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BUSINESS VALUATION METHODS 
 
 
Overview 
 
Business valuation methodology is based on two principles:  "the principal of substitution" and "the 
principal of future benefits".  The principle of substitution states that the value of property tends to be 
determined by the cost of acquiring an equally desirable substitute. In other words, a person will not 
purchase a particular asset if an equally desirable substitute can be purchased at a lower price. 
 
The principal of future benefits states that the economic value of an asset reflects anticipated future 
benefits, i.e., an individual purchases an asset in order to receive the benefits it will provide in the future, 
not necessary for what it has done in the past.  Although the past may serve as a proxy for the future, a 
business that has had poor earnings in the past but bright future prospects will be worth more than a 
business that has been successful in the past but is not expected to be profitable in the future. 
 
The value of a business, then, will be determined with a view towards the investment value of the assets, 
the value of the income flow, the value of the equity in the marketplace, and other facts and circumstances 
which a potential buyer and seller would consider.  Thus, the above principles form the basis for the three 
approaches used in valuing a business: 
 
1. Asset-Based Approach 
2. Income-Based Approach 
3. Market-Based Approach 
 
Within each of these approaches there are different methods for determining a business value.  The 
applicability of each approach and the subset of methods contained there under must be assessed, given 
the facts and circumstances of the particular valuation assignment.  Because   the fair value standard is 
based heavily in the principles and approaches of Revenue Ruling 59-60, the scope of our work 
considered all the elements of a business valuation listed in that Ruling, including an investigation of the 
following eight factors: 
 

1. The nature of the business and the history of the enterprise from its inception; 
 

2. The economic outlook in general and the condition and outlook of the specific industry in 
particular; 

 
3. The book value of the stock and the financial condition of the business; 
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4. The earning capacity of the company; 
 

5. The dividend-paying capacity of the company; 
 

6. Whether or not the enterprise has goodwill or other intangible value; 
 

7. Sales of the stock and the size of the block of stock to be valued; 
 

8. The market price of stocks of corporations engaged in the same or similar line of business 
having their stocks actively traded in a free and open market. 

 
 
 
A.  RULES OF THUMB 
 
Reducing the complexity of business valuation to rules of thumb is an appealing proposition. Avoiding 
complex cash flow calculations and side stepping necessary adjustments makes the process of valuation 
more appealing and more accessible to the lay user. However, one must still deal with the dilemma: 
“Should it be done simply because it can be done?” Is there value in the simplicity of rules of thumb? 
  
The answer is “maybe.” It all begins with the intended purpose of the valuation. An early retiree seeking a 
second career might use the methodology to narrow down the number of potential investment selections. 
The business owner in the initial stage of succession planning may need a number to allow him to work 
through the steps in the process. The aging parents concerned with equitable distribution when leaving a 
family business to their children. There are many other examples where a “quick-fix” calculation is a 
necessary first step to addressing a specific situation. Later, as the process progresses, additional detailed 
analysis and more sophisticated methodologies can be used to replace the rule of thumb value. The value 
determined by the rule is simply a bookmark to be replaced at the appropriate time.  
 
Rules of thumb based on actual completed transactions are perhaps the most useful. These types of rules 
theoretically approximate the Market Comparison Approach. The word “approximate” should be used 
loosely, as there will no doubt be differences between the subject company and the rule of thumb 
“average.” These differences include, but are not limited to: expense structure, age of equipment, building 
lease term, cash flow trends, and specific competition. Equally important are the terms of sale. A rule of 
thumb based on seller financing likely produces a different result from a rule based upon a cash purchase 
premise.  
 
How does the rule address inventory, real estate, and debt? Unless the rule specifically states how these 
issues are addressed, one cannot know if they are accounted for in the rule. Is inventory and real estate 
added to value? Is debt subtracted from value? The answer to either question can impact value 
dramatically.  
 
