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January 22, 2020 
 
 
 
Mr. John Doe, Esq. 
Street 123  
Suite A 
Town, New Jersey 
 
Dear Mr. Doe: 
 
As defined by the Statement on Standards for Valuation Services (SSVS) of the American Institute of Certified 
Public Accountants, we have performed a conclusion of value engagement as engaged by John Doe, Esq. of 
Company, LLC. The estimate of value derived from this engagement is expressed as a conclusion of value. 
 
It is our conclusion that the fair market value of 100% of the outstanding common stock of Company, LLC on 
a control, non-marketable basis as of August 1, 2019 is: 
 
$12,239,000 or $122.39 Per Share (100,000 shares issued and outstanding). 

 

The conclusion of value arrived at in this valuation engagement is subject to Appendix A: Assumptions and 
Limiting Conditions. We have no obligation to update this report or our conclusion of value for information 
provided to us subsequent to the report date. 
 
 
 

 CVA, CExP
 

 

 
 

Holman Frenia Allison, P.C. 
Red Bank, NJ 
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1      DESCRIPTION OF ASSIGNMENT 

 
1.1      Subject of the Valuation Engagement 

 
As per the Statement on Standards for Valuation Services (SSVS) of the American Institute of Certified Public 
Accountants, we have performed a valuation engagement of 100% equity interest in Company, LLC. 
(hereinafter “the Company” or “the Firm” or “Company, LLC” or “Firm, LLC”). The conclusion of value 
derived by the valuator through extensive analyses is explained with sufficient information, data, and reasoning 
in this summary report. 
 
Holman Frenia Allison, P.C. (hereinafter “HFA”) has been retained by the John Doe, Esq. – Sole Owner of 
Company, LLC – to estimate the fair market value of his 100% control, non-marketable ownership interest in 
the Firm’s stock. Company, LLC is a Limited Liability Company located in New Jersey and New York City. 
As of August 1, 2019, 100% equity interest is being valued. 
 
1.2      Purpose and Use of this Valuation Report 

 
The purpose of this valuation report is to provide a conclusion of the fair market value of the 100% controlling, 
non-marketable equity interest owned by John Doe to be used for the Estate Planning purposes. Between the 
financial resources Mr. Doe owns outside of his business endeavors, and the combined value of the multiple 
entity’s he currently owns (as either a controlling or non-controlling owner), a considerable amount of his 
personal estate is subject to estate taxation. With this, Mr. Doe has requested HFA to derive at a conclusion 
of value for his interest in Company, LLC for Estate Planning purposes. 
 
1.3      Valuation Report Intended Users 

 
The summary report and the conclusion of value arrived at herein are restricted to John Doe, John Doe Jr., and 
John Doe’s Estate Planning Attorney, Tax Preparer, Financial Planning Team, and Insurance Broker. Any other 
use of this report is unauthorized and the information included in the report should not be relied upon. 
 

1.4      Valuation Date 

 
The result of this report is a conclusion of value as of August 1, 2019. We have analyzed all requested financial 
and operational data up to and including the valuation date. We have made several inquiries and requests for 
information (RFIs) into the occurrence of events following the valuation date that would impact the value of 
the 100% ownership interest in question to a material degree. As part of our inquiries, we participated in 
management’s year-end workshop and budget meeting to analyze the material impact of the Firm’s strategic 
and tactical plans for 2020 on the value of the stock. We discerned that no events impacted the value of the 
stock to a material degree. In accordance with Revenue Ruling 59-60, Section 3, Paragraph .03, only 
information available (known or knowable) as of the valuation date is to be considered in the determination 
of value. It is feasible that events occurring subsequent to August 1, 2019 may be used in concluding the value 
of the business1. Should future events be incapable of anticipating with reason and sufficient accuracy, these 
events will be considered irrelevant. This summary report was issued January 22, 2020. 
 
1.5      Standard of Value 

 
The standard of value used to calculate the 100% controlling, non-marketable equity interest in Company, 
LLC is fair market value (hereinafter “fair market value” or “FMV”).  
 
Fair market value is defined as: “The price at which 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 being willing, to trade 
and to be well informed about the property and concerning the market for such property.”2 
 
In order to facilitate a more comprehensive understanding of the fair market standard of value, the following 
assumptions are made under this standard: 
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 The parties involved in the transaction include a hypothetical and willing buyer and hypothetical 
and willing seller. Both parties are interested and capable of engaging in the transaction, with an 
understanding that the hypothetical buyer has the financial resources necessary to enter into the 
transaction competently. 
 

 The hypothetical buyer is rational and free from motivation of a strategic or synergistic nature. 
Rather, the buyer is motivated by financial means, and exclusively contributes capital and 
management of a competency level in parity with that of current management. 
 

 The business will not be liquidated, and instead will continue as a going concern (with the exception 
of individual asset liquidation being more profitable and valuable to a hypothetical buyer). 

 
 The hypothetical sale will be for cash. 

 
1.5.1 Hypothetical Buyer 

 
Under the FMV standard, the “Hypothetical Buyer” is generally considered to be a buyer of financial nature, 
bringing financial resources to a transaction, with little or no business synergies aside from any residual 
synergies realized from the inherent managerial competency of the buyer in the industry of concern. The 
business’ ability to generate future cash flow is the primary interest of the hypothetical buyer, and it is 
understood that the buyer will likely leverage 75% or more of debt in order to finance the acquisition. It is 
uncommon for the hypothetical buyer to pay for the potential of future increased cash flow potential. 
 
A strategic buyer, inherent in the strategic/investment value standard, enters into the transaction with a keen 
interest in the assumed synergistic benefits realized from the purchase. These benefits may include the 
expansion of operational/sales territories, increased operational efficiencies gained through the core 
competencies owned by the target firm, economies of scale and scope, new products, services, and/or 
intellectual property, improved purchasing power, etc. With the consideration of synergistic prospects, a 
strategic buyer may pay a premium over a financial buyer’s offer price for the same business.  
 
1.5.2 Hypothetical Seller 

 
Similar to a hypothetical buyer, the “Hypothetical Seller” under the FMV standard is an unknown person. 
Similar to a hypothetical buyer, the seller is prudent, with a reasonable knowledge of relevant facts related to 
the business transaction, the industry within which the business operates, and the economy (at a local and 
global level). The seller is rational, and has a level of knowledge and wherewithal to be convinced to sell if 
the price is advantageous. As is the case with the hypothetical buyer, the hypothetical seller under the FMV 
standard is not under duress or compulsion to sell, but instead acts rationally and with his/her best interest in 
mind. As such, the prospective seller will execute the transaction should the proceeds from the sale be invested 
in alternative opportunities expected to generate a return (future cash flows) above that achieved through 
retaining his or her investment in the subject company. Should the return on investment be sub-par to the 
return from his or her current investment in the subject company, it is expected that the hypothetical seller 
would retain his or her ownership in the entity. 
 
Similar to the hypothetical buyer, the hypothetical seller is rational and can be convinced to sell if the price is 
advantageous. The seller has a thorough understanding of the market and how it affects the value of his or her 
business. In addition, the hypothetical seller is knowledgeable about the business and financial risks specific 
to the subject company, as well as the specific company investment characteristics that contribute to improving 
or discounting the value of the subject entity. 
 
With consideration of the fact that the entity is being valued for the purpose of deriving a conclusion of the 
value of the 100% equity interest owned by John Doe for Estate Planning purposes, as well as the fact that 
Mr. Doe strongly favors a future third party sale to a presently unknown buyer as his exit plan, the Fair Market 
Value standard was chosen.  
 
1.6      Premise of Value 

 
The Premise of Value examines the circumstances of the transaction related to the subject valuation, and makes 
an assumption as to the most likely set of circumstances in which the entity, or its assets, will be sold. There 
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are four primary premises of value, defined by the International Glossary of Business Valuation Terms as 
follows: 
 

 Going Concern Value: 
The value of a business enterprise that is expected to continue to operate into the future. The 
intangible elements of Going Concern Value result from factors such as having a trained workforce, 
an operational plant, and the necessary licenses, systems, and procedures in place. 
 

 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.” 
 

 Orderly Liquidation Value: 
Liquidation value at which the asset or assets are sold over a reasonable period of time to maximize 
proceeds received. 
 

 Forced Liquidation Value: 
Liquidation value, at which the asset or assets are sold as quickly as possible, such as at an auction. 

 
Liquidation was not a consideration of the firm at the date of valuation, nor was it a consideration at the report 
date. As such, the Firm was valued on the premise of going concern. 
 
1.7      Summary Description of the Subject 

 
Company, LLC operates within the debt collection services industry (SIC 7322, NAICS 561440), providing 
a broad range of collection and debt recovery functions for governmental, education, and commercial clients 
spanning various industries. The firm assists its clients with outstanding receivables recovery in an end-to-
end model, from pre-charge-off through the litigation process and Judgement. Company, LLC is staffed with 
experienced management personnel, tactical collectors, a customer service team and additional qualified staff 
necessary to execute operations. In addition to its debt collection services, the firm provides legal services in 
matters including bankruptcy law, employment litigation, partnership and shareholder disputes, and various 
other litigation practices. Accordingly, Company, LLC has a legal team, all of whom are licensed to practice 
law in the New Jersey and New York (including the management team). The firm’s collection staff and 
management team, which comprises the vast majority of the firm, operate out of the New Jersey office. The 
legal team operates out of New York City, New York. 
 
1.8 Appropriate Market Sector 

 
The FMV standard implies that both the hypothetical buyer and seller are knowledgeable about the industry 
and economic conditions surrounding the subject company, and the impact they have on the subject company 
in a sale, on the date of valuation. Both parties are absent of any compulsion to enter into the transaction, and 
are dedicated to achieving their respective maximum return on investment. 
 
While communication has been made to the HFA engagement team that John Doe Jr. (the current owner’s 
son) has expressed interest in buying the firm, it has been clearly articulated that a sale to an independent third 
party is the exit strategy in favor by John Doe, Esq. Furthermore, John Doe Jr. does not have the current 
financial means to purchase the equity interest from his father. Instead, John Doe’s 100% equity interest would 
likely have to be purchased by John Doe Jr. using the earnings from the business. With consideration made to 
the aforementioned, the team was directed to conclude the fair market value of the Company, LLC as if it were 
to be sold to an independent third party.  
 

1.9 Ownership and Control 

 
At the date of valuation, the entire ownership interest (100,000 shares of common stock…as stipulated in the 
firm’s Tax Returns) is owned by John Doe. All shares are of the same class, and all shares have voting rights. 
 
 

5



 
 

---------------------------------------------------------------------------------------------------------------------------------------------------------------------- 
The Company, L.L.C. | Conclusion of Value Report | Fair Market Value | Control, Non-Marketable Interest                                                                                                                                               

1.10 Scope of Work 

 
The basis of a business valuation relies upon factual information, with regard to both internal and external 
factors surrounding the subject company. The engagement commenced with a request for information (RFI) 
by the valuator directed toward the subject company’s management team and key employees. Several rounds 
of RFIs occurred as needed, in order to supply the valuation analyst with sufficient information to perform a 
conclusion of value. Once the valuation analyst had been provided all necessary company-specific data, as 
well as personal compiled the required industry and market data necessary to execute the valuation, the analyst 
began to analyze the data, study the industry, market, and economic conditions, build the financial models, 
confirm existing information, and author the valuation report.  
 
Site visits and management and stakeholder interviews were conducted by HFA’s lead valuation analyst on 
the Company, LLC engagement,  CVA, CExP.  lead the HFA RFI workstream, 
performed the firm’s financial statement analysis, industry and economic analysis, financial model 
development, conclusion of value calculation, and authored the business valuation summary report. Prior to 
sign-off, all schedules, analyses, assumptions, verbiage, and the overall conclusion of value arrived at by  

 was reviewed and approved by HFA’s Business Valuation Advisory (BVA) department, led by two senior 
partner-level Certified Valuation Analysts and CPAs. As such, the analysis and report are in compliance with 
the National Association of Certified Valuators and Analysts (NACVA) Professional Standards for conducting 
and reporting on business valuations. In addition, the report conforms to Internal Revenue Service Revenue 
Ruling 59-60 (RR 59-60). RR 59-60 provides an outline on the approaches, methods, and factors to be 
considered when valuing shares of capital stock in a closely-held entity for the purpose of federal taxation, 
however, the valuation techniques and practices used to arrive at the conclusion of value in this report have 
the right to diverge from RR 59-60’s opinions should these techniques and practices be in better-keeping to 
business valuation standards. It is important to note that RR 59-60 refers to a corporation’s stock and dividend 
paying capacity, but these elements are applicable to closely-held business ownership and distributions of 
other entities as notated in Revenue Ruling 68-609. 
 
In order to derive a conclusion of value from the information provided and gathered, as defined in this 
summary report, the primary factors listed in section 1.11 Primary Sources of Information for Analysis were 
analyzed. These procedures included several detailed discussions with the firm’s management team including 
but not limited to the history and current state of the business from a financial and operational performance 
perspective and the entirety of the entity’s value driver environment (i.e. metrics in place that either secure or 
enhance the value of the firm or expose the entity to risk that would discount the value of the ownership 
interest). Discussions with management around the firm’s expected future performance and other relevant 
factors were considered in the conclusion of value. The factors considered relevant, and thereby thoroughly 
analyzed include but were not limited to the Firm’s historical and current financial position, operational 
policies, procedures, and overall model, customer makeup and diversification, internal controls and risk 
environment, and the size and marketability of the interest being valued. 
 
External factors, such as the Firm’s industry and global and local economic environments were analyzed. A 
heavy weighting was provided to the Company’s position relative to its industry.  
 
HFA has relied on the data (financial and otherwise) provided by Company, LLC to be accurate and a fair 
representation of the status and operating capacity of the entity. HFA did not contract its internal team of 
Certified Fraud Examiners or contract any third-party independent investigator to assure the accuracy of the 
financial data furnished by the Company. We have relied upon management’s representation of the financial 
information provided, and we have considered all other information provided either verbally or in writing to 
be true and correct. HFA has been assured by management that the Firm has no outstanding or anticipated 
issues pertaining to litigation, regulatory compliance, and any other related matters. 
 
HFA assumes no responsibility whatsoever for legal or tax matters relative to its findings. HFA does not 
practice law, nor did we contract a law firm within our strategic alliance ecosystem for this engagement. We 
do reserve the right to site various laws and court cases in our summary report, but only as a means to provide 
context and support of our conclusion of value. We do not base our conclusion of value on court decisions. 
 
1.11 Primary Sources of Information for Analysis 

 
The primary sources of information used by HFA in its analysis of the 100% controlling, non-marketable 
interest in Company, LLC include but are not limited to the following: 

6



 
 

---------------------------------------------------------------------------------------------------------------------------------------------------------------------- 
The Company, L.L.C. | Conclusion of Value Report | Fair Market Value | Control, Non-Marketable Interest                                                                                                                                               

 
 Independently audited Income Statements and Balance Sheets for the period’s ending December 31, 

2014 through December 31, 2018. 
 

 Tax returns from 2014 to 2018. 
 

 The Company’s General Ledgers, Trial Balances, Bank Statements, and Credit Card Statements from 
2014 to 2018.  

 
 Information provided by the Company’s management team and department heads (i.e. Incentive 

Plans, Standard Operating Procedures, Risk Assessment, Cash Flow Management Strategy, 
Marketing Plans, Growth Strategy, etc.) 

 
 HFA’s ad-hoc RFI submissions, document requests, and general queries. 

 
 Research for the identification, selection, and subsequent analysis of comparable closely-held and 

public company data of companies operating in the same or similar industry (limited availability) 
 

 Industry and economic statistics, studies, and forecasts as stipulated in this report 
 

 The International Glossary of Business Valuation Terms 
 
1.12 Assumptions and Limiting Conditions 

 
Please see Appendix A for the Statement of Assumptions and Limiting Conditions. Please not that additional 
assumptions and limiting conditions may appear in various sections throughout this summary report. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
________________________________________________________________________________________ 
1   Estate of Jung v. Commissioner, TC Memo No. 1990-5 (1990) and 101 TC 412 (1993) 
2 Revenue Ruling 59-60: 1959-1, Cumulative Bulletin 237. Also, Section 20.2031-1(b) of the Estate Tax Regulations (Section 81.10 of 

the Estate Tax Regulations 105). 
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2      COMPANY OVERVIEW & BACKGROUND 

 
2.1      Description of the Subject Company 

 
Company, LLC is a full service creditors’ rights and collection agency and business litigation firm operating 
primarily out of New Jersey with a presence in New York City, New York. The Firm operates within the debt 
collection services industry (SIC 7322, NAICS 561440), and provides a host of collection and debt recovery 
functions to governmental, education, and commercial clients. To execute its full-service debt collection and 
demi-litigation model, the entity is staffed with litigation attorneys, legal para-professionals, debt collectors, 
and various support services staff. The firm has a history of hiring experienced consulting firms on an ad-hoc 
basis, depending upon the subject of the engagement and expertise required. The vast majority of Company, 
LLS’s client-base is located in New York, and a small minority of its client base is domiciled in New Jersey. 
The entity segregates its service offerings into two parent categories: Collection Services and Business and 
General Litigation. A miniscule portion of the firm’s overall revenue is derived from the “General Litigation” 
group, as seen in the Financial Statement Analysis section of this report. 
 
2.1.1      Collection Services 

 
Company, LLC engages primarily in collection and debt recovery services, providing clients with a broad range 
of collection and recovery functions in each vertical. From the pre-charge-off stage, through the litigation 
process and Judgment, the firm assists its clients with the recovery of their outstanding receivables. In addition, 
the Firm offers its clients services for the protection of their interests in Bankruptcy proceedings. The employees 
of Company, LLC take the form of a team of highly experienced debt collection specialists, certified patient 
account technicians, collection support staff, litigation attorneys practicing in the debt collection discipline, legal 
assistants, and other support staff. The firm has an extensive level of proven experience assisting retail and 
commercial entities, healthcare providers, governmental agencies, national and regional financial institutions, 
bad debt purchasers, and other creditors in collection services that improve their profit and operating margins. 
 
2.1.2      General Litigation 

 
Company, LLC is staffed with attorneys who regularly litigate in state and federal courts, including bankruptcy 
court. In addition to litigation work, Company, LLC attorneys provide arbitration, quasi-judicial, and 
administrative forum services. 
 
The firm’s attorneys are experienced in drafting and negotiating business and real estate agreements, including 
purchase and sales agreements, business formation documents, operating agreements, shareholder agreements 
and other business transactional documents. 
 
The Firm’s business and general litigation practice handles matters including, but not limited to: (1) breach of 
contract; (2) complex commercial disputes; (3) employment litigation; (4) partnership and shareholder 
disputes; (5) debtor/creditor law; (6) dissolution proceedings; (7) real estate matters; (8) foreclosures; (9) 
bankruptcy law; (10) unfair trade practices: (11) intellectual property; (12) civil RICO; (13) defamation; (14) 
transactional matters; (15) liquor license applications; and (16) franchise filings. 
 

2.2       About John Doe, Esq., Member/Partner 

 

Mr. John Doe, Esq., was born and raised in New York City, New York in 1953. He was an exceptional student 
throughout his time in secondary, post-secondary, and law school. He spent his time in secondary education in 
the public school arena, where his passion for business and law began. Doe decided to enroll in Rutgers 
University after his secondary education career, where he went on to double major in Political Science and 
Business. Doe continued his studies at Rutgers University, where he studied Law following his undergraduate 
career. 
 
John Doe was recruited by Company ABC, L.L.C while studying law at Rutgers. After passing the Bar, he began 
working for Company ABC as an associate attorney. It was during his time here that Doe became exposed to 
the field of Bankruptcy Law, and the business model of collection agencies. It was also during his time with 
Company ABC, that Doe met his wife. 
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Doe opened his practice after approximately eight years with Company ABC, LLC. He opened his practice as a 
Sole Proprietor, and operated as such for four years prior to forming Company, LLC. When Doe started his 
practice, he was primarily engaged in Bankruptcy Law. He began building a team of litigators specializing in 
Bankruptcy Law. With this being said, Doe had a separate department within his Firm that handled debt 
collection services, which he led at the time. At the time of inception, collections represented approximately 
10% of all revenue generated by Company, LLC, with the remaining 90% coming from legal fees. As time 
progressed, Doe became increasingly intrigued by the business model, efficiencies, margins, and recurring 
revenue streams associated with collections. Today, approximately 98% of gross revenues come from debt 
collection services.  
 
As the value of Company, LLC began to grow, so did Doe’s competency in business and strategy. He recognized 
his affinity for real estate, and began building a real estate investment company with three individuals in his 
professional network. Over time, the four partners started three separate real estate investment companies, each 
with a separate investment objective, risk profile, investment time horizon, etc. Currently, Mr. Doe has equity 
in four real estate investment companies.  
 
Doe and his wife went on to have two sons, both of whom are presently in their 30s. One of his sons works as a 
nurse in the city of Philadelphia, PA, while the other son (John Doe Jr.) is a practicing attorney on Company, 
LLC’s payroll. John Doe Jr. has been working at the firm in some capacity since the age of 16. Mr. Doe has 
expressly stated his goal of having his son adopt a managerial position in the business following his eventual 
exit. Mr. Doe has also clearly articulated his goal of having the business sold to an independent third party upon 
exit. John Doe Jr. is privy to his father’s objectives, and while he wishes to acquire a controlling interest in 
Company, LLC following his father’s departure, he is aware that this intention is not aligned with his father’s 
goals.  
 

2 . 3  Form of Organization 

 
Company LLC, a Limited Liability Company, was formed in the State of New Jersey in 1985. 
 

2 . 4  Restrictions on Sale of Subject Interest 

 
There are no restrictions on the sale of the subject company stock. 
 
2 . 5  Prior Ownership Transactions 

 
According to John Doe and the Management Team, there have been no changes of ownership since the 
inception of the firm. 
 
2 . 6  Subsidiaries and Affiliates 

 
Company, LLC has no subsidiaries or affiliates. 
 

2 . 7      Management Team 

 
John Doe, Esq., Member/Managing Partner and CEO. John Doe was born in New York City, New York 
in 1953. Doe studied law at Rutgers University, and opened his own practice, Company, LLC in 1985. He is 
admitted to practice law in New Jersey, New York, Pennsylvania, and Florida. He provides creditors’ rights, 
debt recovery, and contract matters to healthcare providers, governmental agencies, and retail and commercial 
entities. Doe serves as the Managing Partner of Company, LLC, and has sole ownership of the firm’s equity 
interest. While management holds bi-weekly budget and strategy meetings in an open forum to discuss both 
financial and operational matters, the final strategic direction adopted by the firm is decided by Mr. Doe. 
 
Paul Partner, Esq., Member/Partner, President, and CFO. Paul Partner was born in Pennsylvania in 1954, 
and studied law at the University of Pennsylvania. Paul Partner was John Doe’s first hire in 1986. Doe and 
Partner met during their shared time at Company ABC, L.L.C. Both men were two young associates at the 
firm with strong aspirations to open their own practice. Less than one year after Doe opened Company, LLC, 
Partner transitioned out of Company ABC and into his new role at the firm as CFO. Similar to Doe, Partner is 
admitted to practice law in New Jersey, New York, Pennsylvania and Florida. Being that he has a few larger 
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clients located on the West Coast, he is also admitted to practice law in the state of California. While the firm 
experienced a high degree of growth in its first ten years of operations, a joint-decision was made by Partner 
and Doe in 1992 for Partner to return to school to receive an Accounting degree. It was the team’s objective 
to manage the firm’s finances in a more cohesive, clear, and strategic manner. As the entity grew and the firm 
was able to hire more accounting and finance personnel, Partner’s role shifted from a more tactical bookkeeper 
and purchasing/procurement advisor, to a strategic CFO. He began to study ways to properly run budget 
meetings, build and leverage dynamic financial reporting, properly set key performance indicators of a 
financial nature for the firm’s departments and key personnel, and how to marry the entity’s strategy to the 
insights gleamed from the firm’s financial reporting. 
 
Mike Person, Esq., Member/Partner and COO. Mike Person was hired by John Doe and Paul Partner in 
2000. Person received his law degree and MBA from the University of Pennsylvania. Person was not only 
hired for his rich understanding of law, but his strong competency in the areas of corporate strategy, change 
management, enterprise performance management, and operations. After a two-year vetting process, Person 
assumed the role of Chief Operating Officer (COO) in 2002. As Company LLC’s business model continued 
to prioritize debt collection services over litigation, Person’s value to the firm grew exponentially. His ability 
to create a dynamic operating model that promotes efficiencies in the collection services department, as well 
as maintain the high profit margins realized through the firms legal services has allowed the firm to trend in a 
highly profitable fiscal manner during his two decade tenure. 
 
Sean Selling, CSO, CMO. Sean Selling studied Business and Marketing at Rutgers University. Selling was 
recruited by Mike Person in 2006, and hired by John Doe and Paul Partner that same year. Selling was brought 
into the firm to lead Mike Person’s, then newly formed, Marketing Department. While Selling did not 
showcase a rich understanding of collection services or law at the time of his hire, he showed a high-degree 
of competency in marketing for a professional services firm. Selling began to build and manage sales and 
marketing campaigns for Company, LLC. He and Person operationalized the sales and marketing department 
considerably, and as his understanding of collection services and law grew, his role became highly client 
facing. Selling generates a considerable amount of new business for the firm, and his close working 
relationship with Mike Person allows the firm to effectively manage its sales and marketing staffing capacity 
and contracting needs as the volume of clients grow. Selling assumed the title of Chief Sales Officer (CSO) 
and Chief Marketing Officer (CMO) in 2010. 
 
2 . 8  Employees 

 
Company, LLC has 78 full-time employees, including the four members of management listed in Section 2.7. 
In addition to the 78 full-time employees, the firm contracts specialized consulting firms to assist in the 
execution of engagements where the specialty required is not readily available within the firm.  
 
As previously mentioned, Company, LLC separates the services it provides into to parent service lines: 
“Collection Services” and “General Litigation.” Approximately 62 full-time employees are devoted to 
providing services in the Collection Services division, while 16 full-time employees are dedicated to the 
General Litigation Practice. All members of management provide their expertise to both divisions. 
 
2 . 8 . 1  Key Employee Incentive Planning 

 
As the firm began to expand in the 21st century, so did the competency of its management team and the 
importance management has on the entity’s operational efficiencies and profitability. John Doe became 
increasingly concerned about losing the members of his team, and the financial and operational risk this 
imposed on his business. 
 
In 2010, John Doe implemented incentive planning packages for each member of his management team; Paul 
Partner, Mike Person, and Sean Selling. Each member of management has a Non-Qualified Deferred 
Compensation (NQDC) cash-based key employee incentive plan. Each individual’s NQDC plan is equipped 
with key performance indicators (triggering events) that must be met in order for the benefit formula associated 
with the plan to be applied to the benefit stream used therein, and for the payout to be released. Each payout 
is subject to a rolling vesting schedule, with forfeiture provisions and covenants not to compete attached. The 
benefit stream used is free cash flow above a minimum threshold. Not only does the structure of each key 
employee incentive plan reward management if performance metrics are met that drive the cash flow and/or 
overall value of the business upward, it creates “golden handcuffs” for each member of management through 
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the rolling vesting schedule. See Exhibit 1-1 below for a high-level explanation of the NQDC incentive plan 
structure leveraged by John Doe and his Management Team. 
 
Exhibit 1-1: Key Employee Incentive Planning Overview 

  
 

 
 
As per the client’s request, this summary report does not include the specifications of the KPIs or the benefit 
formula used when performance indicators are met. However, an overview of the nature of the key 
performance indicators used for each member of management is described below. 
 

 Paul Partner, CFO – Partner’s key performance indicators include (1) Firm average return on 
investment (ROI) for Capital Expenditures and large scale corporate entity clients; (2) Firm 
Accounts Receivable Turnover and Dales Sales Outstanding averages; (3) Overhead cost profile; 
and (4) effective management of Net Working Capital / Profit Margins. 
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 Mike Person, COO – Person’s key performance indicators include (1) Firm Accounts Receivable 
Turnover and Days Sales Outstanding averages; (2) New client on-boarding and employee 
efficiencies; (3) Operating Margin management; and (4) Utilization of Billable Hours 
 

 Sean Selling, CSO and CMO – Selling’s key performance indicators include (1) ROI on Marketing 
Campaigns above Benchmark; (2) Firm Sales Growth per Location vs. Firm Average; (3) Gross 
Profit Margin vs. Industry Average; and (4) Sales Pipeline Management Effectiveness. 

