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1.0 OPINION OF VALUE 
This opinion of value is being presented as described per the valuation assignment on pages one and two 

of this report. The client is Greg Walters, the intended user of this report. This report is to be only used by 

the stated user for the purposes listed in the valuation assignment. 

Using the traditional approaches to valuation we have estimated the Fair Market Value Range for 100% 

of Walters Wholesale Inc. to be between $3,500,000 and $3,900,000 with an approximate Fair Market 

Value of $3,700,000 of enterprise value. For equity value, see Exhibit 14. Value can be impacted by 

external factors such as the economy, current and future industry factors and a successful and 

professional selling and marketing process. 

 

FAIR MARKET VALUE AND RANGE OF VALUE 

 

 

 

 

 

 

 

 

 

 

 

Valuation Process 

Business value is derived from an economic benefit and a risk factor that relates to the likelihood 
of achieving the expected economic benefit. In order to arrive at a valuation opinion, this report 
will review the company’s risk associated with a “proposed” investment and the historical and 
forecasted financial statements, key ratio reviews, the cost of capital and the future net cash 
flow. We will then be able to apply the cost of capital to the company’s economic benefit stream 
and review the guideline public companies and the appropriate risk adjusted multiples. 

Fair Market Value 
and Range 

$3,700,000  

  

$3,500,000 $3,900,000 

Low High 
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2.0 VALUATION OBJECTIVE AND ASSIGNMENT 

2.1 DEFINING THE VALUATION ASSIGNMENT 
When defining the appraisal assignment, it is important to understand the concepts or directives that 

form the basis of this opinion of value and that these concepts meet your understanding of this 

assignment. If the appraisal assignment changes, some of the following valuation criteria might need to 

reflect the new intent and the appraisal assignment might need to be updated. 

2.2 DISCLAIMER 
Stonebridge relies on the company and the management team for its financial reporting and projections 

and the integrity of the company’s financials in general. Therefore, Stonebridge makes no representations 

or warranties to the accuracy or thoroughness of this valuation report (see scope of appraisal). If a more 

detailed valuation is needed, we recommend a comprehensive certified valuation. 

2.3 VALUATION CONCEPT OF BENEFIT STREAM AND RISK 
Business value is derived from an economic benefit and weighted by a risk factor that relates to the 
likelihood of achieving the economic benefit.  The economic benefit usually refers to a monetary flow 
such as earnings before interest taxes, depreciation and amortization (EBITDA), or net operating profit 
after tax (NOPAT), or net cash flow (NCF) etc.  The risk factor is the rate of return a potential investor 
requires given the risk of attaining the expected economic benefits stream. The greater this risk, the 
greater the investor’s needed rate of return and the lesser the value of the interest being appraised. In 
the case of less risk, the less the needed investor’s rate of return and the greater the value of the interest 
being appraised. The investor’s needed rate of return is the Discount Rate in Exhibit 9.   
 
In order to arrive at a valuation opinion, this report will review the company’s historical and forecasted 
financial statements and the associated business and industry risk.  This report will develop the cost of 
capital and apply that to the economic benefit stream to arrive at the Discounted Cash Flow Method and 
the Capitalization of Earnings Method. In addition, this report will apply the Guideline Public Company 
Method to specific company income streams. Because the company is being valued as an ongoing 
concern, the asset or cost approach to value is not used in this report (see premise of value). 
 

2.4 INTEREST BEING APPRRAISED 

The company is being appraised for 100% of ownership interest which is defined as the enterprise value 

of the company or the invested capital value (debt and equity) of the business. In Exhibit 14, the 

enterprise valuation subtracts the term debt to arrive at the equity value. This appraisal assumes a 

control interest in the company and no adjustment for lack of marketability. Control value is defined as 

an equity interest greater than 50%. The adjustment for lack of marketability is defined as the amount 

or percentage deducted from the value of an ownership interest to reflect the absence of marketability 

relating to the longer period it takes to convert ownership to sales proceeds (liquidity). 

 

2.5 SCOPE OF APPRAISAL 
This “Standard” valuation is a Calculated Valuation with a calculated value that provides an approximate 

indication of enterprise value or range of value. A Calculated Value is based on limited procedures and 

information deemed to be relevant and agreed upon between the valuator and client regarding the 

company’s performance and market conditions.  
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2.6 STANDARD OF VALUE 
The Fair Market Value standard is being used in this appraisal to render an opinion of value (or range of 

value). The Fair Market Value addresses the broadest spectrum of value that is reflected by the company’s 

operations, markets and potential buyers. The common definition of Fair Market Value is the price at 

which a property would change hands between a willing buyer and seller, when the buyer is not under 

any compulsion to purchase and the seller is not under any compulsion to sell. Fair Market Value also 

assumes both buyer and seller have reasonable knowledge of the relevant facts. 

2.7 PREMISE OF VALUE 
This appraisal is based on the company as a going concern. The going concern premise of value assumes 

the company has the financial resources to continue operating into the foreseeable future.  