Yes, rules of thumb are quick and simple. If properly understood and applied correctly, they can be useful 
in some valuation situations. Unfortunately, the only thing certain about their use is the uncertainty as to 
the comparability to the target situation. A single formula cannot address all of the company-specific 
differences. Furthermore, users should be aware that rules of thumb from different sources are not 
necessarily comparable. The source of the rule is important. Independent, professional sources utilizing 
data based on completed transactions would more likely provide market-driven rules.  
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Rules of thumb are useful. The source of the rule must be identified and the underlying assumptions 
understood. Professional business valuators can assist in determining the appropriate application of a 
specific rule in a given situation.  
 
Industry Formula and Rules of Thumb 
 
This method calculates the value of a business based on a standard industry formulas commonly referred 
to as a rule of thumb.  These formulas are theoretical market-driven measures of comparison and are 
derived from multiple transactions in a particular industry occurring over an extended period of time. 
 
A difficulty in applying rules of thumb is the lack of information that usually surrounds the transactions, 
which make up the formulas.  This leaves the valuation analyst unable to adequately evaluate the 
appropriateness of the rule of thumb and to make adjustments for its proper utilization. Thus, value 
estimates using formulas are not accorded substantial weight unless it can be established that 
knowledgeable buyers and sellers place substantial reliance on them. Otherwise, rules of thumb are 
normally used to support values determined by other methodologies. 

A rule of thumb valuation basically consists of using a simple formula that estimates the value of a 
business through a set of established and very general business pricing guidelines.  

Keep in mind like all quick valuation methods “rules of thumb” are subject to the various unique 
characteristics of each target business being valued. Reference books like the aforementioned “Business 
Reference Guide” offer a comprehensive and excellent database of “rules of thumb’ by individual 
business category 

Business brokers use rules of thumb every day to help sellers put price tags on their businesses. Such 
"rules" are very useful tools for appraising nearly every small business. They can be used to cut through 
the confusion. 
 
But, rules of thumb are only rough descriptions of reality.  They are gross simplifications. In that sense, 
they are 'dumb'. When misunderstood and misapplied, they are even dumber! 
 
Earnings Multiplier is Best 

The most widely used method to value and determine an asking price for a small business is based on the 
adjustment or recasting of a business's most recent annual profit and loss statement. The goal in this 
process is to determine the true earning power of the business by adding back to the net profit all the non-
essential or discretionary expenses not necessary to run the business to demonstrate a more realistic net 
cash flow for the owner. 

Once this number is determined, the next step is to multiply it by a business category related multiple 
(service, retail, manufacturing, etc) that are widely used as rules of thumb by the business valuation and 
business brokerage community. For instance, in general terms small service related businesses are 
generally valued at a multiple of somewhere 2 to 2.5 times the Sellers annual adjusted net cash flow. 
Small manufacturing businesses generally receive higher multiples that can be in the 3 to 3.5 times range.  

It is also recommended if you are considering selling your business to contact a local professional 
business broker in your area. He or she may be able to provide you with valuable information about 
recent sales in your market of similar businesses like yours, and the net cash flow multiple that they 
eventually sold at.  
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If we are going to use a rule of thumb to value a business, some type of earnings multiplier makes the 
most sense to prospective buyers. It directly addresses the buyer's motive to make money - to achieve a 
return on investment. Sales multiples mean nothing unless they can be translated into earnings. 
 
Two areas of confusion are inappropriate comparisons to investment real estate and/or to stock market 
earnings multiples.  Real estate is often priced at 8 to 10 times its net operating income. Stock market 
prices are often as much as, or even more than, 20 times earnings 
 
These two comparisons do not work for small businesses primarily because the risk of owning a small 
closely-held, privately owned business is thought to be much higher than owning either real estate or 
publicly held stock.  Running a small business is also a lot tougher than managing an office building or a 
stock portfolio. 
 
But, even if we settle on an earnings multiplier, we are not even able to start the valuation process until 
we decide which earnings figure we are going to multiply.  Is it last year's earnings?  This year's?  Next 
year's?  Is it the last five year's earnings averaged?  Is it the next five year's projected? 
  
