Business Valuation
4th Edition

Steven M. Bragg



Table of Contents

Chapter 1 — Business Valuation..........ccccccoeeiriieiiiinnnnnnsnsssceccccesnens 1
Learning ObJECHVES. ..........ueiiiiieiiiiieee et 1
INEFOAUCHION ... e 1
The Difference between Value and Price.............uvvveviiieiieeeeiiiiiininnnns 2
Major Valuation Approaches..............oii i, 3
The Going Concern CoNCEPL ........ciiiiiiiiiiiiiiieee e 4
Liquidation Value..........ooeuiieeeeee e e 5
BOOK ValUE. ... 5
Real Estate Value...........oeii e 7
Asset Accumulation Method ... 8
Enterprise ValUe...... ..o 9
Multiples ANAlYSIS.........oooiiiiiii 10
Discounted Cash FIOWS............cccoiviiiiiiiiiieeeeeee, 15

Post Five-Year Cash FIOWS............uuuuiiiiiiiiieiiiieeiiiiiiieieiienneneneeennnes 15
Negotiation of DCF Contents ..........coooiiuiiiiiiiiiiiiiieee e 16
Adjustments 10 DCF ... 17
SCenario ANAIYSIS .......uueeiiieeiiiiiiiee e 17
The Discount Rate ...........uiii i 18
When DCF FailS ..ccoooeeeeeeeeeee 24
Capitalization Model ............ccovviiiiiiiiiiii 24
Replication Value ... e 26
Comparison ANAIYSIS........cc.ueeiiiieeeeieiee e 28
The Comparison of Sales Multiples.............ccccceeeeiiiii 28
The Comparison of Cash FIOWS ............ccccoeviiiiiiiii, 29
The Comparison of Contract Revenues.............ccccccceeeiiiiiinnnn. 29
52-Week High ..coooviiiiiiieeeeee 30
Influencer Price POINt .......ccoooiiiiice e 31
The Initial Public Offering Valuation .............cccccoiiiiiie e, 31
The Strategic PUrchase............c..eooiiiiiiiiiiiieieeeee e 32
Extraneous Valuation Factors. ... 32
The Control Premium ... .. . e eeieeeeeeeeeeeeeeiiviieieiaieeeeeeeeeeeeeeeeeeeesrennee 33
The Lack of Control DiSCOUNT.............uuuiviiiiiiiiieieeeiiiiiiieirieeerereeeeeeeeees 34
The Lack of Marketability Discount ..............coooeiiiiiiiiiieiee e, 35
The Key Person DiSCOUNT............uuuuiiiiiiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeees 36
The Portfolio DiSCOUNT ... ....uuuiiiiiiiiiiiiiiiiiieeeiiiivieiaieeeeeeeeeeeeeeeeeeeeeeeneee 36
The Choice of Valuation Methods t0 US€............ceuvvvviiviiviiiiieiiiiiininns 36
The Valuation Floor and Ceiling............cccueiiiiiiiiiiiiiiiecee e, 37
SUMMEAIY ettt e e e e e e et e e e e e e e s anneaeeeaaaeeas 40
Review QUESTIONS ......cccoeieieieieeeee 41

REVIEBW ANSWETS... .o ettt e e e e e e eaaas 43



Table of Contents

Chapter 2 — Additional Valuation TOPiCS ........cccceeerrrirircircccccccnrnnnenne 45
Learning ObJECHVES. .........uueiiiaiiiiiiie et e e 45
INEFOAUCTION ... 45
Valuation of Intangibles ..o 45

Incremental Cash Flow Analysis .........ccoeeeeiiiiiiiiiiiieeeeeeee, 46
Intangible Asset Useful LiVeS ..........oooiuiiiiiiiiiiiieeeee e 46
Aggregate Valuation ..........cccccovi 47
Excess Earnings Method ...............eeiiiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeee 47
Comparable Pricing Method............ccooiiiiiiii e 47
Replication Value..........cooooiiiiii e 48
Relief-from-Royalty Method.............cooiiiiiiiiii e, 48
Asset-Based Valuations ..........ccoooiiii 48
Customer-Based Valuations ..o 48
Excess or Deficient ASSELS ........cooi i 49
Adjustments for Business RiSK ...........ccooiiiiiiiiiiiiiiiiieeee e, 50
AJUSTING FACIOrS ... 51
Multiples Using Seller’s Discretionary Earnings............cccccccceeerennnes 53
THE EINOUL ......iiiiiiiiiiiiiie ettt eeeeee 53
Valuation MiStakes .........coooii 56
Rules Of TRUMD......oii e 57
SUMMEAIY .ttt e e e e e e e e e e e e e e e nneaeeeaaaeeas 58
Review QUESHIONS ... 59
REVIEW ANSWETS.....cciiiiiiiiiieeeee 60
LT oL 7 | o 61
3 e [ N 63

il





