricted Appraisal Report, the rational for how we arrived at our opinions and 

conclusions set forth in this report, may not be understood properly without additional 

information contained within the appraisal work file. 

For the purposes of the Company (business) appraisal, fair market value is defined by the 

IRS in Revenue Ruling 59-60 as “the price at which the property would change hands 

between a willing buyer and a willing seller when the former is not under any compulsion 

to buy and the latter is not under any compulsion to sell, both parties having reasonable 

knowledge of relevant facts.”   

Court decisions frequently state in addition that the hypothetical buyer and seller are 

assumed to be able, as well as willing, to trade and to be well-informed about the 

property and the market concerning such property. 
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We have appraised a fully privately marketable, controlling ownership interest in the assets 

of the subject company. Our Restricted Appraisal Report consists of: 

• This letter which identifies the subject and scope of this valuation and summarizes our 

opinions of value. 

• A report containing (i) descriptive data on The Company (ii) a discussion of the 

appropriate valuation Methodologies and the application of those Methodologies to the 

valuation of The Company and (iii) the conclusions attained throughout this analysis. 

We are of the opinion that, subject to the qualifications made within the body of this 

report, the value of 100% of the equity (shares) of the Company is: 

 

Therefore, based on the above, I conclude the total 100% equity value of the Company is 

$659,000 as at the Valuation Date of November 7, 2020.   

To arrive at our conclusion of equity (share) value, we have considered:  

• Operating Asset Value (Used for an Asset Sale) = All operating assets such as 

furniture, fixtures & equipment (or PPE) plus (+) all intangible assets, including 

business goodwill. Note: If any other short-term assets were to be included in an 

asset sale, these would be added (+) to the Operating Asset Value. 

• Enterprise Value = Operating Asset Value plus (+) normal net working capital (normal 

levels of short-term assets minus short term liabilities). 

Valuation Methodology 

100% Equity 

Value

Methodology 

Weighting 

Weighted 

Value

Asset Approach

Net Asset Value $184,000 0% CONSIDERED

Market Approach

Comp. Private Comp. Trans. SDE Multiple $672,000 N/A CONSIDERED

Comp. Private Comp. Trans. Revenue Multiple $496,000 N/A CONSIDERED

Comparative Public Company Transaction REJECTED N/A N/A

Comparative Prior Transaction REJECTED N/A N/A

Income Approach

Discounted Cash Flow $659,000 100% 659,000$        

Capitalization of Income $465,600 N/A CONSIDERED

100% $659,000Conclusion of 100% Controlling Equity Value (rounded)
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• Equity Value = Enterprise Value minus (-) the value of all interest-bearing debt (long- 

and short-term component of debt) plus (+) other non-operating/surplus assets 

(excess cash or working capital, non-core assets such as financial investments & real 

estate etc.). 

The valuation is subject to the information provided to us as well as the assumptions and 

financial data which appear in the report. 

We have made no investigation of, and assume no responsibility for, the title to or any 

encumbrances against Company XY or its assets. We certify that the compensation 

received for this study is not in any manner contingent upon the conclusions stated. This 

report is subject to the limiting factors and assumptions which appear at the end of the 

report.  

We have no obligation to update this Restricted Appraisal Report or our Conclusion of 

Value for information that comes to our attention after the date of this report.  

The estimate of value that results from this Restricted Appraisal Report is expressed as a 

Conclusion of Value.  

 

 Andrew Mackson, CFA, ABV 

Co-founder & Business Appraiser 

InteleK Corporate Finance 

November 30, 2020  
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Executive Summary 

Valuation Date November 7, 2020 

Report Type Restricted Appraisal Report 

Standard of Value Fair Market Value 

Premise of Value Going Concern 

Intended Use Potential internal sale of 100% of the shares (equity) 

Client(s) Mr. John Clarkson 

Intended User(s) Mr. John Clarkson & Company XY Inc. 

Subject Company Company XY Inc. 

Level of Value Controlling, Privately Marketable 

Extraordinary Assumptions or 

Hypothetical Conditions 
None 

Proposed Deal Terms N/A 

Certifying Appraiser Andrew Mackson, CFA, ABV 
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Purpose and Scope of the Valuation  

The valuation described in this Restricted Appraisal Report “report” was made for the 

purpose of expressing our conclusion of the Fair Market Value of 100% of the equity of 

Company XY Inc. (hereinafter referred to as "Company XY" or "the Company"), at the 

request of Mr. John Clarkson. It is our understanding that this valuation may be relied 

upon to for the potential sale of 100% of the equity of the Company. 

We have not conducted a site review of the subject business premises, nor have we 

audited or otherwise reviewed the business’s financial statements, which have been 

provided by the business management and its financial advisors. It was assumed that 

these financial statements are true and accurate. 

Report Type 

The scope of work is a “Restricted Appraisal Report”, defined as: 

• Its conclusion of value is expressed as either a single dollar amount or a range. 

• It considers all relevant information as of the appraisal date available to the 

appraiser at the time of performance of the valuation. 

• The appraiser conducts appropriate procedures to collect and analyze all 

information expected to be relevant to the valuation; and 

• The valuation considers all conceptual approaches deemed to be relevant by the 

appraiser. 

Standard and Premise of Value 

The term "Fair Market Value", as defined by the IRS in Revenue Ruling 59-60 and used 

herein, is defined as “the price at which the property would change hands between a 

willing buyer and a willing seller when the former is not under any compulsion to buy and 

the latter is not under any compulsion to sell, both parties having reasonable knowledge of 

relevant facts.”   

There are two primary premises of value for valuing a company: 

1. Going Concern: the value of a company that has sufficient resources and is 
assumed to continue its operations indefinitely.  
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2. Liquidation Value: the value of a company if operations are ceased and the assets 
are sold off separately. Within liquidation value, assets may be valued under an 
orderly liquidation where assets are assumed to be sold over a reasonable period 
of time to maximize the proceeds received, or under forced liquidation where they 
are sold under quick or forced terms, often resulting in lower values than under an 
Orderly Liquidation. 

The appraisal was performed under the premise of value as a Going Concern.  

Date of the Valuation: This valuation is made as at November 7, 2020 

Date of the Report: This report is prepared as of November 30, 2020. 

Assets Appraised: The scope of this valuation is limited to the total or 100% of the equity 

of Company XY Inc.  
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Business Description  

Company XY provides1 IT related solutions to small and medium-sized businesses in the XX 

Area. 

Company History, Ownership & Relationships 

Insert the Company history and other relevant information. Further information removed 

for Sanitizing purposes. 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 
1 Taken from the Company’s website: https://www.companyxy.net/ 
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Economic & Industry Analysis 

Where possible to quantify, we have considered both the economic and industry factors in 

our financial projections for the Company. Other factors have been accounted for in our 

estimation of the required rate of return for the Company, as discussed in more detail 

further within this report. 

US Economy2 

For the first time in more than half a year, U.S. economic conditions are looking strongly 

positive again. Following a robust first quarter in 2019, the economy settled into growth 

rates averaging just above 2.0% for the remainder of 2019—a pattern that appeared to be 

continuing in January and February 2020. But then the coronavirus pandemic struck with a 

vengeance, as the U.S. Gross Domestic Product (GDP) declined by 5.0% in Q1 2020, ending 

an all-time record of 128 consecutive months of growth, and then plummeted at an 

annualized 31.4% rate in the second quarter—the worst quarterly U.S. GDP performance 

in history. But the economy roared back at an annualized 33.1% rate in Q3, by far the 

fastest economic expansion in U.S. history and more than double the former record of 

16.7% quarterly growth registered in the 1950s. Equally encouraging, the economy added 

661,000 new jobs in September, for a total five-month resurgence of 11.4 million new 

jobs, including an all-time record 4.8 million jobs in June alone. The headline 

unemployment rate also declined to 7.9% in September, its fifth straight drop. 

Gross Domestic Product 

U.S. Gross Domestic Product (GDP) shrank at a revised, annualized 5.0% rate in Q1 2020 

and then plummeted at an all-time worst annualized quarterly rate of 31.4% in Q2, with 

both declines due overwhelmingly to coronavirus-fueled, government-imposed business 

shutdowns. But conditions turned around dramatically in Q3, with the economy 

rebounding at an annualized rate of 33.1%, by far the fastest economic expansion in U.S. 

history and more than double the former record of 16.7% quarterly growth registered in 

the 1950s, according to an October 29 report from the U.S. Bureau of Economic Analysis 

(BEA). Economists had forecast only a 30.9% quarterly GDP upswing. The main driver: an 

 
2 “National Economic Report”, September 2020, Kevin R. Hopkins. 
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all-time high 40.7% quarterly increase in consumer spending. These gains aside, GDP 

remains 3.5% below where it was at the beginning of the year. 

Consumer Spending 

After plunging by 7.5% in March, U.S. consumer spending plummeted by an originally 

reported record of 13.6% in April, reflecting the ongoing impact of the coronavirus 

pandemic as Americans complied with stay-at-home orders and dramatically reduced 

their spending at retail establishments, the U.S. Commerce Department reported. 

Thereafter, spending jumped back by an upwardly revised 8.5% in May, the largest 

increase in records dating back six decades (albeit below the 8.6% improvement forecast). 

Subsequently, consumer spending rose by 5.6% in June, by 1.9% in July, by 1.0% in August, 

and by 1.4% in September, the U.S. Commerce Department reported on October 30 

Government Spending  

According to final FY 2020 figures from the U.S. Treasury Department and the U.S. Office 

of Management and Budget, Federal spending hit another all-time record in FY 2020, 

which ended on September 30. Spending for the 2020 fiscal year came in at an estimated 

$6.552 trillion vs. $4.447 trillion in FY 2019, a year-over-year jump of 47.3%, many 

multiples of the increases of 8.3% in FY 2019 vs. FY 2018, of 3.2% in FY 2018 vs. FY 2017, 

and of 3.3% in FY 2017 vs. FY 2016. 

Investment 

Following three straight quarters of growth (Q3 2018 through Q1 2019), net private 

domestic business declined in each of the five following quarters, diving by 8.9% in Q2 

2019, by 2.6% in Q3 2019, by 9.5% in Q4 2019, by 18.0% in Q1 2020, and by 82.4% in Q2 

2020 (all figures revised), falling into negative territory for the first time since Q3 2009. 

But then, in the third quarter of 2020, investment zoomed back into the positive range, 

skyrocketing by 86.9% to $381.9 billion, just 16.0% below the Q1 level of $454.9 billion. 

Unemployment 

After posting a 50-year low of 3.5% in February, the U.S. headline unemployment rate 

jumped to 4.4% in March, then soared to 14.7% in April, the largest monthly increase in 

the data series’ 72-year history. Subsequently, the rate fell to 13.3% in May, to 11.1% in 
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June, to 10.2% in July, to 8.4% in August, and to 7.9% in September. After plummeting in 

March and April, the number of employed Americans (aged 16 years old and older), in 

revised figures, rose from 133.4 million in April to 147.3 million in August and then to 

147.6 million in September. At the same time, after soaring from 7.1 million in March to 

23.1 million in April, the number of unemployed people declined from 21.0 million in May 

to 13.6 million in August and then to 12.6 million in September. 

Consumer Prices and Inflation 

The U.S. Consumer Price Index (CPI) for all goods rose in September by 0.2% on a 

seasonally adjusted basis after having jumped by 0.6% in July and by 0.4% in August. The 

index for all items less food and energy (often referred to as “core inflation”) likewise rose 

by 0.2% in September after having climbed by 0.6% in July and by 0.4% in August. As of 

September 2020, the index has increased by 1.4% over the previous 12 months, vs. a 1.3% 

increase for the 12 months ending in August 2020. 

Interest Rates 

After cutting interest rates three times in 2019, the U.S. Federal Reserve announced an 

emergency interest-rate reduction on March 3, slashing its benchmark rate by half a point 

from a range of between 1.50% and 1.75% to a range of between 1.00% and 1.25%. The 

move was the largest since the 2008 – 2009 financial crisis and the first emergency rate 

cut since late 2008. Thereafter, on March 15, the Fed enacted another emergency rate 

cut, chopping rates a full point to a range of between 0.00% and 0.25%. The Fed has held 

rates steady since then—a stance reaffirmed in the Fed’s September 15 – 16 meeting, in 

which it said that it expects to keep rates at this low level through at least 2023. 

Small Business Confidence 

After registering its largest decline in the survey’s history (from 104.5 in February to 96.4 

in March), the National Federation of Independent Business (NFIB) Index of Small Business 

Optimism fell to a seven-year low of 90.9 in April. Thereafter, the index rebounded to 

100.6 in June, then slipped to 98.8 in July before rising back to 100.2 in August and to 

104.0 in September, just below February’s 2020 high. 

The CNBC/SurveyMonkey Small Business Confidence Index, after having peaked at 64 in 

Q1 2020, crashed in the wake of the coronavirus pandemic to 48 in Q2, losing one-quarter 
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of its value. Thereafter, the index rebounded to 53 in Q3, still its second lowest ever, 

albeit recapturing a third of its lost value. 

Economic Outlook 

The U.S. Federal Reserve, in its Q3 2020 economic-growth report, published September 

16, dramatically revised its near-term growth forecasts for the U.S. Gross Domestic 

Product (GDP). For 2020, the Fed, which had pared its estimate from 2.0% growth in its 

December 2019 forecast to negative 6.5% in its June reading (no projections were 

released in March, as they typically are), raised it to negative 3.7% in September. For 

2021, the predicted growth rate fell from 5.0% in June to 4.0% in September and, for 

2022, from 3.5% to 3.0%. The first reading for 2023 is 2.5%, with the longer-run rate up 

from 1.8% to 1.9%. 

Economic Impact on Company Value 

Given the wide-reaching impacts and uncertainty of COVID-19 on the U.S. economy, whilst 

considering its impact specifically on the economic activity of the IT sector, we see this as 

being neutral to the Company’s valuation. 

Industry Analysis 

The Company is part of both the IT Security Consulting and IT Consulting industries. Below 

we outline a brief summary of each industry. 

1. IT Security Consulting - Industry Overview3 

The IT Security Consulting industry offers managed IT security services, such as firewalls, 

intrusion prevention, security threat analysis, proactive security vulnerability and 

penetration testing and incident preparation and response, which includes IT forensics. 

IBISWorld estimates industry revenue is expected to grow at an annualized rate of 5.7% to 

$15.2 billion over the five years to 2020. The growing prevalence of high-profile 

cybersecurity attacks and the risks associated with potential data breaches will continue 

 
3 US Industry (specialized) report OD4584: “IT Security Consulting” IBISWorld, October 2020. 
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to propel the industry forward. However, revenue is expected to fall 2.9% in 2020 alone, 

due to COVID-19 related effects. 

The proliferation of e-commerce, mobile computing and internet access has contributed 

to the industry's rapid growth. Furthermore, several high-profile security attacks on 

businesses have brought online security of personal sensitive information to the forefront 

of both consumer and management concerns. 

Individuals are becoming increasingly concerned with how their personal information is 

used and secured online, boosting financial institutions' and governments' investment in 

IT security products and consulting. Safety concerns do not end there, however, as the 

sensitive data has moved onto cloud servers. An increasing percentage of services are 

conducted online, and therefore, businesses must take further precautions in guarding 

sensitive information from the prying eyes of cyber criminals and other hackers. 

Key Numbers 
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Industry SWOT 

 

IT Security Consulting - Industry Outlook 

As more services are being conducted online, IBISWorld estimates that private investment 

in computers and software will increase at an annualized rate of 6.7% over the five years 

to 2025. The percentage of business conducted online is forecast to increase to 33.5% by 

2025, up from 29.6% in 2020. The online provision of services is expected to become more 

ubiquitous as more companies adopt a software-as-a-service (SaaS) business model. SaaS 

is a model of software deployment in which a provider licenses an application to 

customers for use as a service on demand. SaaS offerings tend to be highly integrated with 

cloud computing and often store large quantities of secure information, which are two 

primary drivers of industry demand. 