The next issue is our precise calculation of 'earnings.'  Should it include or exclude the owner's pay and 
perks, interest expenses, depreciation and taxes?  What about those one-time expenses that may be on the 
books?  
 
But, What's the Right Earnings Multiplier? 
 
After we define which 'earnings' we should use, we still have to choose the right multiplier. How many 
times are we going to multiply earnings to get to a value of the business? Is it 1, 3, 5, 8, 10 or 20? Based 
upon what? Figured how? Most people can agree that this multiplier will vary based upon the risk of the 
business, but how can that be measured? 
 
What about the various tangible and intangible asset values? Do we include the real estate, equipment, 
vehicles, inventory? Is there a separate value for a seller's agreement to consult with the new owner after 
the sale? What about non-compete agreements? What about patents, franchises and other extraordinary 
intangibles? 
 
Finally, how do we define 'value' itself? Do we want 'fair market value?' Or, do we want a specific value 
for a specific circumstance? 
 
Estimating the market value of a business is difficult when we can't observe a marketplace of buyers and 
sellers. Sometimes, there aren't many buyer prospects for a given small business. 
 
When no active market seems to exist, buyers pay prices that are unique to their circumstances, 
sometimes considerably above or below any so-called 'fair market value.' 
 
Let Common Sense Prevail! 
 
We must allow our common sense to prevail if we are to make our way through these issues. Let's not 
forget that potential buyers create the market. We have to place ourselves in the positions of would-be 
buyers for the business we're trying to value. 
 
Let's start with the issue of which earnings to use. It would be easiest to use the most recent year's 
earnings directly from the latest tax return. But, does that make any sense? Not in my opinion. 
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A buyer is buying the future, not the past. Projected earnings, therefore, is my answer to which earnings 
figure to use.  
The obvious problem with this is that it is difficult to estimate. But, it's still the right figure to use. It 
makes sense to most buyers as long as the projection looks realistic. 
 
For most small businesses, I believe a one year 'normalized' earnings projection is in order. But, if one 
could realistically project five years ahead, I could be persuaded to use such a projection. 
 
Use Earnings Before Interest & Taxes (EBIT) 
 
The second issue is the specific calculation of what constitutes 'earnings.' I vote for a simple definition 
here - one used by accountants for businesses large and small. I'm referring to 'Earnings Before Interest 
and Taxes' (EBIT) as it is known and defined by accountants. Again, I defer to buyer preferences here. 
Their advisors are often CPAs and EBIT is an understood norm. 
 
What's the right multiple? Well, it depends! For most businesses, it's somewhere between 3 to 5 times 
'normalized' EBIT. But, it can be less than that when there are few tangible assets and it can be more than 
that when the business is uniquely attractive. 
 
The right multiple is, in the eyes of buyers, a matter of assumed risk. Buyers feel better about buying 
tangible assets that they can appreciate with their five senses - things like real estate and equipment. On 
the other hand, one can entice them by offering a clearly attractive opportunity to make money, regardless 
of the tangible assets included, as long as it's believable. 
 
Why is it 3 to 5 times earnings? Well, to buyers, such a multiple represents getting your investment back 
in 3 to 5 years from profits. That's equivalent to a projected annual return on investment between 20% and 
33%. That's the type of return rate that encourages buyers to take the leap of faith to buy an existing 
business. 
 
What About Other Assets? 
 
Tangible and intangible assets often seem to have a value separate from the business. The test of whether 
or not the value of an asset should be included in the multiple-derived price is based upon whether or not 
it is needed to generate the projected earnings. If it's needed, it's included. 
 
Exceptions to this are most often real estate and inventory for re-sale, because owning real estate and 
inventory items is theoretically less risky than owning the other assets of a business. 
 
This is especially true for the valuation of businesses which occupy and own buildings which could easily 
be sold on the open market if the business failed, or businesses which have large amounts of inventory for 
re-sale which would be easy to liquidate. 
 
