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Appraisals and Reports— Or Not?

Scope
Appraisals
Limited Appraisals
Calculations
Reports
Appraisal Report
Restricted Use Report

Calculations/Summary
L etter




Valuation Jeopardy

What' s 'Y our Business
Worth? AND WHY ?

EBITDA Multiple
Misconceptions



Middle Market Multiples

Sales
($millions)
5 150 500 1,000
Small L ower Middle Upper Large
Businesses Middle Maj k et Companies
2-3X 4-7X 8-9X 10-11X >12X




Slee’ s Constellation of Value

Y ou mean there’ s more than one?

Fair
M ar ket
Value
Fair
Value
Strategic
M ar ket Vaue

Value



The Why of Business Valuation




Correlation of “The Why”
to “The World”

Fair
M ar ket
Value

M ar ket
Value

Strategic
Value
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Estate tax

Divorce
Shareholder buyouts
ESOP

Management buyouts
Saleto financia buyer — (private
equity group)

Sale to strategic buyer — (someone
In industry)



Why Does All This Matter?

Real World Cases

Y our Local Hardware, Inc.

Great Plains Energy



If You Knew the Value of Y our
Business — Would Anything Change?
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So How Do You Vaue a Business?

Three General Approaches
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Income Approach

What adjustments are allowed
What return do buyers focus on?
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What rates of return do buyers command?

Description Expected Return
Range of Median Discount Rates for Each Industrial Revenue Bonds 5.3%
Stage of Investment SBA 504 loan 7 3%
80% Tier 1 asset-based |oan 8.9%
S (o = Equipment leasing 10.0%
% 2822 : ZZ:Z - wn | O High || Bank credit line 10.3%
= S0 B Doyl | (®M//| Tier 2 asset-based loan 11.4%
E igzﬁz : Tier 3 asset-based |oan 16.3%
- Startup B Bridge to Debt mezzanine capital 22.4%
PO Equity mezzanine capital 29.2%
S0 TS Private equity group 30.0%
Venture capital 35.0%
Angel investing 40.0%
Small-volume factoring 51.0%

13



Asset Approach

Adjustments to the balance sheet
What if | have excess assets?
How are capital gains taxes factored in?
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Market Approach

Multiple of w
Multiple of w
How Is growt

nat? Historical or Forecasted.
nat? Sales, EBITDA, Net Income?

N factored into the analysis?
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I’ve Used Each Method — Now What?

Reconciliation Issues

Intangible Characteristics versus Intangible
Value
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RUH-ROH!
I’'m a Minority Shareholder

Difference between control return streams and
minority return streams

|s the value of the underlying assets relevant to
minority shareholder?

Does it matter what the market would pay, if the
controlling shareholder has no intention to sall?

Discounts, Discounts, Discounts!
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Value lsInthe Eye of the Beholder
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Real World Considerations

How does size of company impact value?

Type of Company Focus
Start Up Technology/Mgt. Team /Prior
Round Valuation
Lifestyle Businesses Owners’ Discretionary Cash
Flow
Middle Market EBITDA/Discounted Cash
Flow

Strategic Buyers Synergies
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Real World Considerations

Vaduedrivers..... %;f %

Sustainable competitive advantages
Scalable operations
M anagement teams
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More Real World Considerations

Terms, Terms, and Terms!
Target rates
Private Equity Groups
Holding periods
Management fees

Preferred returns
Debt with warrants attached
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Even More Real World Considerations

Must | sell all of my company In order to take some
money off the table?

If | sell — Am | out for good! 2!
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Questions??7??

INn Conclusion
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