` 
2 . 9  Services 

 
As previously stated, Company, LLC provides accounts receivable and other debt collection services to 
governmental, education, and commercial clients. The firm is able to manage its clients’ accounts receivable 
turnover in a highly effective manner through its strict adherence to its well-documented and systemized 
standard operating procedures for client collections. To manage its clients’ receivables efficiently, Company, 
LLC leverages semi-automated capabilities when applicable. By automating repetitive processes (i.e. 
automating email campaigns directed toward debtors when client days sales outstanding figures exceed a 
specific range) Company, LLC is able to reduce the average days sales outstanding and increase profit margins 
for itself and its clients (i.e. Company, LLC earns a percentage of the collections it makes on behalf of its 
clients). Company, LLC’s receivables collection and recovery functions range from the pre-charge-off stage 
through the litigation process and Judgement, and have proven to be the key driver of revenue and growth for 
the Firm. The majority of Company LLC’s collection revenue is generated through fee invoicing to corporate 
clients for collection services based off a percentage of the amount collected. In certain circumstances, 
Company LLC will purchase the outstanding receivables from a client, and assume all cash from successful 
collection efforts. 
 
In addition to its debt collection services, Company, LLC provides litigation (state and federal), arbitration, 
quasi-judicial, and administrative forum services to clients. The firm provides services in the area of drafting 
and negotiating business and real estate agreements including, but not limited to: shareholder agreements, 
operating agreements, and purchase and sale agreements. While the revenue generated from the firm’s General 
Litigation practice is minimal when compared to the revenue generated by Collection Services, the profit 
margin enjoyed by this department is highly competitive. 
 
2 . 9 . 1  Differentiation / Cost Leadership 

 
Company, LLC differentiates itself from its competitors in the collection agency industry through two primary 
channels: Operating Model effectiveness and Business and Real Estate Agreement Services. First, Company 
LLC has a highly effective operating model. The firm has devoted a great deal of resources over the course of 
its operating history to standardize its procedures, ensure they are well-documented and clear, and create a 
high-degree of usability. Company, LLC is atypical from most professional service firms of its size, in that it 
has gone far beyond the customary static Standard Operating Procedure (SOP) manuals created by its 
competitors. Instead, using SOP software, all of the firm’s systems and procedures are electronic, dynamic, 
and user-friendly. This not only facilitates adherence to the firm’s procedures and best practices, it 
dramatically reduces the amount of time required to onboard new employees and train existing employees on 
the firm’s processes. While employee turnover is far lower in the General Litigation division of the practice, 
turnover is more of an operational and financial risk in the Collection Services department. The electronic 
documentation, interactivity provided by the SOP software, and user friendliness of the system considerably 
mitigates the risk of this turnover by way of onboarding efficiencies. The detailed documentation, usability, 
and training videos that accompany each procedure in the software allow for expedient productivity of new 
employees. 
 
Furthermore, the firm has integrated its SOP software with its Project Management Software and CRM system. 
In turn, this improves efficiencies and reduces data redundancies / integrity issues for internal reporting 
purposes. The degree to which Company, LLC has systematized its operations yields an entity that quickly 
onboards profitable clients, allows employees to reference tried procedures to service the client according to 
Company, LLC’s best practices, retain existing clients, cross-sell, and acquire new customers through organic 
and inorganic marketing efforts. 
 
In addition to its core competencies in operations, Company, LLC differentiates itself from collection agency 
competitors by providing legal services to its customer base. In particular, the services the firm provides in the 
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business and contract law space are highly valuable and relevant to many of its receivables collection clients. 
For example, management has stated that a moderate portion of its accounts receivable collection customers 
in the commercial sector retain the firm for business and real estate agreement drafting services as well as ad 
hoc transactional matters. To strategically position the attorneys and the legal services provided by the firm, 
Company, LLC has developed discounted pricing packages for clients who retain the firm for collection and 
legal services. In this manner, the firm is able to retain additional business through a cost leadership strategy 
on the legal services side of its house. This complimentary offering between improving a business’ profitability 
through increased receivables collections as well as assisting the client in executing agreements/transactions 
that aim to drive its business forward creates a second competitive advantage for Company, LLC. 
 
2 . 1 0  Customers 

 
Company, LLC provides accounts receivable collection and business and general litigation services to clients 
in the healthcare, governmental and commercial/retail sectors. Over 90% of Company LLC’s customers are 
domiciled in the state of New York, with the vast majority located in boroughs throughout New York City. 
The remaining 10% of the entity’s clientele is located in New Jersey and Pennsylvania. 
 
In 2004, four years after joining the firm, Mike Person, COO launched a customer diversification campaign. 
The firm had experienced growth below its historical average in 2002 and its Net Income in 2003 was less 
than the prior period. To re-align Company LLC to its historically profitable trend, Person’s performed both 
a customer concentration and customer profitability analysis for Company LLC’s entire book of business. His 
objective was to reallocate resources to customers that generated considerable revenues with minimal days 
sales outstanding (thereby improving the firms receivables turnover and managing cash flow more efficiently), 
renegotiate terms with modest revenue-generating clients with average profitability and days sales outstanding 
figures, and cut customers who were not profitable. Through this effort, Person stated that he found 
approximately 50% of Company LLC’s revenue to be concentrated to a cluster of 4 major client accounts. 
After this finding, the firm began to increase its marketing efforts in order to acquire new customers which 
soon led to the hire of Sean Selling, CSO, CMO in 2006. The firm also became tactical in its cross-selling 
efforts, training accounts receivable collection team employees on the services provided by the business and 
general litigation practice and building traditional marketing materials for the team to leverage when a cross-
selling opportunity is identified. 
 
2 . 1 0 . 1  Customer Acquisition / Marketing 

 
Company, LLC has consistently utilized a market penetration growth strategy to expand its customer base. 
While management has contemplated acquiring competitors in their firm’s existing market, they have 
leveraged traditional and digital marketing strategies to improve their customer engagement and loyalty (in 
order to retain its existing base) as well as to acquire new customers within the same market. 
 
Traditional Marketing  
As part of its traditional marketing campaign, Company, LLC runs multiple seminar series throughout each 
calendar year. It provides seminars for both its collection and litigation practices. The most attended seminar 
series focuses on the techniques and strategies organizations can employ to improve their receivables 
collection practices internally, improve receivables turnover, renegotiate credit terms with clients, and reduce 
allowances for bad debt. The seminar is split into a three-part series, with a 90 minute course each Wednesday 
for three weeks. All materials provided to the class are proprietary. The call to action occurs on the final day 
of the series, whereby the attendees are provided with a complimentary consultation form and requested to 
check all relevant boxes for the services they would like to learn more about from Company, LLC. 
 
The marketing material used to promote its seminar series has a highly-professional aesthetic and the designs 
have been well-researched. In addition to marketing its series on the company website, the firm leverages the 
many professional networking associations its management team and senior employees are required to belong 
to in order to deliver the material. Each member of the firm’s management team engages in multiple 
professional networking organizations relevant to the collection and business law verticals. For example, John 
Doe is a member of the Association of Credit and Collection Professionals (ACA International), Business 
Network International (BNI), and several legal and political associations. John is highly active in each of these 
organizations, and generates a high-degree of referrals from his active participation. In addition to 
management, the firm’s top litigators and junior partners in the collection agency division must engage in a 
minimum of one professional networking group, and must attend at least 80% of all events. 
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The final major piece of traditional marketing used by Company, LLC is its testimony book. After joining the 
firm in 2006, Sean Selling, CSO, CMO suggested that the firm begin building a customer testimony book. In 
this book, each customer testimony page provides the name of the customer (unless the customer requests to 
maintain its anonymity), sector within which the client operates (i.e. Healthcare), region the company operates 
in (i.e. New York City, New York), the service provided to the client (i.e. A/R Collections), and a testimony 
excerpt written by the client. Over the past 13 years, Company, LLC has compiled a robust book of customer 
testimonies. Company, LLC has converted this book into both a full-packaged digital format in addition to its 
physical copy. It provides this piece of marketing material to all attendees of its seminar series, participants in 
the team’s networking organizations, and promotes the piece effectively on its website. 
 
Digital Marketing – The majority of Company LLC’s digital marketing efforts and expenditures are dedicated 
to Search Engine Optimization (SEO) and Google AdWords. The firm understands that its customer base does 
not shop for professional collection services on social media platforms such as Facebook, Instagram, and 
Twitter. The firm is aware that LinkedIn is a viable source for professional insights and networking, so it has 
established a presence on this platform, and allocates a small percentage of its marketing resources to 
managing its LinkedIn profile and the content it publishes to the platform. The vast majority of the firm’s 
digital spend is devoted to optimizing its website’s placement on the Google Search Engine results listing. The 
firm primarily focuses on Local SEO, where it aims to rank high on the results list for companies in the Greater 
New York City Area. It has improved the landing page design, load speed, quantity and quality of backlinks, 
and the company blogs and newsletter content it publishes in order to optimize its site for the Google platform. 
Lastly, in addition to its SEO efforts, the Firm allocates marketing resources to Google AdWords campaign. 
For example, the firm identifies several websites in which its target customers commonly frequent in general, 
or websites its users frequent after leaving its company website, and publishes digital ads to these platforms 
for a fee. 
 
2 . 1 0 . 2  Customer Contracts 

 
The vast majority of Company, LLC’s customers pay for services on credit. For collection services, Company 
LLC will charge clients a fee based upon a percentage of the amount of outstanding receivables the firm is 
able to successfully collect. The credit terms that the firm utilizes for each contract vary depending upon the 
client’s size, tenure with the firm, results of a credit check, industry, and insights gleamed from conversations 
with a minimum of three additional suppliers to the client firm. Based upon their findings, management will 
draft its credit limits, terms, delinquency penalties, and any other conditions accordingly. For example, large 
clients with a 10-year tenure with the firm, a favorable quick ratio and debt-to-equity ratio, and a proven track 
record of timely payments will have a much higher credit limit and longer credit terms (i.e. 40-60 days) than 
an unproven firm with less favorable financial specifications. Furthermore, as part of its new-client 
onboarding, if a prospective firm refuses to allow Company, LLC to perform a credit check and/or provide 
Company, LLC with the contact information of three of its suppliers, management will not take this prospect’s 
business.  
 
It is important to note that management has made a strategic decision to forgo expedient collections for its 
largest clients in order to place them in recurring / extended-service contracts. In other words, as a reward for 
being a large and recurring client, and proving allegiance to Company, LLC by way of signing a recurring 
service contract, Company, LLC offers the client payment duration terms far superior for the client than terms 
outlined in smaller, non-recurring client contracts. Management is aware that this negatively impacts its 
accounts receivable turnover and days sales outstanding ratios, but it is willing to extend collection periods 
for assurance that its largest clients will continue to be recurring and handcuffed to the business. This is a 
profit play management has made, and the contracts they have established with large recurring clients have 
proven to aid growth. 
 
With regards to its business and general litigation, Company, LLC aims to allocate its customer contracts in 
one of the three primary categories: 
 
 Hourly Rate Structure – As is the case with most legal practices, Company, LLC charges its clients a set 

hourly rate depending upon the tenure and specialty of the attorney staffed to the engagement. The firm 
will communicate members of the engagement team, their hourly rate, the number of estimated hours 
dedicated to the project by each member, in-scope activities, out-of-scope activities, limiting conditions, 
assumptions, etc. in a Statement of Work Contract furnished in writing to the client. Often times, the 
firm will place a not-to-exceed clause for existing and high-value customers. To mitigate the risk of 
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delinquent and/or non-payment, Company, LLC will take a portion of the fee upfront in order for the 
client to contract the team. The firm classifies this upfront payment for an hourly rate structure 
engagement in a category separate from its Retainer Fees. 

 
 Retainer Fee Structure – Depending upon the size, nature, and estimated duration of a legal engagement, 

Company, LLC may elect to draft a retainer fee contract agreement with its clients. Similar to the 
methodology used in the hourly rate structure contracts, the firm will calculate the amount of its retainer 
fee based upon the number of hours required by each engagement team member from kick-off to closure 
of the project. It will charge the client the retainer fee upfront, and the funds will be held in a separate 
bank account. The monies received into this account are booked to revenue and an unearned revenue 
liability is created. This is a favorable pricing model for the firm, as it receives its cash upfront prior to 
performing legal services to its clients. 

 
 Flat Fees – In instances where Company, LLC has been contracted to draft a specific contract, such as 

a shareholder agreement or a buy-sell agreement, the firm may charge a flat fee in order to furnish the 
deliverable to the client. The firm has developed considerable economies of scale through the 
standardized nature of the content found in these business agreements, and as such they are able to price 
the product competitively. 

 
2 . 1 1  Competition 

 
Company, LLC competes primarily in the collection agency industry. Its primary competitive advantage is the 
sophistication and effectiveness of its operating model, particularly when compared to firms of its size 
competing at a local level. Company, LLC’s operating model facilitates tremendous productivity, from 
prospecting and shepherding prospects through its sales funnel, onboarding new clients efficiently, providing 
premium-level service to its clients in a clear, methodical and value-added manner once on-boarded, to 
performing continuous client-engagement activities and cross-selling efforts intra- and post-engagement. 
 
The firm’s secondary competitive advantage is the core competency of its management team. The firm is a 
highly data driven entity. Whether management is making strategic or tactical decisions in its bi-weekly 
meetings, determining how to best position a new marketing strategy or reposition an existing strategy, or 
identifying the profitability and risk profile of a prospective client, the team leverages data-driven insights and 
analytics to make its decision.  
 
In 2015, Paul Partner, CFO decided to transition the firm’s financial reporting to tablets. Being that his 
reporting became heavily reliant on data and analytics related to the firm’s budgets to actuals, key performance 
indicators by department, forecasts and scenario analyses for decision-making, etc., a static paper format was 
no longer effective for the firm. Partner hired a junior CPA with proficiency in a software tool called Tableau. 
Tableau is a dynamic data visualization tool, offering highly aesthetic dashboards that are easily manipulated 
in a live-setting. For example, if management was deciding whether to buy, rent, or execute a capital lease for 
an office space in New York, and wanted to determine how the financial forecast would change if the firm 
was able to secure a 6% rate on a SBA loan vs. the 7% used in the initial forecast, this change could be done 
in a matter of seconds and the dashboards would adjust live in the meeting.  
 
Management’s competency extends far beyond the decision-making abilities of Paul Partner, CFO. Mike 
Person, COO has created an operating model for the firm that is a catalyst to its excellent margins. He has 
created economies of scale in multiple areas of the business, from onboarding new employees to providing 
end-products to customers. He is a student of the firm’s operating margin, and has a collaborative working 
relationship with Paul Partner to manage the entity’s net operating margin effectively.  
 
Sean Selling, CMO, CSO has created and maintained a digital marketing presence for the firm that is results 
driven. With the introduction of Search Engine Optimization, Google AdWords and Analytics, and Social 
Media Marketing, Selling has legitimized the marketing efforts of the firm. He leverages data and insights to 
adjust and refine all of the firm’s marketing campaigns, and his core competencies have further distanced 
Company, LLC from its competition in a positive manner. The firm’s ability to create relevant and strategic 
marketing campaigns directed at its target market (mid-size corporate entities in the healthcare and 
commercial/retail space as well as government entities) is its tertiary competitive advantage. 
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Company, LLC leverages a differentiation strategy for its collection services. Management has clearly stated 
that the firm has a superior collection percentage than industry average, and thereby charges a premium 
accordingly.  
 

2 . 1 2  Physical Facilities 

 
Company, LLC maintains a physical presence in two centralized locations: New Jersey and New York City. 
The firm has an operating lease for both offices. Its larger office is located in New Jersey, where the majority 
of its middle and back-office operations take place. The firm leases three floors of a NJ high-rise, with each 
floor embodying an open layout concept. Management invested a considerable amount of capital into re-
furnishing this space in 2012, and continues to make ad-hoc improvements as it sees fit. The aesthetic of the 
site can be best described as modern, elegant, and simple. Each employee station is equipped with a 
VARIDESK and two monitors. There are no cubicles on any floor. There are several conference rooms, 
ranging from capacities of 3 to 20 people. Our team visited the New Jersey site a total of five times throughout 
the valuation engagement: twice in August of 2019, once in October, once in November, and once in December 
of 2019. There were several Skype and screenshare meetings held throughout the duration of the engagement, 
as well as client meetings held at the HFA offices. 
 
Company, LLC has an operating lease agreement for a single office space in a high-rise building in New York 
City. In order to maintain a physical presence in New York (where the majority of its collection business is 
derived), but maintain flexibility, it adopted an operating lease structure. While the firm’s business model 
lends itself to client-facing interactions held at the client site rather than the Company, LLC offices, any client 
meetings at the firm’s offices will take place at the New York office. The attorneys and a portion of the legal 
support staff are located at this office. While the space is modest in size, it has a sophisticated and elegant 
aesthetic. The reception area is furnished with marble, and the conference rooms and offices are surrounded 
by glass with a clouded center strip for privacy purposes. The bullpen is small, but furnished with modern low 
setting wall barrier desks, so each employee can stand and communicate without having to walk around a tall 
cubicle barrier. Two site visits were made to this office by the HFA team: once in August of 2019 and once in 
December of 2019. 
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3      ECONOMIC OUTLOOK AND ANALYSIS 

 
A business’ value and its capacity to continue operating profitably has a direct relationship with the national, 
regional, and local economies. The conditions of the economy are tied to the entity’s ability to generate 
revenue, and therefore effect the overall value of the subject company. An analyst is unable to derive an 
accurate and sound conclusion of the value of a company without first understanding and analyzing the 
economic factors that impact the future operation of the business. In terms of economic implications on 
collection agencies, both a weak and strong economy can drive demand…depending upon the business model 
of the firm. For Company LLC, economic strength contributes more to the demand of the firm’s services, 
being that the volume of credit transactions increase in prosperous economic conditions. 
  
3.1      Gross Domestic Product (GDP) 

 
Gross Domestic Product (GDP) is a key performance indicator of the health of a country’s economy, 
representing the market value of the entirety of finished goods and services produced within a country’s 
borders over a specified time period. Exhibit 2-1 below is the United States Bureau of Economic Analysis 
(BEA) 2019 Q3 study of the United States’ Real GDP growth rate (adjusted for inflation)3.  
 
Exhibit 2-1: U.S. BEA Economic Analysis - GDP 

 
 
U.S. real GDP increased each of the first three quarters of 2019, at a rate of 3.1%, 2.0%, and 2.1%, respectively. 
The third quarter increase in real GDP is attributed to increased contributions in personal consumption 
expenditures, federal, state, and local government spending, exports, residential investment and private 
inventory investment. The growth was partially offset by negative contributions from nonresidential fixed 
investments and imports. The acceleration in real GDP growth from the second to third quarter in 2019 is 
representative of the acceleration of private inventory investment, exports, and residential fixed investments. 
 
The upward trend of real GDP and the acceleration of growth in Q3 of 2019 is representative of a positive 
future outlook for the United States economy. An increase in the inflationary adjusted market value of finished 
products and services produced within the United States each quarter of 2019, and an acceleration of growth 
in Q3 suggests a strong and prosperous national economy within which Company, LLC is operating. 
 

3.2      Consumer Spending 

 

Personal Consumption Expenditure (consumer spending) is the imputation of household expenditures on goods 
(durable and nondurable) and services over a specified period of time. Personal Consumption Expenditures 
(PCE) is representative of the demand side of the economic activity curve, while production is representative of 
the supply-side. In other words, all goods and services that are consumed by or on behalf of the public must first 
be produced. With this in mind, a pattern/forecast indicative of increased consumer spending is a favorable 
indication of an entity’s ability to generate future revenues and maintain/improve its margins (particularly under 
Keynesian macroeconomics). Exhibit 2-2 below is the U.S. BEA 2019 Q3 study of Personal Consumption 
Expenditures. 
 

Exhibit 2-2: U.S. BEA Economic Analysis – Personal Consumption Expenditures 

 

Q1 Q2 Q3 Q4 Q1 Q2 Q3

Production

Percent change at seasonally adjusted annual rate (unless 

otherwise noted)

Gross domestic product 2.5 3.5 2.9 1.1 3.1 2.0 2.1

Purchases, by type

Gross domestic purchases 2.5 2.8 4.9 1.4 2.3 2.6 2.2

Personal consumption expenditures 1.7 4.0 3.5 1.4 1.1 4.6 3.2

Nonresidential fixed investment 8.8 7.9 2.1 4.8 4.4 -1.0 -2.3

Residential investment -5.3 -3.7 -4.0 -4.7 -1.0 -3.0 4.6

Exports of goods and services 0.8 5.8 -6.2 1.5 4.1 -5.7 1.0

Imports of goods and services 0.6 0.3 8.6 3.5 -1.5 0.0 1.8

Government consumption expenditures and gross 

investment
1.9 2.6 2.1 -0.4 2.9 4.8 1.7

2018 2019
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As seen in Exhibit 2-2 above, consumer spending increased each quarter of 2019, at a rate of 1.1%, 4.6%, and 
3.2%, respectively. There was a considerable acceleration in PCE growth between Q1 and Q2. PCE growth 
did in fact decelerate from Q2 to Q3, but the rate of increase is still considerably higher than the increase 
yielded in the first quarter of the period. As previously mentioned, an increase in consumer spending reflects 
positively on future operations and high performance potential of U.S. companies. While the deceleration of 
growth between Q2 and Q3 of 2019 should be closely monitored for a continuation of this pattern, the 
consistent increase of PCE from Q1 of 2018 to Q3 of 2019 suggests a positive outlook for Company, LLC. 
 
3.3      Government Spending 

 

Government spending refers to total expenditures made by federal, state, and local governments over a specified 
period of time. The government is said to have a deficit when its expenditures exceed receipts (i.e. tax revenue). 
In other words, the government is spending more than it earns in revenue. While government spending increases 
the nation’s GDP in the common expenditure approach used to calculate gross domestic product, as government 
spending increases, and continues to trend above receipts, it will pay for these expenditures by issuing debt. 
When the government is issuing new debt, the pool of loanable funds (cash) available within centralized banks 
reduces. As a result of this reduction in supply, interest rates increase. This interest rate increase may result in a 
reduction in private investment, due to the fact that the cost of borrowing becomes more expensive to the private 
sector. It is theorized that as a result of increased government spending, downward pressure is placed on the 
private sector’s ability to obtain affordable financing necessary for future growth and expansion. This economic 
modality is commonly referred to as “crowding-out,” and according to a December 2017 study published by the 
Federal Reserve Bank of St. Louis, “government spending cause[s] some crowding out of private economic 
activity4.” Exhibit 2-3 below is the U.S. BEA 2019 Q3 study of Federal and State and Local government receipts, 
spending, and savings (deficit). 
 
Exhibit 2-3: U.S. BEA Economic Analysis – Federal, State and Local Government Finances 

 
 
In 2019, federal government spending increased each quarter, reporting figures (in billions) of 4,699.6, 4,794.3 
and 4,833.5, respectively. The increase in spending from Q1 to Q2 was 2.01%, while the increase in spending 
from Q2 to Q3 was 0.82%. State and local government spending increased each quarter as well, reporting figures 
(in billions) of 2,899.4, 2,942.9 and 2,971.5, respectively. The increase in spending from Q1 to Q2 was 1.50%, 
and the increase from Q2 to Q3 was 0.97%.  While government spending increased in each quarter of 2019, 
spending proved to decelerate for both federal and state and local government in Q3. The effect of “crowding-
out” should be monitored and factored into the future prosperity of U.S. businesses, as large-scale issuances of 
debt may translate to cost-ineffective financing opportunities for the private sector. It is important to note that 
Company, LLC has a highly favorable debt to equity ratio and times interest earned ratio in comparison to its 
industry peers. As a result, its ability to achieve cost effective financing is superior to its competitors. 
 

3.4      Imports and Exports 

 

Imports refer to the goods and services produced outside of a nation’s borders that are purchased by said nation 
and delivered into its territories. Being that the economic health and growth of a nation includes only those 

Q1 Q2 Q3 Q4 Q1 Q2 Q3

Personal Income
Billions of dollars, seasonally adjusted annual rate (unless otherwise noted)

Federal government finances

Receipts# 3446.9 3469.3 3545.4 3529.0 3576.7 3606.3 3622.0

Current expenditures# 4423.2 4483.1 4526.8 4596.6 4699.6 4794.2 4833.5

Net Federal Government saving -976.3 -1013.8 -981.3 -1067.6 -1122.9 -1188.0 -1211.5

State and local government finances

Receipts# 2607.3 2622.4 2629.9 2632.2 2687.7 2757.8 2744.1

Current expenditures# 2823.6 2855.8 2880.1 2889.1 2899.4 2942.9 2971.5

Net state and local government saving -216.3 -233.3 -250.1 -256.8 -211.7 -185.0 -227.4

2018 2019
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finished goods and services produced within the country, imports are excluded from the GDP calculation 
(expenditures for imports are added in the personal consumption expenditure calculation and subtracted in the 
imports/exports section of the GDP equation). Exports refer to the goods and services produced within a 
company’s borders that are sold to nations abroad. Exports are included in the GDP equation, and an increase 
in the amount of goods and services a company exports, and the influx of cash received as a result of exports is 
a positive indicator of an economy’s health. Exhibit 2-4 below is the U.S. BEA 2019 Q3 study of imports and 
exports. 
 
Exhibit 2-4: U.S. BEA Economic Analysis – Imports and Exports 

 
 
As seen in Exhibit 2-4 above, U.S. exports of goods and services experienced highly erratic growth across the 
first three quarters of 2019. The erratic growth of exports is commonplace, which is exemplified by comparing 
the 2019 data to the per quarter deviations in growth throughout 2018. While exports experienced 4.1% 
seasonally adjusted annual growth rate in Q1, in Q2, the annual growth rate was (5.7%). In Q3, the annual 
export growth rate returned positive, at a 1.0% rate. The acceleration of growth in Q3 of 2019 reflects 
positively on the health of the economy, but the erratic growth experienced over the 2018 and 2019 periods 
make it challenging to derive confident and meaningful insights. 
 
3.5      Real Estate Investment 

 

Real estate investment plays a role in the overall health of the nation’s economy. There is commonly a direct 
relationship between real estate investment and consumer confidence. There is also a direct relationship between 
consumer confidence and personal consumption expenditures, which is the largest factor of the nation’s GDP 
(by a considerable margin). So, as real estate investment (demand) declines, the price of real estate falls to meet 
equilibrium. As real estate pricing and housing starts fall, consumer confidence experiences a downward trend, 
which in turn results in a risk of decline in PCE. Exhibit 2-5 below is the U.S. BEA 2019 Q3 study of 
nonresidential and residential real estate investment. 
 
Exhibit 2-5: U.S. BEA Economic Analysis – Nonresidential and Residential Real Estate Investment 

 
 
The 4.6% increase in residential real estate investment growth in Q3 of 2019 contributed positively to the market 
value and overall health of the nation’s economy. However, this positive contribution was partially offset by a 
negative contribution by way of a (2.3%) growth in nonresidential fixed investments. Looking back to 2018, 
nonresidential real estate investments experienced consistent growth each quarter, which yields a positive effect 
on the nation’s GDP. Over this same time period, however, residential investment partially offset the positive 
impact of nonresidential growth. When combining the growth of nonresidential and residential investment over 
the four quarters of 2018 and the first three quarters of 2019, real estate investment has yielded a net positive 
effect on the market value of the nation’s economy, which reflects positively on consumer confidence, thereby 
placing upward pressure on personal consumption expenditure, and in turn, GDP growth. 
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3.6      Employment & Wages 

 

High levels of unemployment impose a strain on and damage the health of the U.S. economy. While it is 
discerned by economists that a natural degree of unemployment will persist, unemployment rates above this 
amount creates elevated costs to the economy and businesses therein. When unemployment rises, this translates 
to a direct reduction in the production of goods and services, being that these individuals are not contributing to 
the workforce. The buying power of these individuals lessens considerably – even with the assistance of 
unemployment compensation, food stamps, and other governmentally-funded programs – and personal 
consumption drops as a result. This reduces the demand for companies’ products and services. In addition, the 
government will impose higher taxes to companies in order to pass along the increased expenditures it has now 
uncured as a result of increased unemployment. A reduction in unemployment, however, has the reverse effect 
of the previously mentioned factors. Improved employment figures are indicative of a healthy and prosperous 
economy. Exhibit 2-6 below is the U.S. Bureau of Labor Statistics (BLS) study of unemployment rates from 
2015 through Q3 of 20195. 
 