The way to treat such assets in this type of pricing analysis is to separate then from the business; value 
them separately, then add-back these separate values to the multiple-derived value of the business. 
 
Care must be taken, however, not to double-count assets. In the case of real estate, for example, we 
separate it by making appropriate expense adjustments in the business expenses. If the real estate value is 
to be added back to the business value, then we must subtract a real estate rent expense when we calculate 
business earnings. This will lower business earnings and the business entity value. But, we can then add-
back the real estate value as a separate figure. 
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The handling of inventory values can be equally tricky. Inventory is almost always valued at cost, but we 
have to carefully consider the effect that adding-back inventory value will have on the buy-sell 
transaction. How inventory is purchased and financed by a buyer has a dramatic effect on the economics 
of the transaction. 
 
Generally, intangible assets like an owner's agreement not to compete, or to consult during a transition 
period, are included in the value of the business derived by using a multiple of earnings, even though such 
assets may well be treated separately at a business closing for tax purposes.  
 
How Can You Be Certain? 
 
After reading and re-reading all the material on business valuation that you can find, you may still wonder 
how you can be certain that the price you've chosen is correct.  Unfortunately, you can't. 
 
Using and applying the various multiples is uncertain and imprecise because buyers are uncertain and 
imprecise. Most buyers use some type of valuation approach based upon the multiplication of earnings, 
but they don't all use the same procedures. 
 
There are proprietary databases (i.e., BizComps, Institute of Business Appraisers Transaction Database) 
that contain nationwide sales data on small business sales. One of the most interesting results of this new 
data, so far, is that it confirms the above rules of thumb, if used and applied properly, are fairly accurate. 

Some industries have Rules of Thumb about how to value companies in their industry; however, Rules of 
Thumb are usually quite simplistic. They fail to differentiate either operating characteristics or assets 
from one company to another. On the one hand, if such Rules of Thumb are widely disseminated and 
referenced in the industry, they probably should not be ignored. On the other hand, there usually is no 
credible evidence of how such rules were developed nor how well they actually comport to actual 
transaction data.  Consequently, Rules of Thumb rarely, if ever, should be used without other, more 
reliable valuation methods. 

Sources of Rules of Thumb: 

Desmond, Glenn M. Handbook of Small Business Valuation Formulas and Rules of Thumb, 3rd 
ed. Camden, ME: Valuation Press, 1993. 

West, Thomas L., ed. Business Reference Guide, 9th ed. Concord, MA: Business Brokerage 
Press (published annually). 
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B.  ASSET-BASED METHODS OF VALUATION 
 
Book Value 
 
In some situations, underlying asset values may represent the value of an enterprise.  For example, book 
value represents the "accounting value" of assets minus liabilities at the balance sheet date.  Because 
balance sheets are prepared in accordance with generally accepted accounting principles, the book value 
of a company may not consider the fair value of underlying net assets nor its economic earnings capacity.  
Thus, book value may not be indicative of the fair value of a business, but it can serve as a measure of its 
minimum value. 
 
Adjusted Book Value or Adjusted Net Asset Value 
 
The adjusted book value or adjusted net assets of a company is represented by total equity as shown on its 
historic balance sheet, with adjustments for the fair value of tangible assets and liabilities at the balance 
sheet date.  Any off-balance sheet and/or contingent assets and liabilities would also be included at their 
fair values. 
 
Liquidation Value and Replacement Cost 
 
Liquidation value is not normally applicable in the valuation of a typical going concern. However, if the 
company is worth more in liquidation and the holder of the appraised interest can force such an action to 
occur, the liquidation value of assets less liabilities would be an appropriate measure of value.  
Replacement cost is used to report what it would cost to replace a company’s assets since it has been held 
that the value of a business can be no more than the cost of duplicating it. Depending on the existence and 
value of goodwill, this may in fact be the case.   
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C.  INCOME STATEMENT METHODS OF VALUATION 
 
This approach generally considers the company being valued as though it were an investment mechanism 
whose purpose is to produce a monetary return for its owner(s). Application of income-based methods 
generally involves establishing an income figure for the company being valued, determining the 
appropriate relationship between income and risk, and then converting the estimated income into an 
estimate of value. 
 