2. IT Consulting - Industry Overview4 

The IT Consulting industry includes firms that provide the following services to client 

companies: writing, testing and supporting custom software; planning and designing 

integrated hardware, software and communication infrastructure; and onsite 

management of computer systems and data processing facilities. This industry excludes 

packaged software publishers and off-site data processing and hosting services 

 
4 US Industry (NAICS) REPORT 54151: “IT Consulting in the US” IBISWorld, August 2020. 
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The industry has experienced an uptick in demand for the majority of the current five-year 

period to 2020, as the economy largely grew at a strong rate. Key drivers such as strong 

corporate profit and rising investment in computers and software have driven its 

expansion as businesses have increased their IT-related budgets.  

2020 Key numbers

 

Industry SWOT 

     

IT Consulting - Industry Outlook 

In terms of technological trends, demand for industry services will be primarily driven by 

the mainstream adoption of third-platform services, which encompass cloud-based 

computing, big data analytics and mobile-based solutions. With regard to macroeconomic 

factors, industry revenue will be driven by anticipated growth in corporate profit, which is 

expected to fuel a rebound in private investment in computers and software. Rising 

demand from the Finance and Insurance sector will likely also benefit industry operators.  
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Overall, industry revenue is projected to grow at an annualized rate of 4.8% to $557.4 

billion over the five years to 2025. It should be noted that the rapidly evolving economic 

impact of the coronavirus pandemic subjects these projections to a degree of uncertainty. 

 

  



 

InteleK Corporate Finance  19   Restricted Appraisal Report 
 

Financial Review 

In forming our Conclusion of Value of the Company, we have analyzed the Company’s 

financial performance and position over the periods from January 1, 2017 to December 

31, 2019 and from January 1, 2020 to November 7, 2020 (“the Period”). In doing so, we 

have reviewed Company prepared profit and loss statements and balance sheets 

(statements of position) prepared for the whole Period and tax returns for the years 2017-

2019. 

 

Income Statement 

 
Note: Information from Company Financial Statements.  

Financial Performance 2017-2020 

 
Note: Information from Company Financial Statements.  

Financial Performance Commentary 

History History History YTD Nov 7 Extrapolated

(Year Ended December 31) 2017 % 2018 % 2019 % 2020 % 2020

Total Revenue 468,920$        100.0% 540,581$        100.0% 436,216$        100.0% 468,984$        100.0% 553,568$        100.0%

Total COGS 112,915$        24.1% 190,369$        35.2% 110,907$        25.4% 116,356$        24.8% 131,276$        23.7%

Gross Profit 356,005$        75.9% 350,212$        64.8% 325,309$        74.6% 352,628$        75.2% 422,292$        76.3%

Total Operating Expenses 200,065$        42.7% 200,918$        37.2% 207,036$        47.5% 185,815$        39.6% 219,381$        39.6%

Total Other Income 146$                0.0% 45$                   0.0% 46$                   0.0% 83$                   0.0% 98$                   0.0%

Earnings Before Interest & Tax (EBIT) 156,086$        33.3% 149,339$        27.6% 118,319$        27.1% 166,896$        35.6% 203,009$        36.7%

Earnings Before Tax (EBT) 156,086$        33.3% 149,301$        27.6% 118,288$        27.1% 166,558$        35.5% 202,610$        36.6%

Current C-Corp Net Profit After Tax (NPAT) 115,504$        24.6% 110,483$        20.4% 87,533$           20.1% 123,253$        26.3% 149,932$        27.1%
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- Revenue: fluctuated over the Period from the low of $436k in 2019 to highs of 

$541k in 2018. Year To Date to the Valuation Date (“YTD”), Company revenue was 

$469k, which extrapolated would see the Company with its highest yearly revenue 

over the Period as the Company has partially benefited from the COVID-19 

pandemic. 

- EBIT: had lows of $118k in 2019 with its highest level over the Period in 2017 at 

$156k. Whilst EBIT margins are at the highs in the Period YTS at 35.6% driven by 

gross margins which YTD have been above average at 75.2% whilst operating 

expenses have remained below average at 39.6% of total revenue. 

Historical Balance Sheet  

  
Note: Information from Company Financial Statements.  

Balance Sheet & Financial Position  

 
Note: Information from Company Financial Statements.  

Financial Position Commentary 

2017 2018 2019 2020 VD

102,407$     115,899$     163,215$     218,428$     

103,641$     116,657$     168,605$     223,689$     

8,263$          16,548$        16,465$        9,276$          

8,263$          16,548$        16,465$        40,176$        

95,378$        100,109$     147,140$     184,013$     

Historical Balance 

Total Current Assets 

Total Assets

Total Current Liabilities

Total Liabilities 

Total Equity 
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- Total Assets: has grown over the period as the balance sheet has expanded, driven 

primarily by an increase in cash.  

- Long-Term Liabilities: were $31k at the Valuation Date comprised of long-term 

debt. Prior to 2020, the Company had no long-term liabilities.  

- Retained Earnings: Have increased over the period as the Company has produced 

positive net profit after tax and cash balances have increased.  

 

Ratio Analysis  

In order to analyze the historical financial performance of the Company, we have 

calculated various ratios in order to analyze trends and to assist in the determination of 

the Company’s risk profile.  This analysis is presented in the below section. 

 

This ratio analysis focuses on profitability ratios, activity/efficiency ratios & liquidity ratios. 

Solvency and debt ratios have not been analyzed as the Company had no debt until 2020, 

with the balance at the Valuation Date being $30,900. Accordingly, no historic trend 

analysis can be performed, and we do not see this relatively small amount of debt as 

materially increasing the risk profile of the Company. We have also included ratios YTD 

given the Valuation Date’s proximity to the end of 2020. We do note that for certain 

ratios, the exact same periods are required (i.e. all full years) to make their analysis and 

comparison to other periods useful.   

Profitability ratios 

Profitability ratios identify the company’s ability to utilize its assets to generate different 

measures of returns, relative to either revenue or capital. Several metrics can be used to 

assess the company’s ability to generate profits, depending on the specific business and 

what profitability comparisons are appropriate.  

Gross Profit Margin: Is calculated as gross profit divided by total revenue. This margin 

shows the percentage (%) of profit generated for each dollar ($) of revenue, after 

subtracting the cost of goods sold (COGS) or cost of services. 
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A higher margin is generally positive to the valuation as it is an indication stronger pricing 

power or of lower COGS.  

Earnings Before Interest & Tax (EBIT) Margin: Sometimes equal to the operating profit 

margin, the EBIT margin is calculated as operating profit plus nonoperational earnings and 

expenses divided by total revenue. This margin shows the percentage (%) of profit 

generated from operations after all COGS and administrative expenses.  

A higher margin is generally positive to the valuation as it is an indication of stronger 

company profitability. 

Pretax (EBT) Margin: Is calculated as profit before tax divided by total revenue. This 

margin shows the percentage (%) of pre-tax profit for each dollar ($) of revenue, after 

subtracting the cost of goods sold (COGS) or cost of services. The pretax margin measures 

the operating efficiency of a company after interest expense.  

A higher margin is generally positive to the valuation because it indicates higher 

profitability pre-tax. 

Return on Operating Asset Margin: Is calculated by dividing net profit by total average 

operating assets. This margin shows the percentage (%) of net profit for each dollar ($) of 

operating assets used to generate it. This ratio is not diluted by non-operating assets and 

reflects the return on all operating assets invested in the company, whether they were 

financed with liabilities, debt, or equity.  

A higher margin is generally positive to the valuation because it indicates greater efficiency 

of revenue generating assets. 

Return on Assets (ROA) Margin:  Is calculated as net profit divided by average total assets. 

This margin shows the percentage (%) of net profit generated for each dollar ($) of total 

assets. It is an indicator of how efficient a company is at generating net income from its 

entire asset base.  

A higher ROA is generally positive to the valuation as it indicates more efficient uses of all 

company assets by management. 
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Return on Equity (ROE) Margin: Is calculated as net profit divided by average 

shareholders’ equity. This margin shows the percentage (%) of net profit generated for 

each dollar ($) of all equity capital contributed (including minority equity, preferred 

equity, and common equity). ROE is useful as it shows the overall percentage return to 

providers of capital after debt. 

A higher ROE is better as it indicates higher profitability owing to the firm’s providers of 

equity capital. 
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Historical Profitability Ratios 

  
Note: Calculated from Company Financial Statements.  

The chart below displays the numbers in the table above. 

Historical Profitability Margins 

 
Note: Calculated from Company Financial Statements.  

Profitability Margins Analysis  

- Gross Profit Margins: have been fairly consistent around 75% with the exception 

of 2018 when they dropped to lows of 65%, driven by significantly higher COGS. 

- EBIT Margins: have been more volatile than gross profit margins, ranging from 

lows of 27% in 2018 and 2019, to highs of 36% in 2020 YTD. The higher volatility at 

an EBIT margin level is quite common when revenue is fluctuating, illustrating the 

operational leverage of the Company through its relatively fixed operating 

expenses.  

- EBT Margins: with no long-term debt in the Company’s capital structure until 

2020, EBT margins (which have interest expenses subtracted) have not been 

materially different to EBIT margins over the Period. 

Profitability Margins & Ratios 2017 2018 2019 11/7/20 

Return on Sales

Gross Profit Margin 75.92% 64.78% 74.58% 75.19%

Earnings Before Interest & Tax (EBIT) Margin 33.29% 27.63% 27.12% 35.59%

Earnings Before Tax (EBT) Margin 33.29% 27.62% 27.12% 35.51%
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Historical Returns on Capital 

 

Note: Calculated from Company Financial Statements.  

The chart below displays the numbers in the table above. 

Historical Returns on Capital 

 
Note: Calculated from Company Financial Statements.  

Profitability Margin Analysis: 

- Return on Operating Assets (ROOA): declined between 2017 and 2019 as total 

operational assets (adjusted for any surplus cash) increased from $104k in 2017 to 

$130k in 2019, with EBIT declining from $156k in 2017 to the lows of $118k in 

2019. 2020 YTD has seen this ratio increase again as EBIT has been significantly 

higher.  

- Return on Assets (ROA): Has followed a similar trend to ROOA with the difference 

being the impact of C-corp after tax profits used in the numerator by ROA and 

surplus assets increasing the denominator. Surplus assets in the form of cash have 

Profitability Margins & Ratios 2017 2018 2019 11/7/20 

Return on Investment 

Return on Operating Assets 150.60% 135.58% 93.93% 126.81%

Return on Assets 111.45% 100.30% 61.37% 62.84%

Return on Total Capital

Return on Equity 121.10% 113.03% 70.81% 74.44%
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increased over the Period, bringing the total asset base up and keeping the ROA 

ratio lower.  

- Return on Equity (ROE): has followed a similar trend to ROOA/ROA, declining from 

2017 to 2019 before increasing slightly in 2020 YTD to 77%. This has been driven 

by the increasing equity base as retained earnings have increased over the Period 

from $95k in 2017 and $183k in 2020 YTD. 

Efficiency/Activity Ratios 

Efficiency ratios are also known as activity ratios or asset utilization ratios. They measure 

how well a company manages various activities, particularly how efficiently it manages its 

various assets. Activity ratios are analyzed as indicators of ongoing operational 

performance, which reflect how effectively assets are used by a company. These ratios 

reflect the efficient management of both working capital and longer-term assets. 

Efficiency has a direct impact on liquidity (the ability of a company to meet its short-term 

obligations), so some activity ratios are also useful in assessing liquidity. 

Accounts Receivable Turnover: Is calculated as net credit sales (or revenue if information 

is not available) divided by average accounts receivables. This margin shows the ratio of 

revenue generated from credit sales for each dollar ($) of average accounts receivables 

and illustrates how effective a company is on collection its debts.  

A higher ratio needs to be analyzed further. A higher accounts receivable turnover can 

mean quicker collection of company debts and hence a more efficient use of working 

capital by management. However, if too high, it can mean tight credit conditions (or a lack 

of credit) extended to customers which may be hurting company sales. 

Days of Sales Outstanding (DSO): Is calculated as the number of days in the period 

divided by accounts receivable turnover. Days of receivables indicates the average time (in 

days) that a company takes to collect on credit extended to its customers.  

A lower ratio needs to be analyzed further. A ratio that is lower generally is positive as it 

indicated greater effectiveness in extending credit to reputable customers and hence a 

more efficient use of working capital by management. However, if too low, it can mean 



 

InteleK Corporate Finance  27   Restricted Appraisal Report 
 

tight credit conditions (or a lack of credit) extended to customers which may be hurting 

company sales. 

Working Capital Turnover Ratio: Is calculated as revenue divided by average working 

capital. It indicates how efficiently the company generates revenue with its working 

capital. Some companies have working capital that is near zero or negative, rendering this 

ratio incapable of being interpreted.  

If applicable, a high turnover ratio is generally positive to the valuation as it indicates 

greater efficiency from its short-term assets. 

Fixed Asset Turnover: Is calculated as total revenue divided by average fixed assets. This 

ratio signifies how efficient the firm is at producing revenue, from its fixed asset base such 

as PPE (ignoring short term assets).  

A higher fixed asset turnover is generally positive to the valuation as it displays a more 

efficient use of the firm’s fixed assets by management. 

Total Asset Turnover: Is calculated as total revenue divided by average total assets. This 

ratio signifies how efficient the firm is at producing revenue, from its total asset base 

(inclusive of short-term assets and all long-term assets on the balance sheet).  

A higher total asset turnover is generally positive to the valuation as it displays a more 

efficient use of the firm’s total assets by management. 

Historical Efficiency Ratios 

 
Note: Calculated from Company Financial Statements.  

The charts below display the numbers in the table above. 

 

Activity/Efficiency Ratios 2017 2018 2019 11/7/20 

Accounts Receivable Turnover 11.44               15.10               12.49               23.99               

Days of sales outstanding (DSO) 31.90               24.18               29.23               15.22               

Working Capital Turnover 4.98                 5.59                 3.55                 2.64                 

Fixed Asset Turnover 380.00            542.75            141.91            88.06               

Total Asset Turnover 4.52                 4.91                 3.06                 2.39                 
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Operating Turnover Ratios 

 

 

Note: Calculated from Company Financial Statements.  

Efficiency Ratio Analysis: 

- Working Capital Turnover: increased from 4.98 in 2017 to 5.59 in 2018 as revenue 

increased, however has since declined to 2.64 in 2020 YTD. The decline has been 

driven by the increase in unadjusted net working capital due to the increase in 

cash.  

- Account Receivable Turnover: was relatively consistent between 2017 and 2019, 

before spiking significantly in 2020 YTD. This is due to a small negative balance of -

$138 in account receivable the Valuation Date, which we believe to be due to the 

use of cash accounting in the balance sheets throughout the year.  

- Days of Sales Outstanding (DSO): Has ranged between 32 and 24 between 2017 

and 2019 with the 2020 YTD figure affected by the aforementioned cash 

accounting. 
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Fixed Asset Turnover & Total Asset Turnover (chart capped at 800) 

 
Note: Calculated from Company Financial Statements.  

Fixed Asset Turnover & Total Asset Turnover Analysis: 

- Fixed Asset Turnover: Has been high because of the historic low value of fixed 

assets.  Despite the relatively capital light nature of the Company, this ratio would 

suggest that either the fair market value of these fixed assets is higher than their 

book values, or that these fixed assets will need replacing shortly to sustain the 

Company’s revenue.  

- Total Asset Turnover: is difficult to see on the comparative chart above however 

increased from 4.52 in 2017 to 4.91 in 2018 due to higher revenues, before 

declining to 2.39 times in 2020 YTD as the total asset base has increased. 

Liquidity Ratios 

Liquidity ratio analysis focuses on cash flows and measures a company’s ability to meet its 

short-term obligations. Liquidity measures how quickly assets are converted into cash. 

Liquidity ratios also measure the ability to pay off short-term obligations.  

 

Current Ratio: Is calculated as current assets divided by current liabilities. The current 

ratio is a measures a company's ability to pay short-term obligations defined as those due 

within one year.  

A higher ratio needs to be analyzed further. A higher ratio is generally better as it indicates 

higher liquidity, less reliance on operating cash flow and outside financing to meet short-
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term obligations. However, it could be driven by large amounts of obsolete inventory, 

while excessively high ratios are a sign of an inefficient use of working capital. 

Quick Ratio: Is calculated as cash and equivalents + Short Term Investments + Accounts 

Receivables divided by current liabilities. The quick ratio measures a company’s ability to 

meet its short-term obligations with its most liquid assets. The quick ratio is more 

conservative than the current ratio because it includes only the more liquid current assets, 

reflecting the fact that certain current assets (prepaid expenses, some taxes, and employee 

related prepayments) are costs that have been paid in advance and cannot usually be 

converted back into cash. It also reflects the fact that inventory might not be easily and 

quickly converted into cash. 