Exhibit 2-6: U.S. BLS Unemployment Rates – 2015 to 2019 

 
 

In September of 2019, the unemployment rate was at its 2015-2019 all-time low of 3.5%. In January of 2019, the 
unemployment rate was 4.0%. A 50 basis-point drop occurred over the first three quarters of 2019. This trend is 
a positive reflection on the overall health and state of the U.S. economy, and translates to higher purchasing power 
on the part of the American consumer, increased PCE, and improved GDP. As such, low unemployment rates 
engender strength in the economy and strength in the private sector. 
 

3.7      Professional Services 

 

Company, LLC provides professional services to its clients in the form of accounts receivable collection and 
legal services. As such, it is prudent to analyze the economic contributions made by the professional services 
industry as a whole. Exhibit 3-1 below is the U.S. BEA 2019 Q2 and Q3 study of real gross output by industry. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

2015 5.7 5.5 5.4 5.4 5.6 5.3 5.2 5.1 5.0 5.0 5.1 5.0

2016 4.9 4.9 5.0 5.0 4.8 4.9 4.8 4.9 5.0 4.9 4.7 4.7

2017 4.7 4.6 4.4 4.4 4.4 4.3 4.3 4.4 4.2 4.1 4.2 4.1

2018 4.1 4.1 4.0 4.0 3.8 4.0 3.8 3.8 3.7 3.8 3.7 3.9

2019 4.0 3.8 3.8 3.6 3.6 3.7 3.7 3.7 3.5

Unemployment Rates: 2015-2019
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Exhibit 3-1: U.S. BEA Economic Analysis – Real Gross Output 

 
 
Real gross output represents the total revenue generated by an industry over a given period of time. As seen 
in the exhibit above, “professional, scientific, and technical services” experienced the largest percentage 
growth in gross output than all other industries. Furthermore, the “professional, scientific, and technical 
services” industry experienced an acceleration in its rate of growth over this two-quarter period. This increased 
growth trend suggests a healthy demand for the professional services industry. 
 
Exhibit 3-2 below is the U.S. BEA 2019 Q2 and Q3 study of real gross value added by industry. The real value 
of an industry is a measure of the gross output generated by the industry less the intermediate inputs (foreign 
and domestic goods and services used up by an industry to produce the outputted goods and services). 
 
Exhibit 3-2: U.S. BEA Economic Analysis – Real Value Added by Industry 
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As seen in the exhibit above, the “professional, scientific, and technical services” industry experienced the 
largest percentage growth in Q2 of 2019 compared to all other industries. In Q3 of 2019, while growth 
decelerated slightly for the industry, it still maintained a positive seasonally adjusted annual growth rate in real 
value. With this, the consistently increasing output and value added by the “professional, scientific, and technical 
services” industry suggests a positive outlook for the services industry and the companies therein (i.e. Company, 
LLC). 
 
3.8     State and Regional / Local Economy 

 

While Company, LLC has offices located in the New York-Newark-Jersey City, NY-NJ-PA, Metropolitan 
Statistical Area (MSA), the lion’s share of its business is generated throughout the boroughs of New York. Over 
the 2014-2018 period, GDP rose from $1.51 trillion to $1.77 trillion for the New York-Newark-Jersey City, NY-
NJ-PA MSA. This increase translates to an approximate cumulative annual growth rate of 4.06%6.  
 
The population size of New York City is approximately 8.4 million people. According to the Cornell Program 
on Applied Demographics, the population size is estimated to grow to 9.5 million by 2040. This represents a 
growth of approximately 13%7. It is reasoned by economists such as John Maynard Keynes that modest increases 
in population size results in increased production and consumption of an economy (so long as population growth 
is not unsustainable or above capacity). This increased production, advent of new ideas/innovation, and 
heightened PCE all translate to improvements in the health and growth of the New York City economy. 
 
U.S. Total Wages and Salaries according to the Bureau of Labor Statistics (BLS) grew by a cumulative annual 
growth rate of 4.50% across the 2014 to 2018 period. In 2014, total wages (not seasonally adjusted) were $7.02 
trillion and in 2018, wages grey to $8.37 trillion. Over the 2017 to 2018 period, wages grew by 5.01% year over 
year, from $7.97 trillion to $8.37 trillion, respectively. Over the 2014 to 2018 period, New Jersey Total Wages 
and Salaries grey by a cumulative annual growth rate of 3.16%. In 2014, total wages (not seasonally adjusted) 
were $244.37 billion and in 2018, wages grey to $276.62 billion. Over the 2017 to 2018 period, wages grey by 
2.91% year over year, from $268.80 billion to $276.62 billion, respectively. Being that over 90% of Company, 
LLC’s staff is domiciled in New Jersey, identifying New Jersey wage trends provides greater insight into the 
impact of wage increases on the company’s financials. While New Jersey wages and salaries have increased at 
a cumulative annual growth rate of 3.16% over the 2015 to 2018 period, growth decelerated over the previous 
year to a rate of increase of 2.91%. Furthermore, the wage and salary increase of the New Jersey labor market 
is outpaced by the U.S. labor market. The 2015-2018 cumulative annual growth rate for the U.S. and NJ was 
4.50% and 3.16%, respectively. The year over year growth rate from 2017 to 2018 for the U.S. and NJ was 
5.01% and 2.91%, respectively8.  
 
Being that over 90% of Company, LLC’s customers reside in New York, an analysis of the Personal 
Consumption Expenditure patterns of the New York population yields a more accurate representation of the 
firm’s market’s consumption profile. In 2014, PCE for New York totaled $870.26 billion. In 2018, PCE totaled 
$1.03 trillion. This increase in PCE equates to an approximate 4.30% cumulative annual growth rate over the 
2014 to 2018 period and an increase in 5.44% from 2017 to 2018 ($976.73 billion to $1.03 trillion). The 
consistent growth in PCE from 2014 to 2018, and the acceleration of growth over the past year suggests a healthy 
and prosperous economy9. 
 
3.9      Summary of Economic Implications for the Subject Company 

 

The U.S. economy and the regional economy within which Company, LLC operates both suggest highly positive 
implications on the tactical and strategic growth prospects for the firm. In terms of the U.S. economy, real GDP 
has increased each quarter of 2019, with an acceleration of growth in Q3. Personal Consumption Expenditures 
have also experienced consistent growth across each quarter of 2019, with an acceleration of growth in the 
second and third quarter compared to the growth of PCE in Q1. While increases in government spending in 
relation to revenue cause mild concern with respect to the potential increased financing cost imposed on the 
private sector (i.e. crowding-out), increasing interest rates have not been felt in 2019. In fact, in January of 2019, 
the Bank Prime Loan Rate was 5.50%, and in September of 2019 the rate fell to 5.15%. This 35 basis point drop 
is representative of a 6.36% cost reduction in the Bank Prime Loan Rate. This reduction in interest rates reflects 
positively on Company, LLC operability. 
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While the acceleration of growth of U.S. Exports in Q3 of 2019 reflects positively on the economic outlook for 
the country, the erratic growth of imports and exports experienced over the 2018-2019 period makes it 
challenging to discern the true economic impact. In terms of real estate investment, when grouping residential 
and nonresidential investment from 2018 through to the first three quarters of 2019, a net growth in investment 
has been experienced across the period. This suggests high consumer confidence, which translates to increased 
PCE and GDP growth. As a result, this reflects positively on the future operations and earnings potential of 
Company, LLC. 
 
A reduction in unemployment translates to improved production and consumption alike, which reflects 
positively on the economic environment within which Company, LLC operates. In addition, professional 
services experienced the largest percentage increase in relative gross output compared to all other industries in 
Q2 and Q3 2019, as well as the largest percentage increase in value added in Q2 of 2019.  
 
Similar to the U.S. economy, both the State and Local economies have proven to be healthy and prosperous over 
the 2019 period, reflecting positively on the outlook of Company, LLC economic environment. From 2015 to 
2018, GDP increased at a cumulative annual growth rate of 4.06% for the New York-Newark-Jersey City, NY-
NJ-PA MSA. Furthermore, PCE for New York grew at a cumulative annual growth rate of 4.30% over this same 
period, with year-over year growth accelerating to 5.44% over the 2017 to 2018 period. The population size of 
New York City is projected to grow 13% by 2040, from approximately 8.4 million people to 9.5 million people. 
Lastly, wages and salaries in New Jersey (the state in which over 90% of Company LLC’s employees are 
domiciled) have experienced growth at a lesser degree than the nation’s average, and growth has decelerated 
over the 2017 to 2018 period. The consistent growth of the market value of the region’s finished products and 
services, increasing population, and conservative wage increases creates a healthy operational ecosystem for 
Company, LLC and yields positive economic implications for its future earnings.  
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4      INDUSTRY OUTLOOK AND ANALYSIS 

 
Company, LLC operates in the debt collection industry (NAICS 561440). This industry is comprised of firms 
that pursue payments on debts owed by both individuals and businesses. There are some collection agencies 
that operate in a model in which they purchase debt portfolios from creditors (i.e. companies selling goods 
and services to customers on credit) at a discount to the value of the outstanding debt, and pursue collection 
of the debt at full cost in hopes for ROI. The majority of collection agencies, however, will charge a fee to 
creditors for collection services. For example, some agencies will charge a fee based upon a percentage of the 
outstanding receivables associated with the creditor. Other agencies may bill the client based on actual debts 
collected, and the bill will be based upon a percentage of the value of the collected accounts. The U.S. 
collections industry is comprised of approximately 4,000 establishments (both single and multi-location 
companies) and generates annual revenue of $11 billion10. 
 
4.1      Industry Insights 

 
The State of New York remains one of the top three highest states in the U.S. in terms of total debt recovered 
by collection agencies. In terms of sectors contributing largest to debt collection, health care (hospitals and 
non-hospitals), student loans, and government-related debt are the three largest contributors, respectively11.  
 
Across the industry, agencies charge an approximate commission of 13% on their collection services. In other 
words, if $100B in debt was recovered, $87B was returned to creditors while $13B was retained by debt 
collection agencies. Of the debt collected, the vast majority consists of receivables outstanding beyond 90 
days (approximately 70%). This means that of the creditors who contract with debt collection agencies, 70% 
aim to collect customer debt internally for a period of 90 days, while the other 30% of customers engage in 
early-out debt (receivables with a maturity date less than 90 days)11.  
 
According to an industry report prepared by Ernst Young for ACA International (Association of Credit and 
Collection Professionals) titled “The Impact of Third-Party Debt Collection on the US National and State 
Economies in 2016,” the total face value of debt in using ACA’s 2017 survey results was $792.9 billion. Of 
this amount, $78.5 billion was collected by third party agencies. This translates to an industry average 
collection percentage of 9.9% (Exhibit 4-1). An additional 3.7% of the outstanding debt resulted in some form 
of payment, but was not fully collected by agencies11. 
 
Exhibit 4-1: U.S. Third-Party Debt Collection Statistics – 2017 

Industry (Consumer Accounts): 2017 
Measure Estimated Value (billions) 

Total Face Value $792.9 
Total Debt Recovered 78.5 

Percent Collected 9.9% 
 
Of the 91.1% of debt that remains uncollected, Consumer disputes prove to contribute very little to the lack of 
collectability. The approximate percentage of consumers who dispute a claim is 9.6%. This means that 9.6% 
of accounts placed with third-party debt collection agencies result in a dispute initiated by the debtor. Instead, 
the lack of collectability can be attributed in large part to payment refusals and failure to connect with 
debtors11. 
 

4.2      Strengths and Weaknesses 

 
Through software innovation and cloud-based collection tools, the scalability of the Collection Industry has 
increased to a large degree. Software products such as Katabat Restore and SimplicityConnect provide early-
stage companies with improved growth opportunities. With a strong management team and operating model 
in-place, automation opportunities in the areas of skiptracing and communication management yield 
heightened revenue potential while maintaining cost stability.  
 
Company, LLC has an extremely strong and sophisticated operating model, thereby allowing it to capitalize 
on the trend toward automation in the Collection industry. The management team is able to efficiently run the 
sales pipeline and onboard new clients, and they have used their industry capital and operational tenure to 

24



 
 

---------------------------------------------------------------------------------------------------------------------------------------------------------------------- 
The Company, L.L.C. | Conclusion of Value Report | Fair Market Value | Control, Non-Marketable Interest                                                                                                                                               

leverage advanced automation and analytics in their business model. The integration of automation in the area 
of streamlining repetitive processes has provided Company, LLC with growth potential that is challenging for 
established competitors with subpar operating models and new entrants to match. By using industry and client 
experience to carefully select processes to systematize, management believes it has cultivated an ideal balance 
of technology-driven operational efficiency and personal customer service. 
 
Company, LLC has captured a large share of the regional commercial business collections market, particularly 
in the healthcare, private education, and local government sectors. Management has leveraged the ongoing 
relationships cultivated with long-term clients by strategically renegotiating extended and recurring contracts. 
The Firm has implemented a model where it discounts existing client accounts and extends payment duration 
terms to benefit the client, pursuant that the client enters into a multi-period collection relationship. With this, 
the Firm has not only gained a large share of the regional commercial market, it has created golden-handcuffs 
for many of its larger recurring customers. In turn, competitors are faced with a contractual inability to poach 
Company, LLC’s book of business. 
 
Furthermore, management has equipped the firm with bespoke industry reporting tools that allow for decisions 
that are informed by the firm’s client-base’s historical data trends. This proprietary data is leveraged for growth 
and strategic decision making by management, and is unavailable to the public. 
 
While Company LLC’s management team and its competencies in target operating model development, 
customer acquisition, and strategic decision making serve as strengths for the firm, it also exposes the firm to 
strategic risk. While the firm has excellent documentation of its front, middle, and back-office operations, it 
has neglected to operationalize its strategic decision making at the entity-level. For example, management has 
a formal meeting to discuss its strategic initiatives semi-annually. It analyzes the risks associated with these 
initiatives, and the controls that are in-place to mitigate the likelihood of these risks occurring. Management 
performs controls testing, and updates the controls environment depending upon the results of testing. Each 
member has his own role in completing this process, but there is no formal documentation in-place that informs 
the members of the others’ role in execution. Furthermore, the conservative nature in which management 
reinvests its retained earnings has yielded inefficiencies in terms of working capital and total asset turnover. 
Management’s conservatism has led the team to reinvest a majority of its earnings into cash, rather than interest 
bearing securities or other growth oriented ventures. This is a weakness of Company, LLC. 
 

4.3      Opportunities and Threats 

 
Decreases in the Bank Loan Prime Rate presents growth opportunity for Company, LLC. As interest rates fall, 
the cost of borrowing decreases. As the cost of borrowing reduces, the attractiveness of debt financing 
arrangements increases (i.e. mortgage loans, SBA loans, HELOCs, etc.). In turn, more collection opportunities 
arise as business and household debt accrues. 
 
As the trend of companies issuing credit to customers continues upward, increased opportunities arise for the 
collections industry. Companies’ receivables continue to accrue, and unless the internal collection procedures 
of credit-issuing companies are efficient enough to withstand the increased receivables volume, an opportunity 
is presented to collection agencies via outsourcing (i.e. Company, LLC). Furthermore, contributing to the 
growth of the collections industry is the rise in cross-border financing transactions, compounded by growth in 
Asia’s emerging markets contributing to an increased demand for collection outsourcing. This increase in 
multi-national financing driving the demand for debt collection services presents an impactful opportunity for 
Company, LLC. As larger companies in the industry such as Alorica, Encore Capital Group, iQor, PRA Group, 
and Walter Investment Management (all U.S. based firms) allocate internal resources to capitalize on the 
overseas opportunities, closely held businesses such as Company, LLC are presented with an opportunity to 
leverage their understanding of regional markets and provide superior customer service to smaller market cap 
credit-issuing firms operating within their local economy10.  
 
A threat to collection agencies is the risk of nonpayment on the part of households as household debt accrues 
beyond a reasonable amount. Also, consumer credit has proven to decelerate over the past five year period. In 
2015, consumer credit increased by 7.1% from the prior period. In September of 2019, consumer credit 
increased at an annual rate of 2.6%. While outstanding consumer credit is continuously growing, the annual 
rate of increase has decelerated as of late. This poses a threat on the future prosperity of the industry.  
 
Furthermore, regulatory changes from agencies like the Consumer Financial Protection Bureau (CFPB) have 
increased compliance requirements on debt collection agencies. In addition, the Fair Debt Collection Practices 
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Act (FDCPA) has increased the regulatory requirements imposed on collection agencies operating in a third 
party business model. The third party business model refers to collection agencies that pursue 
businesses/consumers with outstanding debt under their own company’s image, and lends itself to the majority 
of small-mid size firms. Increased regulatory requirements is an external threat to the collection industry12.  
 
4.4      Porter’s Five Forces 

 
Porter’s Five Forces is a framework leveraged to analyze the attractiveness of an industry. The model assesses 
the competitiveness and profit potential of an industry by analyzing its barriers to entry, threat of substitute 
products, competitive rivalry, the bargaining power of buyers, and the bargaining power of the industry’s 
suppliers. In order to assess the attractiveness of the debt collection industry, Porter’s Five Forces framework 
was utilized. 
 
4.4.1      Barriers to Entry 

 
Barriers to entry refer to the obstacles (i.e. high start-up costs) that prevent the entry of new competitors into 
a given industry or vertical. Increased regulatory requirements and agency pressure have created a rather stout 
barrier to entry into the collection industry. The CFPB has increased the compliance requirements to which 
collection agencies must adhere. Companies must have a compliance management system in-place in order to 
effectively operate in the industry. A compliance management system is costly, in terms of time, money, 
know-how, and maintenance. Larger, more established entities in the collection agency have the operational, 
managerial, and financial economies of scale that allow them to readily enact a complex internal compliance 
management system. Small to mid-sized companies with an efficient and dynamic operating model and a 
competent management team (i.e. Company, LLC) are able to enact a compliance management system more 
readily than those without such competencies. Either way, a startup or new competitor is less likely to have 
the operational efficiencies and capital to adapt to the increased compliance requirements, thereby insulating 
existing companies from new entrants. 
 
In addition to regulatory barriers imposed by the CFPB, the FDCPA has increased the level of restriction 
imposed on collection agencies operating under a third-party business model. As previously mentioned, a 
third-party business model involves debt recovery firms executing collection services under their own identity 
and brand. Being that a heightened threat of downgraded credit ratings and limited future borrowing capacity 
is imposed on debtors when approached by a collection agency, a majority of the industry operates under a 
third-party model. The FDCPA restrictions increases the risk of legal action on third-party collection agencies 
for a lack of adherence to its policies. It is challenging for startup companies to develop a dedicated and 
competent compliance team of the stature/competency required to stay abreast an ever-changing regulatory 
landscape, as well as staff or contract a legal team to address legal action directed toward the company for a 
lack of adherence. With this, an additional regulatory barrier is in-place for new entrants. 
 
While compliance requirements place upward pressure on the barriers to entry, the startup costs to enter into 
third party debt collection services is low. The suppliers of the debt collection industry – collection software 
as a service companies – experience intense competition and competitive rivalry. As a result, the price points 
for the software necessary to pursue debt collections is relatively low for new entrants. Furthermore, being 
that debt collection services are increasingly electronic, the capital expenditure or financing necessary to equip 
the collection startup with an office space is marginal. For example, collection agencies competing in the 
industry do not require the office/facilities space necessary for a manufacturing company. These low capital 
and operational expenditure requirements reduce the barriers to entry into the collection industry. 
 
4.4.2      Threat of Substitute Products 

 
The threat of substitute products is largely impacted by the other forces in Porter’s model. The number of 
competitors operating in an industry offering products with similar features of comparable quality increases 
the threat of substitutes. The lower the barrier to entry into an industry, the greater the volume of competitors 
sharing the market, and a higher volume of competitors translates to greater threat of substitutes (assuming 
features and quality are relatively constant). The ease with which customers can readily switch between 
customers also increases the threat of substitutes. For example, in the airline industry, switching costs are very 
low. This threat reduces the profit potential and lowers the price point in the industry. 
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In the debt collection industry, barriers to entry are relatively low. The switching costs for buyers of debt 
collection services (creditors) is marginal. The level of competition in the industry is high, and the competitive 
structure can be aggressive due to the availability of substitutes at a reasonably comparable benefits and price 
points (i.e. commission percentages). 
 
While there are threats to the competitive structure of the debt collection industry, Company, LLC has 
strategically positioned itself to be insulated to a large degree from substitution threats. When substitution 
threats are high in an industry, the importance of operational efficiency grows as a result of downward price 
pressures imposed due to substitution ease. Company, LLC has a highly efficient operating model, resulting 
in favorable operating margins. Company, LLC has also transitioned the majority of its larger, recurring 
accounts to an extended contract model. By providing a premium service to its clients (higher debt 
recoverability than industry average), Company, LLC has continued to enjoy long tenure with many of its 
large accounts. It has parlayed this tenure into updated contracts whereby the creditor agrees to engage in a 
working relationship with Company, LLC for multi-year periods (for discounted commissions and extended 
payment terms). As a result, management has lessened the threat of substitute products for the firm. With this, 
the combination of operational efficiency and strategic client-contract decision making by management, the 
threat of substitutes is lower for Company, LLC than its competitors, yielding a competitive advantage for the 
firm. 
 
4.4.3      Competitive Rivalry 

 
The intensity of competition in an industry will determine the industry’s profitability potential. As a general 
rule, the greater the competitive intensity, the lower the profit potential offered by that industry. There are five 
primary components of determining whether the competitive rivalry in an industry is low, medium, or high: 
(1) fixed costs; (2) industry concentration; (3) market growth rate; (4) differentiation; (5) and switching costs. 
 
 Costs – There are several types of costs that affect the intensity of competition in an industry. For 

example, if the cost structure of an industry is comprised primarily of variable costs, and these variable 
costs are relatively high, then prices tend to increase. As a result, competitive rivalry is high. However, 
if fixed costs makeup a large portion of the cost structure, and companies become more efficient, prices 
are pushed lower and competitive rivalry increases. In the collection industry, fixed costs dominate the 
cost structure. Software fees are commonly paid on a subscription (contract) basis, salaries and benefits 
comprise the majority of the cost structure, and agencies are able to plug new customers into existing 
technologies. As a result, a downward pressure is placed on price, and competitive rivalry intensifies. 
 

 Industry Concentration – The greater the volume of firms offering comparable products or services, the 
greater the competitive rivalry in the industry. At the regional level (the level at which Company, LLC 
operates), the concentration of collection agency firms is relatively low. As a result, buyers (creditors) 
enjoy the ability to choose among collection agencies, thereby intensifying the competition in the 
industry. 

 
 Market Growth Rate – Market growth rate of the collection agency industry is projected to grow by 

approximately 2% in 202013. In addition, the number of businesses in the debt collection industry has 
decreased at an annualized rate of (3.8%), and is projected to decrease by another approximate (2%) in 
202014. With this, the combination of industry growth and concentration weakening translates to a lower 
intensity of competition. 

 
 Differentiation – In the collection industry, competitors differentiate themselves by two primary factors: 

(1) debt recoverability and (2) customer service. With this being said, a lack of brand recognition at the 
regional-level translates to considerable difficulty in communicating the superior debt recovery potential 
and customer service competency of the closely held collection firm. As a result, the differentiation 
degree in the collection agency is marginal, therefore causing competitors to compete for many of the 
same customers with undifferentiated services. This places a downward pressure on price, and an 
increase in the competitive intensity among collection agencies.   

 
 Switching Costs – Switching costs are a large contributor the degree of competitive intensity in an 

industry. The lower the costs incurred by a buyer to switch suppliers, the greater the competitive rivalry 
between the suppliers. Suppliers must intensely compete on price, quality, service, features, etc. in order 
to prevent their customers from switching to a competitor. In the collection agency, creditors (the buyer 
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to the collection agency supplier) incur little to no switching costs. As a result, the level of competitive 
intensity in the industry is increased. 

 
Overall, the competitive rivalry in the debt collection industry (particularly at the regional level) is high, and 
the more intense the competitive landscape, the less attractive the industry proves to be. 
 
4.4.4      Bargaining Power of Buyers 

 
Bargaining power of buyers refers to the capacity of a company’s customers (buyers) to pressure the company 
(supplier) into offering its products or services at a lower price or offering an improved quality of product or 
service at the same price point. There are four main components to determining whether the bargaining power 
of buyers is low, medium, or high in an industry: (1) number of buyers relative to suppliers; (2) availability of 
substitute products/services; (3) switching costs; (4) and backward integration (a form of vertical integration). 
 
 Number of Buyers Relative to Suppliers – In the collection agency, the significance of the number of 

buyers is substantial. Any firm that accepts payment from customers on credit is a potential buyer of 
debt collection services. With this, the significant number of buyers relative to debt collection agencies 
provides buyers with a low degree of power. 
 

 Availability of Substitute Products / Services – The availability of debt collection service agencies is 
manifold. As a result, buyers have the capability of changing suppliers readily. The ability of the buyer 
to substitute collection services results in a high degree of power on the part of the buyer. 
 
With this being said, Company, LLC provides a premium service to its competitors. The firm is able to 
market a true collection percentage above industry average. As a result, creditors who contract with 
Company, LLC experience a higher percentage of their book of receivables turned over into cash than 
industry average. With this consideration made, buyers still prove to have a high degree of power in the 
realm of substitute products. 

 
 Switching Costs – Unless the buyer is in breach of contract with a collection agency (i.e. sells a portion 

of its outstanding receivables that were dedicated to one supplier to a competing firm), there is no cost 
to switch collection agencies. As a result, the power of buyers is high, being that they have the ability to 
switch suppliers at little to no cost. 
 
With this being said, being that a substantial portion of Company, LLC’s revenue is generated from a 
client base engaged in extended/rolling contracts, the cost of switching for Company LLC’s larger 
recurring customers is relatively high. Should Company, LLC’s extended-contract clients be in breach 
(i.e. sell a portion of their receivables to a competing firm) or terminate the contract before the 
termination date without cause, the client (buyer) will experience financial hardship. As a result, the 
bargaining power of the buyers of Company LLC’s products is low to moderate.  

 
 Backward Integration – While buyers have the ability to collect on their bad debt internally, they have 

chosen to contract the services of a third party debt collection agency for a reason. The reason being that 
the effectiveness of internal collections has proven to be unfavorable. As a result, the bargaining power 
of buyers with respect to backward integration is low. 

 
Overall, the bargaining power of buyers in the debt collection industry is high. While it is only one of five 
forces contributing to the attractiveness of an industry, the high bargaining power of buyers is an unfavorable 
force for companies either operating in or seeking entry into the industry.  
 
4.4.5      Bargaining Power of Suppliers 

 
The bargaining power of suppliers refers to the power a company’s suppliers (i.e. vendors, manufacturers, 
wholesalers, etc.) have to raise their prices, reduce their quality, or limit the availability of their products / 
services to the company (buyer). There are five primary components of determining whether the bargaining 
power of a supplier is low, medium, or high in an industry: (1) number of suppliers relative to buyers; (2) the 
dependence a buyer has on a supplier’s sale; (3) switching costs; (4) availability of suppliers for expedient 
purchases; (5) and forward integration (a form of vertical integration). 
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 Number of Suppliers Relative to Buyers – In today’s business environment, the primary suppliers of a 
collection agency are its software vendors. These include the companies that provide a collection agency 
with the tools and technology necessary to collect receivables for its clients. There are several vendors 
who provide software as a service (SAS) in the collection agency, such as Katabat Restore, ACE, 
SimplicityCollect, Cogent, Anytime Collect, etc. With this, the number of suppliers relative to buyers is 
high, resulting in a lower bargaining power for suppliers. 
 