Discount and Capitalization Rates 
 
An important consideration of the income-based approach and the various methodologies there under is 
the discounting or capitalization of some measure of earning power.  The discount rate is a rate of return 
that converts all of the expected future returns on an investment to a present value.  The capitalization rate 
is a rate of return that converts a static level projection of earnings on an investment to a present indicated 
value. 
 
It has been stated that the difference between the two rates is the annually compounded percentage growth 
rate built into the projected earnings stream that is not reflected in the single measure of projected 
earnings.  This is not always true.  In many instances, a discount or capitalization rate is developed based 
on what an external investor would expect the rate of return to be.  However, the discount rate and 
capitalization rate are interchangeable in a specific set of circumstances, as follows: 
 
• The future estimated earnings being discounted are static, i.e., no growth. 
• The terminal value calculation is included in the discounting process. 
• The terminal value is computed using a capitalization rate, which equals the discount rate used in the 

discounting process. 
 
Both rates assess the risk associated with the subject company achieving the estimates of projected future 
earnings. If the projected earnings of the Company assumes a perpetual rate of growth the discount rate 
and the rate for capitalization purposes will be different by the amount of the presumed rate of growth in 
the earnings projection. 
 
Capitalization of Earnings Method 
 
This is a method for determining the value of a business or other contemplated investment by establishing 
a relationship between (1) normalized historic earnings (a proxy for expected future earnings), (2) the 
expected or required yield or rate of return (capitalization rate) on a comparable investment of similar 
risk, and (3) the estimated value of the subject business.  This relationship is modeled below: 
 
Economic Income / Capitalization Rate = Estimated Value 
 
The method assumes that all of the assets tangible and intangible, are indistinguishable parts of the 
business and does not attempt to separate the values of the two. 
 
Capitalization of Excess Earnings Method 
 
This method values the net tangible and intangible assets of a business separately and adds them together 
to determine the fair value of the entity. Net tangible assets are comprised of the fair value of total assets 
minus total liabilities. The value of intangible assets are estimated by capitalizing earnings, which exceed 
a reasonable rate of return on the adjusted net tangible equity (or total assets), by an excess earnings 
capitalization rate. 
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Discounted Earnings Method or Discounted Cash Flows 
 
The Discounted Earnings Method is an income oriented valuation approach. This approach assumes that 
the company’s assets, both tangible and intangible, are indistinguishable parts of the business. The 
discounted earnings method suggests that the company’s value resides primarily in its future income 
generating ability. The total value of the business under this method is calculated by adding the present 
value of its projected future earnings (cash flows) to the present value of the terminal  (residual) value of 
the business. 
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D. MARKET-BASED METHODS OF VALUATION 
 
 
These methods represent a market-oriented approach to estimating value of a subject company.  In 
application of the principle of substitution, these methods compare the company being valued to 
ownership interests in similar companies, public and/or private, that have actually been sold or are 
publicly traded to determine a value estimate.  The Guideline Company Method is contingent upon the 
availability of exchanges involving reasonably similar businesses in a free and active marketplace.  There 
are four methods that can be used in applying this approach: 
 

1. Industry Formula or Rule of Thumb Method 
2. Industry Average Multiple Method 
3. Guideline Merger and Acquisition Method 
4. Guideline Company Method 

 
 
Industry Formula and Rules of Thumb 
 
This method calculates the value of a business based on a standard industry formulas commonly referred 
to as a rule of thumb.  These formulas are theoretical market-driven measures of comparison and are 
derived from multiple transactions in a particular industry occurring over an extended period of time. 
 