2.8 EFFECTIVE DATE OF APPRAISAL 
The effective date of the appraisal is “As of May 31, 2019”. The date of the latest material is from the 

period ending December 31, 2018. If material time has elapsed from these dates or events occurred 

subsequently that may impact value, we suggest an update to the report, depending on the significance 

of how this opinion of value will be used by the intended user of this report. 

2.9 CLIENT AND PURPOSE OF APPRAISAL 
The client is Greg Walters, and is the only intended user for this report. The purpose of this appraisal is to 

estimate the Fair Market Value (or value range) of Walters Wholesale Inc. for shareholder and 

management planning purposes involving a possible transfer of equity interest, estimating proceeds from 

a proposed sale of the business, reviewing the current market environment on selling values, or as a 

means to track company performance. Beyond this purpose, a comprehensive appraisal may be needed. 

2.10 DATA SOURCES, VALUATION PROCESS AND CONDITIONS 
Financial and operational information was furnished by the company’s management team and the Client 

communicated with the Company arriving at a reasonable expectation regarding the company’s future 

performance. For industry comparable data, this report utilizes the industry standard RMA database. 

Stonebridge did not tour the company’s facility or office in its process but is reasonably familiar with the 

type of facilities involved. There have been no extraordinary or hypothetical assumptions made in the 

report nor any limiting conditions placed on Stonebridge. 

3.0 INCOME STATEMENT REVIEW 
The Income Statement on the following page reports the operating income and expenses as well as the 

non-operating income and expenses, if any.  The operating portion of the income statement reflects the 

company’s core day to day operations of the business. The non-operating portion includes items that 

don’t impact the daily operations of the business and not considered essential to continued operations.  

Non-operating expenses include any add-back (Exhibit 3) to earnings in the form of owner distributions 

above a normal industry salary for that position, one-time expenses if any, or expense charges that don’t 

represent the ongoing business.  Interest is listed as a non-operating expense because it relates to the 

capital structure of the business and is determined by the amount of the company’s debt obligation, if 

any. Also, listing interest below the operating portion allows us to review the company’s operating income 

as a debt free company because if the company had no debt, there would be no interest. This will allow 

us to value the enterprise value and then deduct any debt to arrive at an equity value of the company. 
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EXHIBIT 1 

SUMMARY INCOME STATEMENT 

 

 INCOME STATEMENT 2016 2017 2018

REVENUES $5,536,476 $7,198,853 $8,058,678

Revenue Growth n/a 30.03% 11.94%

COST OF GOODS SOLD
Depreciation $0 $0 $0

Total Cost of Goods Sold $4,688,013 $5,828,601 $6,723,186

Gross Profit $848,463 $1,370,252 $1,335,492

Gross Profit Margin 15.32% 19.03% 16.57%

OPERATING EXPENSES

Depreciation $15,971 $21,370 $20,308

Amortization $0 $0 $0

Wages/Salaries (S,G&A) $0 $0 $0

Other Expenses $707,264 $789,297 $888,492

Total Operating Expenses $723,235 $810,667 $908,800

Total Operating Expense % 13.06% 11.26% 11.28%

Operating Income (EBIT)¹ $125,228 $559,585 $426,692

Operating Income % 2.26% 7.77% 5.29%

Net Operating Profit After Tax² $78,894 $352,539 $268,816

Operating EBITDA ³ $141,199 $580,955 $447,000

Operating EBITDA % 2.55% 8.07% 5.55%

NON-OPERATING EXPENSES⁴

Interest Expense $105 $1,046 $419

Add-backs⁵ $32,000 $27,600 $32,500

Other Expenses (Income) ($49,000) ($32,898) ($32,500)

Total Non-Operating Expenses ($16,895) ($4,252) $419

NET INCOME BEFORE TAX  $142,123 $563,837 $426,273

Net Income Before Tax % 2.57% 7.83% 5.29%

1. EBIT is Earnings Before Interest and Taxes which measures the operating income assuming no debt or taxes.

2. Net Operating Profit After Tax (NOPAT) is the Operating Income less a 37% marginal tax rate.

3. EBITDA is Earnings Before Interest, Taxes, Depreciation and Amortization, a proxy for operating cash flow.

4. Non-Operating Expenses are expenses that are reported after the core expenses necessary to run the business.

5. Add-backs are owner distributions above a market salary, one-time charges and cash/tax strategies. See Exhibit 3.
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EXHIBIT 2 

COMMON-SIZED SUMMARY INCOME STATEMENT  

 

 INCOME STATEMENT 2016 2017 2018

REVENUES 100.00% 100.00% 100.00%

COST OF GOODS SOLD
Depreciation 0.00% 0.00% 0.00%

Total Cost of Goods Sold 84.68% 80.97% 83.43%

Gross Profit 15.32% 19.03% 16.57%

OPERATING EXPENSES

Depreciation 0.29% 0.30% 0.25%

Amortization 0.00% 0.00% 0.00%

Wages/Salaries (S,G&A) 0.00% 0.00% 0.00%

Other Expenses 12.77% 10.96% 11.03%

Total Operating Expenses 13.06% 11.26% 11.28%

Operating Income (EBIT) 2.26% 7.77% 5.29%

Net Operating Profit After Tax 1.42% 4.90% 3.34%

Operating EBITDA 2.55% 8.07% 5.55%

NON-OPERATING EXPENSES⁴

Interest Expense 0.00% 0.01% 0.01%

Add-backs 0.58% 0.38% 0.40%

Other Expenses (Income) -0.89% -0.46% -0.40%

Total Non-Operating Expenses -0.31% -0.06% 0.01%

NET INCOME BEFORE TAX  2.57% 7.83% 5.29%  
 

 