 Dependence a Buyer has on a Supplier’s Sale – It is true that collection agencies are becoming 
increasingly reliant on SAS company products to perform their day-to-day operations. A buyer’s reliance 
on a supplier’s services provides the supplier with a stronger bargaining power. While collection 
agencies can revert to a more traditional (historic) model of collecting debt (i.e. manual research of 
debtor contact information and physical letter development), it would be detrimental to operational 
efficiency and overall profitability. With this, the large dependence collection agencies now have on 
suppliers provides the supplier with a high degree of bargaining power. 

 
 Switching Costs – Due to the fact that collection agency software applications require a significant 

amount of time and effort on the part of their buyer’s to master, these suppliers benefit from high 
switching costs. In addition, many software vendors incorporate additional applications within their 
service offering to further increase the cost of switching. For example, by integrating elements of project 
management and case management in their service offering, a collection agency software supplier 
increases the cost to the buyer to switch. Not only would the buyer have to scale-up in a new collection 
software, the buyer would experience a major disruption in operations during the transition to a new 
software supplier by way of breakages between the previous software and the integration it had with the 
firm’s project management, CRM, ERP, etc. software. With this, the bargaining power of suppliers to 
the collection agency is high. 

 
 Availability of Suppliers for Expedient Purchases – The longer the amount of time it takes go through 

the sale process with a new supplier, the greater the bargaining power of the supplier. For example, in 
the financial services industry, a Registered Investment Advisor (RIA) firm will often use a broker-dealer 
to sell financial products to its clients. The broker dealer is the supplier to the RIA. The amount of 
paperwork and governance oversight required during onboarding results in a large expenditure of time 
and resources on the part of the buyer to switch to a new supplier. As a result, the bargaining power of 
the supplier in this specific area (availability of suppliers for expedient purchases) is high. In the 
collection agency, the ability to shift vendors is a very expedient process. Shopping for vendors is 
electronic, and transitioning data from one system to another is commonplace for the suppliers. As a 
result, the expedient shift from one supplier to the next on the part of the buyer translates to a low 
bargaining power for the supplier. 

 
 Forward Integration – Forward integration is a form of vertical integration whereby the supplier begins 

to engage in the business activities related to distribute its products or services. In the collection industry, 
this would refer to suppliers (vendors) of debt collection software engaging in the activity of collecting 
debt for creditors themselves. Most SAS companies have a lean and creative culture, staffed with 
frontend developers, backend developers, SIT, UAT, and UX specialists, etc. In addition to the operating 
cost increases, new regulatory oversight, and operating model shift, forward integration in the collection 
industry would cause a major culture shock to the SAS supplier, thereby creating operational risk. With 
this, the low proclivity for forward integration on the part of suppliers creates a low bargaining power 
for the supplier. 

 
Overall, the bargaining power of suppliers in the debt collection industry is low to moderate, and the lesser 
the power a supplier has to bargain, the more favorable the industry is for collection agencies from a 
profitability perspective. 
 
4.5      Summary of Industry Implications for the Subject Company 

 
With the Fed’s loose monetary policy resulting in interest rate reductions, the cost of borrowing has become 
cheaper for businesses and consumers alike. With the increased availability of debt at cost-effective prices, 
borrowing is incentivized. As debt financing increases, opportunities for the collection industry broaden. With 
this being said, consumer credit has decelerated in growth over the past five-year period, which imposes a 
threat to the collection industry. However, revolving and non-revolving (i.e. installment credit) have 
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continuously grown over the past five-year period, which is a positive indication on the profitability prospects 
of the collection industry. 
 
In terms of barriers to entry, the collection industry is moderately restrictive for startups. While very little 
startup cost is required to enter into the industry, the intense competitive rivalry places downward pressure on 
price and forces companies to be operationally efficient in order to secure attractive margins. As a result, 
startups in the collection agency face difficulties competing at the margins enjoyed by more established debt 
collection agencies. Furthermore, increased regulation and compliance requirements may create a threat to 
third party debt collection startups. For firms that operate under a third-party collection model, the regulatory 
requirements imposed by the FDCPA are stringent. If, however, the firm operates within a first-party collection 
model (i.e. collects under the guise of its creditor client), the increased FDCPA regulations are not relevant. 
Management has stated that Company, LLC operates under the third party collections business model. The 
team stated that only approximately 5-7% of its book of business is serviced under a fist party model (this 5-
7% is comprised of long-term clients with whom Company, LLC had a tenured first-party collection 
relationship with dating back to its early years).  
 
The increased FDCPA regulatory requirements have been felt by the firm, but the competitive advantage 
Company, LLC’s has in its operating model and controls environment enabled it to quickly adapt to these 
increased regulations. Management stated that it effectively conducted a series of regulatory risk assessment 
and controls environment risk mitigation testing rounds to ensure that the newly imposed regulatory 
requirements were effectively adhered to. In turn, through its operational efficiency and competency in 
management, increased regulatory scrutiny imposed on the industry presents an opportunity for Company, 
LLC. The same opportunity presented itself (perhaps to a more significant degree) with respect to the CFPB’s 
compliance management requirements. While Company, LLC does not have the revenue and free cash flow 
amounts necessary to achieve economies of scale in compliance through the recruitment and hiring of a credit 
compliance management team, the firm was able to hire one compliance manager, integrate compliance 
management software, and pivot the operating model of its existing compliance team to ensure adherence to 
CFPB requirements. Company, LLC was able to quickly integrate its new hire into its operating model, 
onboard compliance software into its ERP system, and adapt to the CFPB’s regulatory changes expeditiously. 
This effective and timely adaptation presents an opportunity for Company, LLC, as the small to mid-size firms 
in its competitive ecosystem are far less likely to re-align operations in this manner. 
 
The threat of substitute products is high, which yields increased competitive rivalry and places a downward 
pressure on overall profitability. In addition, the bargaining power of buyers in the debt collection industry is 
high, which reduces profit potential. Lastly, the bargaining power of suppliers to the debt collection industry 
is low to moderate, which improves the favorability of the industry from a profit perspective. While these 
competitive forces may create a disincentive to operate in the collection industry, Company, LLC has been 
able to insulate itself to a significant degree at the regional level through its operational efficiencies, above 
average debt recoverability, and strategically negotiated customer contracts. 
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5      FINANCIAL PERFORMANCE OF THE COMPANY 

 
5.1      Financial Statements 

 
In order to ascertain the operational strength of the entity in question, a comprehensive analysis of the firm’s 
balance sheets and income statements must be performed. The results derived from the financial analysis must 
be compared to available industry data to cultivate an understanding of the strength of the subject company 
relative to the industry. To execute these meaningful comparisons, the balance sheet and income statement are 
normalized. The key value derived from studying, normalizing, and analyzing the financial statements of the 
subject company is the ability to determine its internal and external strengths and weaknesses from a financial 
perspective. 
 
5.2      Financial Information Provided by the Company or Others 

 
The Company’s fiscal year ends on December 31st of each year. HFA was provided with copies of the Audit 
Reports (accrual basis) independently prepared by Company LLC’s CPA firm for the period’s ended 
December 31, 2014 to December 31, 2018. We were also provided with the firm’s General Ledgers via 
QuickBooks for the 2014-2018 period, as well as the trial balances, tax returns, and bank statements. Our 
client has requested anonymity for their chosen accounting firm for the purposes of this report. The client has 
also requested that internal documents (i.e. financial statements, tax returns, bank statements, etc.) not be 
shared with the NACVA team. 
 
Following discussion with Company LLC’s management team, five years’ worth of financial data was 
determined to be sufficient in terms of capturing a full operating cycle for the firm. All financial information 
provided to HFA’s valuation analyst was reviewed by the analyst as well as a select team of staff accountants 
under him. Following our review and analysis of the financial data provided, in our professional opinion, the 
financial data and the years covered were prepared with integrity and in accordance with professional 
standards. 
 
5.3      Financial Statement Analysis 

 
In order to determine the subject company’s historical, current, and future operating capacity and its ability to 
generate current and future profit, analysis/examination of the Company’s financial statements must be 
performed. It is the responsibility of the valuation analyst to identify whether the company’s financial position 
has improved, deteriorated, or stagnated over the period of time in question. The valuator will study the latest 
five years of historical financial data (customarily) in order to translate informed / data-driven insights into 
future financial trends of the business.  
 
To truly perform a comprehensive analysis, both vertical and horizontal analysis must be performed. Vertical 
analysis is a modality in which each line item of the balance sheet and the income statement is calculated as a 
percentage of a base figure within the respective financial statement. For example, within the balance sheet, 
an individual asset is commonly divided into the Total Asset value. Horizontal Analysis is the process of 
analyzing a line item within the financial statement for its trend across a period of time.   
 
In addition to performing vertical analysis on the subject company’s financial statements to determine financial 
trends over time, assessing a company’s financials through this modality lends itself to comparisons with like 
companies (also known as comparable or guideline companies). By examining the subject company and its 
guideline companies on this basis, the valuation analyst is able to ascertain the risk profile of the subject 
company and its relative risk within its industry. 
 
5.4      Historical Financial Statements 

 

Exhibit 5-1 below provides the detailed historical income statements for Company, LLC, on an accrual basis. 
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Company, LLC has proven to achieve steady growth in revenues across the 2014-2018 period. In 2014, the 
firm reported $9.417M in total revenue, while closing out its 2018 fiscal year with a reported revenue amount 
of $11.05M. This increase in revenue is representative of a cumulative annual growth rate (CAGR) of 4.08% 
across the historical period (Exhibit 5-1.1). Furthermore, Company LLC’s Total Revenue year-over-year 
(YOY) growth has proven to be steady across the historical period. From 2015-2018, total revenues grew at a 
YOY rate of 5.42%, 6.94%, (1.16%), and 5.32%, respectively. The 1.6% decrease in total revenue experienced 
from 2016 and 2017 was due to the loss of a key client. This loss was fully rectified over the 2017-2018 period. 
 
 
 
 
 
 
 
 
 
 
 
 

2014 2015 2016 2017 2018 2014 2015 2016 2017 2018

Months  of Operation in Period 12 12 12 12 12 12 12 12 12 12

Revenues:

Collection Fees 9,188,550                9,698,338         10,397,323       10,250,409       10,830,039      97.57% 97.69% 97.94% 97.69% 98.00%

Litigation and Law Service 212,822                    216,694             207,569             226,584             208,715            2.26% 2.18% 1.96% 2.16% 1.89%

Other Consulting 16,108                      12,548               11,526               15,854               12,003              0.17% 0.13% 0.11% 0.15% 0.11%

Total Revenue 9,417,480                9,927,580         10,616,418       10,492,847       11,050,757      100.00% 100.00% 100.00% 100.00% 100.00%

Gross Income:

Cost of Revenue 2,661,380                2,740,012         2,894,036         3,049,221         3,089,792        28.26% 27.60% 27.26% 29.06% 27.96%

Gross Income 6,756,100                7,187,568         7,722,383         7,443,626         7,960,965        71.74% 72.40% 72.74% 70.94% 72.04%

Operating Expenditures:

Salary - John Doe 716,431                    728,006             802,356             798,652             810,348            7.61% 7.33% 7.56% 7.61% 7.33%

Salary - Other Officers 762,816                    827,960             857,807             866,709             906,372            8.10% 8.34% 8.08% 8.26% 8.20%

Salary & Wages - General 2,353,914                2,346,916         2,439,122         2,420,490         2,634,711        25.00% 23.64% 22.98% 23.07% 23.84%

Marketing & Advertising 108,945                    120,654             112,654             132,654             140,823            1.16% 1.22% 1.06% 1.26% 1.27%

Office Expense 638,744                    695,526             724,358             708,477             723,709            6.78% 7.01% 6.82% 6.75% 6.55%

Consultants Expense 68,748                      78,428               81,258               84,362               89,837              0.73% 0.79% 0.77% 0.80% 0.81%

Insurance 77,223                      84,484               86,630               86,566               91,163              0.82% 0.85% 0.82% 0.83% 0.82%

Rent 380,654                    380,654             405,950             405,950             404,950            4.04% 3.83% 3.82% 3.87% 3.66%

Travel & Entertainment 86,652                      95,097               88,487               85,456               90,578              0.92% 0.96% 0.83% 0.81% 0.82%

Other Operating Expenditures 102,288                    112,673             122,023             116,355             128,841            1.09% 1.13% 1.15% 1.11% 1.17%

Total Operating Expense 5,296,415                5,470,398         5,720,645         5,705,672         6,021,332        56.24% 55.10% 53.88% 54.38% 54.49%

Operating EBITDA 1,459,685                1,717,169         2,001,738         1,737,954         1,939,633        15.50% 17.30% 18.86% 16.56% 17.55%

Depreciation Expense 16,259                      18,580               22,365               25,897               32,657              0.17% 0.19% 0.21% 0.25% 0.30%

Operating Inc (Loss) EBIT 1,443,426                1,698,589         1,979,373         1,712,057         1,906,976        15.33% 17.11% 18.64% 16.32% 17.26%

Other Expenses - Non-Operating 5,633                        2,356                 3,812                 2,008                 2,267                 0.06% 0.02% 0.04% 0.02% 0.02%

Interest Expense 103,126                    98,487               92,391               88,522               95,598              1.10% 0.99% 0.87% 0.84% 0.87%

Income (Loss) Before Taxes 1,334,667                1,597,746         1,883,170         1,621,527         1,809,111        14.17% 16.09% 17.74% 15.45% 16.37%

Income Tax Expense 483,817                    621,539             739,144             632,558             712,066            5.14% 6.26% 6.96% 6.03% 6.44%

Net Income (Loss) 850,850                    976,207             1,144,026         988,969             1,097,045        9.03% 9.83% 10.78% 9.43% 9.93%

Retained Earnings - Beginning of Year 3,918,370                4,769,220         5,745,427         6,889,453         7,878,422        

Dividends -                             -                      -                      -                      -                     

Retained Earnings - End of Year 4,769,220                5,745,427         6,889,453         7,878,422         8,975,467        

Company, LLC

Exhibit 5-1: Historical Income Statements

For the years ended December 31, 2014 to December 31, 2018

Historical Financials: Actuals % of Total Revenue
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Exhibit 5-1.1: Company, LLC – Total Revenue Trend from 2014 to 2018 

 
 
 
While Total Revenue grew at a CAGR of 4.08% over the 2014-2018 period, the firm’s Cost of Revenue grew 
at a CAGR of 3.80% from $2.66M to $3.089M (Exhibit 5-1.2). As a result of the similar growth rate of Cost 
of Revenue in relation to Total Revenues, the Gross Profit Margin improved modestly, from 71.74% in 2014 
to 72.04% in 2018 (Exhibit 5-1.3). 
 
Exhibit 5-1.2: Company, LLC – Cost of Revenue Trend from 2014 to 2018 
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Exhibit 5-1.3: Company, LLC – Gross Profit Margin Trend from 2014 to 2018 

 
 
Management was highly effective at controlling its operating expenditures across the 2014-2018 period 
(Exhibit 5-1.4). The firm’s bi-weekly budgetary meetings yielded effective governance of operating costs, 
evidenced by a CAGR of 3.29% for operating expenditures from 2014 to 2018. In 2014, operating 
expenditures were $5.30M, and grew to $6.03M in 2018.  
 
Exhibit 5-1.4: Company, LLC – Operating Expenditures Trend from 2014 to 2018 

 
 
As a result of close monitoring of the firm’s operating expenditures, the Operating Margin increased from 
15.45% in 2014 to 17.43% in 2018 (Exhibit 5-1.5), representative of a 3.07% CAGR across the 2014-2018 
period. 
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Exhibit 5-1.5: Company, LLC – Operating Margin Trend from 2014 to 2018 

  
 
While depreciation expense grew from $16,259 to $32,657 from 2014 to 2018, the firm’s depreciation expense 
represents a marginal amount of the entity’s total revenues. The simple average of depreciation expense as a 
percentage of total revenue is 0.22% across the 2014-2018 period. The growth of depreciation expense is due 
to the increase in fixed assets (primary equipment and technology). Interest expense maintained relative 
consistency from 2014-2018, showing a minor decrease from $98,126 to $82,598. 
 
The firm’s income tax expense increased in accordance with the increase in taxable income over the 2014-
2018 period. In 2014, Net Income was $850.85K and grew to $1.10M in 2018 (Exhibit 5-1.6). This growth is 
representative of a 6.56% CAGR across the historical period. The decrease in Net Income in 2017 is largely 
attributable to a drop in collection fee revenue. In 2017, the firm lost a relatively large client that brought in 
collection revenues of approximately $350,000 each year. However, during this same period, new business 
was won, which cushioned the financial blow as result of the loss. In 2018, the firm recovered fully from the 
loss of its client. 
 
 Exhibit 5-1.6: Company, LLC – Net Income Trend from 2014 to 2018 
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Net Profit Margin increased from 9.03% in 2014 to 9.93% in 2018 (Exhibit 5-1.7), representative of a 2.38% 
CAGR across the 2014-2018 period. 
 
Exhibit 5-1.7: Company, LLC – Net Profit Margin Trend from 2014 to 2018 

 
 
Across the 2014-2018 period, Company, LLC was able to produce a 4.08% CAGR in revenue, while keeping 
its Cost of Revenue and Operating Expenditures at a 3.80% and 3.26% CAGR, respectively. As a result of its 
ability to generate additional revenue at greater degree than its expenditure growth, Company, LLC has 
enjoyed an increase in Gross Profit Margin, Operating Margin, and Net Profit Margin of 71.74%-72.04%, 
15.50%-17.55%, and 9.03%-9.93%, respectively over the 2014-2018 period. 
 
Exhibit 5-2 below provides the detailed historical balance sheets for Company, LLC, on an accrual basis. 
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Company, LLC total assets grow from $12.60M to $16.43M across the 2014 to 2018 period (Exhibit 5-2.1). 
This increase in total assets is representative of a CAGR of 6.86%.  
 
Exhibit 5-2.1: Company, LLC – Total Assets Trend from 2014 to 2018 

 

2014 2015 2016 2017 2018 2014 2015 2016 2017 2018

Months  of Operation in Period 12 12 12 12 12 12 12 12 12 12

ASSETS

Current Assets:

Cash & Cash Equivalents 6,752,462                     7,517,822         7,815,340          8,047,532          9,161,862        53.59% 56.25% 55.12% 53.96% 55.76%

Accounts Receivable 1,236,549                     1,186,254         1,287,654          1,383,775          1,286,937        9.81% 8.88% 9.08% 9.28% 7.83%

Other Current Assets 1,153,361                     1,358,624         1,472,055          1,398,448          1,460,057        9.15% 10.16% 10.38% 9.38% 8.89%

Total Current Assets 9,142,372                     10,062,700       10,575,049        10,829,755        11,908,856      72.56% 75.29% 74.58% 72.61% 72.47%

Non-Current Assets:

Property, Plant & Equipment 1,026,235                     1,058,561         1,395,984          1,606,598          1,828,303        8.14% 7.92% 9.85% 10.77% 11.13%

Other Non-Current Assets 2,431,893                     2,244,598         2,208,476          2,478,503          2,694,525        19.30% 16.79% 15.58% 16.62% 16.40%

Total Non-Current Assets 3,458,128                     3,303,159         3,604,460          4,085,101          4,522,828        27.44% 24.71% 25.42% 27.39% 27.53%

Total Assets 12,600,500                   13,365,859       14,179,509        14,914,856        16,431,684      100.00% 100.00% 100.00% 100.00% 100.00%

LIABILITIES

Current Liabilities:

Accounts Payable 1,598,543                     1,498,654         1,286,954          1,219,907          1,302,480        12.69% 11.21% 9.08% 8.18% 7.93%

Current Portion of Long-Term Debt 449,915                         406,617             410,265              397,775              382,059            3.57% 3.04% 2.89% 2.67% 2.33%

Short Term Notes Payable 1,398,468                     1,318,841         1,406,537          1,362,857          1,332,053        11.10% 9.87% 9.92% 9.14% 8.11%

Other Current Liabilities 1,084,045                     989,677             976,326              996,224              1,033,507        8.60% 7.40% 6.89% 6.68% 6.29%

Total Current Liabilities 4,530,972                     4,213,789         4,080,082          3,976,763          4,050,099        35.96% 31.53% 28.77% 26.66% 24.65%

Non-Current  Liabilities:

Non-Current Debt 3,100,208                     3,206,543         3,009,874          2,859,571          3,206,018        24.60% 23.99% 21.23% 19.17% 19.51%

Total Non-Current Liabilities 3,100,208                     3,206,543         3,009,874          2,859,571          3,206,018        24.60% 23.99% 21.23% 19.17% 19.51%

Total Liabilities 7,631,180                     7,420,332         7,089,956          6,836,334          7,256,117        60.56% 55.52% 50.00% 45.84% 44.16%

OWNERS' EQUITY

Capital Stock 100                                 100                     100                      100                      100                    0.00% 0.00% 0.00% 0.00% 0.00%

Paid-In Capital 200,000                         200,000             200,000              200,000              200,000            1.59% 1.50% 1.41% 1.34% 1.22%

Retained Earnings 4,769,220                     5,745,427         6,889,453          7,878,422          8,975,467        37.85% 42.99% 48.59% 52.82% 54.62%

Total Owner's Equity 4,969,320                     5,945,527         7,089,553          8,078,522          9,175,567        39.44% 44.48% 50.00% 54.16% 55.84%

Total Liabilities and Owners Equity 12,600,500                   13,365,859       14,179,509        14,914,856        16,431,684      100.00% 100.00% 100.00% 100.00% 100.00%

Company, LLC

Exhibit 5-2: Historical Balance Sheets

For the years ended December 31, 2014 to December 31, 2018

Historical Financials: Actuals % of Total Assets
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Company LLC’s Current Assets grew from $9.14M in 2014 to $11.91M in 2018 (Exhibit 5-2.2), representative 
of a 6.83% CAGR. In terms of relativity to total assets, the firm’s current assets maintained a high degree of 
consistency across the 2014-2018 period. In 2014, current assets comprised 72.56% of total assets, and in 
2018, current assets made up 72.47% of all assets. Current Assets for Company, LLC are comprised primarily 
of Cash & Cash Equivalents, which represent $6.75M out of $9.14M in 2014 and $9.16M out of $11.91M in 
2018.  
 
Apart from 2014, accounts receivable represented the smallest percentage of Total Assets of the Current Asset 
Category. In 2014, A/R was 9.81% of Total Assets, and by 2018, A/R represented 7.83% of Total Assets. This 
decreased composition of A/R over the 2014-2018 period is a result management’s increased oversight of the 
firm’s A/R aging schedule, being that its turnover has lagged behind industry average. 
 
Exhibit 5-2.2: Company, LLC – Current Assets Trend from 2014 to 2018 

 
 
Company, LLC has maintained a comfortable and improving level of solvency across the entirety of the 2014-
2018 period. In 2014, the firm yielded a current ratio of 2.02:1, which was superior in comparison to its 
industry peers’ current ratio of 1.7:1. In 2018, its current ratio was 2.94:1, which exceeded the industry average 
of 1.4:1 at an even larger degree. 
 
Equipment, technology, and long-term marketable securities comprise the vast majority of Company, LLC’s 
non-current assets, which grew from $3.46M in 2014 to $4.52M in 2018 (Exhibit 5-2.3). 
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Exhibit 5-2.3: Company, LLC – Non-Current Assets Trend from 2014 to 2018 

 
 
Throughout the 2014-2018 period, Company, LLC aimed to utilize Owner’s Equity (primarily retained 
earnings) as a key source of funds from which assets are acquired. In 2014, total liabilities represented 60.56% 
of total assets, while Owner’s Equity made up 39.44% of assets (approximately 5.1% above the industry 
average of Owner’s Equity / Assets). Across the 2014-2018 period, Company, LLC worked to continue to 
reduce its leverage composition and utilize O/E as a more prevalent source of funds for its assets. By December 
31, 2018, Owner’s Equity represented 55.84% of total assets (approximately 15% above industry average for 
2018), while total liabilities made up 44.16% of assets. Company LLC’s ability to skew its capital structure 
toward an equity-heavy composition is due to the firm’s revenue generation and conservatism in cost 
management. 
 
From 2014 to 2018, current liabilities dropped from $4.53M to $4.05M, respectively (Exhibit 5-3). This 
reduction in short-term debt is representative of a CAGR of (2.77%). Company, LLC’s short-term debt is 
comprised of accounts payable, current portion of long-term debt, short term notes payable (outstanding 
balance on two LOCs with its preferred financial institution), and other current liabilities. Accounts payable 
reduced from $1.60M to $1.30M from 2014 to 2018, respectively. This reduction is representative of a (4.99%) 
CAGR. The current portion of long-term debt dropped from $450K to $382K from 2014 to 2018, respectively. 
This reduction is representative of a (4.00%) CAGR. Short-term notes payable, which is comprised primarily 
of the outstanding debt on two LOCs, reduced from $1.40M to $1.33M from 2014 to 2018, respectively. This 
reduction in debt is representative of a (1.21%) CAGR. Lastly, other current liabilities reduced from $1.08M 
to $1.03M from 2014 to 2018, respectively. This reduction is representative of a (1.19%) CAGR. 
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Exhibit 5-3: Company, LLC – Current Liabilities Trend from 2014 to 2018 

 
 
Company, LLC’s non-current liabilities maintained a high degree of consistency with respect to the total 
outstanding debt balance across the 2014-2018 period. In 2014, the outstanding non-current debt balance was 
$3.10M, which increased to $3.21M in 2018 (Exhibit 5-3.1). This increase in long-term debt is representative 
of a 0.84% CAGR. 
 
Exhibit 5-3.1: Company, LLC – Non-Current Liabilities Trend from 2014 to 2018 

  
 
Owner’s Equity (O/E) increased from $4.97M to $9.18M from 2014 to 2018, respectively (Exhibit 5-4). This 
increase in O/E is representative of a 16.57% CAGR, and was entirely attributable to the firm’s increasing 
retained earnings account and the decision to refrain from paying out dividends. 
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Exhibit 5-4: Company, LLC – Owner’s Equity Trend from 2014 to 2018 

 
 
5.5      Comparison to Industry Averages 

 
Performing comparative financial analysis of the subject company to its peers informs the valuation analyst 
of the internal strengths and weaknesses of the subject company, as well as the external opportunities and 
threats that arise as a result of the company’s profile relative to the industry. To perform a meaningful 
comparative analysis between Company, LLC and its industry peers, an analysis technique referred to as 
“common sizing” is leveraged. Common sizing (i.e. vertical analysis) is a technique whereby the line items in 
the subject company’s balance sheet are expressed as a percentage of total assets, and the line items in the 
income statement are presented as a percentage of total revenue. The ratios in both financial statements are 
compared to the industry norm for each of the years in the historical period. 
 
Comparable industry data is identified by either the Standard Industrial Classification (SIC) code or the North 
American Industry Classification System (NAICS) code for the subject company’s industry. Company, LLC 
operates in SIC Code 7322 – Adjustment & Collection Services and NAICS Code 561440 – Collection 
Agencies. The two sources considered for industry comparison data were the “Annual Statement Studies” 
published by the Risk Management Association15, hereinafter “RMA,” and S&P Capital IQ. Being that S&P 
Capital IQ16 included only two companies in its ratio analysis study for the Debt Collection Services industry 
with our search filters applied (see section 7.2.3.3), RMA was the chosen source for common-size analysis. 
 
To build its reports, RMA utilizes the financial data provided to banks by companies aiming to obtain letters 
and lines of credit, loan applications, and other financial transactions. Although the companies engaging in 
these financial transactions operate within the same industry as the subject company, the financial data for the 
applicant companies may not be entirely in-keeping with the financial data of the subject. With this being said, 
RMA studies are accepted as being representative of the industries on which it reports, thereby making it a 
rational and reasonable source of financial data used to compare Company, LLC to its industry peers. 
 