Like the current ratio, a higher ratio needs to be analyzed further. A higher ratio is 

generally better as it indicates higher liquidity, less reliance on operating cash flow and 

outside financing to meet short-term obligations. However excessively high ratios are a 

sign of an inefficient use of working capital. 

Cash Ratio: Is calculated as highly marketable short-term investments and cash divided by 

current liabilities. The cash ratio normally represents a reliable measure of an entity’s 

liquidity in a crisis situation.  

A higher ratio needs to be analyzed further. A higher ratio is generally better as it indicates 

higher liquidity, less reliance on operating cash flow and outside financing to meet short-

term obligations. However excessively high ratios are a sign of an inefficient use of cash 

and equivalents. 

Historical Liquidity Ratios 

 
Note: Calculated from Company Financial Statements.  

The chart below displays the numbers in the table above. 

 

 

RATIO ANALYSIS History History History History

Liquidity Ratios 2017 2018 2019 11/7/20 

Current Ratio 12.39               7.00                 9.91                 23.55               

Quick Ratio 12.39               7.00                 9.91                 23.55               

Cash Ratio 7.18                 5.03                 7.40                 23.34               
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Liquidity Ratios 

 
Note: Calculated from Company Financial Statements.  

 

Liquidity Ratio Analysis 

- Current & Quick Ratio: have been equal over the period given for the Company, 

there was no difference between the assets that constitute their bases. The rations 

have remained significantly above one times over the Period, indicating sufficient 

short-term liquidity with the low of seven times in 2018. 2020 YTD again sees these 

figures distorted given the likely cash accounting nature of accounts payable as 

part of the detonator of short-term liabilities.  

- Cash Ratio: Has followed a similar trend to the current and quick ratios. The 

difference between the two being the Company’s trade notes and accounts 

receivables. 
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Ratio Summary 

  

2017-2020 YTD (Valuation Date) Ratio & Financial Analysis Summary 

Overall, the Company’s financial performance has been EBT margin positive, driving 

positive cash flows over the Period under analysis. The impact of no debt until 2020 and 

the current levels are viewed as relatively low with interest rates at historically low levels 

given the COVID-19 pandemic, means that insolvency is not high risk at the Valuation 

Date. However, this indicates that potentially the Company is not optimizing its capital 

structure through the assumed lower cost of debt, than with higher amounts of equity 

financing. The balance sheet expansion has been primarily driven by the positive financial 

results increasing retained earnings (equity) and cash balances (assets), which are now in 

surplus above what we regard as a” normal level” of net working capital. This signals a 

slightly inefficient use of this excess cash (lower returns), while this lowers the Company’s 

risk profile given the increased liquidity to the Company.  

RATIO ANALYSIS TREND

Liquidity Ratios

Current Ratio Increasing since 2018

Quick Ratio Increasing since 2018

Cash Ratio Increasing since 2018

Profitability Margins & Ratios

Return on Investment 

Operating Return on Assets Indeterminate

Return on Assets Indeterminate

Return on Total Capital

Return on Equity Indeterminate

Activity/Efficiency Ratios

Accounts Receivable Turnover Indeterminate

Days of sales outstanding (DSO) Indeterminate

Working Capital Turnover Decreasing since 2018

Fixed Asset Turnover Increasing

Total Asset Turnover Decreasing since 2018

Solvency/Debt Ratios

Debt-to-Assets Indeterminate

Debt-to-Equity Indeterminate

Financial Leverage Indeterminate

Debt-to-EBITDA Indeterminate
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Net fixed assets as mentioned previously have not materially changed over the period, 

with most of the fixed assets close to fully depreciated on the balance sheet. This indicates 

either old fixed assets that potentially need to be upgraded in the coming years or that 

these assets are stated on the balance sheet below their fair market values. Given the 

relatively capital light nature of the Company, the risk of the former and its impact on the 

risk profile of the Company’s future cash flows is viewed as low relative to more capital-

intensive industries. 

To the extent this analysis impacts the overall risk profile of the Company, it has been 

accounted for in our development of the discount rate, multiples or forecasts if appliable, 

as discussed further within this report. 
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Valuation Approaches and Methodologies  

Generally accepted valuation principles require reliance on three basic approaches:  

1. The Income Approach; 

2. The Market Approach; and 

3. The Asset Approach (also known as the Cost Approach).   

These Approaches are generally based upon the capitalization/discount of income, the 

market exchanges for comparable assets and the cost to reproduce the assets.  The 

Income, Market and Asset Approaches are briefly summarized below. 

Business valuation is guided by two fundamental economic principles: 

1. Principle of ‘Future Benefits’: A rational buyer will not buy an asset at a price that 

exceeds that cash flows the asset is expected to generate in the future, adjusted 

for risks associated with achieving those streams of cash flows and time value of 

money. 

2. Principle of ‘Substitution’: A rational buyer will not buy an asset at a price that 

exceeds the cost to acquire or recreate a similar asset, with similar or greater 

economic utility. 

Income Approach  

The Income Approach is a valuation technique that capitalizes or discounts the anticipated 

income from an appraised asset.  This approach is predicated on developing either cash 

flow or income projections which are then discounted for time and risk.   

The main business valuation Methods for SMEs under the Income Approach are:  

- Discounted Cash Flows (DCF); and 

- Capitalization of Future Maintainable Earnings (FME). 

Discounted Cash Flows (DCF): The Methods such as DCF that utilize a ‘stream of earnings’ 

is known as the discounting Methods. The discounting Methods account for the time 
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value of money directly and determine the value of the business enterprise as the present 

value of the projected earnings/income stream. The risk is quantified by means of the 

discount rate. 

Capitalization of Future Maintainable Earnings (FME): The Methods such as the 

Capitalization of FME which rely upon a single value of business earnings are referred to in 

general as direct capitalization Methods. A ‘single measure of earnings’ is an identified 

earnings number based on historical figures, which are believed to be the most probable 

maintainable earnings into the future. The risk is then quantified by means of the 

capitalization rate. 

The selection of these Methods depends on the historical performance and the ability to 

forecast the future, of the company under valuation. 

Market Approach  

The Market Approach is another approach that provides an indication of value by 

comparing the asset under valuation with identical or comparable (that is similar) assets 

for which price information is available. This comparison measure is the estimated market 

value based on market prices in actual transactions that have recently been established in 

the market. After studying the selling prices, value adjustments are made for 

comparability differences. 

The main business valuation Methods for SMEs under the Market Approach are:  

- Comparative Private Company Method; 

- Comparative Public Company Method; and 

- Comparative Prior Transactions Method. 

Comparative Private Company Method: The Comparative Private Company Transaction 

Method uses historical transactional data of private companies that provide a reasonable 

basis for comparison to the relevant investment characteristics of the company being 

valued. Guideline companies are used as a basis to develop valuation conclusions with 
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respect to the subject company under the presumption that a similar market exists for the 

subject company as exists for the guideline private companies.  

Comparative Public Company Method: The Comparative Public Company Method uses 

historical transactional and trading data of public companies that provide a reasonable 

basis for comparison to the relevant investment characteristics of the company being 

valued. Guideline public companies are used as a basis to develop valuation conclusions 

with respect to the subject company under the presumption that a similar market exists 

for the subject company as exists for the guideline publicly traded companies.  

Comparative Prior Transactions Method: The Comparative Prior Transaction Method uses 

recent transactions involving the Company’s stock. The principle of substitution is used to 

determine the value. This simply means that if one arm’s length fair market value 

transaction occurred at a given price then if nothing has substantially changed, another 

arm’s length fair market value transaction would occur at the same price.  

The selection of these Methods depends on the comparative transactional data available. 

Asset Approach  

The Asset Approach (also known as the Cost Approach) provides an indication of value 

using the economic principle that a buyer will pay no more for an asset than the cost to 

obtain an asset of equal utility (benefit).  

The main business valuation Methods for SMEs under the Asset Approach are:  

- Book Value Method; 

- Adjusted Net Assets Method; and 

- Orderly Liquidation Method. 

Book Value: The book value Method simply calculates the book value, which is an 

accounting-based value that is calculated by subtracting the book value of total liabilities 

from the book value of total assets. This method takes as fact that the underlying assets 

are the driving factor in the valuation of the company and that the fair market value is 

approximated by the book value. 
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Adjusted Net Asset Value: Determination of asset value begins with the company’s 

reported financial statements. Adjustments are made, as necessary or appropriate, to 

reflect the market values of the corporation’s assets and liabilities, as opposed to their 

book values. The objective is to arrive at a net asset value, which is defined as the 

difference between the adjusted valuation of all assets and liabilities. Net asset value 

should reflect the valuation of assets and liabilities in the context of a going concern. 

Therefore, net asset value is not the company’s liquidation value (Orderly or otherwise) 

because liquidation value assumes that the business is not a going concern. 

Orderly Liquidation Value: The Orderly Liquidation Value of the company’s assets is 

another method that is generally not considered appropriate for valuing operating 

entities. If the company is being valued as a going concern, it will not be able to liquidate 

its assets and continue operations. However, if the company is being liquidated or the 

ownership interest being valued has the ability to liquidate the company and would 

receive a higher return on investment from the liquidation, the liquidation value may be 

the company’s best indication of value. 

The Orderly Liquidation Value method develops a value by adjusting the reported book 

values of a subject company’s individual assets to their actual or estimated fair market 

values as if they were to be sold in an orderly, piecemeal manner and subtracting the 

associated liabilities adjusted to their actual or estimated fair market liquidation value. 

The selection of these Methods depends on the balance sheet and premise of value. 
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Approaches Considered & Used 

Under ideal circumstances, all three Approaches may be applicable to the valuation of an 

asset. For certain types of assets, one or more valuation Approaches may be 

inappropriate.  In certain instances, results indicated by one Approach may vary widely 

from the other two Approaches. When this situation exists, the appraiser must discern the 

reasons for this difference and select the Methods that best represent the considerations 

of both a willing and knowledgeable buyer and seller.   

In valuing Company XY, we have formed our Conclusion of Value considering all three 

Approaches, before weighting the Income Approach only. In the following section of this 

report, we describe the valuation Methods considered in estimating the value of the 

Company as a Going Concern.   

We note that most businesses receive revenue and incur costs from time to time that 

could be considered to be: 

- Non-recurring in nature; 

- Non-cash in nature (that is, an expense or income is recorded but no cash is paid 

out or received), and/or; 

- Non-commercial in nature (that is, they are not required for or derived from the 

Company’s usual activities, not at arms-length or market rates). 

Based on the above, it is generally accepted that when undertaking the valuation of a 

business those non-recurring, non-commercial and non-cash revenues or expenses are 

removed from the business’ financial results, so the business can be assessed on what its 

true, commercial, cash profit or loss is. This normalization of the Company’s Income 

Statement has been performed given the premise of value as a Going-Concern, see 

Appendix F. These adjustments are then used where applicable within the sections to 

come regarding the Income and Market Approaches. 

Income Approach 

Discounted Cashflow Valuation Method:  

The primary methods for determining the value under the Income Approach are the 

Capitalization of Earnings and Discounted Cash Flow (“DCF”) Methods. We have analyzed 
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both methods in our Conclusion of Value and in consultation with Company Management, 

determined that the Discounted Cash Flow Method will allow for a more appropriate 

projection of the future opportunities and risks going forward.   

 

The DCF Method is based on the premise that a company is worth the present value of its 

future cash flows. This method requires an explicit forecast of the future benefit stream 

over a reasonably foreseeable short term and an estimate of a long-term benefit stream 

that is stable and sustainable. That is, not varying from period to period and determined to 

continue into the future without compromise. An appropriate discount rate and an estimate 

of long-term growth beyond the forecast period allow discrete present values to be 

calculated and summed for all periods to determine the enterprise value. 

 

In this section, we will go through the financial statement projections, the assumptions used 

to calculate the projections, and any assumptions around the terminal value. The chosen 

discount rate will be discussed in a later section of this report. 

 

Projected Income Statement 

The following are key assumptions made in developing the projected income statement. 

These projections were made based on input from management, as well as our own 

professional judgement and expertise. For a detailed presentation of the projected income 

statement and our assumptions, refer to Appendix H: 

 

Projected Cash Flow 

Revenue Growth % per year Mangement guided to double revenue in five years and as been modelled as such

COGS Average of 2017-2020 extrapolated margins 26.5%

Operating expenses Average of 2017-2020 extrapolated margins Been applied on a per line basis

Total Other Income & 

Adjustments

Interest Income Assumed 0 for core busines in future / non material historically

Other Income Assumed 0 for core busines in future / non material historically

Less: Depreciation Normalized Very low in 2020. small adjustment up PRE Tax to 2017 levels.

Fines and Penalties Nothing / Non core

Charitable Contribution Non core business

Less: Rents Normalized Adjusted from 10.5k in 2020 then up by inflation 2%

Less: Officers Compensation 

Expense, Normalized

Interest Expense Same interest in 2021 as debt is paid down, then assumed 0 from 2020

Assumptions

Adjusted from 115k SALARY + 10% (other comp related expenses) in 2020 then up by 

inflation 2%
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The projected cash flow is calculated using the projected income statement, as well as 

assumptions around capital expenditures and working capital needs. The DCF Method 

operates under the premise that a company is worth the present value of its future cash 

flows. We have forecasted five full year periods of free cash flows and used a terminal value 

to reflect the present value of the stabilized cash flows following the projection 

assumptions. 

 

In our determination of the enterprise value of the Company, we have projected cash flows 

available to all shareholders (debt and equity), or free cash flow to total invested capital. 

The formula for free cash flow to total invested capital is as follows: 

 

 

 

Forecasted Free Cash Flows 

  
Note: Calculated from Company Financial Statements and with Management’s guidance.  

 

Free Cash Flow Assumptions 

• Net Revenues: Have been modelled as described in the table above, with a small 

decline expected in 2021 from the extrapolated 2020 levels to reflect an expected 

decline in business from client ‘Key Client 1’. This is expected in the year following 

the Valuation Date whilst there is also an expected transition from the existing 

owner of the Company to an identified potential buyer. Following a small transition 

Free Cash Flow to Invested Capital 

Net Profit After Tax (NPAT)

Plus: Non Cash Charges (e.g. depreciation)

Plus: Interest Expense x (1 - Corp Tax Rate)

Less: Capital Expenditures

Less: Increase in Net Working Capital

Equals: Free Cash Flow to Invested Capital

(Year Ended December 31) 2020 f 2021 2022 2023 2024 2025 2026

Net Revenues 84,585$ 530,000$ 609,500$ 731,400$ 841,110$ 925,221$ 948,352$ 

Net Profit After Tax 16,441$ 47,068$ 67,189$ 98,615$ 126,660$ 147,646$ 151,876$ 

Plus Interest * (1-Tax Rate) 43$ 279$ -$ -$ -$ -$ -$ 

Plus Depreciation/Amortization  89$ 590$ 590$ 590$ 590$ 590$ 590$ 

(Less) Capital Expenditure (89)$ (1,000)$ (1,000)$ (1,000)$ (1,000)$ (1,000)$ (1,000)$ 

(Increase)/Decrease in Net Working Capital -$ 3,465.30$ (11,688.99)$ (17,923.12)$ (16,130.81)$ (12,366.95)$ (3,400.91)$ 

Free Cash Flow to Invested Capital 16,661$ 52,402$ 57,090$ 82,282$ 112,119$ 136,869$ 150,065$ 



 

InteleK Corporate Finance  41   Restricted Appraisal Report 
 

period, it is expected that the new owner will drive the revenue growth in the 

business whilst the existing owner remains contracted to the Company to support a 

smooth transition of personal goodwill and business knowledge. This adjustments 

to both the revenue and expense base have been captured within the projected 

income statement in Appendix H. 

• NPAT: Calculated from the projected income statement in Appendix H. 

• Taxes: While the entity is currently structured as a pass-through entity and is not 

burdened with corporate level taxes, it is appropriate to apply taxes to projected 

cash flows. Even though the entity itself does not pay taxes, taxes are in fact paid by 

the investor once the earnings are passed through to their personal income 

statements. Additionally, within the Fair Market Value context, we must consider all 

potential buyers, which includes taxable entities. Therefore, any rational investor 

should consider the tax burden on earnings. We have applied a tax rate of 30% based 

on the Estimated future long-term federal C-corp rate plus corporate state tax rate. 