EXHIBIT 3 

ITEMIZED LIST OF ADD-BACK ITEMS  
 

ADD-BACK ITEMS 2016 2017 2018
Personal Auto Expenses $10,000.00 $8,000.00 $12,000.00

Club Fees $8,000.00 $9,600.00 $8,500.00

Travel $14,000.00 $10,000.00 $12,000.00

 $0.00 $0.00 $0.00

 $0.00 $0.00 $0.00

TOTAL ADD-BACKS $32,000.00 $27,600.00 $32,500.00  
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4.0 BALANCE SHEET REVIEW  
 

EXHIBIT 4 

SUMMARY BALANCE SHEET 
 

 BALANCE SHEET 2016 2017 2018

CURRENT ASSETS

Cash and Equivalents $121,679 $432,052 $504,481
Accounts Receivable (Trade) $536,282 $780,825 $681,015

Inventory $0 $0 $0

Other Current Assets $3,500 $3,000 $0

Total Current Assets $661,461 $1,215,877 $1,185,496

LONG-TERM ASSETS

Total Property, Plant & Eq. $148,933 $171,490 $171,490

Accumulated Depreciation $82,447 $89,777 $110,085

Net Property, Plant & Eq. $66,486 $81,713 $61,405

Other Long-Term Assets $77,333 $77,333 $77,333

Total Long-Term Assets $143,819 $159,046 $138,738

Total Assets $805,280 $1,374,923 $1,324,234

CURRENT LIABILITIES

Cur. Maturities of LT Debt $7,298 $0 $0

Accounts Payable $0 $5,761 $6,750

Notes Payable $0 $0 $0

Other Current Liabilities $24,864 $35,292 $31,049

Total Current Liabilites $32,162 $41,053 $37,799

LONG-TERM LIABILITIES & EQ

Term Debt $30,971 $0 $0

Other Long-Term Liabilities $0 $0 $0

Total Long-Term Liabilities $30,971 $0 $0

Total Liabilities $63,133 $41,053 $37,799

EQUITY

Capital Stock $100 $100 $100

Retained Earnings $742,047 $1,333,770 $1,286,335

Other Stockholders' Equity $0 $0 $0

Total Stockholdes' Equity $742,147 $1,333,870 $1,286,435

Total Liabilities & Equity $805,280 $1,374,923 $1,324,234

Note: Working Capital Excess (or shortage) compared to industry is $1,126,908
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EXHIBIT 5 

COMMON-SIZED SUMMARY BALANCE SHEET 

 BALANCE SHEET 2016 2017 2018

CURRENT ASSETS

Cash and Equivalents 15.11% 31.42% 38.10%
Accounts Receivable (Trade) 66.60% 56.79% 51.43%

Inventory 0.00% 0.00% 0.00%

Other Current Assets 0.43% 0.22% 0.00%

Total Current Assets 82.14% 88.43% 89.52%

LONG-TERM ASSETS

Total Property, Plant & Eq. 18.49% 12.47% 12.95%

Accumulated Depreciation 10.24% 6.53% 8.31%

Net Property, Plant & Eq. 8.26% 5.94% 4.64%

Other Long-Term Assets 9.60% 5.62% 5.84%

Total Long-Term Assets 17.86% 11.57% 10.48%

Total Assets 100.00% 100.00% 100.00%

CURRENT LIABILITIES

Cur. Maturities of LT Debt 0.91% 0.00% 0.00%

Accounts Payable 0.00% 0.42% 0.51%

Notes Payable 0.00% 0.00% 0.00%

Other Current Liabilities 3.09% 2.57% 2.34%

Total Current Liabilites 3.99% 2.99% 2.85%

LONG-TERM LIABILITIES & EQ

Term Debt 3.85% 0.00% 0.00%

Other Long-Term Liabilities 0.00% 0.00% 0.00%

Total Long-Term Liabilities 3.85% 0.00% 0.00%

Total Liabilities 7.84% 2.99% 2.85%

EQUITY

Capital Stock 0.01% 0.01% 0.01%

Retained Earnings 92.15% 97.01% 97.14%

Other Stockholders' Equity 0.00% 0.00% 0.00%

Total Stockholdes' Equity 92.16% 97.01% 97.15%

Total Liabilities & Equity 100.00% 100.00% 100.00%
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5.0 RATIO REVIEW  
 

EXHIBIT 6 

HISTORICAL RATIOS 

 