5.5.1      Income Statement Comparison to Industry Average 

 

Exhibit 5-5 below presents the results of the common-size analysis for Company, LLC’s income statement 
relative to its industry peer group. 
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In 2014, Company, LLC’s operating expenditures as a percentage of revenue was 84.55%. In 2018, Company, 
LLC was able to reduce its operating expenditure percentage to 82.57% of revenue. Throughout the entirety of 
the 2014-2018 period, Company, LLC was able to generate revenue from a tighter expenditure policy than its 
industry peers. Its total operating expenditures as a percentage of revenue proved to be, on average, 6.39% less 
per year than its industry peer group throughout the historical period.  
 
As a result of efficient management of operating expenditures, Company, LLC was able to secure an operating 
margin (i.e. operating profit as a percentage of revenue) greater than the margin earned by its industry peer 
group in each year of the historical period. Furthermore, while the industry peer group’s operating margin 
decreased by approximately 1% over the 2014-2018 period, Company, LLC’s operating margin improved by 
approximately 2%. In 2014, Company, LLC achieved a 15.45% operating margin, while its peer group enjoyed 
an 11.70% margin. By 2018, Company, LLC was able to operate at a 17.43% margin, while its peers achieved 
a 10.80% operating margin. The considerable operational advantage of Company, LLC is largely attributable to 
its lean operating model, long-term customer contracts yielding stable recurring revenues with the need for far 
less marketing spend required to grow the business, and sophisticated automation of back office processes 
yielding a lesser salary and payroll-related expenditure outlay. 
 
In keeping with its superior operating margin resulting from highly effective operating expenditure management, 
Company LLC’s income before taxes as a percentage of total revenue proved to be greater than its industry peer 
group across the 2014-2018 period. In 2014, Company, LLC’s income before taxes was 14.17% of total revenue, 
while its peer group profit was 10.30%. By 2018, as a result of its increasing revenue, efficient operating 
expenditure governance, and trend toward a lesser use of debt (resulting in lower interest expenditures (i.e. other 
expenses)), Company, LLC’s income before taxes grew to 16.37% of revenue. In 2018, its industry peer group 
experienced a profit before taxes of 8.10% of revenue.  
 
Company, LLC is not only a more profitable firm than its peers, it is more efficiently managed entity from a 
profitability and growth perspective. 
 
 
 
 
 

Comparison Items

Company, 

LLC
RMA

Company, 

LLC
RMA

Company, 

LLC
RMA

Company, 

LLC
RMA

Company, 

LLC
RMA

Revenues:

Total Revenue 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

Operating Expenditures:

Total Operating Expenditures1 84.55% 88.30% 82.65% 89.60% 81.14% 89.70% 83.44% 89.50% 82.57% 89.20%

Operating Profit 15.45% 11.70% 17.35% 10.40% 18.86% 10.30% 16.56% 10.50% 17.43% 10.80%

All Other Expenses2 1.27% 1.30% 1.25% 1.50% 1.12% 1.70% 1.11% 1.80% 1.06% 2.70%

Income (Loss) Before Taxes 14.17% 10.30% 16.09% 8.90% 17.74% 8.60% 15.45% 8.70% 16.37% 8.10%

Source:

B. Independently Audited Balance Sheet of Subject Company

Notes:

1. Cost of Sales + Operating Expenditures

2. Depreciation Expense + Other Expenses - Non-Operating + Interest Expense

LEGEND

A. Risk Management Association (RMA) data for NAICS 561440 (Collection Agencies)

    Approximately 145 companies per year across the 2014-2018 period.

Company, LLC

Exhibit 5-5: Income Statement Comparison to Industry Average

Selected Accounts, Common Size (Unadjusted) as a Percentage of Total Revenue

2014 2015 2016 2017 2018
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5.5.2      Balance Sheet Comparison to Industry Average 

 

Exhibit 5-6 below presents the results of the common-size analysis for Company, LLC’s balance sheet relative 
to its industry peer group. 

 
Company, LLC has maintained a cash and cash equivalents balance as a percentage of total assets that is 
approximately 30% greater than its industry peers. In 2014, cash and cash equivalents was approximately 
53.59% of total assets, which grew to 55.76% of total assets by 2018. Over this same period, the firm’s collection 
agency peers’ cash as a percentage of assets decreased from 25.70% to 24.60%. In discussions with management 
regarding its business intentions for this cash balance percentage that is far greater than industry average, there 
was no definitive plan communicated. Management stated that it may aim to expand to Philadelphia, PA within 
the next 5-10 years, and purchase office space rather than lease, but there have been no formal discussion about 
this capital expenditure. 
 
Company, LLC’s accounts receivable percentage of total assets decreased from 2014 to 2018 from 9.81% to 
7.83%, respectively. Over this same time horizon, its industry peers accounts receivable percentage of total 

Comparison Items

Company, 

LLC
RMA

Company, 

LLC
RMA

Company, 

LLC
RMA

Company, 

LLC
RMA

Company, 

LLC
RMA

ASSETS

Current Assets:

Cash & Cash Equivalents 53.59% 25.70% 56.25% 26.50% 55.12% 27.40% 53.96% 26.70% 55.76% 24.60%

Accounts Receivable 9.81% 24.80% 8.88% 24.80% 9.08% 26.50% 9.28% 27.10% 7.83% 26.10%

Other Current Assets 9.15% 7.90% 10.16% 9.60% 10.38% 5.10% 9.38% 7.60% 8.89% 7.10%

Total Current Assets 72.56% 58.40% 75.29% 60.60% 74.58% 59.00% 72.61% 61.40% 72.47% 57.80%

Non-Current Assets:

Property, Plant & Equipment 8.14% 16.80% 7.92% 12.80% 9.85% 13.10% 10.77% 11.80% 11.13% 13.90%

Other Non-Current Assets 19.30% 24.80% 16.79% 26.60% 15.58% 27.90% 16.62% 26.80% 16.40% 28.30%

Total Non-Current Assets 27.44% 41.60% 24.71% 39.40% 25.42% 41.00% 27.39% 38.60% 27.53% 42.20%

Total Assets 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

LIABILITIES

Current Liabilities:

Accounts Payable 12.69% 9.80% 11.21% 11.60% 9.08% 11.00% 8.18% 7.90% 7.93% 8.60%

Current Portion of Long-Term Debt 3.57% 3.70% 3.04% 2.90% 2.89% 2.90% 2.67% 5.10% 2.33% 3.10%

Short Term Notes Payable 11.10% 10.60% 9.87% 7.50% 9.92% 6.60% 9.14% 7.40% 8.11% 8.40%

Other Current Liabilities 8.60% 17.90% 7.40% 18.10% 6.89% 18.60% 6.68% 20.20% 6.29% 20.50%

Total Current Liabilities 35.96% 42.00% 31.53% 40.10% 28.77% 39.10% 26.66% 40.60% 24.65% 40.60%

Non-Current  Liabilities:

Non-Current Debt 24.60% 23.70% 23.99% 22.90% 21.23% 19.80% 19.17% 23.80% 19.51% 19.80%

Total Non-Current Liabilities 24.60% 23.70% 23.99% 22.90% 21.23% 19.80% 19.17% 23.80% 19.51% 19.80%

Total Liabilities 60.56% 65.70% 55.52% 63.00% 50.00% 58.90% 45.84% 64.40% 44.16% 60.40%

OWNERS' EQUITY

Capital Stock 0.00% 0.00% 0.00% 0.00% 0.00%

Paid-In Capital 1.59% 1.50% 1.41% 1.34% 1.22%

Retained Earnings 37.85% 42.99% 48.59% 52.82% 54.62%

Total Owner's Equity 39.44% 34.30% 44.48% 37.00% 50.00% 41.10% 54.16% 35.60% 55.84% 39.60%

Total Liabilities and Owners Equity 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

Source:

B. Independently Audited Balance Sheet of Subject Company

Exhibit 5-6: Balance Sheet Comparison to Industry Average

Selected Accounts, Common Size (Unadjusted) as a Percentage of Total Assets

LEGEND

A. Risk Management Association (RMA) data for NAICS 561440 (Collection Agencies)

Company, LLC

2014 2015 2016 2017 2018

43



 
 

---------------------------------------------------------------------------------------------------------------------------------------------------------------------- 
The Company, L.L.C. | Conclusion of Value Report | Fair Market Value | Control, Non-Marketable Interest                                                                                                                                               

assets increased by 1.30%, from 24.80% in 2014 to 26.10% in 2018. The firm’s rather miniscule A/R balance 
as a percentage of assets compared to its peers is largely attributable to its high cash balance. With this being 
said, Company, LLC has still proven to enhance its overall collection effectiveness over the 2014-2018 period 
by way of its reduction in A/R balance across the period. 
 
Other Current Assets for Company, LLC are primarily comprised of investment instruments with short-term 
time horizons. The firm’s investment instruments are comprised primarily of mutual funds, ETFs, and corporate 
and municipal debt with maturities of less than one year. The firm’s other current assets as a percentage of total 
assets proved to be, on average, approximately 2.13% greater than its industry peers over the 2014 to 2018 
period. 
 
From 2014 to 2018, total current assets for Company, LLC remained highly constant. In 2014, current assets 
represented 72.56% of all assets, while in 2018, total current assets made up 72.47% of total assets. Over this 
same period, its industry peers current assets represented 58.40% and 57.80%, respectively. 
 
Company, LLC’s current liabilities as a percentage of total assets dropped from 35.96% in 2018 to 24.65% in 
2018. This debt reduction is part of management’s initiative to become less leveraged, leaner in its operations, 
and utilize more of its retained earnings throughout the year to maintain operations. Over the 2014-2018 period, 
current liabilities as a percentage of total assets for the firm’s peers decreased from 42.00% to 40.60%, 
respectively.  
 
The majority of Company, LLC’s current debt (23.78% out of 35.96% in 2014 and 16.03% out of 24.65% in 
2018) comes from accounts payable and short term notes payable, which is representative of the outstanding 
debt on two lines of credit with its preferred bank. The remaining portion of the firm’s current debt is derived 
from the current portion of long-term debt (2.33% in 2018) and other non-current assets (6.29% in 2018), which 
includes items such as taxes payable and wages payable. While Company, LLC is aiming to use predominately 
cash in its regular operations, it can be argued that a higher ROI could be achieved if the firm allocated a more 
substantial portion of retained earnings to interest bearing securities, and used more short-term debt to finance 
current operations. 
 
Company, LLC’s non-current liabilities percentage of total assets decreased from 24.60% in 2014 to 19.51% in 
2018. Over this same period, its industry peers’ non-current liabilities percentage of assets decreased from 
23.70% to 19.80%. The non-current liability composition for Company, LLC is highly comparable to the overall 
industry. 
 
Company, LLC’s retained earnings as a percentage of total assets grew from 39.44% in 2014 to 55.84% in 2018. 
Its industry peers’ retained earnings as a percentage of total assets grew from 34.30% in 2014 to 39.60%. 
 
Due to its strong revenue-generating capabilities and efficient management of operating expenditures, 
Company, LLC has been able to increase its retained earnings balance each year over the 2014 to 2018 period. 
As a result, the firm has been able to increase the percentage with which its cash and cash equivalents comprise 
total assets, as well as reduce the overall amount of its current and non-current liabilities as a percentage of total 
assets. Its ability to utilize more of its own cash to fund operations provides the firm with a highly cost effective 
means of operating, and a favorable degree of liquidity in comparison to its industry peers, it reduces the firm’s 
efficiency from a working capital turnover and total asset turnover perspective. 
 

5.5.3      Financial Ratio Analysis 

 

Financial ratio analysis is a method of financial analysis whereby items in the financial statements are used in 
comparison with other elements within the statements to derive insights into the subject company’s strengths 
and weaknesses in the areas of Liquidity, Operating Efficiency, Risk (Business & Financial), and Profitability. 
The practice of ratio analysis involves analyzing the metrics within the subject company across time (horizontal 
analysis), in order to identify meaningful trends. It also involves comparing the subject company’s financial 
ratios in the areas of Liquidity, Efficiency, Risk, and Profitability to other companies within the same industry.  
 
By examining the firm’s financial ratios with respect to itself over time, as well as compared to its peer group, 
the valuation analyst is able to draw data-driven conclusions with respect to the firm’s performance and 
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capabilities. Risk ratios are omitted from this analysis due to the inaccessibility of credible industry comparison 
data. 
 
Consistent with financial statement comparisons to industry average, RMA was used as the source of financial 
ratio data for Company LLC’s industry peer group. NAICS Code 561440 – Collection Agencies was used to 
derive the financial ratio statistics for the collection agency peer group that was compared to Company, LLC. 
 
5.5.3.1      Liquidity Ratios  

 

Liquidity ratios are used to measure the solvency of a company, or its ability to pay current liabilities 
(obligations) with its liquid assets. 
 
 Current Ratio: The current ratio is derived by dividing a firm’s current assets by its current liabilities. 

This provides insight into the firm’s solvency, by way of its ability to pay down short-term obligations 
with current assets. The larger the ratio number, the greater liquidity the company has achieved. 

 
Company LLC’s current ratio improved from 2.02 to 2.94 across the 2014-2018 period. Over this same 
time period, its peer group’s current ratio trended from 1.70 to 1.40. With this, not only has Company, 
LLC proven itself to have a superior level of solvency than the industry, it has improved its solvency 
over a five-year period while its peer group became increasingly less solvent. 

 
 Quick Ratio: The quick ratio is derived by dividing the most liquid of a firm’s current assets – cash & 

cash equivalents, accounts receivable, and marketable securities – by its current liabilities. This provides 
even more insight into the firm’s true solvency than the current ratio, being that more illiquid current 
assets (i.e. inventory) have been removed from the calculation. The larger the ratio number, the greater 
liquidity the company has achieved. 

 

 
Company, LLC’s A/R balance was adjusted down for exceedingly mature outstanding receivables. 
Receivables in the 360+ category have been removed for the purpose of the quick ratio calculation. In 
addition, only the portion of the total other current assets that consists of marketable securities balance 
was used for the purpose of the quick ratio calculation.  
 
Company, LLC’s quick ratio improved from 1.97 to 2.87 over the 2014-2018 period. Over this same 
time period, its peer group’s quick ratio trended from 1.40 to 1.30. With this, not only has Company, 
LLC proven itself to have a superior level of solvency than the industry, it has improved its solvency 
over a five-year period while its peer group became increasingly less solvent. 

 
5.5.3.2      Operating Efficiency Ratios  

 

Operating efficiency ratios examine how well a company is utilizing its various balance sheet items over a period 
of time. These ratios help gauge management’s effectiveness and its relation to how efficiently the company 
runs. 
 

Company, 
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(Peer Group)

Company, 
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Company, 
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(Peer Group)

Company, 

LLC
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(Peer Group)

Company, 

LLC
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(Peer Group)

2.02 1.70 2.39 1.50 2.59 1.60 2.72 1.50 2.94 1.40

Current Ratio

2014 2015 2016 2017 2018
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(Peer Group)
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(Peer Group)
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(Peer Group)
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LLC
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(Peer Group)

Company, 

LLC
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(Peer Group)

1.97 1.40 2.33 1.20 2.52 1.40 2.65 1.40 2.87 1.30

Quick Ratio

2014 2015 2016 2017 2018
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 Sales-to-Receivables (i.e. Accounts Receivables Turnover): Accounts receivable turnover measures the 
number of times a company is able to collect its receivables in a period time. The ratio is computed by 
taking the amount of sales (revenue) generated by the end of given period, divided by the average 
receivables balance across that period (calculated by taking the beginning receivables balance + ending 
receivables balance / 2). 

 
While Company, LLC’s Accounts Receivable Turnover ratio improved from 8.20 to 8.28 across the 
2014-2018 period, its efficiency lagged behind the industry peer group by approximately 3 turnover 
cycles per year. 
 
There is one primary driving factor behind Company, LLC’s A/R turnover ratio lag. Company, LLC’s 
management has made a strategic decision to execute multi-year contracts with many of its larger (in 
terms of client A/R balance) recurring clients. As a result of the clients’ agreement to contract with the 
firm on longer-tem basis, management rewards these clients with extended payment terms. Management 
is willing to forego the speed with which its converts these clients outstanding revenues into cash, for 
greater certainty and stability of future revenue generation from these clients. 

 
 Sales-to-Working Capital (i.e. Working Capital Turnover): Working Capital Turnover provides insight 

into the dollar amount of sales generated for every dollar of working capital used. In other words, it 
measures how effectively management is using its working capital to generate sales. Working Capital 
Turnover is calculated by taking the amount of sales (revenue) generated by the end of a given period, 
divided by the average working capital balance across that period (calculated by taking the beginning 
working capital balance + ending working capital balance / 2). The larger the Working Capital Turnover 
ratio, the more efficient the entity. 

 
Company, LLC has proven to be less efficient than its peer group in terms of the sales it generates per 
dollar of working capital. Over the 2015 to 2018 period, the firm’s Working Capital Turnover ratio 
decreased from 1.90 to 1.50. Over this same period, the industry’s Working Capital Turnover ratio 
improved from 14.90 to 18.80. The primary reason behind the large delta between the firm’s Working 
Capital Turnover ratio and its industry peer group is d Company, LLC’s above average cash composition 
as a percentage of total assets. Furthermore, it can be argued that Company, LLC fails to leverage its 
non-current liabilities as efficiently as possible to generate additional revenues. As such, it can be 
reasoned that Company, LLC is less efficient than its peer group in terms of its use of working capital. 
 

 Sales-to-Total Assets (Total Asset Turnover): Total Asset Turnover provides insight into the dollar 
amount of sales generated for every dollar of total assets owned by the firm. In other words, it measures 
how effectively management is using all of its assets to generate sales. Total Asset Turnover is calculated 
by taking the amount of sales (revenue) generated by the end of given period, divided by the average 
total asset balance across that period (calculated by taking the beginning total asset balance + ending 
total asset balance / 2). The larger the Total Asset Turnover ratio, the more efficient the entity. 
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As was the case with working capital turnover, Company, LLC’s inefficiencies can be seen in total asset 
turnover as well. From 2015 to 2018, Company, LLC’s Total Asset Turnover ratio decreased from 0.76 
to 0.71. Over this same period of time, its peer group’s Total Asset Turnover ratio decreased from 2.60 
to 2.50.  
 

5.5.3.3      Leverage (Coverage) Ratios  

 

Leverage ratios provide insight into the subject company’s ability to afford new debt, as well the effectiveness 
with which it uses existing liabilities. 
 
 Times Interest Earned: Times Interest Earned is a measure of the company’s ability cover its existing 

interest expenditures, as well as the capacity it has to take on new debt. The ratio is computed by taking 
earnings before interest and taxes (EBIT) and dividing it by interest expense. The larger the Times 
Interest Earned Ratio, the greater the company’s ability to take on new debt. 

 
From 2014 to 2018, Company, LLC’s Times Interest Earned ratio increased from 14.66 to 22.93. Over 
this same period, the industry peer group’s Times Interest Earned ratio reduced from 9.50 to 8.10. 
 
Company, LLC has a far superior debt coverage ratio than its industry peer group. The combination of 
its increasing revenue, efficiency in terms of managing operating expenditures, and the firm’s decreasing 
use of debt translates to improved debt coverage. 
 

 Debt to Equity: The Debt to Equity ratio is a measure of the extent to which an entity’s assets are financed 
by debt rather than equity. In other words, it examines the portion of non-equity capital used to finance 
the acquisition of a company’s assets. The Debt to Equity ratio is computed by taking a company’s total 
debt, and dividing it by total equity. The lower the Debt to Equity ratio number, the greater the amount 
of equity capital used to finance assets, and the less leveraged and risky an entity proves to be. 

 
 
Company, LLC has proven to have a superior Debt to Equity ratio in relation to its peer group in each 
year over the 2014 to 2018 period. In 2014, Company, LLC’s Debt to Equity ratio was 1.54 compared 
to the industry average of 1.90. In 2018, Company LLC’s Debt to Equity ratio improved to 0.79, while 
the industry average remained at its 2014 reported figure of 1.90.  
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5.5.3.4      Profitability Ratios  

 

Profitability ratios provide insight into the subject company’s ability to generate profit in relation to its size. 
 
 Pretax Earnings to Owner’s Equity: Pretax Earnings to Owner’s Equity measures a firm’s return on the 

owner’s equity investment into the entity on a pretax basis. 

 
Company’s LLC’s Pretax Earnings to Owner’s Equity (i.e. the return on owner’s equity investment) is 
far less than its industry peer group. Over the 2014 to 2018 period, Company, LLC’s return on O/E 
dropped from 26.86% to 19.72%. Over this same time period, the industry average dropped from 49.50% 
to 48.80%. The inferior return on O/E experienced by Company, LLC is due to Management’s continued 
trend of tying its retained earnings up in cash as well as using retained earnings to pay down debt (to an 
inefficient degree). Rather than reinvesting a greater percentage of its earnings into interest bearing 
securities, or utilizing its retained earnings for capital expansion and other growth-oriented business 
decisions, the firm has maintained an inefficient level of fiscal conservativeness as shown by its 
exceedingly large cash balance as a percentage of total assets. As a result, the firm has a lesser return on 
owner’s equity. 
 

 Pretax Earnings to Assets: Pretax Earnings to Assets provides insight into a firm’s ability to generate 
pretax profits from the use of its assets. 

 
Over the 2014-2018 period, Company, LLC’s pretax return on assets proved to be inferior to its industry 
peer group in all years except for 2018. In 2014, Company, LLC’s Pretax Earnings to Assets was 10.59%, 
while the industry average was a reported 15.30%. In 2018, Company, LLC’s Pretax Earnings to Assets 
was 11.01%, while the industry peer group earned a reported 10.80%. In other words, in terms of the 
firm’s ability to generate pretax return on assets, its performance has been subpar. With this being said, 
the firm’s asset-driven profitability has trended in a positive direction, while the industry peer group has 
shown a consistent decrease year-over-year. 
 

5.6      Summary of Financial Analysis  

 
Company, LLC’s Total Revenue grew from $9.14M to $11.01M over the 2014 – 2018 period. During this five-
year period, the firm proved to operate at higher gross, operating, and net profit margins than its industry peer 
group. In 2014, achieved an operating margin of 15.5% while its peers’ earned an 11.7% margin. In 2018, the 
firm was able to yield a 17.43% operating margin, compared to its peer group’s 10.8%. In terms of net profit 
margin (before taxes), Company, LLC earned a 14.17% income before tax profit while its peer group achieved 
a 10.3% margin. In 2018, Company, LLC’s income before tax margin improved to 16.37%, while the net margin 
earned by its peer group dropped to 8.1%. Company, LLC is operating at profit margins superior to its peer 
group, and it has improved its margins over the 2014-2018 historical period, while the industry’s margins 
decreased over this timeframe.  
 
While gross, operating, and net profit margins are an achievement attractive to investors, the over-
conservativism of Company, LLC’s management team has yielded subpar pretax earnings to equity and pretax 
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earnings to assets. By reinvesting retained earnings back into cash, rather than into interest-bearing securities 
and growth-oriented expenditures, management was able to maintain high gross, operating, and net profit 
margins but was unable to achieve a higher return on its assets and owner’s equity. 
 
In terms of assets, the largest asset Company, LLC has is cash and cash equivalents. The cash balance the firm 
holds proved to be approximately 30% greater than its industry peer group with respect to percentage of total 
assets in each year of the 2014-2018 period. In 2014, cash and cash equivalents was approximately 53.59% of 
total assets, which grew to 55.76% of total assets by 2018. Over this same period, the firm’s collection agency 
peers’ cash account as a percentage of assets decreased from 25.70% to 24.60%. Being that there are no defined 
plans with respect to the cash Company, LLC is holding in excess of operational needs, an adjustment will be 
made in later sections when calculating the indicated value of the 100%, control, non-marketable equity interest 
of Company, LLC.  
 
Company, LLC’s current liabilities as a percentage of total assets dropped over the 2014-2018 period from 
35.96% to 24.65%, respectively. In addition, from a value perspective, current liabilities dropped from $4.5M 
to $4.1M over this period, while current assets increased from $9.1M to $11.9M. As a result of its increasing 
asset balance and simultaneously decreasing liability balance, Company, LLC became increasingly solvent over 
the 2014-2018 period. Its current ratio increased from 2.02 to 2.94, while its peers’ ratio dropped from 1.70 to 
1.40. Furthermore, as a result of the firm’s aggressive debt reduction campaign (in terms of capital structure), it 
experienced a debt to equity ratio far lower than its peer group by 2018. In 2018, Company, LLC’s debt to equity 
ratio proved to be 0.79, while the industry presented with a debt to equity ratio of 1.90. As a result, Company, 
LLC has a favorable degree of solvency and debt coverage in comparison to its industry peers. 
 
From an efficiency perspective, Company, LLC proved to be subpar in comparison to its peer group. While the 
firm’s less than average accounts receivable turnover ratio can be justified by its decision to forgo more 
expedient collection terms for recurring client contracts, its lagging working capital turnover and total asset 
turnover can be most aptly explained through managerial over-conservatism. By operating within a strict 
balanced budget, and successfully adhering to a tight operating expenditure policy, Company, LLC was able to 
increase Retained Earnings by approximately $1M per year over the 2014 to 2018 period. Rather than 
reinvesting its earnings into more profit-generating items, management consistently decided to reinvest the 
earnings back into cash. In turn, this lessened the firm’s ability to turn working capital and total assets into 
increased sales, as seen by the firm’s subpar working capital and asset turnover ratios. In addition, this 
managerial practice yielded a less than industry average return on equity. 
 
Company, LLC is a highly solvent firm. It has a greater than industry average ability to take on new noncurrent 
debt, as well as the ability to more effectively utilize its cash through more strategic short-term financing 
arrangements. The firm has proven to earn higher than industry average gross, operating, and net profit 
margins in each of the five years over the 2014-2018 period. While the firm’s efficiency and return on equity 
and assets is subpar, this is exceedingly due to managerial conservatism. A concerted adjustment on the part 
of management to reinvest a larger percentage of earnings into more growth-oriented items would begin to 
correct these efficiency and return on asset/equity shortcomings. With an increasingly healthy financial and 
profit composition, high liquidity, the ability to take on new debt, a strong economy (on both a U.S. and local 
level), positive industry outlook, and efficiency shortcomings that can be rectified with a less conservative 
corporate strategy, Company, LLC will receive a reduction in the company’s capitalization rate in terms of 
company specific risk. 
 
 
 
 
 
 
 
 
 
 
 
________________________________________________________________________________________ 
15   Risk Management Association Annual Statement Studies. rmahq.org/annual-statement-studies 
16 S&P Global Market Intelligence. capitaliq.com 
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6      Adjustments to Financial Statements 

 

A business’ ability to generate earnings is often times the key driver behind its value. These earnings and the 
practice of how the financials are reported in a closely-held business are held to far less rigid and constrained 
standards than that of a large public corporation. As such, the financials of a small business may need to be 
adjusted by the valuation analyst prior to valuing the firm. This adjustment process is known as “normalization,” 
and it provides the valuator with historical financial statements that present the most economically-feasible 
representation of the value of the company. 
 
Normalization adjustments commonly fall into any one of the three following categories: 
 

1. Comparability Adjustments – When comparing the subject company to guideline companies, 
comparability adjustments are used to make the entity more comparable to guideline companies or 
industry peer group companies used in comparative ratio analyses. For example, if the selected 
guideline companies use a FIFO method of inventory management while the subject company elects 
to use a LIFO inventory management system, the subject company’s inventory would be adjusted to a 
FIFO-basis. 
 

2. Non-operating/Nonrecurring Adjustments – If a revenue or expenditure item is unrelated to the 
operations of the entity or the item will not reoccur in the future, than the item will be removed 
“normalized” from the financial statement. For example, if the entity spent an extraordinarily large sum 
of money on a go-live marketing campaign for a new service line, and it does not intend to launch any 
additional service lines in the foreseeable future, than the expenditures related to this item will be 
normalized from the income statement. 

  
3. Discretionary Adjustments – When valuing a controlling interest in a business, discretionary 

expenditures – expenditures that fall under the sole discretion of the owner(s) (or management in some 
instances) – must be normalized from the financial statements. The normalization adjustments made in 
this category are representative of the delta between the book value of the expense and the amount the 
expenditure would have been should it have been incurred by way of an independent third party. 
Expenditures that commonly warrant discretionary adjustments include owner’s compensation and 
perquisites, entertainment expenses / automobile costs, family member payroll expenses, etc. 