• Capital Expenditures: Management has guided that the Company has historically 

been capital light and will likely continue to be so in future. We have included a small 

amount ($1,000) of annual capital expenditure to replace/maintain the existing fixed 

asset base, which is in additional to office expenses and other related items via the 

income statement. 

• Working Capital Needs: have been calculated as the average of the 2017-2019 a) 

net working capital and b) non-cash net working capital ratios, as a percentage of 

total revenues. This equates to a three-year average of 14.7%. Accordingly, an 

allocation to net working capital has been made in the period to the terminal value 

in 2026, based on the yearly change in the projected revenue multiples by 14.7%. 

 

Terminal Growth Rate & Benefit Stream 

One of the key elements to the Discounted Cash Flow method is that an estimate of a long-

term benefit stream that is stable and sustainable can be determined. Put another way, this 

benefit stream is continuing into the future without change. In the short term, the benefit 

stream can vary wildly due to circumstances in the fact pattern. However, at the end of the 

reasonably foreseeable future a terminal benefit stream must be estimated. 

 

We estimate 2.50% as the terminal compound annual growth. This growth estimate is based 

upon our assessment of the Company’s prospects for sustainable growth in relation to the 
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industry, local economy, and discussions with management. The cash flow in the residual 

period of the forecast is $150,065. This value is then capitalized to determine the present 

value of the ongoing benefit stream, as of the forecasted year five. This is done by dividing 

the residual period cash flow by the discount rate minus the terminal growth rate (21.16% 

– 2.50% = 18.66%). The benefit stream is then discounted to its present value at the 

Valuation Date and summed with the discrete present values in determining the fair market 

value of the Company. 

 

Midyear Convention 

In the normal discounting process, it is assumed that the benefit stream is available to the 

hypothetical buyer at the end of the period. This is not always the case since sales and 

expenses occur over the course of a period. The benefit stream is then available during the 

period and not only at the end. To implement this logic, a midyear convention is used. The 

midyear convention calculates the present value of a benefit stream using arithmetic that 

presumes half is available before the midyear and half is available after the midyear. We 

have applied the midyear convention because it more closely represents the cash flows 

received by the subject entity. 

 

Indicated Value 

To calculate the fair market value of the subject entity, discrete short-term benefit 

streams are calculated and discounted to the present value as of the Valuation Date at the 

Company’s Weighted Average Cost of Capital (“WACC”), which is equal to the Company’s 

unlevered cost of equity. The present value of the terminal value is also calculated using 

same process. The sum of all these indicates an initial Fair Market Value prior to any 

secondary discounts of the enterprise. The indicated enterprise value of the Company is 

$594,462. 

 

To arrive at the indicated equity value, all the interest-bearing debt was subtracted from 

the enterprise value and any surplus assets were added. Surplus assets include $95,737 of 

surplus cash that we see as surplus to “normal levels” of net working capital, as detailed 

below: 

 

 

DCF Method Valuation  
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Concluded Equity Value 

Our Conclusion of Value using the DCF Method is that a one hundred percent (100%) 

controlling interest prior to any discounts for lack of control or lack of marketability is 

$659,000 rounded. Refer to Appendix I for more detail. 

Discount and/or Capitalization Rates 

Cost of Debt Capital 

The Company is to be valued on an unlevered basis given the Company had no long-term 

debt until 2020 and is assumed to return to a debt free capital structure over the long 

term. Accordingly, the cost of debt is not calculated nor weighted to find the overall cost 

of capital. 

Weighted Average Cost of Capital (WACC) 

The final discount rate, or weighted average cost of capital (WACC) to be applied to the 

projected cash flows is calculated using the following formula: 

 

WACC = [(Cost of Equity) * (% Equity)] + [(Cost of Debt) * (1-Tax Rate) * (% Debt)] 

 

The calculated weighted average cost of capital (WACC) was determined to be 21.16%. This 

represents an estimate of the WACC considering the build-up method employed in 

calculating the cost of equity with no/zero debt. Refer to Appendix J.  

Cost of Equity Capital 

The discount rate or capitalization rate represents the risk an investor is willing to accept 

for the potential reward an investment in the subject company will return. Different rates 

Sum of Present Value of FCFF 265,296$ 

Present Value of Terminal Value 329,166$ 

Indicated Enterprise Value 594,462$ 

Less: Long Term Debt  (30,900)$ 

Plus: Surplus Working Capital 95,737$ 

Indicated 100% Equity Value 659,299$ 

Times: Pro Rata Interest @ 100% 659,299$           

Fair Market Value of 100% Equity Controlling 

Interest, Rounded
659,000$           
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apply to different types of businesses. It is also known as the return that an investor requires 

from the investment. This risk is not calculated in a vacuum or a sterile environment but 

rather it is calculated based on the factors that can be contrasted against investing in other 

vehicles/assets that are available as of the valuation date. 

 

The build-up method layers different risk estimates to build up a discount rate. The 

following sections explain various components used in the build-up method. Refer to 

Appendix J for our analysis. 

 

To complete the build-up method, we then add the Company Specific Risk Premium and a 

Projections/Forecast Risk Premium if applicable to the Duff & Phelps’ identified cost of 

equity. The specific method justification is detailed later in this report.  

 

Build-Up Method Risk Elements  

 

Risk Free Rate  

The risk-free rate measures the rate of return an investor can earn without taking any 

additional risk. We have chosen the Duff & Phelps Normalized Rate as a proxy for the risk-

free rate.  

 

Equity Risk Premium  

The equity risk premium (“ERP”) represents the risk an investor takes on for investing in 

large public companies. This risk is measured by taking the historical returns of listed 

companies/stocks and subtracting the risk-free return over the same period (average 

annual returns for the stock market minus average annual returns for long term 

government bonds). We have used the Duff & Phelps Recommended ERP. 

 

Size Premium 

Empirical evidence shows that the risk reward principle (the greater the risk the greater the 

reward) holds true in the size or capitalization of the company. The size premium represents 

average annual returns for small capitalization stocks minus average annual returns for 

large capitalization stocks. We have used the Duff & Phelps Risk Premium Report Study 

regression equations in identifying the size premium for the Company. 
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Industry Risk Premium 

Certain industries are expected to perform better or worse than the broader market in 

future. The individual volatility and risk of each industry needs to be calculated against that 

of the broader market. Industry Risk Premium is the risk premium specific to an equity 

investment in the subject Company’s industry. The industry risk premium data in the Duff 

& Phelps Valuation Handbook is broken down into industries by SIC. The Company’s most 

applicable industry SIC was used to identify the appropriate Industry Risk Premium at the 

Valuation Date. 

 

Total Cost of Equity  

To develop the cost of equity for the Company, the components discussed above were 

summed together.  

 

The calculated equity discount rate using the build-up method for the Company is 15.16%, 

as per Duff & Phelps Cost of Capital Navigator. Refer to Appendix J. The Company Specific 

Risk Premium (below) and Projection/Forecast Risk Premium have then added to this 

number to arrive at the final cost of equity of the Company. 

 

Company Specific Risk Premium (“CSRP”) 

Calculating a CSRP is one of the most subjective variables within a discount rate. Below we 

have selected a CSRP based upon our professional judgement and experience, in 

combination with fundamental economic and financial principals, which we consistently 

use when analysing the company specific risk premium of SMEs. These include analysing, 

however, are not limited to the Company’s: 

• Revenue Level & expected growth 

• Financial Risk 

• Operational Risk 

• Profitability & expected growth 

• Sales and Earnings Stability 

• Business Dependency on Owner 

 

An incorrect estimation of this risk premium may have a significant impact upon the 

valuation of a privately held company. As shown above under ‘Build-Up Method Risk 
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Elements’, these components determine the build-up discount rate. In order to develop 

the cost of equity capital, a Company Specific Risk Premium needs to be identified.  

 

Following this analysis, in our opinion a Company Specific Risk Premium of 2.00% is 

applicable. 

 

Projection/Forecast Risk Premium 

A projection or forecast risk premium is added when the selected valuation method 

incorporates projections or forecasts which we believe have an above average level of risk 

associated with their execution. In assessing this, we use our professional judgement and 

assess factors such as the historical performance of the business, management’s historic 

ability to create budgets and execute them and our assessment of whether negative or 

down downside cash flow scenarios have been accurately captured in the 

projections/forecasts which have been provided to us or developed in consultation with 

management. 

 

Following this analysis, in our opinion a Projection/Forecast Risk Premium of 4.00% is 

applicable. 

 

We then add the CSRP and the Projection/Forecast Risk Premium to the equity discount 

rate built up using the Duff & Phelps Cost of Capital Navigator. This gives us a total cost of 

equity discount rate of 15.16% + 2.00% + 4.00% = 21.16% which has been applied to the 

DCF’s of the Company, as described in the section above. 

Capitalization of Future Maintainable Earnings Method 

To determine the Company’s value under the Income Approach, we also considered the 

Capitalization of Future Maintainable Earnings (“FME”) Method to identify the Fair Market 

Value of the Company. The Capitalization of FME Method analyses the historical free cash 

flows of the Company and is not as “forward looking” as the DCF Method. Following 

discussions with Management and their expectations for approximately 100% revenue 

growth in the Company over the next five years which we see as plausible, conscious also 

of the purpose of the valuation and this Report, we did not consider it appropriate to 

weight the Capitalization of FME Method in our conclusion of value for the Company. 
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That being said, we calculated an approximate equity value of the Company for 

information purposes using the Capitalization of FME Method as per below, prior to any 

discounts for lack of control or lack of marketability, which is detailed in full in Appendix K. 

 

  
Note: Calculated from Company Financial Statements and with Management’s guidance.  

Market Approach 

A market-based company valuation relies upon the comparison of the subject company to 

similar guideline or comparable companies. 

Comparative Private Company Transaction Method 

The Comparative Private Company Transaction Method uses historical transactional data 

of companies that provide a reasonable basis for comparison to the relevant investment 

characteristics of the company being valued. Guideline companies are used as a basis to 

develop valuation conclusions with respect to the subject company under the 

presumption that a similar market exists for the subject company as exists for the 

guideline private companies.  

Ideal guideline companies should be in the same business as the company being valued. 

However, if there is insufficient transaction evidence in the same business, it may be 

necessary to consider companies with an underlying similarity of relevant investment 

characteristics such as markets, products, growth, cyclical variability and other salient 

factors. 

The guideline company method uses a group of privately held companies selected for 

their ability to provide valuation guidelines for the analyst. The most commonly used 

Value

400,774$         

Plus: Surplus Assets 95,737$           

Less: Interest-bearing debt 30,900$           

465,611$         

Times: Pro Rata Interest @ 100% 465,611$         

Fair Market Value of 100% Equity Controlling Interest, Rounded 465,600$         

TIC (growth model with midyear convention)

Capitalization of FME Valuation Calculations

100% Marketable Controlling Interest Equity Value
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version of the guideline company method develops a ratio, such as the price/revenue, 

with which to capitalize the base, such as the company’s revenue.  

Databases and Industry Codes 

We searched the BizComps and ValuSource Market Comps databases for transactions 

involving privately held guideline companies. These databases are a collection of small 

business sales whereby relevant pricing information is collected from business brokers 

and transaction intermediaries on individual sales of small businesses. 

We researched transactions by first identifying the industry in which the Company 

operates in. Using the SICS code 7279 for the industry of Computer Related Services, we 

performed a search for a group of companies in a similar line of business as that of the 

subject Company.  

Analysis of Transactions 

We found 12 transactions that may meet the criteria for being included as guideline 

companies. We rejected and did not include other transactions in our analysis, as when 

cleaning the data, they were determined as not relevant, due to size, being older than 

seven years, business descriptions not deemed as comparable to the Company or having 

the appearance of data entry error.  

Upon further analysis of these 12 transactions, only one of these was more recent than 

2016. Considering the lack of data points, the age of the transactions and their 

comparability to the Company, conscious of the Valuation Date and the current existence 

and impact of COVID-19 on the IT sector, we did not deem it appropriate to weight the 

Market Approach in our conclusion of value. 

For informational purposes only, our Conclusion of Value using the Market Approach is 

that a one hundred percent (100%) controlling interest prior to any discounts for lack of 

control or lack of marketability is as follows and detailed in full in Appendix L: 

Indicated Equity Value Applying Revenue Multiples 
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Indicated Equity Value Applying SDE Multiples 

  

Asset Approach 

Book Value Method 

The Book Value Method simply calculates the book value, which is an accounting-based 

value that is calculated by subtracting the book value of total liabilities from the book value 

of total assets, resulting in the book value of net assets. This method takes as fact that the 

underlying assets are the driving factor in the valuation of the company and that the fair 

market value is approximated by the book value. The book value of the Company’s assets 

is as follows: 

 

   

 

The book value methodology derived from the Company’s balance sheet at Appendix G 

identifies the equity value prior to any discounts for lack of control or lack of marketability 

as $183,513 at the Valuation Date.  

 

Given we believe a level of goodwill exists in the business as identified under the DCF 

Method, this method has not been weighted in our Conclusion of Value of the Company. 

  

+ Operating Asset Value 317,760$             

+ Net Working Capital 113,415$             

+ Other Non-Operating/Surplus Assets 95,737$               

- Long Term Liabilities 30,900$               

Equity Value 496,012$             

Market Approach Equity Value - Revenue Multiple

+ Operating Asset Value 493,880$             

+ Net Working Capital 113,415$             

+ Other Non-Operating/Surplus Assets 95,737$               

- Long Term Liabilities 30,900$               

Equity Value 672,132$             

Market Approach Equity Value - SDE Multiple

Total Assets 223,689$ 

Total Liabilities 40,176$ 

Book Value of Equity 183,513$ 

Book Value at the Valuation Date
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Reconciliation of Value 

We weighted the Income Approach only to calculate the value of one hundred percent of 

the equity of the Company under a full control basis. We concluded that the value of one 

hundred percent of the equity of the Company on a control, privately marketable basis is 

as follows. 

Company XY Equity Values Under the Different Valuation Methodologies 

 

We weighted the DCF Method only in our Conclusion of Value as we see this to be the 

prime and only driver of identifying the Fair Market Value of the Company.  

Valuation Methodology 

100% Equity 

Value

Methodology 

Weighting 

Weighted 

Value

Asset Approach

Net Asset Value $184,000 0% CONSIDERED

Market Approach

Comp. Private Comp. Trans. SDE Multiple $672,000 N/A CONSIDERED

Comp. Private Comp. Trans. Revenue Multiple $496,000 N/A CONSIDERED

Comparative Public Company Transaction REJECTED N/A N/A

Comparative Prior Transaction REJECTED N/A N/A

Income Approach

Discounted Cash Flow $659,000 100% 659,000$        

Capitalization of Income $468,000 N/A CONSIDERED

100% $659,000Conclusion of 100% Controlling Equity Value (rounded)
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Discounts and Other Considerations 

Other important characteristics of an investment that need to be considered are: 

1) Lack of control: the degree of minority ownership versus a control position 

represented by the investment; and  

2) Lack of marketability/liquidity: the degree of ready marketability or lack of 

marketability. 

Lack of Control: A discount for lack of control (DLOC) may be applied to the value of a 

non-controlling (minority) interest in a company. Conversely, a premium may be applied 

to the valuation of a company, or paid in a transaction for control, in which the ownership 

interest is a controlling position. If the equity holder has a control position, he or she can 

accelerate the receipt of those future benefits and via management and operational 

initiatives, take direct steps to enhance the future benefits, or at least the probability that 

they will be generated. On the other hand, a minority or non-controlling position in a 

privately held company is generally held at the great risk of being subject to the judgment, 

ethics and management skills of the controlling shareholder(s). Depending on a number of 

items, the impairment of value can be significant. The value of control is dependent on the 

shareholder's ability to exercise any or all of a variety of rights typically associated with 

control, that will affect those future benefits. Listed below are several common 

prerogatives of control: 

• Elect directors and appoint management 

• Determine management compensation and perquisites 

• Set policy and change the course of business 

• Acquire or liquidate assets 

• Select people with whom to do business and award contracts 

• Make acquisitions of other companies 

• Liquidate, dissolve, sell out or recapitalize the company 

• Sell or acquire treasury shares 

• Register the company's stock for public offering 

• Declare and pay dividends 

• Change the articles of incorporation or bylaws 
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• Block any of the above actions. 