 KEY COMPANY RATIOS 2016 2017 2018

PROFITABILITY RATIOS

Sales Growth n/a 30.03% 11.94%
Cost of Goods % to Sales 84.68% 80.97% 83.43%

Operating Expense % to Sales 13.06% 11.26% 11.28%

Profit Margin Before Tax 2.57% 7.83% 5.29%

EBITDA Margin 2.55% 8.07% 5.55%

Return on Assets 13.76% 27.57% 22.72%

Return on Equity 14.93% 28.42% 23.39%

Return On Capital Employed 14.20% 28.42% 23.39%

LIQUIDITY RATIOS

Current Ratio 20.57 29.62 31.36

Quick Ratio 20.57 29.62 31.36

Near Term Cash (Cash+AR-AP) $657,961 $1,207,116 $1,178,746

Working Capital $629,299 $1,174,824 $1,147,697

Working Capital to Sales 11.37% 16.32% 14.24%

Working Capital Turnover 8.80 6.13 7.02

ACTIVITY RATIOS

Accounts Recievable Days 35.36 39.59 30.85

Inventory Days 0.00 0.00 0.00

Accounts Payable Days 0.00 0.36 0.37

Days of Working Capital 41.49 59.57 51.98

Cash Conversion Cycle 35.36 39.23 30.48

Total Asset Turnover 6.88 5.24 6.09

Fixed Asset Turnover 83.27 88.10 131.24

FINANCIAL RATIOS

Term Debt / Net Worth 0.05 0.00 0.00

Debt / Net Worth (<4:1 better) 0.09 0.03 0.03

Debt to Total Assets 0.08 0.03 0.03

Interst Coverage (EBIT) 1192.65 534.98 1018.36

Debt Service Coverage (EBIT) 16.92 534.98 1018.36

Debt Service Coverage (EBITDA) 19.07 555.41 1066.83

Capitalization Ratio (<30% best) 4.90% 0.00% 0.00%

Z Score (< 2.7 at risk, > 3.0 safe)  
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6.0 HISTORICAL AND FORECASTED CASH DRIVERS 
The historical ratios that drive a company’s earnings and cash flow are called the Cash Drivers as displayed 

in Exhibit 7. These cash drivers are the engine that drives the business and managing these ratios will 

influence the enterprise value of the company. The industry in which the company participates will likely 

govern what cash drivers the company may or may not have.  

After communicating to the management team or representative and reviewing the company’s financial 

operations, the forecasted ratios are found in the last column highlighted in green. Estimated ratios and 

percentages should be based on experience and reasonable expectations. The balance sheet needs to 

support the sales and the income statement, so all the cash drivers have been reviewed carefully. 

 

EXHIBIT 7 

HISTORICAL AND FORECASTED CASH DRIVERS 
 

Cash Drivers and Forecast 2016 2017 2018 Forecast

Sales Growth n/a 30.03% 11.94% 3.00%
Cost of Goods % to Sales 84.68% 80.97% 83.43% 83.00%

Operating Expense % to Sales 13.06% 11.26% 11.28% 12.00%

Accounts Receivable Days 35.36 39.59 30.85 35.00

Inventory Days 0.00 0.00 0.00 0.00

Accounts Payable Days 0.00 0.36 0.37 0.00

Capital Expenditure % of Sales 1.20% 0.21% -0.25% 1.00%  
 

These cash driver assumptions will be used to forecast the company’s operating income and operating 

cash flow to arrive at the company’s net cash flow. Below are terms and a formula that will be used in 

the report on the next page to arrive at if a company has a cash surplus or a cash need (deficit). 

Regarding income taxes, whether an entity is a C Corp or a “pass through entity” such as a limited 

liability company where the income taxes are paid at the shareholder level, income taxes have been 

applied as these taxes are a liability that are eventually paid. 

 

1. Revenues 

2. Operating Income (EBIT or earnings before interest and taxes) 

3. EBITDA = EBIT plus depreciation and amortization 

4. Add changes to working capital (receivables, payables and inventory) 

5. Less Capital Investment 

6. Less federal income taxes applied at 37% marginal rate 

7. Resulting in a cash surplus or cash need (if negative) 

EBITDA + change in working capital accounts – capital expenditures – taxes = surplus (shortage) 
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7.0 FINANCIAL FORECAST AND OPERATING CASH 
The Summary Financial Forecast reviews revenue and expense expectations to arrive at the Operating 

Income or earnings before interest and taxes (EBIT).  Calculations can be found at the end of the exhibit. 