 

Being that we are valuing Company, LLC on a control basis, normalization adjustments related to control are 
appropriate for this valuation.  
  
In the following sections, adjustments to the income statement and balance sheet are presented. 
 

6.1      Balance Sheet Adjustments 

 

There are four items that need to be adjusted on Company, LLC’s balance sheet. The items and their descriptions 
are listed below, and the numbers listed in Exhibit 5-7 below correspond to the adjustments. 
 

1. Cash in Excess of Operating Needs – Following discussions with management, comparisons to 
industry average, and accounting for cash needs coinciding with the locale within which Company, 
LLC operates, it was determined that the firm has excess cash of approximately $2,735,429.70. 
 

2. Accounts Receivable – After analyzing Company, LLC’s accounts receivable aging schedule, it was 
determined that approximately 11% of its outstanding receivables balance were in the 180+ days old 
category. Of this 11%, 45% was in the 180-360 days old category. Company, LLC has had a history of 
collecting approximately 10% of this category. All receivables in the 360+ days old category have been 
deemed uncollectible. With this, 90% of the 45% of 180+ days outstanding receivables balance in the 
180-360 days old category and 100% of the 55% of 180+ days outstanding receivables balance in the 
360+ days old category are considered uncollectible, or $135,192.73. 
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3. Other Current Assets – Marketable, interest bearing securities with a short-term investment time 
horizon comprise the majority of the other current assets account balance. The book value of other 
current assets must be adjusted to $1,491,107.62. 
 

4. Other Non-Current Assets – Marketable, interest bearing securities with a longer-term investment time 
horizon comprise the majority of the other non-current assets account balance. The book value of other 
non-current assets must be adjusted to $2,723,487.24. 
 

5. Reconciling Adjustments – Reconciling adjustments are made for the purpose of reconciling a line 
item total to maintain the “balance” of the balance sheet equation. 

 

 

 

2018
Adj. 

Item
Adjustment

 Normalized Tangible 

Equity 

ASSETS

Current Assets:

Cash & Cash Equivalents 9,161,862                     1 (2,735,430) 6,426,432                         

Accounts Receivable 1,286,937                     2 (135,193) 1,151,744                         

Other Current Assets 1,460,057                     3 31,051 1,491,108                         

Total Current Assets 11,908,856                   9,069,284                         

Non-Current Assets:

Property, Plant & Equipment 1,828,303                     1,828,303                         

Other Non-Current Assets 2,694,525                     4 28,962 2,723,487                         

Total Non-Current Assets 4,522,828                     4,551,790                         

Total Assets 16,431,684                   (2,810,610) 13,621,075                      

LIABILITIES

Current Liabilities:

Accounts Payable 1,302,480                     1,302,480                         

Current Portion of Long-Term Debt 382,059                         382,059                            

Short Term Notes Payable 1,332,053                     1,332,053                         

Other Current Liabilities 1,033,507                     1,033,507                         

Total Current Liabilities 4,050,099                     4,050,099                         

Non-Current  Liabilities:

Non-Current Debt 3,206,018                     3,206,018                         

Total Non-Current Liabilities 3,206,018                     3,206,018                         

Total Liabilities 7,256,117                     7,256,117                         

OWNERS' EQUITY

Capital Stock 100                                 100                                     

Paid-In Capital 200,000                         200,000                            

Retained Earnings 8,975,467                     5 (2,810,610) 6,164,858                         

Total Owner's Equity 9,175,567                     (2,810,610) 6,364,958                         

Total Liabilities and Owners Equity 16,431,684                   (2,810,610) 13,621,075                      

Normalized Operating Tangilbe Equity

Company, LLC

Exhibit 5-7: Adjusted Balance Sheet

As of December 31, 2018
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6.2      Income Statement Adjustments 

 

The items to be adjusted on the income statements and their corresponding descriptions are listed below. The 
numbers listed in Exhibit 5-8 coincide to the numbered items and descriptions that follow. 
 

1. Depreciation – Being that it is a non-cash expense, depreciation is added back to the income statement. 
 

2. Salary – John Doe (Owner’s Compensation) – The salary of John Doe was separated out as its own 
line-item during the valuation process to determine the compensation Mr. Doe paid himself. HFA is an 
alliance member of BDO Global, and we leveraged our resources within this company to identify a 
reasonable salary for Mr. Doe based upon his level within the company, the geographic local, and the 
industry within which Company, LLC operates. It was determined that the compensation provided to 
John Doe is unreasonable, in the amount of an annual excess of $415,000. It was determined that 
payroll expenditures and excess benefits that coincide with the excess compensation translate to an 
approximate $40,820. With this, a total of $455,820 per year must be added back to income for these 
discretionary expenditures. 
 

3. Salary – Other Officers (Officers’ Compensation) – The line item, “Salary – Other Officers” included 
the compensation for Paul Partner, CFO, Mike Person, COO, and Sean Selling, CSO, CMO. After 
analyzing the compensation structures of the three officers with our BDO Alliance recruitment 
resources, it was determined that officers’ compensation was unreasonable. It was determined that the 
total excess compensation provided to the officers amounted to a combined total of $320,000 per year. 
It was determined that payroll expenditures and excess benefits that coincide with the excess 
compensation translate to an approximate $31,475. With this, a total of $351,475 per year must be 
added back to income for these discretionary expenditures. 
 

4. Salary – John Doe’s Brother – After discussions with management, our team learned that John Doe’s 
brother is on the company’s payroll. It was determined that Mr. Doe’s brother does not contribute to 
the operations of the company, nor does he engage with Company, LLC in a consulting capacity. The 
salary, payroll-related expenditures and benefits that are expended for John Doe’s brother total 
approximately $65,902 per year. With this, a total of $65,902 per year must be added back to income 
for these discretionary expenditures. 
 

5. Other Adjustments – HFA met with management to discuss forecasted cash flow outlays that the 
management team anticipates will occur. These cash outflows include additions to working capital, 
additional capital expenditures, and loan principal repayments net of new loans. 

 
After holding discussions with management, it was determined that a weighted average method should be used 
to normalize the income statement. The firm’s officers stated that year’s 2016 and 2018 are the most accurate 
representation of the firm’s future earnings. The team stated that 2017 is also a good proxy for future earnings, 
but a major client was lost during that year, so the revenues were lower than budgeted. Being that the loss of a 
major client is not an unrealistic reoccurring event, it was collectively decided that 2017 would be included in 
the weighted average, but receive a lesser weight than the 2016 and 2018 periods. 
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                   Adjustments

Adj. 

Item
2014 2015 2016 2017 2018

Months  of Operation in Period 12 12 12 12 12

Revenues 9,417,480                 9,927,580            10,616,418        10,492,847        11,050,757      

Cost of Revenue 2,661,380                 2,740,012            2,894,036          3,049,221          3,089,792        

Gross Income 6,756,100                 7,187,568            7,722,383          7,443,626          7,960,965        

Operating Expenditures:

Salary - John Doe 716,431                    728,006               802,356              798,652              812,348            

Salary - Other Officers 762,816                    827,960               857,807              866,709              908,372            

Other Operating Expenditures 3,822,168                 3,909,432            4,060,482          4,040,310          4,313,612        

Total Operating Expense 5,301,415                 5,465,398            5,720,645          5,705,672          6,034,332        

Operating EBITDA 1,454,685                 1,722,169            2,001,738          1,737,954          1,926,633        

Depreciation Expense 16,259                       18,580                  22,365                25,897                32,657              

Operating Income (Loss) EBIT 1,438,426                 1,703,589            1,979,373          1,712,057          1,893,976        

Other Expenses - Non-Operating 5,633                         2,356                    3,812                  2,008                  2,267                 

Interest Expense 98,126                       103,487               92,391                88,522                82,598              

Pretax Income (Loss) 1,334,667                 1,597,746            1,883,170          1,621,527          1,809,111        

ADJUSTMENTS:

Excess Compensation - John Doe 2 455,820                    455,820               455,820              455,820              455,820            

Excess Compensation - Other Officers 3 351,475                    351,475               351,475              351,475              351,475            

Salary - John Doe's Brother 4 65,902                       65,902                  65,902                65,902                65,902              

Total Adjustments to Add Back to Pretax Income (Loss) 873,197                    873,197               873,197              873,197              873,197            

Normalized Pretax Income (Loss) 2,207,864                 2,470,943            2,756,367          2,494,724          2,682,308        

Applied Weightings (for Weighted Average) 2.0                       1.5                       2.0                     

Weighted Normalized Pretax Income (Loss) -                             -                        5,512,733          3,742,086          5,364,616        

Aggregate Weighted Normalized Pretax Income (Loss) 14,619,436      

Divide by Aggregate Applied Weightings 5.5                     

Weighted Average Normalized Pretax Income (Loss) 2,658,079        

Income Tax Estimated (Federal & State Combined) 1,071,894        

Average Weighted Normalized After Tax Income (Loss) 1,586,185        

Depreciation Expense (Weighted average of 2016-2018 with 

Corresponding Applied Weightings)
1

27,071              

Average Weighted Normalized Gross Cash Flow 1,613,256        

Less: Anticipated Additions to Working Capital1 5 (156,921)          

Less: Anticipated Capital Expenditures2 5 (200,000)          

Less: Anticipated Principal Repayments on Current Debt - 

Net of New Loan Principal3 5
(90,000)             

Weighted Average Normalized Net Cash Flow to Equity 1,166,336        

Source:

Company, LLC's independently audited financial statements

Notes:

1. Anticipated additions to working capital were calculated by taking the 2018 revenue amount multiplied by a 3% growth rate, followed by multplying the 

calculated revenue figure by the largest working capital percentage of revenues over the 2014-2018 period (71.12%) - rounded down to 70% after 

discussions with management regarding their intention to slow the growth of working capital (i.e. reinvest less retained earings into cash). With this, the 

total annual additions to working capital are anticipated to be approximately $156,921 per year.

2. Management anticipates incurring capital expenditures of approximately $200,000 per year.

3. Management anticipates its principal repayments on existing loans (net of new loan principal repayments) to be approximately $90,000 per year.

Company, LLC

Exhibit 5-8: Normalized Income Statements

For the years ended December 31, 2014 to December 31, 2018

Historical Financials: Actuals
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7      VALUATION OF THE SUBJECT 

 

It is the decision of the valuation analyst to determine the appropriateness of each valuation approach to be used 
in the valuation engagement. It is the responsibility of the analyst to determine fitness of each valuation approach 
based upon the ways in which the subject company is presenting (i.e. historical performance and earnings 
patterns, purpose and use of the valuation approach, information availability, and various other characteristics 
of the business).  The factors to be considered by the analyst are outlined in and considered by the IRS’ Revenue 
Ruling 59-60, and are listed below. In addition to these considerations, Revenue Ruling 59-60 also states that 
reasonableness and sound and informed judgement must be practiced by the valuation analyst in order to 
determine the value of a closely-held business. 
 

 History and nature of the business 
 Industry and general economic outlook 
 Book value and financial consideration 
 Earning capacity 
 Dividend paying capacity 
 Existence of goodwill or other intangible value 
 Prior sales and size of the block of stock 
 Comparisons to similar publicly traded guideline companies 

 

7.1      Valuation Methods Considered but Rejected 

 

The following valuation methods were considered by the valuation analyst, but rejected for their lack of 
appropriateness and relevance to the subject company. 
 

1. Prior Transactions in the Subject Interest – There have been no arms-length transactions for 
Company, LLC in the past. As such, this method is not applicable for this engagement. 

 

2. Dividend Paying Capacity – Company, LLC has not paid dividends in the past, nor does it intend to 
pay dividends in future years. As such, this method is not applicable for this engagement. 
 

3. Liquidation Value – Being that the purpose of this engagement is to estimate the fair market value of 
a controlling interest in Company, LLC as a going concern, liquidation value is inconsistent with the 
intention of the project. The company is not to be liquidated, and management will continue to operate 
the firm in the foreseeable future. As such, this method is not applicable for this engagement.  
 

4. Discounted Cash Flow Method – The Discounted Cash Flow (DCF) Method is a modality that requires 
future earnings or cash flows to be estimated by the valuation analyst and management with reasonable 
accuracy, as well as carefully assess the risk associated with each of the estimated future benefit 
streams. When historical financial performance is either unstable, sporadic, and/or a poor proxy for 
future performance and sustainability, the DCF Method should be employed. Company, LLC’s 
management team felt strongly that the firm’s 2016-2018 financials were a reasonable proxy for future 
performance, and that growth should not alter much from its trend over the last five-year period. As 
such, the DCF Method is not applicable for this engagement. 

 
7.2      Valuation Methods Selected – Pre Adjustments 

 

The following valuation methods were chosen by the valuation analyst after careful consideration: (1) 
Capitalization of Earnings Method – Income Approach; (2) Adjusted Net Asset Method – Asset Approach; (3) 
Guideline Public Company Method – Market Approach; and (4) Completed Transactions Method – Market 
Approach. 
 
7.2.1      Capitalization of Earnings Method - Income Approach 

 
The Capitalization of Earnings Method (CAPEM) is an income approach that derives the value of the business 
by calculating the present value of the future benefit/income stream (i.e. net cash flow).  The future income 
stream is discounted back to the present using a capitalization rate to convert a single-period future benefit 
stream into present value.  
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7.2.1.1  Application of the Capitalization of Earnings Method 

 
The Capitalization of Earnings Method (CAPEM) is appropriate when a firm’s historical and current earnings 
are a reasonable proxy for future operations. To determine the value of the entity through CAPEM, a 
normalized future benefit stream is divided by a capitalization rate – which is calculated by taking the discount 
rate less the anticipated long-term annually compounded sustainable growth rate (into perpetuity). To calculate 
the value of the entity under CAPEM, the following three primary factors must be determined: 
 

a. Benefit Stream – The benefit stream to capitalize must be selected (i.e. earnings, cash flow, or 
dividends). 
 

b. Benefit Stream to Equity or Invested Capital – It must be determined whether the benefit stream 
base will be applicable to equity or invested capital. 
 

c. Capitalization Rate – The Capitalization Rate must be selected for the level of benefit stream 
chosen. 

 
a. Benefit Stream - CAPEM 

The benefit stream selected for Company, LLC is Net Cash Flow to Equity. Being that net cash flow 
available to equity is a return that could be removed from the business without impairing the entity’s 
ability to operate into the foreseeable future and meet its obligations, it was determined to be the most 
appropriate benefit stream. The net cash flow to equity for Company, LLC is $1,166,336. See Exhibit 

5-8 in Section 6.2 – Income Statement Adjustments for details on the calculation. 
 

b. Benefit Stream to Equity or Invested Capital - CAPEM 

The benefit stream selected for Company, LLC is Net Cash Flow to Equity. This future earnings 
stream is a measure of net cash flow on an after tax basis, as well as after interest expense (return to 
the debt holders). In turn, the capitalization of net cash flow to equity yields the value that is directly 
available to the company’s equity owners. 

 
c. Capitalization Rate - CAPEM 

Calculating the capitalization rate is critically important in determining the fair market value of the 
company that is directly available to the equity owners. In order to convert a future anticipated benefit 
stream into its present value, a capitalization rate must be determined. The capitalization rate is 
calculated by taking the discount rate – the total rate of return demanded by an investor that coincides 
with the level of risk associated with the investment – and subtracting the expected perpetual growth 
rate of the future benefit stream determined. 
 
Under the fair market value standard – which is the standard of value used for this engagement – the 
valuation analyst must determine the capitalization rate that would be reasonably acceptable to both 
a hypothetical willing buyer and a hypothetical willing seller without compulsion to buy or sell, 
respectively. The capitalization rate is determined based on the risk associated with the subject 
company, and the rates of return available on other alternative investments. For example, to reward 
investors for the increased risk associated with publicly traded companies, investors of these firms 
require a rate of return higher than rates available on risk-free securities. In turn, due to the increased 
inherent risk associated with private companies, investors will require a rate or return greater than 
rates available in the public market. 
 
Exhibit 5-9 and 5-10 below present the calculation for the discount and capitalization rate using the 
build-up method. 
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+

=

-

=

1. Source: https://www.federalreserve.gov/releases/h15/
2. Source: Duff & Phelps Cost of Capital Navigator Supply Side Equity Risk Premium (Long-Horizon)
3. Source: Pulled for SIC Code 732 Credit Reporting & Collection from the SBBI Yearbook
4. Source: SBBI Yearbook 2018 Small Company Premia
5. See Exhibit 5-10 and Item 1-4 under "Company Specific Risk" in the Valuation Report.

Capitalization Rate for Next Year's Chosen Benefit Stream 11.57%

Notes

Calculate Capitalization Rate

Discount Rate for Chosen Benefit Stream (Net Cash Flow or Net 
Earnings

14.07%

Sustainable average growth rate 2.50%

Adjustments for specific company risk factors 5 + or - -1.25%

Discount Rate for Net Cash Flow = 14.07%

Risk premium for industry3 + or - 0.96%

Risk premium for size4 + 6.14%

Average Market Return (from above calculation) 8.22%

Company, LLC

Exhibit 5-9: Discount and Capitalization Rate Schedule (Build-Up Methhod)

Calculate Average Market Return

Appraisal Date Long-term Treasury-Bond Yield (20-year)1 2.18%

Equity Risk Premium—Stocks over Bonds 2 6.04%

Average Market Return 8.22%

Calculate Discount Rate for Net Cash Flow
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a. Risk Free Rate (Appraisal Date Long-Term Treasury-Bond Yield (20-Year)) – The rate of return 

obtainable by an investor without exposure to the risks of the market. The industry consensus for the 
risk-free rate of return is the 20-year U.S. Treasury bond. The yield on the 20-year U.S. Treasury bond 
at the date of valuation was 2.18%. 
 

b. Equity Risk Premium – The equity risk premium is the rate of return required by investors to reward 
them for assuming the increased risk associated with owning equity securities over the 20-year U.S. 
Treasury bond (risk free rate). The Equity Risk Premium assumes the reinvestment of dividends back 
into the market, and considers distributions and capital gains or losses in the value of the investment. 
The equity risk premium, pulled from the Duff & Phelps Cost of Capital Navigator Supply Side Equity 
Risk Premium (Long-Horizon) at the date of valuation was 6.04%. 
 

c. Industry Risk Premium – The industry risk premium considers the risks associated with the industry 
within which the subject company operates. The risk premium considers a risk index for each industry 
using the financial data of industry participants. The industry risk premium, pulled from the SBBI 
Yearbook for SIC 732 Credit Reporting & Collection at the date of valuation was 0.96%. 
 

d. Risk Premium for Size (Small Company Risk Premium) – The Small Company Risk Premium is an 
empirical study-derived adjustment predicated upon the tendency for small company stocks to 
outperform larger companies, as well as the greater risks inherent with smaller companies. For 
example, smaller companies have limited capital market access, they have less bargaining power in 

Item Meaning


Faborable 

Ratio

Company 

LLC
Industry

Company 

LLC
Industry

2.53 1.54 2.47 1.34

 

Company 

LLC
Industry

Company 

LLC
Industry

Company 

LLC
Industry

8.23          12.28         1.67 15.73 0.74 2.73

  

Company 

LLC
Industry

Company 

LLC
Industry

18.96 10.2 1.08 1.76

 

Company 

LLC
Industry

Company 

LLC
Industry

Company 

LLC
Industry

Company 

LLC
Industry

0.24 0.53 0.12 0.14 17.13% 10.74% 15.97% 8.92%

 - -  

1%

Total Company Specific Risk Percentage Points 

Awarded to Company LLC

-1%

Company, LLC

Times Interest Earned Debt to Equity

2%

Profitability

Pretax Earnings to O/E Pretax Earnings to Assets Operating Margin Profit Before Taxes

Efficiency
(2015-2018 Simple Average)

A/R Turnover Working Capital Turnover Total Asset Turnover

-3%

Leverage

Exhibit 5-10: Adjustments for Specific Company Risk Factors

For the years ended December 31, 2014 to December 31, 2018

Description

For each favorable ratio icon, 1% is awarded to the winner 

(Company, LLC or Industry).

Legend

Liquidity 
(2014-2018 Simple Average)

Current Ratio Quick Raio

1%

Inverse
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relation to their buyers and suppliers, they tend to have a less diverse customer base, as well as several 
other factors exposing them to greater risk.  
 
Ibbotson Associates publishes small company risk premium data in its SBBI Yearbook. At the date of 
this valuation, the small company risk premium was 6.14%. 
 

e. Company Specific Risk – Company-specific risk is based upon the valuation analyst’s professional 
judgement, and requires the analyst to identify and quantify the specific risk drivers associated with 
the company. Below are the risk drivers that contributed to or reduce Company, LLC’s specific risk. 
 

1. Financial Risk – As seen in Exhibit 5-10, Company, LLC outperformed its industry peers in 
the areas of Liquidity, Leverage, and Profitability. For example, the firm’s average operating 
margin over the 2014-2018 period was 59.5% higher than its peer group (17.13% vs. 10.74%). 
Its average Pretax Profit Margin over the 2014-2018 period was 79.0% higher than its peer 
group (15.97% vs. 8.92%).  
 
The area where the firm was outpaced by its peer group was fiscal efficiency. Management 
has an overly conservative reinvestment plan with its retained earnings, in that the majority of 
the net income generated by the firm is reinvested into cash. As a result, the revenue it 
generates from working capital and total assets is marginal compared to its peers.  
 
With this, although the firm has proven itself less efficient from an asset perspective than its 
peers, it is more solvent, capable of taking on new debt, profitable, and better at managing 
operations (i.e. operating expenditures). As such, the firm is awarded a 1% discount for its 
superior performance (which translates to a reduction in the discount and capitalization 
rate…see Exhibit 5-10). 
 

2. Operational Risk – Company, LLC has shown stable and consistent revenue growth over the 
2014 to 2018 period. At the same time, the company has shown a consistent reduction in its 
operating expenditures as a percentage of total revenue. In other words, the firm has proven 
itself to become increasingly efficient at generating revenue from a lesser relative composition 
of operating expenses. These two critical risk reduction factors are exemplified through the 
9.42M in revenue in 2014 versus the $11.01M in revenue generated in 2018. Over this same 
period, Operating Margin increased from 15.45% to 17.43%. The risk reduction associated 
with the lesser operation risk associated with Company, LLC than its peers is reflected in the 
1% discount presented in Exhibit 5-10. 
 

3. Management Team / Key Employees – Company, LLC has a very strong and capable 
management team. To better ensure the cohort of key employees are retained within the firm, 
John Doe has equipped all members of management with key employee incentive packages 
funded with NQDC plans with rolling vesting benefit streams. With this, he has effectively 
secured his management team within the firm. By having a stable, motivated, and competent 
cohort of key employees retained within the organization, and the importance of a strong 
management team in generating the future benefit stream for a closely-held business, 
Company, LLC is being awarded a reduction in its discount rate of 25 basis points. 
 

4. Customer Diversification – While Company, LLC has done an excellent job diversifying its 
customer base to ensure that no more than 10% of its total revenues are isolated to one client, 
management stated that approximately 25% of its revenue comes from a collection of five 
major contracts. While the firm has major revenue loss exposure as a result of this 
concentration, management has negotiated long-term recurring contracts with each of these 
five clients. After reading the contracts, it is our assertion that the risk exposure and contract-
oriented risk mitigation creates a zero-sum gain. As such, there is no risk premium or reduction 
made to company specific risk with respect to customer diversification.  

 
5. Long-term Sustainable Growth Rate – Company, LLC has been able to increase its revenue 

by a cumulative annual growth rate of 4.08% over the 2014-2018 period. At the same time, 
its Net Income has grown at a cumulative annual growth rate of 6.56% over the same period. 
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Management does not feel it can operate at a margin much higher than it has currently 
achieved, and without office and personnel expansion (which management has stated that 
neither are eminent in the near future), a long-term sustainable (realistic) growth rate of 2.50% 
was selected for Company, LLC. 
 

7.2.1.2  Valuation of Company, LLC using CAPEM – Pre Adjustment 

The valuation of equity using the capitalization of earnings rate is calculated by dividing the weighted average 
normalized net cash flow to equity by the capitalization rate. Exhibit 5-11 below shows the value of Company, 
LLC using the Capitalization of Earnings Method. 

 

 
 

The pre-adjusted fair market value of 100%, control, marketable equity in Company, LLC is $10,080,691. 
Being that the benefit stream, “Weighted Average Normalized Net Cash Flow to Equity” was derived by 
making control normalization adjustments, the valuation is presented on a control-basis. Discounts applied for 
the lack of marketability associated with this valuation are explained in a later section, and must be considered. 
 
Exhibit 5-12 below presents the value of 100% Equity in Company, LLC after making non-operating asset 
adjustments to the pre-adjusted value. 
 
 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
As seen in Exhibit 5-12, the fair market value of 100% of equity in Company, LLC, on a control, marketable 
basis after adjusting for non-operating assets using the Capitalization of Earnings Method is $12,816,121. 
Discounts applied for the lack of marketability associated with this valuation are explained in a later section, 
and must be considered. 
 

Item Value Reference

Weighted Average Normalized Net Cash 

Flow to Equity
1,166,336 Exhibit 5-8

Capitalization Rate Applicable to Net Cash 

Flow to Equity
11.57% Exhibit 5-9

Fair Market Value of 100% Equity - Pre 

Adjustments
10,080,691

Company, LLC

Exhibit 5-11

Capitalization of Earnings Method - Valuation of Equity - Pre Adjustments

Company, LLC - Valuation of Equity

Item Value Reference

Weighted Average Normalized Net Cash 

Flow to Equity
1,166,336 Exhibit 5-8

Capitalization Rate Applicable to Net Cash 

Flow to Equity
11.57% Exhibit 5-9

Fair Market Value of 100% Equity, As if Freely 

Traded - Pre Adjustments
10,080,691

Add: Non-Operating Assets (Excess Cash) 2,735,430 Exhibit 5-7

Fair Market Value of 100% Equity - Control, 

Marketable - As if Freely Traded with Non-

Operating Assets

12,816,121

Company, LLC

Exhibit 5-12

Capitalization of Earnings Method - Adjusted (Non-Operating Assets)

Company, LLC - Valuation of Equity
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7.2.2      Adjusted Net Asset Method - Asset Approach 

 
The Adjusted Net Asset Method is a method of valuation using the Asset Approach. In this engagement, the 
valuation is being performed on a control basis. Being that Company, LLC owns the assets of the firm, and 
the entity is being valued on a control-basis, the net adjusted asset method is fitting. With this being said, it 
was the recommendation of HFA that an independent appraisal be performed on Company, LLC’s tangible 
and intangible assets. HFA is a member of the BDO Global alliance, and has access to several independent 
firms within the alliance network who perform asset appraisals. Company, LLC elected to not pursue an 
independent appraisal of its tangible (i.e. equipment and technology) or its intangible assets (i.e. workforce). 
As such, the valuation of the equity using the adjusted asset method leverages the book value of the assets, 
with the adjustments made as seen in Exhibit 5-7.  

 
7.2.2.1  Valuation of Company, LLC Using the Adjusted Net Asset Method – Pre Adjustment 

 
As seen in Exhibit 5-7, the indicated value using the net adjusted asset method is $13,621,075. This valuation 
is on a control, marketable basis prior to non-operating asset adjustment. An assumption is made that the 
tangible assets are free from restrictions, alienation, and are subject to liquidation at the discretion of the 
controlling owner without approval requirement from other management members. As such, the tangible 
assets are considered to be presented on a marketable and control basis.  
 
Exhibit 5-13 below presents the fair market value of 100% of equity in Company, LLC using the Adjusted 
Net Asset Method, after adjusting for non-operating assets. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
As seen in Exhibit 5-13, the fair market value of 100% of equity in Company, LLC, on a control, marketable 
basis after adjusting for non-operating assets using the Adjusted Net Asset Method is $16,356,505. Discounts 
applied for the lack of marketability associated with this valuation are explained in a later section, and must 
be considered 
 
7.2.3      Market Approach – Guideline Public Companies & Completed Transactions Methods 

 
The market approach to valuation involves the identification of public companies that operate within the same 
industry as the subject company, as well as privately traded companies that have actually been sold. The search 
for publicly and privately traded companies is for comparison purposes. The market approach can be 
challenging and unreliable to use for smaller, closely-held business due to the scarcity and unreliability of 
guideline public company and completed transaction data for private businesses. 
 