Obviously, many factors can impact the degree of control a shareholder has over the 

operations of a corporation or limited liability company. When any of the control 

elements are not available to the ownership interest being considered, the value 

attributable to control must be reduced accordingly.  

Given we are valuing a 100% controlling interest in the Company and that we have made 

“controlling adjustments” in the DCF Method available only to a controlling shareholder, 

this method has valued the Company on a controlling basis and as such, no DLOC is 

applicable.  

Lack of Marketability/Liquidity: A discount for lack of marketability (DLOM) reflects the 

fact that, unlike publicly traded companies, there is not a quick source of liquidity for 

owners of a closely-held business. This applies to both controlling and minority interests, 

however it is significantly higher for minority interests as this makes the investment even 

more illiquid, given the lack of decision-making ability around when and how to “market” 

or “liquidate” the assets of the company. Practically speaking, if we had two companies 

that were identical, however one was a public listed company (and thus could be 

liquidated in a short time frame (e.g. T+3) and the other was a private unlisted company, 

the liquidity available to the former has value and thus should be valued at a premium, 

under Fair Market Value. 

There have been many studies undertaken over the years in an attempt to understand the 

impact of marketability as a characteristic of equity ownership. The studies themselves 

are varied and complex and discounts still remain an area of opinion and discretion. 

However, they can be generally classified into four general categories. 

▪ Restricted Stock Studies 

▪ Pre-IPO Studies 

▪ Price/Earnings Comparisons 

▪ Measurement of flotation costs 

Quantifying this amount is challenging and highly subjective.  
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Given we are valuing a 100% controlling interest in the Company, this often lowers any 

applicable DLOMs. This in combination with the specific marketability characteristics of 

the Company which we see as above average, means that we do not see a DLOM 

applicable in the valuation of 100% of the equity of the Company. 

Discounts Conclusion 

Accordingly, no discounts have been applied to the previously stated 100% controlling, 

privately marketable equity value of $659,000 rounded. 
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Conclusion of Value 

Following the application or consideration of any secondary discounts, the 100% 

controlling, privately marketable equity value of the Company is as follows:  

 

 

The final conclusion of the 100% Equity Value of Company XY Inc. is $659,000. 

 

Andrew Mackson, CFA, ABV 

Business Appraiser 

InteleK Corporate Finance 

 

  

Valuation Methodology 

100% Equity 

Value

Methodology 

Weighting 

Weighted 

Value

Asset Approach

Net Asset Value $184,000 0% CONSIDERED

Market Approach

Comp. Private Comp. Trans. SDE Multiple $672,000 N/A CONSIDERED

Comp. Private Comp. Trans. Revenue Multiple $496,000 N/A CONSIDERED

Comparative Public Company Transaction REJECTED N/A N/A

Comparative Prior Transaction REJECTED N/A N/A

Income Approach

Discounted Cash Flow $659,000 100% 659,000$        

Capitalization of Income $468,000 N/A CONSIDERED

100% $659,000Conclusion of 100% Controlling Equity Value (rounded)
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Appendix A: Valuation Analyst’s Representations, Qualifications and 

Certification 

Andrew Mackson, CFA, ABV 

Andrew is one of the Co-founders of InteleK Corporate Finance and has broad experience 

across valuations, wealth management and ECM & DCM. Andrew is the Head of Business 

Appraisals and has performed over 200 business valuations primarily in the United States 

& Australia. Andrew’s experience has been valuing businesses with revenue primarily 

between USD 1-20 million, up to as high as USD 150 million. 

Valuation Purposes 

• Internal purposes such as shareholder transactions, disputes & planning. 

• Gift and Estate Tax. 

• Buy/Sell-side transaction support. 

• Complex company structures/reversing related parties for fair market value. 

• Mergers and acquisitions; and 

• Financing purposes including SBA loans. 

Education & Qualifications 

• CFA (Chartered Financial Analyst) Charter holder since September 2017. 

• Associate of the American Institute of Certified Public Accountants (AICPA). 

• Accredited in Business Valuation (ABV) Holder since May 2020; and 

• Dual Bachelor of Commerce and Economics from the University of Queensland, 

Australia.  

Other Professional Experience 

• Corporate: Prior to co-founding InteleK, Andrew worked for Swiss Bank UBS 

(Sydney, Australia). Andrew commenced in Equity Research before moving to 

Wealth Management. Andrew had broad experience at UBS facilitating and selling 

both UBS Investment Bank led and third-party led ECM & DCM transactions to the 

100+ UBS Wealth Management client advisor base. Andrew was involved in over 

70 transactions, across both DCM (listed hybrids and OTC debt for transactions 

raising $20.2bn) and ECM (block trades, placements, entitlements & IPOs for 

transactions raising $30.9bn).  

• Personal Private Equity: Andrew purchased a tourism business in January 2018 

which he then improved over the following 2.7 years, before executing its sale in 

September 2020. Andrew personally experienced discounts relating to Lack of 

Control (DLOC) and Lack of Marketability (DLOM) selling his own 50% shareholding 

during the COVID-19 Pandemic within DLOMs at their peaks. 
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Appendix B: Statement of Assumptions and Limiting Conditions 

1. The conclusion of value arrived at herein is valid only for the stated purpose as of 

the date of the valuation. 

2. Financial statements and other related information provided by the Company or its 

representatives, in the course of this engagement, have been accepted without any 

verification as fully and correctly reflecting the enterprise's business conditions and 

operating results for the respective periods, except as specifically noted herein. InteleK 

Corporate Finance has not audited, reviewed, or compiled the financial information 

provided to us and, accordingly, we express no audit opinion or any other form of 

assurance on this information. 

3. Public information and industry and statistical information have been obtained 

from sources we believe to be reliable. However, we make no representation as to the 

accuracy or completeness of such information and have performed no procedures to 

corroborate the information. 

4. We do not provide assurance on the achievability of the results forecasted by the 

Company because events and circumstances frequently do not occur as expected; 

differences between actual and expected results may be material; and achievement of the 

forecasted results is dependent on actions, plans, and assumptions of management. 

5. The conclusion of value arrived at herein is based on the assumption that the 

current level of management expertise and effectiveness would continue to be 

maintained, and that the character and integrity of the enterprise through any sale, 

reorganization, exchange, or diminution of the owners' participation would not be 

materially or significantly changed. 

6. This report and the conclusion of value arrived at herein are for the exclusive use 

of our client for the sole and specific purposes as noted herein. They may not be used for 

any other purpose or by any other party for any purpose. Furthermore, the report and 

conclusion of value are not intended by the author and should not be construed by the 

reader to be investment advice in any manner whatsoever. The conclusion of value 

represents the considered opinion of InteleK Corporate Finance, based on information 

furnished to them by the Company and other sources. 
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7. Neither all nor any part of the contents of this report (especially the conclusion of 

value, the identity of any valuation specialist(s), or the firm with which such valuation 

specialists are connected or any reference to any of their professional designations) 

should be disseminated to the public through advertising media, public relations, news 

media, sales media, mail, direct transmittal, or any other means of communication 

without the prior written consent and approval of InteleK Corporate Finance. 

8. Future services regarding the subject matter of this report, including, but not 

limited to testimony or attendance in court, shall not be required of InteleK Corporate 

Finance unless previous arrangements have been made in writing. 

9. InteleK Corporate Finance is not an environmental consultant or auditor, and it 

takes no responsibility for any actual or potential environmental liabilities. Any person 

entitled to rely on this report, wishing to know whether such liabilities exist, or the scope 

and their effect on the value of the property, is encouraged to obtain a professional 

environmental assessment. InteleK Corporate Finance does not conduct or provide 

environmental assessments and has not performed one for the subject property. 

10. InteleK Corporate Finance has not determined independently whether the 

Company is subject to any present or future liability relating to environmental matters 

(including, but not limited to CERCLA/Superfund liability) nor the scope of any such 

liabilities.  InteleK Corporate Finance’s valuation takes no such liabilities into account, 

except as they have been reported to InteleK Corporate Finance by the Company or by an 

environmental consultant working for the Company, and then only to the extent that the 

liability was reported to us in an actual or estimated dollar amount. Such matters, if any, 

are noted in the report. To the extent such information has been reported to us, InteleK 

Corporate Finance has relied on it without verification and offers no warranty or 

representation as to its accuracy or completeness. 

11. InteleK Corporate Finance has not made a specific compliance survey or analysis of 

the subject property to determine whether it is subject to, or in compliance with, the 

American Disabilities Act of 1990, and this valuation does not consider the effect, if any, of 

noncompliance. 
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12. No change of any item in this appraisal report shall be made by anyone other than 

InteleK Corporate Finance, and we shall have no responsibility for any such unauthorized 

change. 

13. Unless otherwise stated, no effort has been made to determine the possible effect, 

if any, on the subject business due to future Federal, state, or local legislation, including 

any environmental or ecological matters or interpretations thereof. 

14. If prospective financial information approved by management has been used in 

our work, we have not examined or compiled the prospective financial information and 

therefore, do not express an audit opinion or any other form of assurance on the 

prospective financial information or the related assumptions. Events and circumstances 

frequently do not occur as expected and there will usually be differences between 

prospective financial information and actual results, and those differences may be 

material. 

15. We have conducted interviews with the current management of the Company 

concerning the past, present, and prospective operating results of the Company. 

16. Except as noted, we have relied on the representations of the owners, 

management, and other third parties concerning the value and useful condition of all 

equipment, real estate, investments used in the business, and any other assets or 

liabilities, except as specifically stated to the contrary in this report. We have not 

attempted to confirm whether all assets of the business are free and clear of liens and 

encumbrances or that the entity has good title to all assets.   
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Appendix C: Certification of the Valuation Analyst 

I certify that, to the best of my knowledge and belief: 

1. The statements of fact contained in this report are true and correct. 

2. The analyses, opinions, and conclusion of value included in the valuation report 

are subject to the specified assumptions and limiting conditions, and they are 

the personal analyses, opinions, and conclusion of value of the valuation 

analyst. 

3. I have no present or prospective interest of the property that is the subject of 

this report, and I have no personal interest with respect to the parties involved. 

4. I have performed no services, as an appraiser or in any other capacity, 

regarding the property that is the subject of this report within the three-year 

period immediately preceding acceptance of this assignment. 

5. I have no bias with respect to the property that is the subject of this report or 

to the parties involved with this assignment. 

6. My engagement in this assignment was not contingent upon developing or 

reporting predetermined results. 

7. My compensation for completing this assignment is not contingent upon the 

development or reporting of a predetermined value or direction in value that 

favors the cause of the client, the amount of the value opinion, the attainment 

of the stipulated result, or the occurrence of a subsequent event directly 

related to the intended use of this appraisal. 

8. My analyses, opinions, and conclusions were developed, and this report has 

been prepared, in conformity with the Uniform Standards of Professional 

Appraisal Practice (USPAP). 

9. Cameron Braid, MBA assisted in the preparation of this report. 

Andrew Mackson CFA, ABV 

InteleK Corporate Finance 

November 30, 2020. 

Appendix D: Sources of Information 
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Source of Information Disclaimer: 

Information in this report was obtained from management, public records and other 

sources considered to be informed and reliable. Therefore, I have relied upon the 

referenced information without independent verification. 

Company Information: 

• Company tax returns for the years 2017 to 2019; 

• Company prepared management accounts for the years 2017 to 2019 and YTD 

to November 7, 2020; 

• Company provided documents including AR ageing schedules, Company history 

and supplier list; 

• Management Interview Questionnaire; and 

• Various emails with Management. 

Other Sources of Information: 

• US Industry (specialized) report OD4584: “IT Security Consulting” IBISWorld, 

October 2020; 

• US Industry (NAICS) REPORT 54151: “IT Consulting in the US” IBISWorld, August 

2020.  

• “National Economic Report”, September 2020, Kevin R. Hopkins; 

• Duff & Phelps Cost of Capital Module; 

• BIZCOMPS; and 

• IBA Market Comps. 
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Appendix E: Income Statement 

  

Note: Information from Company Financial Statements.  

  

History History History YTD Nov 7 Extrapolated

(Year Ended December 31) 2017 % 2018 % 2019 % 2020 % 2020 %

Income

Net Revenues 468,920$        100% 540,581$        100% 436,216$        100% 468,984$        100% 553,568$        100%

Revenue Growth Rate 15% -19% 8% 18%

Total Revenue 468,920$        100% 540,581$        100% 436,216$        100% 468,984$        100% 553,568$        100%

COGS

Cost of Goods Sold 112,915$        24% 190,369$        35% 110,907$        25% 116,356$        25% 131,276$        24%

Other Costs

Total COGS 112,915$        24% 190,369$        35% 110,907$        25% 116,356$        25% 131,276$        24%

Gross Profit 356,005$        76% 350,212$        65% 325,309$        75% 352,628$        75% 422,292$        76%

Expenses

Compensation of Officers 42,900$           9% 42,625$           8% 42,900$           10% 35,750$           8% 42,208$          8%

Salaries & Wages 95,120$           20% 86,445$           16% 89,530$           21% 79,927$           17% 94,365$          17%

Repairs & Maintenance -$                 0% 70$                   0% -$                 0% -$                 0% -$                 0%

Bad Debts -$                 0% -$                 0% -$                 0% -$                 0% -$                 0%

Rents 3,600$             1% 3,600$             1% 4,800$             1% 5,500$             1% 6,494$             1%

Taxes & Licenses 10,735$           2% 10,135$           2% 10,576$           2% 9,468$             2% 11,178$          2%

Depreciation 580$                0% 476$                0% 368$                0% 130$                0% 153$                0%

Deplition -$                 0% -$                 0% -$                 0% -$                 0% -$                 0%

Advertising 587$                0% 738$                0% 509$                0% 100$                0% 118$                0%

Pention & Profit-Sharing -$                 0% -$                 0% -$                 0% -$                 0% -$                 0%

Employee Benefits Programs -$                 0% -$                 0% 26$                   0% -$                 0% -$                 0%

Description Accounting 2,773$             1% 1,770$             0% 2,055$             0% 4,050$             1% 4,782$             1%

Automobile and Truck Expense 2,982$             1% 4,176$             1% 192$                0% -$                 0% -$                 0%

Bank Charges 1,034$             0% 980$                0% 1,169$             0% 722$                0% 852$                0%

Computer 4,971$             1% 6,099$             1% 3,712$             1% 4,635$             1% 5,472$             1%

Cell Phone -$                 0% 3,264$             1% 1,432$             0% 2,193$             0% 2,589$             0%

Consulting -$                 0% -$                 0% 3,352$             1% -$                 0% -$                 0%

Credit and Collection Costs -$                 0% 37$                   0% -$                 0% -$                 0% -$                 0%

Dues and Subscriptions 2,122$             0% 1,057$             0% 3,816$             1% 3,401$             1% 4,015$             1%

Equipment Rental/lease -$                 0% -$                 0% 118$                0% 130$                0% 153$                0%

Education and Training -$                 0% 1,300$             0% -$                 0% 1,105$             0% 1,305$             0%

Liability Insurance 2,152$             0% 2,201$             0% 2,236$             1% -$                 0% -$                 0%

Other Insurance 9,607$             2% 15,541$           3% 16,642$           4% 18,843$           4% 22,246$          4%

Utilities 4,390$             1% 3,396$             1% 2,120$             0% 1,585$             0% 1,871$             0%

Legal and Professional -$                 0% -$                 0% 425$                0% 1,575$             0% 1,860$             0%

Janitorial 40$                   0% -$                 0% -$                 0% -$                 0% -$                 0%

50% Meals and Entertainment 64$                   0% 56$                   0% 100$                0% -$                 0% -$                 0%

Miscellaneous -$                 0% -$                 0% -$                 0% 564$                0% 666$                0%

Misc. Project Expense -$                 0% -$                 0% -$                 0% 339$                0% 400$                0%

Payroll Processing Expense -$                 0% -$                 0% 28$                   0% 46$                   0% 54$                  0%

Office Expense 4,509$             1% 4,857$             1% 5,394$             1% 2,784$             1% 3,286$             1%

Postage/Shipping 97$                   0% -$                 0% -$                 0% 55$                   0% 65$                  0%

Security 347$                0% 270$                0% 638$                0% 252$                0% 298$                0%

Telephone 55$                   0% -$                 0% -$                 0% -$                 0% -$                 0%

Tools 143$                0% -$                 0% -$                 0% -$                 0% -$                 0%

Travel 3,275$             1% 3,096$             1% 3,115$             1% 5,161$             1% 6,094$             1%

Internet 2,024$             0% 2,321$             0% 725$                0% 1,828$             0% 2,158$             0%

Other Non-Core Expenses

Fines and Penalties -$                 0% -$                 0% -$                 0% 2$                     0% 2$                     0%

Charitable Contribution 5,958$ 1% 6,408$ 1% 11,058$ 3% 5,672$             1% 6,697$             1%

Total Operating Expenses 200,065$        42.7% 200,918$        37.2% 207,036$        47.5% 185,815$        39.6% 219,381$        39.6%

Operating Income 155,940$        33.3% 149,294$        27.6% 118,273$        27.1% 166,813$        35.6% 202,911$        36.7%

Interest Income 2$                     0% 5$                     0% 4$                     0% 5$                     0% 6$                     0%

Other Income 144$                0% 40$                   0% 41$                   0% 78$                   0% 92$                  0%

Total Other Income 146$                0.0% 45$                   0.0% 46$                   0.0% 83$                   0.0% 98$                  0.0%

Earnings Before Interest & Tax (EBIT) 156,086$        33.3% 149,339$        27.6% 118,319$        27.1% 166,896$        35.6% 203,009$        36.7%

Interest Expense -$                 0% 37$                   0% 30$                   0% 338$                0% 399$                0%

Earnings Before Tax (EBT) 156,086$        33.3% 149,301$        27.6% 118,288$        27.1% 166,558$        35.5% 202,610$        36.6%

Provision (Benefit) for Taxes

Effective Tax Rate 26% 26% 26% 26% 26%

Net Income 115,504$        24.6% 110,483$        20.4% 87,533$           20.1% 118,763$        25.3% 149,141$        26.9%
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Appendix F: Adjusted Income Statement 

 
Note: Information from Company Financial Statements.  