EXHIBIT 8 

SUMMARY FINANCIAL FORECAST AND CASH SURPLUS (NEEDS) 
 

 FORECASTED FINANCIALS 2019 2020 2021 2022 2023

REVENUES $8,461,612 $8,757,768 $9,020,501 $9,291,116 $9,569,850

Revenue Growth 5.00% 3.50% 3.00% 3.00% 3.00%

Depreciation - COGS $0 $0 $0 $0 $0

Total Cost of Goods Sold $7,023,138 $7,268,948 $7,487,016 $7,711,627 $7,942,975

Gross Profit $1,438,474 $1,488,821 $1,533,485 $1,579,490 $1,626,874

Gross Profit Margin 17.00% 17.00% 17.00% 17.00% 17.00%

Total Operating Expenses $1,015,393 $1,050,932 $1,082,460 $1,114,934 $1,148,382

Total Operating Expense % 12.00% 12.00% 12.00% 12.00% 12.00%

Operating Income (EBIT)¹ $423,081 $437,888 $451,025 $464,556 $478,492

Operating Income % 5.00% 5.00% 5.00% 5.00% 5.00%

Net Operating Profit After Tax² $266,541 $275,870 $284,146 $292,670 $301,450

Operating EBITDA ³ $438,696 $454,051 $467,672 $481,703 $496,154

Operating EBITDA % 5.18% 5.18% 5.18% 5.18% 5.18%

CHANGE IN WORKING CAPITAL DRIVERS

Accounts Receivable ($38,637) ($39,990) ($41,190) ($42,425) ($43,698)

Inventory $0 $0 $0 $0 $0

Accounts Payable $0 $0 $0 $0 $0

Total Change In WC Drivers ($38,637) ($39,990) ($41,190) ($42,425) ($43,698)

EBITDA After WC Change⁴ $400,059 $414,061 $426,483 $439,277 $452,456

Projected Capital Spending ($84,616) ($87,578) ($90,205) ($92,911) ($95,698)

Projected Financing Cost ($440) ($455) ($469) ($483) ($498)

Fed Income Taxes (37% rate) ($156,703) ($162,187) ($167,053) ($172,064) ($177,226)

Cash Surplus (or Cash Needs)⁵ $158,300 $163,841 $168,756 $173,819 $179,033

1. EBIT is calcualted by subtracting the Operating Expenses from the Gross Profit

2. Net Operating Profit After Tax (NOPAT) subtracts a marginal tax rate (37%) from the EBIT

3. EBITDA is calculated by adding the depreciatin and amortization to the EBIT

4. EBITDA after changes to selected working capital accounts of AR, Inventory and AP

5. Cash surplus or cash needs (if amount is negative) is after capex, interest cost and federal taxes.  
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8.0 THE COST OF CAPITAL 

8.1 BUILD UP METHOD, DISCOUNT AND CAPITALIZATION RATE 
 

 

 

 

 

 

 

 

12.54%

6.00%

10.25%

4.00%

5.00%

6.00%

7.00%

8.00%

9.00%

10.00%

11.00%

12.00%

13.00%

Cost of Equity Cost of Debt WACC

Weighted Average Cost of Capital

 

EXHIBIT 9 

DISCOUNT AND CAPITALIZATION RATE 

 

 DISCOUNT RATE AND CAPITALIZATION RATE

1. Risk Free Rate on 20-Year Treasury

2. Equity Risk Premium

3. Industry Risk

4. Company Risk Premium

5. Cost of Equity Capital

6. Cost of Debt

7. WACC (the Discount Rate)

8. Growth Rate

9. Capitalization Rate 7.25%

Percentage

The Discount Rate and Capitalization Rate are used in the Income Approach to value.

3.04%

5.50%

2.00%

2.00%

12.54%

6.00%

10.25%

3.00%

 

The Build Up Method (BUM) applies a risk factor to the investment. The Discount Rate is used in the Income 

Approach. The BUM applies the Risk-Free Rate (assumes no risk on T Bills), the Equity Risk Premium (risk 

of equity above the T Bill) and the Company Specific Risk Premium (a non-diversified company risk plus the 

industry and size risk). This culminates in the  Cost of Equity which is the rate of return an investor would 

seek on this investment.  

The Cost of Equity and the Cost of Debt (industry interest on debt with industry capitalization structure) 

are weighted proportionately to determine the Weighted Average Cost of Capital (WACC) which is the  

Discount Rate. This is also referred to as the Cost of Capital. The expected and on-going Growth Rate is 

deducted from the Discount Rate to arrive at the Capitalization Rate. The lower the discount and 

capitalization rate, the higher the business value.  
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9.0 COMPANY NET CASH FLOW (To Invested Capital) 
The Net Cash Flow (NCF) available to debt and equity holders (Invested Capital) is projected for five years 

and is used in the Discounted Cash Flow and the Capitalization of Earnings Method. The NCF has two parts; 

the five years of cash flow from operations and the cash from a sale of the business (terminal value) after 

the fifth year. In the “terminal year”, the shareholders theoretically sell the business to total the estimated 

sale proceeds. These two cash flows are discounted to present dollars (Exhibit 11). 

EXHIBIT 10 

NET CASH FLOW TO INVESTED CAPITAL 

 NCF to Invested Capital 2019 2020 2021 2022 2023

Revenue $8,461,612 $8,757,768 $9,020,501 $9,291,116 $9,569,850

Growth Rate 5.00% 3.50% 3.00% 3.00% 3.00%

EBITDA (operating) $438,696 $454,051 $467,672 $481,703 $496,154

EBITDA Percentage (operating) 5.18% 5.18% 5.18% 5.18% 5.18%

Income Taxes 37% Marg. Rate ($156,703) ($162,187) ($167,053) ($172,064) ($177,226)

Capital Expenditures ($84,616) ($87,578) ($90,205) ($92,911) ($95,698)

Working Capital Change ($38,637) ($39,990) ($41,190) ($42,425) ($43,698)

NCF to Invested Capital $158,740 $164,296 $169,225 $174,302 $179,531

Forecasted assumptions have been made (see Exhibit 7).