7.2.3.1      Acquiring Comparable Transactional Market Data 

 
In order to leverage the market approach in one’s valuation, market data on both guideline public companies 
and private companies that have engaged in a sale transaction must be acquired. In the search for said data, the 
following considerations that may be made include but are not limited to: size of the company, business tenure, 

Item Value Reference

Pre-Adjusted Value of 100% Equity, As if 

Freely-Traded
13,621,075 Exhibit 5-7

Add: Non-Operating Assets (Excess Cash) 2,735,430 Exhibit 5-7

Fair Market Value of 100% Equity - Control, 

Marketable - As if Freely Traded with Non-

Operating Assets

16,356,505

Company, LLC

Exhibit 5-13

Adjusted Net Asset Method - Adjusted (Non-Operating Assets)

Company, LLC - Valuation of Equity
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marketability of shares, financial position, liquidity, stability of past earnings, past growth of revenue and 
earnings, types of goods and services produced by the company, balance sheet composition, level of skill and 
technology deployed, etc. The market research parameters used and the indication of value calculated for each 
market valuation method can be seen in subsequent sections. 

 
7.2.3.2 Guideline Public Companies Method – Public Entities 

 
The characteristics of the relationship between the subject company and public company market data include: 
readily available and GAAP prepared financial statements, substantial size in comparison to the closely-held 
subject company, and comparative distortions due to fundamental financial differences between public and 
closely-held businesses.  
 
With consideration made of the aforementioned characteristics, the following criteria was used to search for 
Guideline Public Companies: 

 
The initial search of guideline public companies commenced with the EDGAR database. Company profiles were 
searched using the SIC code 7320, and then further refined to SIC code 7322. The purpose of the refinement was 
to ensure the guideline public companies selected operated in the adjustment and collection services industry. 
The issue in researching companies operating under SIC code 7320 (the parent code), is that many of the publicly 
traded companies listed on the EDGAR database operating within this industry are credit reporting agencies (i.e. 
Equifax, TransUnion, etc.). As such, these entities do not yield an accurate comparison due to their disparate 
business model in relation to Company, LLC. 
 

Item

Industry

Size

Domicile

Company Revenue Description

Asta Funding Inc. $21.55M

Source: Marketwatch:

Asta Funding, Inc. operates as a consumer receivable asset management company. It operates 

through the following segments: Consumer Receivables, Personal Injury Claims and Social 

Security Disability Advocacy. The Consumer Receivables segment engages in the business of 

purchasing, managing for its own account and servicing distressed charged off receivables, 

including charged off consumer receivables, and semi-performing receivables. The Personal 

Injury Claims segment holds interest in personal injury claims from claimants who are a party 

to a personal injury claim. The Social Security Disability Advocacy segment consists of 

advocacy groups representing individuals throughout the United States in their claims for 

social security disability and supplemental social security income benefits from the Social 

Security Administration and Department of Veterans Affairs. The company was founded on 

July 7, 1994 and is headquartered in Englewood Cliffs, NJ.

PRA Group, Inc. $908.26M

Source: Marketwatch:

PRA Group, Inc. engages in the purchase, collection and management of portfolios of 

defaulted consumer receivables. It focuses on the acquisition, collection, and processing of 

both unpaid and normal course accounts receivable originally owed to credit grantors, 

governments, retailers and others. The company was founded by Steve Fredrickson and Kevin 

Stevenson on March 20, 1996 and is headquartered in Norfolk, VA.

Encore Capital Group, Inc. $1.362B

Source: Marketwatch:

Encore Capital Group, Inc. engages in the provision of debt management and recovery 

solutions for consumers and property owners across a broad range of financial assets. It 

operates through the following geographical segments: United States, International, Europe, 

and Other. The company was founded in April 1999 and is headquartered in San Diego, CA.

U.S. Based

Guideline Public Companies Selected

Guideline Public Company Research Criteria

Research Description

SIC Code: 7322 (Adjustment and Collection Services). SIC Code 6153 - Short-Term Business Credit may also be applicable 

to Company, LLC. However, SIC Code 7322 was used.

$20M to $1.5B. While the delta between the high and low points of this range is unfavorable and less trustworthy for 

valuation purposes, the lack of relevant public company data for companies that perform debt collection services rather 

than credit reporting services under SIC code 7322 was scarce. As such, in order to include guideline public companies 

that perform the same types of services as Company, LLC, the revenue range had to broaden.
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The guideline public companies selected for comparison are Asta Funding, Inc., PRA Group, Inc., and Encore 
Capital Group, Inc. While each of these entities operate as collection agencies and have consistent service 
offerings with Company, LLC, PRA Group, Inc. and Encore Capital Group are far too large to provide a 
meaningful comparison. It is a widely-accepted industry practice that guideline public companies with revenues 
and earnings in excess of ten times the subject company’s revenue and earnings yield unreliable comparisons. 
Being that ten times Company, LLC’s revenue in 2018 was $110,507,570 ($11,050,757 x 10), PRA Group, Inc. 
and Encore Capital Group, Inc. have revenues that are in excess of the reliable revenue comparison ceiling. 
 
With this, while we discern that the guideline public companies method yields an unreliable valuation for 
Company, LLC, we have leveraged this method to perform a valuation for contextual purposes in this report. 
Exhibit 5-14 below presents the indicated value of 100% of equity in Company, LLC using the Guideline Public 
Companies Method, on a non-control, marketable basis. 
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Company, 

LLC

Asta Funding, 

Inc.

PRA Group, 

Inc.

Encore Capital 

Group, Inc.

Total Revenue 100.00% 100.00% 100.00% 100.00%

Total Operating Expense 82.57% 71.61% 75.92% 70.24%

Operating EBITDA 17.43% 28.39% 20.40% 29.76%

Total Other Operating Expenses 1.06% 14.24% 10.54% 18.27%

Income (Loss) Before Taxes 16.37% 44.74% 9.85% 11.49%

Income Tax Expense 6.44% 25.54% 1.52% 3.43%

Net Income (Loss) 9.93% 19.20% 8.34% 8.06%

Item P/R Ratio P/E Ratio

Asta Funding, Inc.2 1.32 6.87

PRA Group, Inc2 1.28 8.10

Encore Capial2 0.54 7.91

Range of Ratios 0.54-1.28 6.87-8.10

Arithmetic Mean Ratio 1.05 7.63

Harmonic Mean Ratio 0.88 7.59

Median Raito 1.28 6.87

Coefficient of Variation (Using Arithmetic 

Mean)
0.42 0.09

Coefficient of Variation (Using Harmonic 

Mean)
0.50 0.09

Selected Ratio - P/E Ratio Harmonic Mean 7.59

Item Amount

Net Income 1,097,045

P/E Ratio Harmonic Mean 7.59

Indicated Value on a Non-Control, 

Marketable Basis As if Freely Traded 8,326,572

Notes:

Indication of Value using Guideline Public Companies 

1. Common-Sized Income Statements for Asta Funding, Inc., PRA Group, Inc., and Encore Capital 

Group, Inc. were created from the Income Statement filings submitted to EDGAR.

2. Market Multiples for Asta Funding, Inc., PRA Group, Inc., and Encore Capital Group, Inc. were pulled 

from Yahoo Finance (finance.yahoo.com).

Guideline Public Companies1

2018

Selection of Market Multiple

Company, LLC

Exhibit 5-14

Guideline Public Companies Method - Unadjusted
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As seen in Exhibit 5-14, the indicated value of 100% of equity in Company, LLC, on a non-control, marketable 
basis using the Guideline Public Companies Method is $8,326,572. It is important to note that the earnings 
stream used in the Guideline Public Companies Method is Net Income. Net Income is an after-tax, non-control 
benefit stream. With this, the discount that must be applied for the lack of marketability, as well at the required 
control premium adjustment are explained in a later section. 
 
It is also important to note the methodology used to select the best fit market multiple to value Company, LLC 
under the Guideline Public Companies Method. The arithmetic mean, harmonic mean, and the median ratio 
were calculated for both the P/R and P/E market multiples of Asta Funding, Inc., PRA Group, Inc., and Encore 
Capital. Subsequently, the coefficient of variation was calculated for both the P/R ratio and P/E ratio arithmetic 
and harmonic means. The ratio that yields the lowest coefficient of variation is selected. With this, as seen in 
Exhibit 5-14, the P/E ratio harmonic mean is the selected market multiple due to its coefficient of variation 
being the lowest figure at 0.09 (harmonic mean is statistically more significant than arithmetic mean, which is 
why it was chosen over the arithmetic mean in this model). 
 
Exhibit 5-15 below presents the indicated value of 100% of equity in Company, LLC using the Guideline Public 
Companies Method, after adjusting for control as well as non-operating assets. 
 

 
 
As seen in Exhibit 5-15, the indicated value of 100% of equity in Company, LLC, on control, marketable basis 
using the Guideline Public Companies Method after making adjustments for non-operating assets is 
$13,185,278. Discounts applied for the lack of marketability are explained in a later section. 
 
7.2.3.3 Completed Transactions Method – Closely Held Entities 

 
The Completed Transactions Method leverages databases that publish research on sales transactions involving 
controlling interest sales in closely held businesses. The two valuation databases used to acquire sales data in 
this report were Bizcomps and ValuSource Market Comps (IBA). 
 

1. Bizcomps – Bizcomps acquires sales transaction data for closely held businesses submitted by 
business brokers, the majority of whom are members of the International Business Brokers 

Item 2018 Source

Net Income 1,097,045 Exhibit 5-14

P/E Ratio Harmonic Mean 7.59 Exhibit 5-14

Indicated Value on a Non-Control, Marketable Basis As 

if Freely Traded
8,326,572 Exhibit 5-14

Control Premium (25.5%) 2,123,276 Exhibit 5-20

Enterprise Indicated Value As if Freely Traded 10,449,848

Add: Non-Operating Assets (Excess Cash) 2,735,430 Exhibit 5-7

Indicated Value on a Non-Control, Marketable Basis As 

if Freely Traded (Including Non-Operating Assets)
13,185,278

Exhibit 5-15

Guideline Public Companies Method - Adjusted (Control Premium & Non-Operating Assets)

Company, LLC

Indication of Value using Guideline Public Companies Method
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Association (“IBBA”). The database is comprised of over 10,000 transactions, and focuses on 
competed sales of main street businesses. Such business transactions include restaurants, small 
retailers, and other businesses. With this being said, the database includes transaction data from 
industries such as SIC 7322 and NAICS 561440 (Collection Agencies). 
 
Bizcomps calculates its earnings benefit stream using earnings before taxes, amortization, 
depreciation and interest (EBITDA). Then, the database adds back owner’s compensation, 
benefits, and non-business related expenses. In addition, being that Bizcomps provides P/R ratios 
with its transaction data, revenue is a viable benefit stream as well. 
 
After calculating the indicated value of the subject company by applying the selected market 
multiple to the calculated benefit stream (EBITDA plus officer’s compensation and benefits), the 
entity’s current assets and non-current assets (excluding fixtures and equipment) must be added 
back to the indicated value. After adding back the aforementioned assets, interest bearing liabilities 
must be subtracted from the indicated value. Exhibits 5-16 and 5-17 present the equity value 
calculated using the Bizcomps database. 
 

2. ValuSource Market Comps (formerly “IBA Market Data”) – ValuSource Market Comps 
(hereinafter “ValuSource”) is comprised of over 37,000 closely held business purchase/sale 
transactions for entities spanning more than 800 SIC codes. The transaction data within the 
ValuSource database is submitted by business brokers in the IBBA (similar to Bizcomps), as well 
as pulled from the public company filings of private company acquisitions by public companies. 
All transactions listed in the ValuSource database involve the purchase or sale of a 100% 
ownership interest. 
  
ValuSource calculates its earnings benefit stream using earnings before interest and taxes (EBIT), 
and before owner’s compensation. In addition, being that ValuSource provides P/R multiples with 
its transaction data, revenue is a viable benefit stream as well. 
 
In unison with Bizcomps, after calculating the indicated value of the subject company, the entity’s 
current assets and non-current assets (excluding fixtures and equipment) must be added back to 
the indicated value. Subsequently, interest bearing liabilities must be subtracted from the indicated 
value. Exhibits 5-18 and 5-19 present the equity value calculated using the ValuSource database. 

 
In order to leverage the Bizcomps and ValuSource databases to acquire relevant sales transaction data for 
Company, LLC, the following criteria was used in the search terms in each database:  
 

 
It is important to note that the characteristics of the relationship between the subject company and the closely 
held company market data acquired from Bizcomps and ValuSource include limited financial data accessibility, 
similar size, comparable lack of management depth, customer concentration, localized produce/service 
dependence, limited market share and geographic reach, limited access to capital, higher bargaining power of 
buyers and suppliers, and various other comparative relationship characteristics. 
 

Item

Industry

Industry-Refined

Size

Time

Domicile

Sales transactions closed between January 1, 2010 and the date of valuation.

Only entities with the business description, "Collection Agency" were included in the final completed transaction 

results. Any entity operating within the industry that was classified as a debt consulting service entity or an entity 

providing specialized collection services (i.e. Medical-Only Collections) were omitted from the search results.

Closely Held Company Research

Research Description

SIC Code: 7322 (Adjustment and Collection Services) and NAICS 561440. SIC Code 6153 - Short-Term Business Credit may 

also be applicable to Company, LLC. However, SIC Code 7322 and NAICS code 561440 were used.

Private sales transactions for entites with total revenue between $200,000 and $15,000,000.

U.S. based private companies.
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1a) Indicated Value using the Completed Transactions Method – Bizcomps  
 

Exhibit 5-16 below presents the indicated value of 100% of equity in Company, LLC using the 
Completed Transactions Method with Bizcomps. Exhibit 5-16 makes no adjustment for balance sheet 
items that must be added back to the indicated value. Furthermore, no adjustment is made for non-
operating assets. 
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As seen in Exhibit 5-16, the unadjusted indicated value of 100% of equity in Company, LLC, on a 
control, marketable basis using the Completed Transactions Method is $3,669,003. Discounts applied 
for the lack of marketability are explained in a later section, and must be considered if applicable. 

Sale Date SIC NAICS
Business 

Description
Revenue SDE Price Price / Revenue Price / SDE

11/2/2009 7322 561440 Collection Agency 2,638 234 700 0.27 2.99

11/11/2010 7322 561440 Collection Agency 1,965 239 550 0.28 2.30

1/31/2012 7322 561440 Collection Agency 1,192 325 485 0.41 1.49

10/14/2013 7322 561440 Collection Agency 1,044 623 250 0.24 0.40

6/4/2015 7322 561440 Collection Agency 764 661 250 0.33 0.38

2/24/2010 7322 561440 Collection Agency 650 250 450 0.69 1.80

8/17/2012 7322 561440 Collection Agency 536 192 460 0.86 2.40

2/28/2010 7322 561440 Collection Agency 501 212 500 1.00 2.36

2/24/2010 7322 561440 Collection Agency 500 212 500 1.00 2.36

4/24/2012 7322 561440 Collection Agency 243 48 40 0.16 0.83

P/R Ratio P/E Ratio

0.16-1.00 0.38-2.99

0.52 1.73

0.36 1.04

0.37 2.05

0.63 0.53

0.91 0.88

1.73

2014 2015 2016 2017 2018

1,454,685 1,722,169 2,001,738 1,737,954 1,926,633

2.00 1.50 2.00

4,003,475 2,606,931 3,853,266

10,463,673

5.50

1,902,486

218,325

2,120,811

1.73

3,669,003

Note:

1. Source: BDO Alliance Global - Valuation & Business Analytics

Indicated Value - Control, Marketable - As if 

Freely Traded (Unadjusted)

Company, LLC

Aggregate EBITDA

Aggregate Weights

Weighted Average Normalized EBITDA

Add: Single-Officer Compensation 

Normalized Estimate1

Weighted Average Normalized EBITDA 

Before Officer's Compensation (Rounded)

P/E Ratio - Arithmetic Mean

Selected Ratio - P/E Ratio Arithmetic Mean

Bizcomps - Indicated Value - Unadjusted

Item

Operating EBITDA

Weights

Weighted EBITDA

Arithmetic Mean Ratio

Harmonic Mean Ratio

Median Ratio

Coefficient of Variation (Using Arithmetic 

Mean)

Coefficient of Variation (Using Harmonic 

Mean)

Exhibit 5-16

Completed Transactions Method - Bizcomps - Unadjusted

Bizcomps Data (in thousands)

Selection of Market Multiple

Item

Range of Ratios
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Exhibit 5-17 below presents the adjusted indicated value of 100% of equity in Company, LLC using 
the Completed Transactions Method with Bizcomps. 

 
As seen in Exhibit 5-17, the adjusted indicated value of 100% of equity in Company, LLC, on a 
control, marketable basis using the Completed Transactions Method is $13,038,057. Discounts 
applied for the lack of marketability are explained in a later section, and must be considered if 
applicable. 
 
2a) Indicated Value using the Completed Transactions Method – ValuSource  

 
Exhibit 5-18 below presents the indicated value of 100% of equity in Company, LLC using the 
Completed Transactions Method with ValuSource. Exhibit 5-18 makes no adjustment for balance sheet 
items that must be added back to the indicated value. Furthermore, no adjustment is made for non-
operating assets. 
 
 
 
 

Item Amount Source

Indicated Value Unadjusted:

Weighted Average Normalized EBITDA Before Officer's 

Compensation (Rounded)
2,120,811 Exhibit 5-16

P/E Ratio - Arithmetic Mean 1.73 Exhibit 5-16

Indicated Value Unadjusted 3,669,003
Exhibit 5-16

Adjustments for Assets & Liabilities Not Included in a Typical 

Sale:

Cash (Excludes Excess Cash) 6,426,432 Exhibit 5-7

Accounts Receivable (Excludes Uncollectibles) 1,151,744 Exhibit 5-7

Non-Current Assets (Excludes Fixtures and Equipment) 2,723,487 Exhibit 5-7

Accounts Payable (1,302,480) Exhibit 5-7

Other Current Interest Bearing Accrued Liabilities (2,365,560) Exhibit 5-7

Total Adjustments for Assets & Liabilities Not Included in a 

Typical Sale
6,633,624

Indicated Value (FMV) on a Control, Marketable Basis As if 

Freely Traded
10,302,627

Add: Non-Operating Assets (Excess Cash) 2,735,430 Exhibit 5-7

Indicated Value (FMV), As If Freely Traded - Control, 

Marketable - Including Non-Operating Assets
13,038,057

Exhibit 5-17

Completed Transactions Method - Bizcomps - Adjusted (Assets, Liabilities & Non-Operating Assets)

Bizcomps - Indicated Value - Adjusted

Company, LLC
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As seen in Exhibit 5-18, the unadjusted indicated value of 100% of equity in Company, LLC, on a 
control, marketable basis using the Completed Transactions Method is $7,303,648. Discounts applied 
for the lack of marketability are explained in a later section, and must be considered if applicable. 

 

Exhibit 5-19 below presents the adjusted indicated value of 100% of equity in Company, LLC using 
the Completed Transactions Method with ValuSource. 
 
 
 
 
 
 

Sale Date SIC
Business 

Description
Revenue SDE Price Price / Revenue Price / DE

12/14/2017 7322 Collections 2,895 475 1,224 0.42 2.58

1/27/2015 7322 Collection Agency 2,784 768 805 0.29 1.05

12/23/2012 7322 Collection Agency 1,124 112 609 0.54 5.44

2/4/2019 7322 Collection Agency 1,020 72 575 0.56 7.99

1/13/2017 7322 Collection Agency 875 68 1,065 1.22 15.66

2/16/2017 7322 Collections 605 90 677 1.12 7.52

8/18/2015 7322 Collection Agency 450 79 300 0.67 3.80

4/1/2018 7322 Collections 304 57 187 0.62 3.28

P/R Ratio P/E Ratio

0.29-1.22 1.05-15.66

0.68 5.91

0.56 3.31

0.59 4.62

0.48 0.78

0.58 1.39

0.68

2014 2015 2016 2017 2018

9,417,480 9,927,580 10,616,418 10,492,847 11,050,757

2.00 1.50 2.00

21,232,836 15,739,270 22,101,514

59,073,620

5.50

10,740,658

0.68

7,303,648

Aggregate Revenue

Aggregate Weights

Weighted Average Revenue

P/R Ratio - Arithmetic Mean

Indicated Value - Control, Marketable - As if 

Freely Traded

Company, LLC

Selected Ratio - P/R Ratio Arithmetic Mean

ValuSource - Indicated Value - Unadjusted

Item

Revenue

Weights

Weighted Revenue

Arithmetic Mean Ratio

Harmonic Mean Ratio

Median Ratio

Coefficient of Variation (Using Arithmetic 

Mean)

Coefficient of Variation (Using Harmonic 

Mean)

Exhibit 5-18

Completed Transactions Method - ValuSource - Unadjusted

ValuSource Data (in thousands)

Selection of Market Multiple

Item

Range of Ratios
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As seen in Exhibit 5-19, the adjusted indicated value of 100% of equity in Company, LLC, on a  
control, marketable basis using the Completed Transactions Method is $16,672,701. Discounts 
applied for the lack of marketability are explained in a later section, and must be considered if 
applicable. 

 
3. Findings & Final Assertion, Completed Transactions Method – There are four primary 

calculations that must be performed by the valuation analyst in order to identify the appropriate 
market multiple to use for the completed transactions method for each database: (1) arithmetic 
mean; (2) harmonic mean; (3) median ratio; and (4) coefficient of variation. It is the coefficient of 
variation that measures the dispersion from the average market multiple (i.e. P/R and P/E). The 
lower the coefficient of variation, the less variability that exists around the mean multiple. 
 

Bizcomps: Using Bizcomps, the coefficient of variation using the arithmetic mean for the P/E 
ratio yielded the lowest score at 0.53 (Exhibit 5-16). As such, the arithmetic mean P/E ratio was 
selected as the market multiple. The benefit stream selected accordingly was Company, LLC’s 
adjusted weighted average earnings. 
 
ValuSource: Using ValuSource, the coefficient of variation using the arithmetic mean for the P/R 
ratio yielded the lowest score at 0.48 (Exhibit 5-18). With this, the arithmetic mean P/R ratio was 
selected as the market multiple, and the benefit stream was Company, LLC’s weighted average 
revenue. 
 

Item Amount Source

Indicated Value Unadjusted:

Weighted Average Revenue 10,740,658 Exhibit 5-18

P/R Ratio - Arithmetic Mean 0.68 Exhibit 5-18

Indicated Value Unadjusted 7,303,648
Exhibit 5-18

Adjustments for Assets & Liabilities Not Included in a Typical 

Sale:

Cash (Excludes Excess) 6,426,432 Exhibit 5-7

Accounts Receivable (Excludes Uncollectibles) 1,151,744 Exhibit 5-7

Non-Current Assets (Excludes Fixtures and Equipment) 2,723,487 Exhibit 5-7

Accounts Payable (1,302,480) Exhibit 5-7

Other Current Interest Bearing Accrued Liabilities (2,365,560) Exhibit 5-7

Total Adjustments for Assets & Liabilities Not Included in a 

Typical Sale
6,633,624

Indicated Value (FMV) on a Control, Marketable Basis As if 

Freely Traded
13,937,272

Add: Non-Operating Assets (Excess Cash) 2,735,430 Exhibit 5-7

Indicated Value (FMV), As if Freely Traded  - Control, 

Marketable - Including Non-Operating Assets
16,672,701

Exhibit 5-19

Completed Transactions Method - ValuSource - Adjusted (Assets, Liabilities & Non-Operating Assets)

ValuSource - Indicated Value - Adjusted

Company, LLC
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Being that the indicated value for 100% of Company, LLC’s equity calculated using ValuSource 
leveraged the P/R ratio (regarded as a more reliable market multiple due to the discretion afforded 
to closely held business owners to manipulate net income and earnings), and used the market 
multiple with the lowest coefficient of variation (0.48), the ValuSource completed transactions 
method will persist throughout this report. 
 

7.3      Discount for Lack of Control / Control Price Premium 

 

The discount for lack of control is a percentage amount deducted from a 100% equity interest indicated value 
of a subject company to account for the absence of partial or all control. In the case of Company, LLC, the 
interest being valued is a 100% controlling (voting) interest. As such, there is no discount for lack of control 
required. However, by nature, the guideline public company method arrives at a non-controlling, marketable 
indicated value. With this, a control premium must be applied to the indicated value calculated in Exhibit 5-15. 
Prior to applying a control premium, however, the appropriate rate must be researched and calculated for the 
business services industry within which Company, LLC operates.  
 
In Mergerstat’s Q2 2018 Control Premium Study, there were 72 tender offers tracked in the Business Services 
industry (which includes SIC 7322). The median acquisition price premium was 25.5% as of Q2 2018. With 
this, the control premium to apply to the Guideline Public Company Method indicated value is 25.5%. This 
premium application can be seen in Exhibit 5-15. 
 
Exhibit 5-20: Mergerstat Control Premium Study – Q2 2018 – Business Services 

 
Source: https://www.bvresources.com/docs/default-source/sample-reports/control-premium-study-quarterly-report.pdf 
 
7.3.1      Discount for Lack of Marketability 

 

Closely held businesses have an inherent lack of marketability. Investments in closely held businesses come 
with illiquidity, in that there is no market to readily sell the security. Furthermore, while an owner of a publicly 
traded company has insight into the holding at all times, closely held securities do not offer this valuable degree 
of transparency. To account for the absence of market value transparency and the lack of availability of a ready 
and existing market for closely held securities, a discount for lack of marketability is an accepted practice to 
adjust the subject company’s equity value in relation to alternative publicly traded investments. 
 
7.3.2      Empirical Studies Surrounding the Discount for Lack of Marketability 

 
There are four primary sources of evidence leveraged to determine the size of the discount for lack of 
marketability applicable to the subject company. These sources include: 
 

1. Restricted Stock Studies 
 

2. Pre-IPO Studies 
 

3. Tax Court Cases 
 

4. Cost of “Flotation” Studies 
 
Restricted Stock Studies – Restricted stock studies examine the stock of a publicly traded company that is 
temporarily restricted from being traded on a public exchange or OTC. The stock is identical to that of the 
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publicly traded stock, however, the stock can only be sold by way of private transaction. These transactions 
become public record following their submission to the SEC. Accordingly, the publicly traded stock can be 
compared to its restricted counterpart to identify the discount for lack of marketability associated with the 
restricted stock. 
 
There are several studies that have been performed to adequately analyze the size and magnitude for the discount 
for lack of marketability. The primary studies include the following: 
 

1. SEC Institutional Investor Study – 1971 

 
In 1971, the SEC generated a restricted stock study questionnaire covering the years 1966-1969, 
and furnished this study to more than 300 institutional investors. The SEC examined the responses, 
and found that the majority of restricted stock transactions involve smaller companies. 
Furthermore, the discounts for lack of marketability proved to be the largest for OTC reporting 
and non-reporting companies, and smallest for companies listed on the New York Stock Exchange. 
It was determined that the overall mean discount rose from 25.8% to 27.9% over the 1966-1969 
period. 
 

2. Gelman Study - 1972 

 
The Gelman Study, conducted in 1972, analyzed 89 restricted stock transactions executed across 
four large, closed-end investment companies. These closed-end funds specialized in restricted 
securities trades, and were all formed in 1968. Of the 89 transactions that occurred between the 
years of 1968-1970, the average and median discount for lack of marketability was 33%. 
 

3. Moroney Study - 1973 

 
In 1973, the Moroney Study analyzed the purchase price of 146 restricted stock securities 
purchased by 10 registered investment companies. The study determined that the average discount 
for lack of marketability across the 146 purchases was 35.6%, and the median discount was 33%. 
It was also determined that courts allowed for discounts for lack of marketability that were lower 
than the average and median found in the study (10-30%). The study stated that the courts 
overvalued the interest in closely-held entities. 
 