A difficulty in applying rules of thumb is the lack of information that usually surrounds the transactions, 
which make up the formulas.  This leaves the valuation analyst unable to adequately evaluate the 
appropriateness of the rule of thumb and to make adjustments for its proper utilization. Thus, value 
estimates using formulas are not accorded substantial weight unless it can be established that 
knowledgeable buyers and sellers place substantial reliance on them. Otherwise, rules of thumb are 
normally used to support values determined by other methodologies. 
 
Industry Average Multiple Method 
 
Similar in many respect to the Industry Formula or Rule of Thumb Methods, the Market Data Method 
follows the analytical process of determining the sales price as a ratio to sales, sales price as a ratio to 
earnings, and/or sales price as a ratio to book value.  However, the multipliers are derived from an 
average of multiple publicly traded companies operating in the same industry as the subject company and 
applying these ratios to the sales, earnings, and/or book value of the subject company. 
 
Guideline Merger and Acquisition Method 
 
The Guideline Merger and Acquisition Method is similar in concept to the Guideline Company Method.  
The comparative data are from transactions involving transfers of ownership of entire companies or major 
interests in companies (usually controlling interests).  Prior to transfer, the companies may have been 
either public or private.  The guideline merger and acquisition method usually results in a control 
marketable value, since the comparative data are typically control transactions.  From that indicated 
value, adjustments may be appropriate for lack of marketability. 
 
Guideline Company Method 
 
The guideline company method determines the value of the subject company by comparing it with several 
specific comparable enterprises traded in active, public markets.  This is accomplished by applying 
comparative market-derived multiples of value, such as a price to earnings ratio, price to revenue ratio, 
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and price to book ratio to the respective earnings, revenue, and book value of the subject company.  In 
recognition that no publicly traded companies will ever be truly comparable to most closely-held 
businesses, the term "comparable" companies is synonymous to "near comparable" companies. 
 
Valuation multiples derived from publicly traded companies can be important determinants of value 
because they reflect the expectations of market participants.  These multiples provide a reading of the 
market’s psychology and its consensus as to the relative worth of a security.  This is significant for three 
reasons.  First, the market is competitive, with investors desiring to enhance their wealth.  Second, the 
market is informed, with investors seeking to deepen their understanding of the companies and industries 
in which they have positions.  Finally, the market is rational, with investors acting upon information 
acquired to further their objectives. 
 
If comparable publicly-traded companies can be found, meaningful valuation multiples for a subject 
company can be determined by comparing the firm with others in the same industry and, from its relative 
standing in the industry, inferring subject company market valuation ratios based on market based 
valuation ratios. 
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E.  IDENTIFYING AND OBTAINING THE NECESSARY DOCUMENTS 
 

A comprehensive (written) business appraisal report should contain the following: 

· An introduction, including the purpose and use, the standard of value, description of what is being 
appraised, and limiting conditions. 

· An economic analysis and industry section (i.e., RR 59-60, Factor #2) 

• Current Economic Reports 
o National 
o Regional 
o State 
o Local (County) 

• Industry Research 
o National 
o Regional 
o Recent Market Transactions (i.e., RR 59-60, Factor #8) 
o Financial Trends and Ratios 

· An analysis and description of the subject business including its history and future prospects. 

· A financial analysis of the subject company. 

· A financial forecast including assumptions used. 

· A discussion of the valuation process and methods used including a detailed explanation of how each 
method utilized was applied. 

· A description of any applicable discounts or premiums applied including justification for amounts 
selected. 

· A reconciliation of indicated values developed from the various business appraisal methods utilized.  

· The professional qualifications of the appraiser showing that the appraiser has the qualifications and 
experience necessary to perform business appraisals. 