 

$158,740 

$164,296 

$169,225 

$174,302 

$179,531 

Projected Net Cash Flow to Invested Capital
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10.0 DISCOUNTED CASH FLOW METHOD 
The Discounted Cash Flow (DCF) is the net present value of five years of Net Cash Flow and the Terminal 

Value of the business value at the end of the fifth year (discussed on the previous page). The DCF is the 

present value of a multi-year period income stream. The Terminal Value is the value the company would 

receive if it were sold or recapitalized after the fifth year. The Total Discounted Cash Flow Valuation of 

$2,153,549 is the sum of these two values. This method is often considered the intrinsic value of the 

business as it isn’t influenced as much by the excess fluctuations of the public markets. 

EXHIBIT 11 

DISCOUNTED CASH FLOW METHOD 
 

Discounted Value of Operating Net Cash Flow (Exhibit 10) $633,601

Discounted Value of Terminal Value $1,519,947

Total Discounted Cash Flow (DCF) Valuation $2,153,549

 Discounted Cash Flow Method (NCF to Invested Capital) Present Value

 

 

11.0 CAPITALIZATION OF EARNINGS METHOD 
The Capitalization of Earnings Method starts with the first year’s forecasted Net Cash Flow to Invested 

Capital (Exhibit 12) which is the NCF available for equity shareholder's and debt holders. The Capitalization 

Rate (Exhibit 9) is adjusted for the company's growth rate. The Net Cash Flow to Invested Capital is divided 

by the Capitalization Rate which calculates the company’s Capitalized Value. The Capitalization of Earnings 

Method capitalizes one single year of earnings to arrive at the enterprise value. 

EXHIBIT 12 

CAPITALIZATION OF EARINGS METHOD 

The First Year of Projected NCF to Invested Capital (Exhibit 10) $158,740

Capitalization Rate (Exhibit 9) 7.25%

Capitalized Valuation $2,189,219

 Capitalization of Earnings Method (NCF to Invested Capital) Present Value

 

12.0 GUIDELINE PUBLIC COMPANIES METHOD 
The average of the selected Guideline Public Companies (GPC) reflects public company selling multiples 

of EBITDA, the Net Operating Profit After Tax or NOPAT, Book Value and Sales multiples. An adjustment 

on the EBITDA and NOPAT multiple reflects a private company's lack of product and management depth 

and access to capital when compared to the Guideline Public Companies (Exhibit 13).  The Book Value 

(Equity) is offered as a guideline as book value can vary depending on dividend distribution and other 

policies. The Sales Value guideline is offered when EBIT and EBITDA are negative, or in a turnaround 

situation. Book value and sales figures are at best a rule of thumb that might support other calculations. 

 

Note: For the purposes of this standard limited valuation report, the industry multiples use the industry 

average and not individual companies within the industry.  
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EXHIBIT 13 

GUIDELINE PUBLIC COMPANIES METHOD 

 Guideline Public Companies Method Book Value EBITDA NOPAT Sales

Industry Average Selling Multiples 3.52 8.92 16.09 1.94

2.00 6.40 11.00 0.60

Subject Company Data (Exhibit A) $1,286,435 $447,000 $268,816 $8,058,678

Market Multiple Valuation $2,572,870 $2,860,800 $2,956,976 $4,835,207

Adjusted Selling Multiples to Reflect Co. to GPC

 

13.0 ALLOCATED VALUATION FOR FMV  
VALUATION SUMMARY: Valuations are part subjective and relate to subject quality, market conditions, 

engaging good buyers and structuring the transaction. Therefore, a valuation range is submitted and is 

dependent on these variables. The various methods and calculations are allocated or weighted to yield a 

reliable measure of the Company's Fair Market Value (FMV) for 100% of the company (Exhibit 14). 

Based on numeric data, the Fair Market Value of Walters Wholesale Inc. is estimated at $3,590,000. 

Adjustments included excess working capital of $1,126,908 (Exhibit 4) and $35,000 of added asset value 

on the balance sheet.    

The Company's FMV after balance sheet adjustments is $3,690,000 and after subtracting debt, if any. 

the FMV of the Equity is $3,690,000.  

Utilizing a five percent (5%) variance, the Fair Market Value Range is between $3,505,500 and $3,874,500.  

The Total Goodwill and Intangible Value of the Assets are the assets value above the tangible assets on 

the balance sheet which is estimated at $2,400,000 (calculated as FMV less Total Assets plus Total 

Liabilities less Current Maturities of Long-Term Debt and Term Debt). 

Based on the estimated Fair Market Value of the business, Walters Wholesale Inc. is valued at a 12 

multiple of this year’s Free Cash Flow (FCF). Free Cash Flow used here is defined as EBITDA less taxes and 

capital expenditures. 