  

History History History YTD Nov 7 Extrapolated

(Year Ended December 31) 2017 % 2018 % 2019 % 2020 % 2020

Total Revenue 468,920$        100.0% 540,581$        100.0% 436,216$        100.0% 468,984$        100.0% 553,568$        100.0%

Total COGS 112,915$        24.1% 190,369$        35.2% 110,907$        25.4% 116,356$        24.8% 131,276$        23.7%

Gross Profit 356,005$        75.9% 350,212$        64.8% 325,309$        74.6% 352,628$        75.2% 422,292$        76.3%

Total Operating Expenses 200,065$        42.7% 200,918$        37.2% 207,036$        47.5% 185,815$        39.6% 219,381$        39.6%

Total Other Income 146$                0.0% 45$                   0.0% 46$                   0.0% 83$                   0.0% 98$                   0.0%

Earnings Before Interest & Tax (EBIT) 156,086$        33.3% 149,339$        27.6% 118,319$        27.1% 166,896$        35.6% 203,009$        36.7%

Earnings Before Tax (EBT) 156,086$        33.3% 149,301$        27.6% 118,288$        27.1% 166,558$        35.5% 202,610$        36.6%

Current C-Corp Net Profit After Tax (NPAT) 115,504$        24.6% 110,483$        20.4% 87,533$           20.1% 123,253$        26.3% 149,932$        27.1%

Adjustments & Addbacks

+ Non-Cash Expenses

Depreciation 580$                0.1% 476$                0.1% 368$                0.1% 130$                0.0% 153$                0.0%

Less: Depreciation Normalized (580)$               -0.1% (580)$               -0.1% (580)$               -0.1% (491)$               -0.1% (580)$               -0.1%

+ Cash Expenses 

Fines and Penalties -$                 0.0% -$                 0.0% -$                 0.0% 2$                     0.0% 2$                     0.0%

Charitable Contribution 5,958$             1.3% 6,408$             1.2% 11,058$           2.5% 5,672$             1.2% 6,697$             1.2%

Interest Expense -$                 0.0% 37$                   0.0% 30$                   0.0% 338$                0.1% 399$                0.1%

Rents 3,600$             0.8% 3,600$             0.7% 4,800$             1.1% 5,500$             1.2% 6,494$             1.2%

Less: Rents Normalized (9,883)$            -2.1% (10,084)$         -1.9% (10,290)$         -2.4% (8,893)$            -1.9% (10,500)$         -1.9%

Compensation of Officers 42,900$           9.1% 42,625$           7.9% 42,900$           9.8% 35,750$           7.6% 42,208$           7.6%

Less: Officers Compensation Expense, Normalized(119,061)$       -25.4% (121,491)$       -22.5% (123,970)$       -28.4% (107,145)$       -22.8% (126,500)$       -22.9%

- Cash Income

Interest Income (2)$                    0.0% (5)$                    0.0% (4)$                    0.0% (5)$                    0.0% (6)$                    0.0%

Other Income (144)$               0.0% (40)$                 0.0% (41)$                 0.0% (78)$                 0.0% (92)$                 0.0%

Total Adjustments for Debt-free Pre Tax 

Income (76,632)$         -16.3% (79,053)$         -14.6% (75,729)$         -17.4% (69,221)$         -14.8% (81,726)$         -14.8%

Adjusted Debt-free Pre Tax Cash Income 79,455$           16.9% 70,248$           13.0% 42,559$           9.8% 97,337$           20.8% 120,885$        21.8%

Adjustments & Addbacks - SDE

1 Full Owner/Officer Compensation 119,061$        25.4% 121,491$        22.5% 123,970$        28.4% 107,145$        22.8% 126,500$        22.9%

Deprecation adjustment to find SDE The below is reflective of IBA Comps. BIZCOMPS we add back deprec, immaterial in this case & market approach not weighted

Sellers Discretionary Earnings (SDE) 198,515$        42.3% 191,739$        35.5% 166,529$        38.2% 204,482$        43.6% 247,385$        44.7%
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Appendix G: Balance Sheet  

 
Note: Information from Company Financial Statements. 

 

History History History Nov 7

(Year Ended December 31) 2017 % 2018 % 2019 % 2020 %

Assets

Current Assets

Cash 59,321$           57.2% 83,174$           71.3% 121,872$        72.3% 216,466$        96.8%

Trade Notes & Accounts Receivable 40,986$           39.5% 30,625$           26.3% 39,243$           23.3% (138)$               -0.1%

Other Current Assets 2,100$             2.0% 2,100$             1.8% 2,100$             1.2% 2,100$             0.9%

Total Current Assets 102,407$        98.8% 115,899$        99.4% 163,215$        96.8% 218,428$        97.6%

Fixed Assets

Total Property & Equipment 17,051$           16.5% 17,051$           14.6% 22,051$           13.1% 22,051$           9.9%

Less: Accumulated Depreciation (15,817)$         -15.3% (16,293)$         -14.0% (16,661)$         -9.9% (16,790)$         -7.5%

Net Fixed Assets 1,234$             1.2% 758$                0.6% 5,390$             3.2% 5,261$             2.4%

Total Fixed Assets 1,234$             1.2% 758$                0.6% 5,390$             3.2% 5,261$             2.4%

Other Non-Current Assets

Intangible Assets -$                 0.0% -$                 0.0% -$                 0.0% -$                 0.0%

Other Non-Current Assets -$                 0.0% -$                 0.0% -$                 0.0% -$                 0.0%

Total Other Non-Current Assets -$                 0.0% -$                 0.0% -$                 0.0% -$                 0.0%

Total Assets 103,641$        100.0% 116,657$        100.0% 168,605$        100.0% 223,689$        100.0%

Liabilities

Current Liabilities

Accounts Payable 577$                0.6% 475$                0.4% 563$                0.3% (13)$                 0.0%

Short-Term Debt -$                 0.0% -$                 0.0% -$                 0.0% 2,965$             1.3%

Other Current Liabilities 7,686$             7.4% 16,073$           13.8% 15,902$           9.7% 6,325$             2.8%

Total Current Liabilities 8,263$             8.0% 16,548$           14.2% 16,465$           10.1% 9,276$             4.1%

Long term Liabilities

Loans from Shareholders -$                 0.0% -$                 0.0% -$                 0.0% -$                 0.0%

Long-Term Debt -$                 0.0% -$                 0.0% -$                 0.0% 30,900$           13.8%

Other Non-Current Liabilities -$                 0.0% -$                 0.0% -$                 0.0% -$                 0.0%

Total Long Term Liabilities -$                 0.0% -$                 0.0% -$                 0.0% 30,900$           13.8%

Total Liabilities 8,263$             8.0% 16,548$           14.2% 16,465$           10.1% 40,176$           17.9%

Shareholder's Equity
Common Stock 500$                0.5% 500$                0.4% 500$                0.3% 500$                0.2%

Retained Earnings 94,878$           91.5% 99,609$           85.4% 146,640$        89.6% 183,513$        81.9%

Total Shareholder's Equity 95,378$           92.0% 100,109$        85.8% 147,140$        89.9% 184,013$        82.1%

Total Liabilities and Shareholder's Equity 103,641$        100.0% 116,657$        100.0% 163,605$        100.0% 224,189$        100.0%
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Appendix H: Projected Income Statement 

 
 Note: Projections developed from revenue growth and margin guidance from Company Management. 

YTD Historicals Projections Projections Projections Projections Projections Projections Projections

7/11/2020 % 2020 2021 % 2022 % 2023 % 2024 % 2025 % 2026 %

Income

Net Revenues 468,984$ 100.0% 84,585$ 100.0% 530,000$ 100.0% 609,500$ 100.0% 731,400$ 100.0% 841,110$ 100.0% 925,221$ 100.0% 948,352$ 100.0%

Total Revenue 468,984$ 100.0% 84,585$ 100.0% 530,000$ 100.0% 609,500$ 100.0% 731,400$ 100.0% 841,110$ 100.0% 925,221$ 100.0% 948,352$ 100.0%

% Growth Vs Prior Full year 26.9% -4.3% 15.0% 20.0% 15.0% 10.0% 2.5%

COGS

Cost of Goods Sold 116,356$ 24.8% 14,920$ 17.6% 143,676$ 27.1% 165,228$ 27.1% 198,273$ 27.1% 228,014$ 27.1% 250,815$ 27.1% 257,086$ 27.1%

Other Costs

Total COGS 116,356$ 24.8% 14,920$ 17.6% 143,676$ 27.1% 165,228$ 27.1% 198,273$ 27.1% 228,014$ 27.1% 250,815$ 27.1% 257,086$ 27.1%

Gross Profit 352,628$ 75.2% 69,664$ 82.4% 386,324$ 72.9% 444,272$ 72.9% 533,127$ 72.9% 613,096$ 72.9% 674,406$ 72.9% 691,266$ 72.9%

Operating Expenses

Compensation of Officers 35,750$ 7.6% 6,458$ 7.6% 45,703$ 8.6% 52,559$ 8.6% 63,070$ 8.6% 72,531$ 8.6% 79,784$ 8.6% 81,779$ 8.6%

Salaries & Wages 79,927$ 17.0% 14,438$ 17.1% 97,847$ 18.5% 112,524$ 18.5% 135,029$ 18.5% 155,284$ 18.5% 170,812$ 18.5% 175,082$ 18.5%

Repairs & Maintenance -$ 0.0% -$ 0.0% 17$ 0.0% 20$ 0.0% 24$ 0.0% 27$ 0.0% 30$ 0.0% 31$ 0.0%

Bad Debts -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0%

Rents 5,500$ 1.2% 994$ 1.2% 4,912$ 0.9% 5,649$ 0.9% 6,778$ 0.9% 7,795$ 0.9% 8,575$ 0.9% 8,789$ 0.9%

Taxes & Licenses 9,468$ 2.0% 1,710$ 2.0% 11,405$ 2.2% 13,116$ 2.2% 15,739$ 2.2% 18,100$ 2.2% 19,910$ 2.2% 20,408$ 2.2%

Depreciation 130$ 0.0% 23$ 0.0% 429$ 0.1% 493$ 0.1% 592$ 0.1% 681$ 0.1% 749$ 0.1% 768$ 0.1%

Deplition -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0%

Advertising 100$ 0.0% 18$ 0.0% 530$ 0.1% 609$ 0.1% 731$ 0.1% 841$ 0.1% 925$ 0.1% 948$ 0.1%

Pention & Profit-Sharing -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0%

Employee Benefits Programs -$ 0.0% -$ 0.0% 8$ 0.0% 9$ 0.0% 11$ 0.0% 13$ 0.0% 14$ 0.0% 14$ 0.0%

Description Accounting 4,050$ 0.9% 732$ 0.9% 2,986$ 0.6% 3,434$ 0.6% 4,121$ 0.6% 4,739$ 0.6% 5,213$ 0.6% 5,343$ 0.6%

Automobile and Truck Expense -$ 0.0% -$ 0.0% 1,924$ 0.4% 2,213$ 0.4% 2,656$ 0.4% 3,054$ 0.4% 3,360$ 0.4% 3,444$ 0.4%

Bank Charges 722$ 0.2% 130$ 0.2% 1,091$ 0.2% 1,255$ 0.2% 1,506$ 0.2% 1,732$ 0.2% 1,905$ 0.2% 1,953$ 0.2%

Computer 4,635$ 1.0% 837$ 1.0% 5,337$ 1.0% 6,137$ 1.0% 7,365$ 1.0% 8,470$ 1.0% 9,317$ 1.0% 9,549$ 1.0%

Cell Phone 2,193$ 0.5% 396$ 0.5% 1,855$ 0.3% 2,133$ 0.3% 2,559$ 0.3% 2,943$ 0.3% 3,238$ 0.3% 3,318$ 0.3%

Consulting -$ 0.0% -$ 0.0% 1,018$ 0.2% 1,171$ 0.2% 1,405$ 0.2% 1,616$ 0.2% 1,777$ 0.2% 1,822$ 0.2%

Credit and Collection Costs -$ 0.0% -$ 0.0% 9$ 0.0% 10$ 0.0% 13$ 0.0% 14$ 0.0% 16$ 0.0% 16$ 0.0%

Dues and Subscriptions 3,401$ 0.7% 614$ 0.7% 2,979$ 0.6% 3,426$ 0.6% 4,111$ 0.6% 4,727$ 0.6% 5,200$ 0.6% 5,330$ 0.6%

Equipment Rental/lease 130$ 0.0% 23$ 0.0% 73$ 0.0% 83$ 0.0% 100$ 0.0% 115$ 0.0% 127$ 0.0% 130$ 0.0%

Education and Training 1,105$ 0.2% 200$ 0.2% 631$ 0.1% 726$ 0.1% 871$ 0.1% 1,001$ 0.1% 1,102$ 0.1% 1,129$ 0.1%

Liability Insurance -$ 0.0% -$ 0.0% 1,827$ 0.3% 2,101$ 0.3% 2,521$ 0.3% 2,899$ 0.3% 3,189$ 0.3% 3,269$ 0.3%

Other Insurance 18,843$ 4.0% 3,404$ 4.0% 16,904$ 3.2% 19,439$ 3.2% 23,327$ 3.2% 26,826$ 3.2% 29,509$ 3.2% 30,246$ 3.2%

Utilities 1,585$ 0.3% 286$ 0.3% 3,165$ 0.6% 3,639$ 0.6% 4,367$ 0.6% 5,022$ 0.6% 5,524$ 0.6% 5,663$ 0.6%

Legal and Professional 1,575$ 0.3% 285$ 0.3% 574$ 0.1% 660$ 0.1% 792$ 0.1% 911$ 0.1% 1,002$ 0.1% 1,027$ 0.1%

Janitorial -$ 0.0% -$ 0.0% 11$ 0.0% 13$ 0.0% 16$ 0.0% 18$ 0.0% 20$ 0.0% 20$ 0.0%

50% Meals and Entertainment -$ 0.0% -$ 0.0% 62$ 0.0% 72$ 0.0% 86$ 0.0% 99$ 0.0% 109$ 0.0% 111$ 0.0%

Miscellaneous 564$ 0.1% 102$ 0.1% 159$ 0.0% 183$ 0.0% 220$ 0.0% 253$ 0.0% 278$ 0.0% 285$ 0.0%