4. Maher Study - 1976 

 
The Maher Study examined restricted stock prices in comparison to their unrestricted counterparts, 
and determined the mean discount to be 35.43%. In order to eliminate particularly high and low-
risk purchases, the study eliminated the top 10% and bottom 10% of the securities examined. The 
mean discount for lack of marketability after eliminating the top and bottom 10% of stock prices 
was determined to be 34.73%. 
 

5. Trout Study - 1977 

 
In 1977, the Trout Study was performed, which developed a financial model estimating the 
discount for lack of marketability attributed to the restricted stock of 60 transactions across six 
mutual funds over the period of 1968-1972. The model included the restricted stocks’ exchange 
listing, number of shares outstanding, purchases of less than one percent, and the value of the 
purchase. As a result, it was determined that the discount for lack of marketability was 33.5% for 
restricted stock. It was also determined that the statistical significance of the model was moderate. 
 

6. Willamette Management Association Study – 1981-1984 

 
The Willamette Management Association Study analyzed 33 restricted stock transactions between 
the periods, 1981-1984. The median discount for lack of marketability was determined to be 
31.2%. 
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7. Stryker/Pittock Study – 1983 

 
The Stryker/Pittock Study analyzed the private placement of 28 restricted common stock between 
the years of 1978-1982. This study was used to test the current applicability of the 1971 SEC study. 
It was determined that the discount for lack of marketability was 45%. 
 

8. Silber Study – 1991 

 
The Silber Study, conducted in 1991, analyzed 69 private placement transactions of publicly traded 
common stock between the years of 1981-1988. Of the 69 restricted stock transactions analyzed, 
it was determined that 34 companies has discounts for lack of marketability greater than 35%, 
while 35 of the entities were sold for a discount less than 35%. It was determined that the median 
discount for lack of marketability was 35%. It was also found that the higher the revenue, earnings, 
and market capitalization of the company, the lesser the discount. It was also determined that the 
when the block of stock being sold in the private market was large in comparison to the total shares 
outstanding, the discount for lack of marketability is larger.  

 
9. Hall & Polacek Study – 1994 

 
The Hall & Polacek Study was conducted in 1994, and examined the results of a 100 restricted 
stock transaction study performed by FMV Opinions, Inc. The transactions took place between the 
years of 1979-1982. The study seconded the findings of the SEC and Silber Study, in that the size 
and stature of the entity’s revenues, earnings, market capitalization, and exchange were inversely 
related to the size of the discount for lack of marketability. The Hall & Polacek Study determined 
that the mean discount for lack of marketability was 23% for restricted stock. The study highlighted 
the impact that the market capitalization of the issuing company has on the size of the discount, as 
well as the dollar value of the block of stock and its relation to the total outstanding shares of the 
company from an overall percentage perspective.  
 

10. The Hetzel/Smith Study – 1993 

 
The Hetzel/Smith Study examined 106 private equity announcements over the period of 1980-
1987. Of the 106 placements, 18 involved the placement of restricted stock. The mean and median 
discounts for the 88 private equity transactions that did not involve restricted stock were 20.14% 
and 13.25%, respectively. The 18 restricted stock transactions yielded an additional discount of 
13.5%. Corroborating the Hall & Polacek studies, the Hetzel/Smith Study suggests that market 
value and liquidity have an inverse relationship with the size of the discount for lack of 
marketability. Furthermore, the study noted that the discount for lack of marketability is increased 
for private equity due to the costs incurred by private investors to research the private company 
(i.e. information is not readily available to the public), costs incurred to contract other professionals 
to execute the private transaction effectively, ownership structure change resourcing requirements, 
lower resale opportunity, decreased placement size, and uncertainty surrounding the valuation of 
the private company. In addition, the study found that in companies where the market value of the 
entity’s equity decreased, the discount increases, and when intangible assets were a considerable 
portion of the entity’s value, the discount for lack of marketability increases. 

 
11. Johnson Study – 1999 

 
The Johnson Study, performed in 1999, analyzed the restricted stock of 72 companies sold over 
the period of 1991-1995. The overall mean discount for lack of marketability determined by the 
study was 20.2%. The study examined the discount for lack of marketability across 4 dimensions: 
Total Sales, Total Net Income, Transaction Size, and Net Income Margin. The Johnson study 
further corroborated the conclusions arrived at in the SEC Study, Silber Study, and the Hall & 
Polacek Study. The Johnson study found that as Revenue, Net Income, Transaction Size, and Net 
Profit Margin increase, the discount for lack of marketability decreases.  
 
The study grouped the 72 restricted stock studies into the following Total Sales categories: 0-10M, 
10-50M, 50-200M, and 200M+ USD. It was determined that the mean discount for lack of 
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marketability for the restricted stock that fell into these categories was 23.5%, 19.4%, 17.7%, and 
13.0%, respectively. 
 
The study grouped the restricted stock into the following Total Net Income categories: Negative, 
0-1M, 1-10M, and 10M+ USD. It was determined that the mean discount for lack of marketability 
for the restricted stock in each of these categories was 22.5%, 26.0%, 18.1%, and 6.3%, 
respectively. 
  
The study grouped the restricted stock into the following Total Transaction Size categories: 0-5M, 
5-10M, 10-25M, and 25M+ USD. It was determined that the mean discount for lack of 
marketability for the restricted stock in each of these categories was 26.7%, 20.9%, 17.0%, and 
10.8%, respectively. 
 
The study grouped the restricted stock into the following Net Income Margin categories: Negative, 
0-5%, 5-10%, and 10%+. It was determined that the mean discount for lack of marketability for 
the restricted stock in each of these categories was 22.5%, 23.7%, 15.2%, and 11.6%, respectively. 
 
The study determined that there is a direct relationship between investment risk and the size of the 
discount for lack of marketability. 
 

12. Columbia Financial Advisors, Inc. Studies – 2000 

 
The Columbia Financial Advisors, Inc. Studies were broken down into two parts, each examining 
the impact of the increased liquidity surrounding the restricted stock studies per the 1997 
amendment to SEC Rule 144A initially adopted in 1990. The 1997 Rule 144A amendment allowed 
for the resale of a limited amount of restricted stock after a one-year holding period.  
 
The first part of the study examined 123 private placement of common stock during the period of 
January 1, 1996 to April 30, 1997. Of the 123 transactions initially included in the study, 100 
placements were omitted due non-U.S. issuers, as well as transactions with no offer price or public 
market price data available. The mean discount for lack of marketability was 21%, with a median 
discount of 14%.  
 
The second part of the study examined 270 private placements of common stock during the period 
spanning January 1, 1997 to December 31, 1998. Of the 270 transactions, 226 were eliminated due 
to their lack of involvement of public companies. An additional 29 placements were eliminated 
due to a lack of offer price and/or lack of restriction. With this, 15 transactions remained with an 
average discount for lack of marketability of 13%, and a median discount of 9%. 
 

13. Management Planning Study – 2000 

 
In 2000, the Management Planning Study examined 53 non-registration right transactions and 27 
registration right transactions of restricted stock over the period of 1980-1996. Of the 53 restricted 
stock transactions with no registration rights, the mean and median discount for lack of 
marketability was 27% and 25%, respectively. Of the 27 restricted stock transactions with 
registration rights, the mean and median discount for lack of marketability was 12.8% and 9.1%, 
respectively. This study corroborated the findings of several of its predecessor studies (i.e. Johnson 
Study, Hall & Polacek, etc.) in that the greater the risk of the restricted stock transaction, the higher 
the discount for lack of marketability applied. 

 
14. FMV Opinions – 2001 

 
The FMV Opinions developed a methodology for not only identifying the discount for lack of 
marketability for restricted stock studies, but a method for discerning the appropriate discount for 
privately held companies in comparison to restricted public stock. The FMV Opinions included 
243 restricted stock transactions, across the following industries: manufacturing, business services, 
finance, insurance, real estate, transportation, communications, electric, gas, and sanitary services. 
The study determined the mean discount for lack of marketability of restricted stock transactions 
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to be 22.1%, with a 20.1% median discount and a sample standard deviation of 16%. It was also 
determined that the median discount for the restricted stock of exchange traded securities is 15.3%, 
while OTC securities yield a 22.4% discount. The method concluded that restricted stock with 
longer-than-average holding periods have a discount for lack of marketability that is particularly 
applicable to private stock. 

 
In Houlihan Lokey’s Discounts for Lack of Marketability paper published in August of 200417 (Exhibit 5-21), 
the firm calculated the median discount for lack of marketability across each of the aforementioned restricted 
stock studies, as well as a select few pre-IPO studies. The median discount for lack of marketability was 
determined to be 26%. 
 
Exhibit 5-21: Houlihan Lokey – Discount for Lack of Marketability Studies 

 
Pre-IPO Studies – Pre-Initial Public Offering (Pre-IPO) studies discern that the difference between the price 
of stock before and after it has gone public is the discount for lack of marketability applicable to that stock. 
There are several studies that have been performed to adequately analyze the size and magnitude for the discount 
for lack of marketability. The primary studies include the following: 
 

1. The Emory Studies 

 
The Emory Studies involved 8 pre-IPO studies between the years of 1980 and 1997, and 
determined the mean and median discount for lack of marketability to be 44% and 43%, 
respectively. 
 

2. Willamette Management Associates Studies 

 
The Willamette Management Associates Studies built upon the work conducted in the Emory 
Studies, and analyzed 42 convertible preferred stock and 11 common stock transactions. The 
study found that the mean and median discount for lack of marketability for the preferred stock 
transactions was 54% and 59%, respectively. The mean and median discount for lack of 
marketability for the 11 common stock transactions was 54% and 53%, respectively. 
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3. Emory Business Valuation, LLC 

 
The Emory Business Valuation, LLC study was the tenth study performed by Emory, and 
covered 222 pre-IPO transactions. After lessening the restrictions it applied on the transactions, 
283 transactions were included. It was determined that the mean and median discount for lack 
of marketability was 50% and 52%, respectively. 
 

4. Hitchner Study No. 1 

 
The Hitchner Study No. 1 examines pre-IPO discounts for stocks and options traded by the 
months remaining to the IPO date. The study found that the mean and median discount reduces 
as the stock nears its IPO date. In other words, the discount for lack of marketability for a stock 
five months prior to the IPO date will trade at a larger discount than a stock three months out 
from its IPO date. The median discount for stock trading five months prior, four months prior, 
and three months prior to the IPO date from 1994-1995 was 45%, 45%, and 38%, respectively. 
The mean for the same categories over the same one year span was 45%, 43%, and 39%, 
respectively. 
 

5. Hitchner Study No. 2 

 
The Hitchner Study No. 2 used the same logic and breakdown as the first, bet utilized 23 
transactions of 14 consulting industry companies that became public entities between 1995 and 
1996. The median discount for stock trading five months prior, four months prior, and three 
months prior to the IPO date was 36%, 36%, and 35%, respectively. The mean for the same 
categories over the same one year span was 44%, 41%, and 31%, respectively. 
 
The Hitchner studies concluded that the discount for lack of marketability increases the farther 
away a company is from its IPO date. The study also discerned that the discount for lack of 
marketability should be, at a minimum, in parity with the discounts calculated in the study, being 
that the probability of a closely held business going public is negligible. 
 

Tax Court Cases and the Discount for Lack of Marketability – There have been several court cases that have 
made a ruling on the discount for lack of marketability in some fashion. However, the primary case that isolated 
the size of the discount for lack of marketability as its substantial issue was Mandelbaum v. Commissioner18 
(hereinafter “The Case”). The case was tried by Judge Laro, and developed a scorecard of nine factors that are 
used to arrive at the discount for lack of marketability. The case states the requirement to produce credible 
evidence to support the discount for lack of marketability arrived at in the valuation of the subject company, 
which can be evidenced by the use of the nine factors outlined in the case. The nine factors that may increase or 
decrease the discount for lack of marketability include: (1) financial statement analysis findings; (2) dividend 
policy of the subject company; (3) company history, position, and economic outlook; (4) the subject company’s 
management team; (5) control inherent in transferred shares; (6) transfer restrictions on stock; (7) holding period 
for the stock; (8) the subject company’s redemption policy; and (9) public offering costs associated with taking 
the subject company public. 
 
Cost of “Flotation” Studies – In investment banking, the “cost of flotation” refers to the cost associated with 
taking a private stock public (i.e. registering the stock for a public offering). In turn, the cost of flotation studies 
use flotation costs as a benchmark for the discount for lack of marketability. Flotation costs commonly include 
the cost of underwriting services, legal services, accounting services, and printing expenditures. Today, the costs 
associated with taking a stock public can range from 15% to more than 20%, depending upon the size of the 
subject company. 
 

7.3.3      Calculation of the Discount for Lack of Marketability for Company, LLC 

 
It is important to note that the empirical studies surrounding the calculation of the discount for lack of 
marketability previously outlined in this report involve transactions of minority interest in privately held 
companies. The block of stock being valued for Company, LLC is a 100% controlling interest. Accordingly, 
the aforementioned studies’ approximate median discount for lack of marketability range of 26% to 46% is 
not applicable to Company, LLC. Instead, it is more plausible that the discount for lack of marketability 
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applicable to Company, LLC would fall within the range of 0-25%, depending upon factors specific to the 
firm. The approach we took to determine the discount for lack of marketability leveraged the nine factors 
outlined in Mandelbaum v. Commissioner. We started at 0%, and either increased or decreased the premium 
depending upon the presentation of Company, LLC with respect to each factor.  To ensure that the discount 
falls within a reasonable discount range for a 100%, voting, controlling interest, each factor is given a 3% 
discount score. With this, the maximum discount for lack of marketability that could be applied to Company, 
LLC is 27% (9 factors x 3%). 
 
Exhibit 5-22 below provides the evidence of the calculation for Company LLC’s discount for lack of 
marketability using the Mandelbaum v. Commissioner factors. 
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As seen in Exhibit 5-22, the discount for lack of marketability calculated for Company, LLC is 4.50%.  
 

Discount 

Factor
Company, LLC Findings Reference

Discount 

Score

Financial 

Statement 

Analysis

Company, LLC has increased its Gross, Operating, and Net Profit Margins over the 2014-2018 period. The firm has 

increased its retained earnings each year, and has proven itself to be an industry leader in terms of profitability and 

expenditure management. As a Going Concern, the entity is strong, flush with cash, liquid, and has the ability to change 

its capital structure to take on more debt.

Section 5.3 

of the 

Report

0.00%

Dividend 

Paying Policy

The firm has no history of paying dividends, nor does management intend to pay dividends in the future. In turn, this 

increases the lack of marketability for the stock by way of increasing investor risk. If the firm pays out no dividend, the 

investor is wholly-reliant on the ability to sell the stock in the future in order to realize a return on investment. As 

outlined in the empirical studies, the market for closely held stock is small and not nearly as freely trading as the public 

market, thereby compounding this risk. With this being said, a controlling interest is being valued. With control of the 

entity, comes the ability to change the dividend paying policy (i.e. authorize dividend payments). Being that Company, 

LLC has increased retained earnings each year, it has the cash flow to issue dividends. With this, the 3% discount that 

would normally be awarded to this category is lessened to 1.5%.

Various 

sections of 

the Report

1.50%

Company 

History, 

Position, and 

Economic 

Outlook

Company, LLC has proven itself competent in maintaining customers (i.e. low customer turnover), which has allowed the 

firm to grow as it has. The Company is large in relation to other closely held businesses. For example, many of the 

closely held business sale transactions analyzed in Bizcomps and ValuSource during the completed transactions method 

calculation included firms with revenues of less than $1M. Company, LLC generated over $11M in 2018. While its size 

makes Company, LLC more risky in comparison to companies trading OTC or on exchanges, it is less risky in relation to its 

closely held peers. Furthermore, both the global and local economy provide a favorable growth environment for 

collection agencies and business services firms. With this, the combination of the inherent risk associated with a closely 

held business' position relative to publicly traded companies, the size of Company, LLC in relation to other closely held 

collection agencies, and the favorability of the economy (global and local), a discount score of 1% will be applied.

Various 

sections of 

the Report

1.00%

Management 

Team

From an operational and profitability perspective, the firm has a highly competent, experienced, and qualified 

management team. Furthermore, the management team is tied to the business through rolling-vesting, non-qualified 

deferred compensation plans. In turn, this reduces the risk of the firm's management team leaving the business post-

sale. The firm's management team is small in comparison to publicly traded companies, and likely less experienced. In 

addition, the management team is overly conservative with its retained earnings reinvestment program, which leads to 

inefficiencies. With this being said, being that a controlling interest is being valued, it is plausible that a new 

management team may be established post sale. However, the development of a new management team may not be 

able to achieve the same level of operational and profit-generation effectiveness of current management. The small 

size of the management team relative to a publicly traded company and inexperience will not be mitigated should a new 

management team be established. With consideration made for the aforementioned factors, a 2% discount is being 

applied.

Section 2.7 

of the 

Report

2.00%

Control 

Inherent in 

Transferred 

Shares

The block of stock being valued has 100% control and voting rights. As such, there is no discount applied to this factor. 0.00%

Transfer 

Restrictions 

on Stock

There are currently no restrictions on the stock being sold. As such, there is no discount applied to this factor. 0.00%

Holding 

Period for 
There is currently no holding period requirement on the stock. As such, there is no discount applied to this factor. 0.00%

Redemption 

Policy
There is no redemption policy in place. As such there is no discount applied to this factor 0.00%

Public 

Offering 

Costs

There is no current prospect of the firm going public, nor has there been any discussion of management's intention to 

bring the company public. As such, there are no public offering costs associated with the stock, and therefore no 

discount applied to this factor.

0.00%

4.50%

Discount for Lack of Marketability (Mandelbaum v. Commissioner Factors)

Total Discount for Lack of Marketability
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7.3.4      Application of Discount for Lack of Marketability for Company, LLC 

 
The discount for lack of marketability of 4.50% will be applied to the capitalization of earnings method, 
adjusted net asset method, guideline public companies method, and competed transactions method in the 
following manner: 
 

1. Capitalization of Earnings Method – The 4.50% discount for lack of marketability will be fully 
applied to the indicated value calculated in the capitalization of earnings method. 

 
2. Adjusted Net Asset Method – The 4.50% discount for lack of marketability will not be applied to 

the indicated value calculated in the adjusted net asset method. It is important to note that the 
discount should only be applied to the value of the intangibles assets, being that the company owns 
the tangible assets. However, as previously mentioned, there was no appraisal performed on either 
the tangible or intangible assets. With this, there is not enough information to accurately apply the 
discount for lack of marketability to the indicated value using the adjusted net asset method. 

 
3. Guideline Public Companies Method – The 4.50% discount for lack of marketability will be fully 

applied to the indicated value calculated in the guideline public companies method, after applying 
the control premium. 

 
4. Completed Transactions Method – The 4.50% discount for lack of marketability will not be 

applied to the indicated value calculated in the completed transactions method. It is our assertion 
that the discount for lack of marketability is already encapsulated in the sales price and market 
multiples derived from the transaction data from Bizcomps and ValuSource. Furthermore, 
Company, LLC is larger and higher-performing than its industry peer group. As such, there will 
be no discount for lack of marketability applied to the indicated value calculated in the completed 
transactions method. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
_______________________________________________________________________________ 
17 https://www.sec.gov/Archives/edgar/data/48272/000104746904029419/a2143709zex-99_c2.htm 
18 Mandelbaum v. Commissioner, 69 T.C.M. (CCH) 2852 (1995). 
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8      Conclusion of Value 

 
The level of confidence we have in the indicated value of the company arrived at through the execution of the 
various valuation methods leveraged in this report will drive the decision of the final chosen method and value. 
It is the appropriateness of each valuation methodology in relation to the subject company that drives the final 
decision on the valuation method to trust with respect to its calculated value of the subject’s stock. The 
relevance of the technical mechanics and theory of the method to the subject company is used to ascertain the 
most fitting valuation method for Company, LLC. 
 

1. Capitalization of Earnings Method – Company, LLC is a Going Concern entity. Its value is 
hinged upon its ability to generate future earnings. Management fully intends to operate the entity 
into the foreseeable future, and in order for an investor to gain a financial return, the ability of 
management to produce future earnings is paramount. As such, the capitalization of earnings 
method is the most applicable and appropriate method of valuation for Company, LLC. This is the 
method that will be used to determine the value of the subjected stock of Company, LLC. 

 
2. Adjusted Net Asset Method – The adjusted net asset method views the value of the business on an 

asset basis, less its liabilities. It treats the business as a collection of its net assets, rather than its 
ability to generate future earnings. This method is not fitting for a Going Concern entity such as 
Company, LLC. Furthermore, an appraisal of the firm’s tangible and intangible assets was not 
performed, which increases the level of distrust in value derived from this method. 

 
3. Guideline Public Companies Method – As previously stated in this report, the sample size of 

guideline public companies was too small to yield a reliable indicated value. In addition, the 
revenue levels generated by two of the three public companies used in the report exceeded the 
reasonable comparison range. The public companies service offerings are more diverse than 
Company, LLC’s offerings, as well. As such, this method and the value derived are not appropriate 
for Company, LLC. 

 
4. Completed Transactions Method – It is our opinion that the sample size of collection agency 

sale transactions available through both Bizcomps and ValuSource was insufficient to yield truly 
reliable results. Furthermore, the business model, service offerings, and other company data is 
not readily available for the comparison companies. In addition, the indicated value derived does 
not account for the prospect of differing economic conditions (both global and local) between 
the current climate within which Company, LLC’s operates and the climates of the comparison 
companies at their respective transaction date. As such, the indicated value derived from the 
completed transactions method is not appropriate for Company, LLC. 

 
Exhibit 5-23 below provides the final determination of value of Company, LLC. 
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Final Conclusion 
 

This valuation engagement for Company, LLC has been performed in accordance with the standards outlined 
in the Statement on Standards for Valuation Services (SSVS) of the American Institute of Certified Public 
Accountants and the principles of the National Association of Certified Valuators and Analysts. The valuation 
was performed to determine the fair market value of 100% of outstanding common stock owned solely by 
John Doe for Estate Planning purposes. The estimate of value derived from the valuation engagement is 
expressed as a conclusion of value. 
 
We estimate the value of 100% of the stock of Company, LLC on a control, non-marketable basis to be twelve 
million two hundred thirty nine thousand dollars ($12,239,000) or one hundred twenty two dollar dollars and 
thirty nine cents per share ($122.39 Per Share) - 100,000 shares issued and outstanding. 
 
The conclusion of value derived in this valuation engagement is subject to Appendix A: Assumptions and 
Limiting Conditions. We have no obligation to update this report or our conclusion of value for information 
provided to us following the report date. 
 
 
 
 
 
 
 

Adjusted 

Valuation

Valuation 

Method

Valuation 

Approach

Adjusted 

Indicated Value 

Pre-Discounts

Indicated Value 

Pre-Discounts 

Reference

Control 

Premium

Discount for 

Lack of 

Marketability

Adjusted 

Value

Determined 

Value

Determined 

Value 

(Rounded)

Determined 

Value Method 

of Valuation

Capitalization of 

Earnings Method
Income 12,816,121 Exhibit 5-12 0.00% 4.50% 12,239,396

Adjusted Net 

Asset Method
Asset 16,356,505 Exhibit 5-13 0.00% 0.00% 16,356,505

Guideline Public 

Companies 

Method

Market 13,185,278 Exhibit 5-15 25.5%1 4.50% 12,591,940

Completed 

Transactions 

Method

Market 16,672,701 Exhibit 5-19 0.00% 0.00% 16,672,701

Notes:

Final Determination of Fair Market Value of 100% of Outstanding

Common Stock on a Control, Non-Marketable Basis

Fair Market Value of 100% of Outstanding 

Common Stock on a Control, Non-

Marketable Basis

Final Determination of Value

1. The control premium of 25.5% is already reflected in the 13,185,278 adjusted indicated value for the Guideline Public Companies Method. The control 

premium is listed here for clarity, but it is not included in the "Adjusted Value" calculation (i.e. it is not double-counted).

12,239,396

Capitalization 

of Earnings 

Method

12,239,000

Block DiscountsGeneral Detail Pre-Discounted Valuation Detail

Company, LLC

Exhibit 5-23
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January 22, 2020 
 
 
 
 
 

 CVA, CExP
Holman Frenia Allison, P.C. 
Red Bank, NJ 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

82



 
 

---------------------------------------------------------------------------------------------------------------------------------------------------------------------- 
The Company, L.L.C. | Conclusion of Value Report | Fair Market Value | Control, Non-Marketable Interest                                                                                                                                               

Appendix A: Assumptions and Limiting Conditions 

  
The business valuation engagement, and the conclusion of value defined in this report is subject to the 
assumptions and limiting conditions below. 

1. HFA is not a guarantor of value. Valuation opinions can differ depending upon the nuances used in 
financial, economic, industry and other analyses and methods performed by qualified and experienced 
valuation professionals. With this being said, conceptually sound and commonly accepted methods and 
procedures of valuation were used in this summary report to determine the conclusion of value. 
  

2. HFA has relied on the data (financial and otherwise) provided by the Company to be accurate and a fair 
representation of the status and operating capacity of the entity. We have refrained from contracting our 
internal team of Certified Fraud Examiners (CFEs) as well as contracting any third-party independent 
investigator to assure the accuracy of the financial data furnished by the Company. 

 
3. HFA has been assured by management that the Firm has no outstanding or anticipated issues pertaining 

to litigation, regulatory compliance, and any other related matters. 
 

4. HFA is not a law firm, and as such, any legal issues that have an impact upon value have been considered 
from a non-attorney’s viewpoint. HFA assumes no responsibility whatsoever for legal or tax matters 
relative to its findings. HFA does not practice law, nor did we contract a law firm as part of this valuation 
engagement. We do not base our conclusion of value on court decisions. Readers of this report should 
seek proper legal advice if such matters are material in nature. 

 
5. The industry, economic, and additional public information disclosed in this report is considered to be 

necessary, relevant, and reliable to support the conclusion of value. HFA does not make any representation 
to the accuracy of such data, nor have we executed corroboration proceedings to ensure its accuracy.  

 
6. Unless otherwise specifically stated, this summary report and the conclusion of value arrived at herein are 

for the exclusive use of John and Darin Doe. This report and the conclusion of value arrived at herein 
shall not be used for any other purpose of by any other party for any purpose. The conclusion of value 
represents the opinion of  CVA, CExP, and has gone through HFA’s control review process 
conducted by  CPA, CVA and  CPA, ABV. 

 
7. We assume no responsibility for any changes made to the summary report or conclusion of value arrived 

at herein following the report date of January 22, 2020.  
 

8. We assume that the subject company is in compliance with all federal, state, and local laws and 
regulations, and is in good standing with respect to all necessary filing and reporting requirements. 

 
9. As directed by the client, HFA has assumed that there are no restrictions or stipulations attached to the 

100% Controlling, Non-Marketable interest being valued. It is assumed that no contract currently exists 
identifying a specific buyer of the ownership interest in question, and instead, the transaction will take 
place between a hypothetical buyer and seller under the Fair Market Value standard. 

 
10. HFA has not knowingly withheld pertinent information in arriving at the conclusion of value, and we 

have prepared our summary report and derived at the conclusion of value herein with complete 
impartiality.  

 
11. HFA has performed the business valuation for the singular purpose to provide a conclusion of the fair 

market value of the 100% ownership interest of John Doe to be used for Estate Planning purposes, as 
previously stated in the report. 

 
12. We have arrived at a conclusion of value as of August 1, 2019, and have conducted several stakeholder 

interviews and analyses to confirm that there has been no operational or strategic changes to the entity 
that would have a material effect on the value of the 100% interest in question. After our analysis, we 
have assumed that no events transpired between the valuation date and the report date that have a material 
impact on the value of the subject company. 
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13. As previously stated throughout this report, summary report and the conclusion of value arrived at herein 
are restricted to John Doe, Darin Doe, and John Doe’s Estate Planning Attorney, Tax Preparer, Financial 
Planning Team, and Insurance Broker. Any other use of this report is unauthorized and the information 
included in the report should not be relied upon. 

 
14. The financial and operational analyses and the summary report are in compliance with the National 

Association of Certified Valuators and Analysts (NACVA) Professional Standards for conducting and 
reporting on business valuations. 
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