 

EXHIBIT 14 

ALLOCATED FOR FAIR MARKET VALUE 

 Weighted for Fair Market Value Valuation Weighting

$2,189,219 0.00%

$2,153,549 50.00%

$2,860,800 25.00%

$2,956,976 25.00%

$4,835,207 0.00%

Book Value Calculation (Market Approach) $2,572,870 0.00%

FMV for 100% of Company (rounded) 100.00%

FMV After Balance Sheet Adjustment (rounded)

FMV of Equity (after B/S adj and term debt - rounded) 

Applied Value

Capitalized Earnings Method (Inc. Approach)

Discounted Cash Flow Method (Inc. Approach)

EBITDA Calculation (Market Approach)

NOPAT Calculation (Market Approach)

Sales Value Calculation (Market Approach

$0

$1,076,774

$715,200

$739,244

$0

$0

$2,530,000

$3,690,000

$3,690,000  
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14.0 FAIR MARKET VALUE CONCLUSION 
 

        Fair Market Value Range 

 

                                         $3,500,000                                                        $3,900,000 
 

 

 

                                Valuation Multiple of Free Cash Flow 

 

                                                       12.2                                                                         13.5 

                                                                                                                                                

 

 

 

 

 

 

$2,400,000 

$1,290,000 

Tangible and Intangible Asset Value

Intangibles Tangibles

 

FMV 

Lower Range Higher Range 

Lower Range Higher Range 

FMV 

$40,000,000 

$3,700,00
0  
 

12.8 

 INTANGIBLE ASSETS  

This is a calculated value of the tangible and intangible assets. Intangible assets are 

goodwill and other assets typically not listed on the balance sheet. Intangible assets are 

important because they are the wealth creators in most companies.  
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15.0 ADDENDUM       
 

16.0 INDUSTRY INCOME AND BALANCE SHEET DATA  
 

EXHIBIT 16 

Industry B/S and I/S Values 
423390 - Other Construction Material Merchant Wholesalers 

2018-19 Annual Statement Studies 

Northeast 

  

  
ASSETS   

Cash & Equivalents 11.3 

Trade Receivables - (net) 34.0 

Inventory 28.5 

All Other Current Assets .7 

Total Current Assets 74.5 

Fixed Assets (net) 13.3 

Intangibles (net) 6.4 

All Other Non-Current Assets 5.8 

Total Assets 100.0 

LIABILITIES   

Notes Payable-Short Term 10.9 

Cur. Mat.-L/T/D 2.4 

Trade Payables 15.6 

Income Taxes Payable .2 

All Other Current Liabilities 9.4 

Total Current Liabilities 38.5 

Long Term Debt 9.9 

Deferred Taxes .1 

All Other Non-Current Liabilities 5.5 

Net Worth 46.1 

Total Liabilities & Net Worth 100.0 

INCOME DATA   

Net Sales 100.0 

Gross Profit 25.1 

Operating Expenses 21.6 

Operating Profit 3.5 

All Other Expenses (net) .1 

Profit Before Taxes 3.3 
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17.0 INDUSTRY RATIOS  
EXHIBIT 17 

Industry Ratio Data  

RATIOS   

Current - upper 4.9 

Current - median 2.5 

Current - lower 1.3 

Quick - upper 2.3 

Quick - median 1.3 

Quick - lower .8 

Sales / Receivables - upper [28]  13.0 

Sales / Receivables - median [42]  8.7 

Sales / Receivables - lower [51]  7.1 

Cost of Sales / Inventory - upper [26]  13.8 

Cost of Sales / Inventory - median [49]  7.5 

Cost of Sales / Inventory - lower [85]  4.3 

Cost of Sales / Payables - upper [19]  19.1 

Cost of Sales / Payables - median [21]  17.2 

Cost of Sales / Payables - lower [31]  11.7 

Sales / Working Capital - upper 4.8 

Sales / Working Capital - median 6.3 

Sales / Working Capital - lower 10.7 

EBIT / Interest - upper 30.2 

EBIT / Interest - median (25)  9.4 

EBIT / Interest - lower 3.4 

Net Profit + DDA / Curr Mat LTD - upper   

Net Profit + DDA / Curr Mat LTD - median   

Net Profit + DDA / Curr Mat LTD - lower   

Fixed / Worth - upper .1 

Fixed / Worth - median .2 

Fixed / Worth - lower .7 

Debt / Worth - upper .5 

Debt / Worth - median 1.2 

Debt / Worth - lower 3.1 

% Profit before Taxes / Tangible Net Worth - upper 32.6 

% Profit before Taxes / Tangible Net Worth - median (25)  17.7 

% Profit before Taxes / Tangible Net Worth - lower 9.9 

% Profit before Taxes / Total Assets - upper 14.2 

% Profit before Taxes / Total Assets - median 8.8 

% Profit before Taxes / Total Assets - lower 3.6 

Sales / Net Fixed Assets - upper 65.8 

Sales / Net Fixed Assets - median 37.1 

Sales / Net Fixed Assets - lower 19.5 

Sales / Total Assets - upper 3.2 

Sales / Total Assets - median 2.8 

Sales / Total Assets - lower 2.1 

 