Misc. Project Expense 339$ 0.1% 61$ 0.1% 96$ 0.0% 110$ 0.0% 132$ 0.0% 152$ 0.0% 167$ 0.0% 171$ 0.0%

Payroll Processing Expense 46$ 0.0% 8$ 0.0% 22$ 0.0% 25$ 0.0% 30$ 0.0% 34$ 0.0% 38$ 0.0% 38$ 0.0%

Office Expense 2,784$ 0.6% 503$ 0.6% 4,890$ 0.9% 5,623$ 0.9% 6,748$ 0.9% 7,760$ 0.9% 8,536$ 0.9% 8,749$ 0.9%

Postage/Shipping 55$ 0.0% 10$ 0.0% 43$ 0.0% 49$ 0.0% 59$ 0.0% 68$ 0.0% 75$ 0.0% 77$ 0.0%

Security 252$ 0.1% 46$ 0.1% 429$ 0.1% 494$ 0.1% 592$ 0.1% 681$ 0.1% 749$ 0.1% 768$ 0.1%

Telephone -$ 0.0% -$ 0.0% 16$ 0.0% 18$ 0.0% 21$ 0.0% 25$ 0.0% 27$ 0.0% 28$ 0.0%

Tools -$ 0.0% -$ 0.0% 40$ 0.0% 46$ 0.0% 56$ 0.0% 64$ 0.0% 71$ 0.0% 72$ 0.0%

Travel 5,161$ 1.1% 932$ 1.1% 4,089$ 0.8% 4,702$ 0.8% 5,643$ 0.8% 6,489$ 0.8% 7,138$ 0.8% 7,317$ 0.8%

Internet 1,828$ 0.4% 330$ 0.4% 1,878$ 0.4% 2,159$ 0.4% 2,591$ 0.4% 2,980$ 0.4% 3,278$ 0.4% 3,360$ 0.4%

Other Non-Core Expenses

Fines and Penalties 2$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0%

Charitable Contribution 5,672$ 1.2% 1,025$ 1.2% 8,216$ 1.6% 9,448$ 1.6% 11,338$ 1.6% 13,039$ 1.6% 14,342$ 1.6% 14,701$ 1.6%

Total Operating Expenses 185,815$ 39.6% 33,566$ 39.7% 221,174$ 41.7% 254,350$ 41.7% 305,220$ 41.7% 351,003$ 41.7% 386,104$ 41.7% 395,756$ 41.7%
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Projected Income Statement Continued 

 
Note: Projections developed from revenue growth and margin guidance from Company Management. Red triangle indicates detail in the Appraiser’s work file. 
  

YTD Historicals Projections Projections Projections Projections Projections Projections Projections

7/11/2020 % 2020 2021 % 2022 % 2023 % 2024 % 2025 % 2026 %

Interest Income 5$ 0.0% 1$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0%

Other Income 78$ 0.0% 14$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0%

Adjustments & Addbacks 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Less: Interest Income (5)$ 0.0% (1)$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0%

Less: Other Income (78)$ 0.0% (14)$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0%

Depreciation 130$ 23$ 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Less: Depreciation Normalized (491)$ (89)$ (590)$ -0.1% (590)$ -0.1% (590)$ -0.1% (590)$ -0.1% (590)$ -0.1% (590)$ -0.1%

Fines and Penalties 2$ -$ 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Charitable Contribution 5,672$ 1,025$ (8,216)$ -1.6% (9,448)$ -1.6% (11,338)$ -1.6% (13,039)$ -1.6% (14,342)$ -1.6% (14,701)$ -1.6%

Rents 5,500$ 994$ 4,912$ 0.9% 5,649$ 0.9% 6,778$ 0.9% 7,795$ 0.9% 8,575$ 0.9% 8,789$ 0.9%

Less: Rents Normalized (8,893)$ (1,607)$ (10,678)$ -2.0% (10,891)$ -1.8% (11,109)$ -1.5% (11,331)$ -1.3% (11,558)$ -1.2% (11,789)$ -1.2%

Compensation of Officers 35,750$ 6,458$ 45,703$ 8.6% 52,559$ 8.6% 63,070$ 8.6% 72,531$ 8.6% 79,784$ 8.6% 81,779$ 8.6%

Less: Officers Compensation 

Expense, Normalized
(107,145)$ (19,355)$ (128,643)$ -24.3% (131,216)$ -21.5% (133,840)$ -18.3% (136,517)$ -16.2% (139,247)$ -15.1% (142,032)$ -15.0%

Total Other Income & Adjustments (69,476)$ -14.8% (12,551)$ -14.8% (97,511)$ -18.4% (93,938)$ -15.4% (87,028)$ -11.9% (81,151)$ -9.6% (77,379)$ -8.4% (78,544)$ -8.3%

Earnings Before Interest & Tax (EBIT) 97,337$             20.8% 23,547$             27.8% 67,638$           12.8% 95,984$                   15.7% 140,879$         19.3% 180,942$         21.5% 210,923$         22.8% 216,965$         22.9%

Interest Expense 338$ 0.1% 61$ 0.1% 399$ 0.1% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0% -$ 0.0%

Adjusted Pre-Tax Income (EBT) 96,999$ 20.7% 23,486$ 27.8% 67,240$ 12.7% 95,984$ 15.7% 140,879$ 19.3% 180,942$ 21.5% 210,923$ 22.8% 216,965$ 22.9%

Provision (Benefit) for Taxes

Effective Tax Rate 30.00% 30.00% 30.00% 30.00% 30.00% 30.00% 30.00% 30.00%

Net Profit after Tax 67,900$ 14.5% 16,441$ 19.4% 47,068$ 8.9% 67,189$ 11.0% 98,615$ 13.5% 126,660$ 15.1% 147,646$ 16.0% 151,876$ 16.0%

Revenue Growth % per year YTD Extrapolated 95.7% 15.0% 20.0% 15.0% 10.0% 2.5%

Assumptions
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Appendix I: Discounted Cash Flow 

  
Note: Our DCF model using the projected income statement.   

(Year Ended December 31) 2020 f 2021 2022 2023 2024 2025 2026

Net Revenues 84,585$ 530,000$ 609,500$ 731,400$ 841,110$ 925,221$ 948,352$ 

Net Profit After Tax 16,441$ 47,068$ 67,189$ 98,615$ 126,660$ 147,646$ 151,876$ 

Plus Interest * (1-Tax Rate) 43$ 279$ -$ -$ -$ -$ -$ 

Plus Depreciation/Amortization  89$ 590$ 590$ 590$ 590$ 590$ 590$ 

(Less) Capital Expenditure (89)$ (1,000)$ (1,000)$ (1,000)$ (1,000)$ (1,000)$ (1,000)$ 

(Increase)/Decrease in Net Working Capital -$ 3,465.30$ (11,688.99)$ (17,923.12)$ (16,130.81)$ (12,366.95)$ (3,400.91)$ 

Free Cash Flow to Invested Capital 16,661$ 52,402$ 57,090$ 82,282$ 112,119$ 136,869$ 150,065$ 

Margin on Total Revenue 3.55% 9.89% 9.37% 11.25% 13.33% 14.79%

Discount Rate - WACC 21.16% 21.16% 21.16% 21.16% 21.16% 21.16%

Discount Period 0.08 0.65 1.65 2.65 3.65 4.65

Present Value Factor 0.99 0.88 0.73 0.60 0.50 0.41

Present Value of FCF 16,418$ 46,228$ 41,568$ 49,446$ 55,608$ 56,028$ 

Terminal Growth 

Assumed Long Term GDP
2.50%

Sum of Present Value of FCFF 265,296$ Cash Flow in Terminal  Year 150,065$ 

Present Value of Terminal Value 329,166$ Divided by Capita l i zation Rate 18.66%

Indicated Enterprise Value 594,462$ Indicated Terminal  Value in year 2025 804,118$ 

Present Value Factor for year 5 0.41

Less: Long Term Debt  (30,900)$ See report. Present Value of Terminal Value 329,166$ 

Plus: Surplus Working Capital 95,737$ See report. 

Indicated 100% Equity Value 659,299$ 

Times: Pro Rata Interest @ 100% 659,299$           

Fair Market Value of 100% Equity Controlling 

Interest, Rounded
659,000$           

Terminal Value Calculations
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Appendix J: DCF Method Cost of Capital  

   

Cost of Capital Build-Up Sources

Cost of Capital - Build-Up Method 

Cost of Equity - Risk Premium Report Study 

Risk Free Rate 2.50% Duff & Phelps Normalized Rate

Equity Risk Premium 6.00% Duff & Phelps Recommended ERP

Size Risk Premium 5.52% Duff & Phelps Risk Premium Report Study regression equations. 5 metric average

Industry Risk Premium 1.14% Duff & Phelps SIC 737 Industry Risk Premium

Company Specific Risk Premium 2.00% Key Person Risk lowered due to transition. However uncontrollable key person risk stil l  present.

Projection/Forecast Risk 4.00% 100% revenue growth in five years given the Company's flat histroic growth presents risks.

Indicated Cost of Equity 21.16%

Cost of Debt

Financing Rate

Tax Rate 30.00% Estimated future long term federal C corp rate plus corporate state tax rate

Indicated Cost of Debt 0.00%

Capital Structure 

Weight of Equity 100.00% Estimated based on recent debt trends and discussions with management

Weight of Debt 0.00%

Indicated Weighted Average Cost of Capital 21.16%
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Appendix K: Capitalization of Income 

  
Note: Financial information from Company Financial Statements with adjustments developed based upon our discussions with 
Company Management. 
 
 
 
 
 
 
 
 
 
  

History History History Extrapolated

(Year Ended December 31) 2017 2018 2019 2020

Adjusted Income Statement 

Total Revenue 468,920$         540,581$         436,216$         553,568$         

Earnings Before Tax (EBT) 156,086$         149,301$         118,288$         202,610$         

Adjustments & Addbacks

+ Non-Cash Expenses

Amortization -$                  -$                  -$                  -$                  

Depreciation 580$                 476$                 368$                 153$                 

Less: Depreciation Normalized (580)$               (580)$               (580)$               (580)$               

+ Cash Expenses 

Fines and Penalties -$                  -$                  -$                  2$                     

Charitable Contribution 5,958$             6,408$             11,058$           6,697$             

Interest Expense -$                  37$                   30$                   399$                 

Rents 3,600$             3,600$             4,800$             6,494$             

Less: Rents Normalized (9,883)$            (10,084)$          (10,290)$          (10,500)$          

Compensation of Officers 42,900$           42,625$           42,900$           42,208$           

Less: Officers Compensation Expense, Normalized (119,061)$       (121,491)$       (123,970)$       (126,500)$       

Consulting Ajustment: Chip for Chris -$                  -$                  -$                  -$                  

- Cash Income -$                  -$                  -$                  -$                  

Interest Income (2)$                    (5)$                    (4)$                    (6)$                    

Other Income (144)$               (40)$                  (41)$                  (92)$                  

Total Adjustments for Debt-free Pre Tax Income (76,632)$          (79,053)$          (75,729)$          (81,726)$          

Adjusted Debt-free Pre Tax Income 79,455$           70,248$           42,559$           120,885$         

Year Weighting Weighted Value

2017 25% $19,864

2018 25% $17,562

2019 25% $10,640

Trailing Twelve Months to 4/30/2020 25% $30,221

Weighted Average Adjusted = FME 78,287$           
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Projected Income Statement Continued 
 

 
Notes: Our capitalization of income model. The capitalization of income discount rate is 17.16% which is equal to the cost of equity for 
the DCF method minus the 4.00% projection/forecast risk premium applicable to the projections and associated risk of the DCF. 

  

Metric Amount

Adjusted Debt-free Pre Tax Income Selected 78,287$           

Less: State and Federal Taxes 30.00% 23,486$           

Adjusted Debt-free Net Income (earnings available to TIC) 54,801$           

Plus: Depreciation (going forward) 153$                 

Less: Capital Expenditure (153)$               

Less: Net Working Capital (going forward) (1,837)$            

Adjusted Net Cash Flow available to Total Invested Capital (TIC) 52,963$           

Variable Amount

Adjusted Net Cash Flow available to TIC (1) 52,963$           

Long Term Sustainable Growth Rate (2) 2.50%

Next Year's Adjusted Net Cash Flow available to TIC (3) = (1)*[1+(2)] 54,287$           

Discount Rate (4) 17.16%

(5) TIC = (3)/[(4)-(2)] 370,260$         

Midyear Convention Adjustment (6) 1.08                  

Final Total Invested Capital (7) = (5)*(6) 400,774$         

Value

400,774$         

Plus: Surplus Assets 95,737$           

Less: Interest-bearing debt 30,900$           

465,611$         

Times: Pro Rata Interest @ 100% 465,611$         

Fair Market Value of 100% Equity Controlling Interest, Rounded 465,600$         

TIC (growth model with midyear convention)

Capitalization of FME Valuation Calculations

100% Marketable Controlling Interest Equity Value
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Appendix L: Market Approach  

 

SIC Description Location Sale Date

Asset Sale 

Price ($000)

Revenue 

($000) SDE ($000) Price/Revenue Price/SDE

SDE/Rev 

Margin

7379 I/T managed service CA 01-08-2020 $2,790 $4,506 $795 0.62 3.51 17.6%

7379 IT Service Provider 10-31-2016 $496 $735 $139 0.67 3.57 18.9%

7379 IT Service Provider FL 07-15-2015 $647 $1,010 $182 0.64 3.55 18.0%

7379 IT Service Provider FL 07-15-2015 $160 $294 $70 0.54 2.29 23.8%

7379 Internet Network Security 03-31-2013 $5,484 $4,008 $2,205 1.37 2.49 55.0%

7379 IT Service Mgt WA 06-03-2013 $75 $202 $80 0.37 0.94 39.6%

7379 Software MA 01-11-2016 $1,553 $1,749 $1,249 0.89 1.24 71.4%

7379 Other Computer Related Services MN 03-31-2016 $99 $102 $51 0.97 1.94 50.0%

7379 Computer Services FL 01-07-2015 $650 $1,010 $182 0.64 3.57 18.0%

7379 IT Services MO 02-21-2014 $1,280 $2,577 0.50

7379 Computer/ IT services TX 06-07-2013 $250 $1,396 $245 0.18 1.02 17.6%

7379 IT Consulting, Computer Systems, Software FL 04-01-2013 $237 $250 0.95

Revenue 

($000) SDE ($000) Price/Revenue Price/SDE Price/Rev Price/SDE

Minimum $102 $51 0.18 0.94 $88,627 $194,022

25th Percentile $283 $95 0.53 1.42 $263,450 $293,432

Median $1,010 $182 0.64 2.39 $317,760 $493,880

Mean $1,487 $520 0.70 2.41 $344,125 $499,168

Harmonic Mean $434 $141 0.54 1.88 $266,523 $388,131

75th Percentile $1,956 $658 0.90 3.54 $446,864 $733,365

Maximum $4,506 $2,205 1.37 3.57 $677,143 $739,131

Standard Deviation $1,486 $708 0.31 1.10

Coefficient of Variation 1.00 1.36 0.45 0.46

Count 12 10 12 10

Revenue SDE SDE Margins

Average of the Company's 2019 and 2020 Financial Year Metrics $494,892 $206,957 Company 41.82%

Selected Multiple From the Comparable Dataset 0.64 2.39 Comps Mean 33.00%

Discount/Premium Applied to Multiple for Company Vs Comparables Differences 0% 0% Comps Median 21.36%

Implied Asset Valuation $317,760 $493,880

ANALYSIS OF TRANSACTION DATA

Hypotheticals
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Appendix M: Glossary 

Adjusted Book Value Method: A method within the asset approach whereby all assets 

and liabilities (including off-balance sheet, intangible, and contingent) are adjusted to 

their fair market values.  

Adjusted Net Asset Method: Is a business valuation technique that changes the stated 

values of a company's assets and liabilities to reflect their estimated current fair market 

values better. By adjusting asset or liability values up or down, the net effect offers values 

that can be used in going-concern assessments or liquidation scenarios. 

Appraisal: An appraisal is a valuation of property, such as real estate, a business, 

collectible, or an antique, by the estimate of an authorized person. 

Appraisal Approach: The appraisal approach is a procedure for determining an asset's 

value. The appraisal approach values assets based on a number of factors, such as its cost, 

the income it generates, or its fair market value as compared to similar assets. 