· Exhibits showing historical financial information, projections, and other information used in preparing 
the business appraisal. 
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OBVIOUS DOCUMENTATION: 
 

I. Financial Statements 
A. Audited 
B. Reviewed 
C. Compiled 

II. Income Tax Returns 
A. 1120 
B. 1120S 
C. 1065 
D. State Filings 

III. Bank Loans and/or Financing 
A. Note Documentation 
B. Lines of Credit 
C. Personal Financial Statements 

IV. Significant Contracts 
A. Customers 
B. Leases 

1. Premises (Lessee) 
2. Equipment & Equipment 

V. Legal Documents 
A. Certificate of Incorporation 
B. Stock Ledger 
C. By-Laws 
D. Shareholders’ or Operating Agreements 
E. Buy-Sell Agreements 

 
 
NON-OBVIOUS DOCUMENTATION: 
 

I. Financial Statements 
A. Supplemental Financial Information 
B. General Ledgers 
C. Bank Statements & Reconcilations 

II. Income Tax Returns 
A. Sales Tax Filings and/or Audits 
B. Franchise Tax Filings 
C. Gift Tax Returns 
D. Estate Tax Returns 

III. Bank Loans and/or Financing 
A. Borrowing Base Documents 
B. Personal Guarantees 

IV. Significant Contracts 
A. Vendor Commitments 
B. Capital Leases 

V. Legal Documents 
A. Buy-Sell Agreement Certificates of Value 
B. Transfer and Assumption Documents 
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F.  MAXIMIZE YOUR USE OF THE BUSINESS APPRAISER 
 

SELECTING A BUSINESS APPRAISER 

Most professionals, such as doctors, attorneys, engineers, dentists, etc. have clearly defined career paths 
that must be followed to enter their profession. Typically, a specific college program must be completed 
followed by some examination for licensing or other certification. 

Unfortunately, the business valuation profession does not have a clearly defined path. No specific college 
major exists for business valuation, nor are there any governmental licensing requirements to prove 
minimum competency. Because of this lack of a specific career path and licensing requirements, many 
individuals with different backgrounds claim expertise and perform business appraisals often with poor 
results. 

Business appraisers typically come from one of the following groups: certified public accountants 
(CPAs), business brokers, college professors, and stockbrokers. Without special training and business 
valuation credentials, none of the individuals from these groups are competent to do business appraisals. 
Very few individuals actually performing business appraisals have earned a professional designation from 
a recognized professional organization certifying business appraisers. 

For years many assumed CPAs were competent in valuing businesses. In 1997 the American Institute of 
Certified Public Accountants (AICPA) established a special credential for business valuation called 
Accredited in Business Valuation (ABV) to demonstrate competence in business appraisal. This seems to 
indicate that the vast majority of CPAs nationwide have little or no training or expertise in business 
valuation. Another problem for CPA's is potential conflicts of interest.  In 1991, another organization 
called the National Association of Certified Valuation Analysts (NACVA), exclusively for CPAs, was 
also formed to give CPAs some training and a credential in business valuation called Certified Valuation 
Analyst (CVA).  However, only approximately "one percent" of the CPA's across the nation currently 
hold either of these two credentials in business valuation. 

Business brokers sell businesses, but most have no training in business valuation. Often business brokers 
use generic rules of thumb to list and sell businesses. Also, many business brokers lack the financial 
expertise necessary to properly analyze a company’s financial statements. 

College professors typically have expertise in financial theory and may be able to analyze financial 
statements, but they often try to apply sophisticated financial techniques designed for very large 
companies to small privately held companies. They also often lack the "real world" experience necessary 
to properly value most privately held companies. 

Stockbrokers and stock analysts usually have the ability to analyze financial statements and understand 
public markets. However, they typically have no experience dealing with privately held companies. 

In order to meet the need of demonstrating competence in business valuation, several professional 
organizations have evolved that certify business appraisers. Additionally, often a business appraisal is 
done because of some type of litigation. Historically, it was fairly easy to qualify an individual with a 
business background as an "expert witness." In 1993, this began to change. Now, trial judges are deemed 
to be "gatekeepers." Meaning that the trial judge has the ability to exclude experts if they do not meet 
appropriate standards. It is now more important than ever to ensure that an expert witness has the 
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credentials and experience to survive a challenge. Otherwise, their testimony might be excluded in court, 
or perhaps, admitted but given little or no weight. 