Appraisal Date: Refers to the date on which the value of an asset is determined. It is also 

known as valuation date. 

Appraisal Method: Within approaches, a specific way to determine value. 

Appraisal Procedure: The act, manner, and technique of performing the steps of an 

appraisal method. 

Arbitrage Pricing Theory: A multivariate model for estimating the cost of equity capital, 

which incorporates several systematic risk factors.  

Asset Approach: Also known as the Asset based Approach, the Asset Approach is a general 

way of determining a value indication of a business, business ownership interest, or security 

using one or more methods based on the value of the assets net of liabilities.  

Assets: Is any resource owned by the business such as an item, property, investments. 

Accounts receivable: Is the amount owed to a company resulting from the company 

providing goods and/or services on credit. 
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Amortization: Refers to reduction in the cost of intangible assets over its life span. 

Business: A business is defined as an organization or enterprising entity engaged in 

commercial, industrial, or professional activities. 

Business Enterprise: A commercial, industrial, service, or investment entity (or a 

combination thereof) pursuing an economic activity.  

Business valuation: The act or process of determining the value of a business enterprise 

or ownership interest therein.  

Calculation of Value: Is a lesser type of valuation compared to a Conclusion of 

Value/Business Appraisal and a result, the difference between the two may be material. 

When a Calculation of Value is performed, the appraiser must (if adhering to certain 

standards) include a statement such as “This Calculation Engagement did not include all 

the procedures required for a Conclusion of Value. Had a Conclusion of Value been 

determined, the results may have been different." 

Conclusion of Value: See Valuation Engagement. 

Capital Asset Pricing Model (CAPM): A model in which the cost of capital for any stock or 

portfolio of stocks equals a risk-free rate plus a risk premium that is proportionate to the 

systematic risk of the stock or portfolio.  

Capex: Capital expenditure is the amount spent to acquire or upgrade productive assets 

(such as buildings, machinery and equipment, vehicles) in order to increase the capacity or 

efficiency of a company. 

Capitalization: A conversion of a single period of economic benefits into value. 

Capitalization Factor: Any multiple or divisor used to convert anticipated economic 

benefits of a single period into value.  

Capitalization of Earnings Method: A method within the income approach whereby 

economic benefits for a representative single period are converted to value through 

division by a capitalization rate.  
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Capitalization rate: Any divisor (usually expressed as a percentage) used to convert 

anticipated economic benefits of a single period into value.  

Capital structure: The composition of the invested capital of a business enterprise; the 

mix of debt and equity financing.  

Cash flow: Cash that is generated over a period of time by an asset, group of assets, or 

business enterprise. It may be used in a general sense to encompass various levels of 

specifically defined cash flows. When the term is used, it should be supplemented by a 

qualifier (for example, “free”, “discretionary” or “operating”) and a specific definition in 

the given valuation context. 

Common Size Statements: Financial statements in which each line is expressed as a 

percentage of the total. On the balance sheet, each line item is shown as a percentage of 

total assets, and on the income statement, each item is expressed as a percentage of 

sales.  

Control: The power to direct the management and policies of a business enterprise.  

Control Premium: An amount or a percentage by which the pro rata value of a controlling 

interest exceeds the pro rata value of a non-controlling interest in a business enterprise to 

reflect the power of control.  

Cost Approach: A general way of determining a value indication of an asset such as a 

business, business ownership interest, or security by using the economic principle that a 

buyer will pay no more for an asset than the cost to obtain an asset of equal utility 

(benefit). 

Cost of capital: The expected rate of return that the market requires in order to attract 

funds to a particular investment.  

Company: Refers to the company under valuation in this Report. 

Discount for lack of control: An amount or percentage deducted from the pro rata share 

of value of 100% of an equity interest in a business to reflect the absence of some or all of 

the powers of control.  
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Discount for lack of marketability: An amount or percentage deducted from the value of 

an ownership interest to reflect the relative absence of liquidity/marketability.  

Discount for Lack of Voting Rights: An amount or percentage deducted from the per 

share value of a minority interest voting share to reflect the absence of voting rights.  

Discount rate: A rate of return used to convert a future monetary sum into present value.  

Discounted cash flow method (DCF): A method within the income approach whereby the 

present value of future expected net cash flows is calculated using a discount rate. 

Discounted Future Earnings Method: A method within the income approach whereby the 

present value of future expected economic benefits is calculated using a discount rate.  

Depreciation: Refers to the reduction in the cost base of a tangible fixed assets over its 

lifespan. It is calculated using an appropriate accounting method, such as reducing its cost 

base by an amount equal to the proportionate use of the asset in that specific year. 

EBITDA: Earnings before interest, taxes, depreciation, and amortization is a measure of a 

company's overall financial performance and is used as an alternative to simple earnings 

or net income in some circumstances. 

Economic life: The period of time over which an asset may generate economic benefits.  

Economic Benefits: Inflows such as revenues, net income, net cash flows, etc.  

Economic Life: The period of time over which property may generate economic benefits.  

Effective Date: The specific point in time as of which the valuator's conclusion of value 

applies (also referred to as "Valuation Date" or "Appraisal Date"). 

Enterprise: A commercial, industrial, service, or investment entity (or a combination 

thereof) pursuing an economic activity. 

Equity: The owner’s interest in an asset after deduction of all liabilities.  

Equity Net Cash Flows: Those cash flows available to pay out to equity holders (in the 

form of dividends) after funding operations of the business enterprise, making necessary 

capital investments, and increasing or decreasing debt financing.  
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Equity risk premium: A rate of return added to a risk-free rate to reflect the additional risk 

of equity instruments over risk free instruments (a component of the cost of equity capital 

or equity discount rate).  

Excess Earnings: That amount of anticipated economic benefits that exceeds an 

appropriate rate of return on the value of a selected asset base (often net tangible assets) 

used to generate those anticipated economic benefits.  

Excess Earnings Method: A specific way of determining a value indication of a business, 

business ownership interest, or security determined as the sum of a) the value of the 

assets derived by capitalizing excess earnings, and b) the value of the selected asset base. 

Also frequently used to value intangible assets.  

Fair Market Value: The price, expressed in terms of cash equivalents, at which property 

would change hands between a hypothetical willing and able buyer and a hypothetical 

willing and able seller, acting at arm’s length in an open and unrestricted market, when 

neither is under compulsion to buy or sell and when both have reasonable knowledge of 

the relevant facts.  

Fairness Opinion: An opinion as to whether or not the consideration in a transaction is fair 

from a financial point of view.  

Financial Risk: The degree of uncertainty of realizing expected future returns of the 

business resulting from financial leverage.  

Forced Liquidation Value: Liquidation value, at which the asset or assets are sold as 

quickly as possible, such as at an auction.  

Future Maintainable Earnings (FME): The expected earnings of a company that is an 

assumption of the future maintainable earnings of the subject business. FME is 

represented in a single number and is calculated using a range of factors, not limited to 

historical adjusted financial earnings and expectations of the financial performance of the 

business in future.  

Financial risk: The degree of uncertainty of realizing expected future returns of the 

business resulting from financial leverage.  
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Free cash flow to the firm (FCFF): Represents the amount of available cash flow from 

operations available to the firm’s providers of capital, after all cash expenses and 

necessary capital investments have been made. 

Going concern: An ongoing operating business enterprise.  

Goodwill: The estimated value of intangible assets arising as a result of name, reputation, 

customer loyalty, location, products, and similar factors not separately identified.  

Goodwill Value: The value attributable to goodwill.  

Guideline Public Company Method: A method within the market approach whereby 

market multiples are derived from market prices of stocks of companies that are engaged 

in the same or similar lines of business and that are actively traded on a free and open 

market.  

Income Approach: A general way of determining a value indication of an asset such as a 

business, business ownership interest, security, or intangible asset using one or more 

methods that convert anticipated economic benefits into a present single amount.  

Intangible Assets: Nonphysical assets such as franchises, trademarks, patents, copyrights, 

goodwill, equities, mineral rights, securities, and contracts (as distinguished from physical 

assets) that grant rights and privileges and have value for the owner.  

Internal Rate of Return: A discount rate at which the present value of the future cash 

flows of the investment equals the cost of the investment.  

Income stream: The money a company generates on a regular basis. 

Industry Risk Premium: The Industry Risk Premium is the additional return an investor 

expects to receive for investing in a specific industry, than the market as a whole. 

Intrinsic Value: The value that an investor considers, on the basis of an evaluation or 

available facts, to be the "true" or "real" value that will become the market value when 

other investors reach the same conclusion. When the term applies to options, it is the 

difference between the exercise price or strike price of an option and the market value of 

the underlying security.  
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Invested Capital: The sum of equity and debt in a business enterprise. Debt is typically a) 

all interest-bearing debt, or b) long-term interest-bearing debt. When the term is used, it 

should be supplemented by a specific definition in the given valuation context.  

Invested Capital Net Cash Flows: Those cash flows available to pay out to equity holders 

(in the form of dividends) and debt investors (in the form of principal and interest) after 

funding operations of the business enterprise and making necessary capital investments.  

Investment Risk: The degree of uncertainty as to the realization of expected returns.  

Investment Value: The value to a particular investor based on individual investment 

requirements and expectations.  

Key Person Discount: An amount or percentage deducted from the value of an ownership 

interest to reflect the reduction in value resulting from the actual or potential loss of a key 

person in a business enterprise.  

Levered Beta: The beta reflecting a capital structure that includes debt.  

Limited Appraisal: The act or process of determining the value of a business, business 

ownership interest, security or intangible asset with limitations in analyses, procedures or 

scope.  

Liquidity: The ability to quickly convert property to cash or pay a liability.  

Liquidation Value: The net amount that would be realized if the business is terminated 

and the assets are sold piecemeal. Liquidation can be either "orderly" or "forced.”  

Liabilities: Are amounts owed to creditors for a past transaction and describes the 

obligation of one party to pay a debt owed to another party. 

Majority Control: The degree of control provided by a majority position.  

Majority Interest: An ownership interest greater than 50% of the voting interest in a 

business enterprise.  

Market Capitalization of Equity: The share price of a publicly traded stock multiplied by 

the number of shares outstanding.  
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Market Capitalization of Invested Capital: The market capitalization of equity plus the 

market value of the debt component of invested capital.  

Market Approach: A general way of determining a value indication of an asset such as a 

business, business ownership interest, security, or intangible asset by using one or more 

methods that compare the subject asset to similar businesses, business ownership 

interests, securities, or intangible assets that have been sold.  

Market multiple: The market value of a company’s equity or invested capital divided by a 

company measure (such as economic benefits, a measure of earnings, sales etc.).  

Marketability: The ability to quickly convert as asset to cash at minimal cost.  

Merger and Acquisition Method: A method within the market approach whereby pricing 

multiples are derived from transactions of significant interests in companies engaged in 

the same or similar lines of business.  

Mid-Year Discounting: A convention used in the Discounted Future Earnings Method that 

reflects economic benefits being generated at midyear, approximating the effect of 

economic benefits being generated evenly throughout the year.  

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

Minority Interest: An ownership interest less than 50 percent of the voting interest in a 

business enterprise.  

Multiple: The inverse of the capitalization rate.  

Net Book Value: With respect to a business enterprise, the difference between total 

assets (net of accumulated depreciation, depletion, and amortization) and total liabilities 

as they appear on the balance sheet (synonymous with Shareholder's Equity). With 

respect to a specific asset, the capitalized cost less accumulated amortization or 

depreciation as it appears on the books of account of the business enterprise.  

Net Cash Flow: Refers to the gain or loss of funds over a period after all debts are paid. 

Net Present Value: The value, as of a specified date, of future cash inflows less all cash 

outflows (including the cost of investment) calculated using an appropriate discount rate.  
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Net Tangible Asset Value: The value of the business enterprise's tangible assets (excluding 

excess assets and non-operating assets) minus the value of its liabilities.  

Non-Operating Assets: Assets not necessary to ongoing operations of the business 

enterprise.  

Normalized Earnings: Economic benefits adjusted for nonrecurring, non-economic or 

other unusual items to eliminate anomalies and/or facilitate comparisons.  

Normalized Financial Statements: Financial statements adjusted for non-operating assets 

and liabilities and/or for non-recurring, non- economic or other unusual items to eliminate 

anomalies and/or facilitate comparisons.  

Orderly Liquidation Value: Liquidation Value at which the asset or assets are sold over a 

reasonable period of time to maximize proceeds received.  

Premise of value: An assumption regarding the most likely set of transactional 

circumstances that may be applicable to the subject valuation, for example, going 

concern, liquidation or orderly disposition. 

Present Value: The value, as of a specified date, of future economic benefits and/or 

proceeds from sale, calculated using an appropriate discount rate. 

Portfolio Discount: An amount or percentage deducted from the value of a business 

enterprise to reflect the fact that it owns dissimilar operations or assets that do not fit 

well together.  

Price/Earnings Multiple: The price of a share of stock divided by its earnings per share.  

Rate of Return: An amount of income (loss) and/or change in value realized or anticipated 

on an investment, expressed as a percentage of that investment.  

Report: This document, outlined as either an Appraisal Report, or Restricted Appraisal 

Report.  

Report Date: The date conclusions are transmitted to the client.  
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Replacement Cost New: The current cost of a similar new property having the nearest 

equivalent utility to the property being valued.  

Reproduction Cost New: The current cost of an identical new property.  

Required Rate of Return: The minimum rate of return acceptable by investors before they 

will commit money to an investment at a given level of risk.  

Residual Value: The value as of the end of the discrete projection period in a discounted 

future earnings model.  

Return on Equity: The amount, expressed as a percentage, earned on a company’s 

common equity for a given period.  

Return on Invested Capital: The amount, expressed as a percentage, earned on a 

company’s total capital for a given period.  

Risk-Free Rate: The rate of return available in the market on an investment free of default 

risk.  

Risk Premium: A rate of return added to a risk-free rate to reflect risk.  

Rule of Thumb: A mathematical formula developed from the relationship between price 

and certain variables based on experience, observation, hearsay or a combination of 

these; usually industry specific. 

Systematic Risk: the risk that is common to all risky securities and cannot be eliminated 

through diversification. The measure of systematic risk in stocks is the beta coefficient.  

Special Interest Purchasers: Acquirers who believe they can enjoy post-acquisition 

economies of scale, synergies or strategic advantages by combining the acquired business 

interest with their own. 

Standard of Value: The identification of the type of value being used in a specific 

engagement (e.g., fair market value, fair value, investment value).  

Sustaining Capital Reinvestment: The periodic capital outlay required to maintain 

operations at existing levels, net of the tax shield available from such outlays.  
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Seller’s Discretionary Earnings: Is an estimate of the total adjusted financial benefit one 

(1) full time owner operator would derive from the business annually. 

Size Premium: Size premium is the additional remuneration due to the higher risk and 

therefore, the higher cost of capital, associated with the smaller size of the company. 

Tangible Assets: Physical assets such as property, plant and equipment etc.  

Terminal Value: Is the value of a business or project beyond the forecast period when 

future cash flows can be estimated. 

Transaction Method: A method within the market-based approach whereby pricing 

multiples are derived from transactions of significant interests in companies engaged in 

the same or similar lines of business. 

The Company: Refers to the company under valuation in this Report. 

Treasury Bonds: Treasury bonds are issued by the U.S. Federal Government. They are 

often used as a proxy for the risk-free rate as they are considered to be the lower risk 

asset available, as they are backed by the U.S. Government. 

Unsystematic Risk: The risk specific to an individual security that can be negated through 

diversification.  

Unlevered Beta: The beta reflecting a capital structure without debt.  

Valuation: The act or process of determining the value of a business, business ownership 

interest, security, or intangible asset.  

Valuation Approach: A general way of determining a value indication of an asset such as a 

business, business ownership interest, security, or intangible asset using one or more 

valuation methods.  

Valuation Method: Within approaches, a specific way to determine an asset’s value. 

Weighted Average Cost of Capital (WACC): The cost of capital (discount rate) determined 

by the weighted average, at market value, of the cost of all financing sources in the 

business enterprise’s capital structure.  
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Weighted Average Method: The mean in which each item being averaged is multiplied by 

a number (weight) based on the item’s relative importance. The result is summed, and the 

total is divided by the sum of the weights. 