The four organizations in the United States that certify business appraisers are: 1) The Institute of 
Business Appraisers, Inc.; 2) the American Society of Appraisers; 3) the National Association of Certified 
Valuation Analysts; and 4) the American Institute of Certified Public Accountants. The table shown 
below compares and contrasts the requirements to obtain credentials from each of these professional 
organizations. Before you select a business appraiser, carefully review his or her credentials and 
experience. Generally, those who have obtained the more difficult credentials, such as the Certified 
Business Appraiser (CBA) from the Institute of Business Appraisers or the Accredited Senior Appraiser 
(ASA) in business valuation from the American Society of Appraisers, will do high quality work and be 
well regarded in court. 
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Business Valuation Credentials 

A Comparison of the Primary Requirements to Obtain & Maintain a Credential 

Requirement CBA1 ASA/AM2 CVA3 ABV4 

Education College/Equivalent College/Equivalent College/Equivalent College/Equivalent 

Experience Minimum of two 
assignments--two 
reports must be 
submitted and 

approved 

5 Years for ASA; 2 
years for AM 

No Minimum Involved in 10 
Business Valuations 

Qualifying 
Exam 

Proctored, Closed 
Book 

Proctored, Closed 
Book.  Also must 

pass an Ethics 
Exam.  A USPAP 

exam must be 
passed every five 

years 

Take-Home, Open 
Book until 1999; 
Proctored, Closed 
Book starting in 

1999.  Exam 
includes a report 
writing portion. 

Proctored, Closed 
Book 

Report 
Review 

Requirement 

Yes, 2 Reports 
rigorously reviewed 
by leading Business 

Appraisers 

Yes, 2 Reports 
rigorously reviewed 
by leading Business 

Appraisers 

None other than 
portion of qualifying 

exam. 

None 

Continuing 
Professional 
Education 

Yes, 24 Credits 
every two years or 

equivalent 

Yes, 100 Credits 
every five years 

Must maintain CPA 
credential.  Other 
classes in business 

valuation are 
required to maintain 

designation. 

60 Credits and 
involvement in 5 

reports every 3 years 

Organization 
has 

Professional 
Standards 

Yes, for over ten 
years 

Yes, for over ten 
years 

Yes, since 1995 Under Consideration 

Organizations Awarding the Above Referenced Business Valuation Professional Designations 

(1) CBA Certified Business Appraiser from The Institute of Business Appraisers, Inc. 

(2) ASA/AM Accredited Senior Appraiser/Accredited Member from the American Society of Appraisers 

(3) CVA Certified Valuation Analyst from the National Association of Certified Valuation Analysts 

(4) ABV Accredited in Business Valuation awarded to CPAs by the American Institute of Certified 
Public Accountants 
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1. Transactions 

a. Due Diligence 
b. Business Investigation 

2. Financial Reporting 
a. GAAP 
b. IFRS 
c. SEC 

3. Litigation 
a. Federal Courts 
b. State Courts 
c. Arbitration 
d. Mediation 

 
 
 

I. Timing and Retention 
A. Earliest possible retention 
B. Conflict checks 
C. Exclusion 

II. Role(s) 
A. Consultant 
B. Expert 

III. Written Report(s) 
A. Summary 
B. Limited (most common) 
C. Comprehensive (tax Courts) 

IV. Expert Testimony 
A. Deposition 
B. Preparation 
C. Trial 

V. Valuation Critique 
A. Report exchange 
B. Cross-examination 

 
 

 
 

Contact: 
 
Paul G. Marquez, JD CPA/ABV/CFF ASA 
Certified Business Appraiser 
SIGMA VALUATION CONSULTING, INC. 
261 Madison Avenue, 18th Floor 
New York, NY 10016 
Direct:  917-450-0828 
Long Island:  631-754-3779 
eFax:  212-658-9576 
pmarquez@sigmavaluation.com 
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