Note: Receivables, Inventory and Payables are reported as turns and [Days on Hand]. 
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18.0 TERMINOLOGY AND CONCEPTS USED  
 
ADJUSTMENTS TO THE FINANCIAL STATEMENTS:  
The objective of a valuation is to review the benefits stream (income measure such as EBITDA) where 
owner discretionary spending is adjusted or added back to earnings to 'restore' the financial statements 
to a normalized basis. These adjustments can be made on the income statement and would include items 
such as one-time charges not expected to occur again and any shareholder distributions beyond a normal 
salary or expenses not pertinent to the day-to-day operations of the business. The balance sheet can also 
be adjusted to separate non-operating assets from the operating assets. The value of the non-operating 
assets is added to the fair market value. 

BUILD UP METHOD (BUM): The BUM's purpose is to measure the totality of a company's business risk. 
The risk measure starts with a risk-free rate which is the expected return on 20 Year Treasury Bills backed 
by the U.S. government. These risk-free investments generally offer a low risk and therefore lower rates 
of return.  A company doesn't have the backing of the U.S. government and as an equity risk, the risk is 
higher than the T Bill. This Equity Risk is the risk of the equity investment beyond that of the risk-free rate. 
The Company Specific Risk Premium considers the non-diversified risk or the fact that this risk can't be 
diversified or spread over several companies or industries. In this valuation, we are including a size risk 
premium due to the subject company being smaller than the Guideline Public Companies used in the 
comparisons.  

CAPITALIZATION METHOD: The Capitalization Method converts a company's benefit stream to a present 
value of the business. The Capitalization Method can use alternative measures such as Cash Flow to Equity 
or Cash Flow to Invested Capital. The formula is Benefit stream / Cap Rate. 

CAPITALIZATION RATE: The Capitalization Rate is a percentage number calculated by deducting a 
company's growth rate from the Discount Rate. The Capitalization Rate is used to convert a company's 
single period benefits (income stream) to a capitalized value of a business. 

DISCOUNTED CASH FLOW METHOD: Discounted Cash Flow (DCF) is the present value of future income 
streams. The DCF Method calculates the present value of a company's benefits stream (cash flow) and 
termination value, to present value of the business value. DCF utilizes the discount rate in the calculation.  

DISCOUNT RATE: The Discount Rate is the risk rate used in a valuation to convert multiple periods of 
future benefits (income stream) to a capitalization value (present value). The discount rate utilizes the 
weighted average cost of capital (WACC) debt and equity participants would require given the risk of the 
future income stream of a business. The smaller the discount rate, the larger the business value.  

EXCESS WORKING CAPITAL: When companies sell, buyers expect sellers to deliver the appropriate 
working capital at the closing, that is consistent with the industry or the needed liquidity to maintain the 
business. This working capital variance can be positive (cash back to seller) or negative (credit to buyer). 
If working capital is insufficient, buyers will consider the variance as purchase price which means a 
reduction in value. 

GUIDELINE PUBLIC COMANIES METHOD: The Market Approach uses selling multiples from Guideline 
Public companies where stock is traded daily. Accessing private data on company transactions can be 
difficult and spotty.  Publicly traded companies are typically larger than private companies, are better 
capitalized, have more transparency, and are openly traded. Therefore, publicly traded company multiples 
are normally discounted by 30% due to size and liquidity. Public companies traded in volume presents a 
strong valuation model. 
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NET CASH FLOW TO INVESTED CAPITAL: The Net Cash Flow (NCF) to Invested Capital is a widely used 
measure in determining the cash flow that is available to debt holders and shareholders. The NCF begins 
with the earnings before interest, taxes, depreciation and amortization or EBITDA. Interest is added back 
to reflect a debt free company (no debt, no interest paid). Because taxes will be paid and capital 
expenditures may be needed, these costs are subtracted from the EBITDA numbers. This net cash flow is 
used in the Discounted Cash Flow and Capitalization of Earnings Method.  

WEIGHTING THE METHODS OF VALUE: Some valuation methods might better reflect value for a specific 
company. Experts select which methods best fits with the subject company being appraised to arrive at 
the Fair Market Value. A weighted average best suits most companies for a market-based appraisal. This 
valuation weights up to five different methods to arrive at Fair market Value.  

WEIGHTED AVERAGE COST OF CAPITAL (WACC): The weighted average cost of capital is the rate of a 
company's funding (debt and equity). WACC is the amount the debt and equity holders expect to receive 
and is the minimum return that is normally required by a company. If a company's ROIC is greater than 
the WACC, value is being created. If less, value is being diminished. 

MARKET VALUE OF EQUITY (MVE): The Market Value of Equity (MVE) is based on the income stream of a 
business including interest on debt and principle amounts. By deducting the interest payment from the 
Net Cash Flow and considering the change in the debt (principle), the company is valuing its equity. The 
Net Cash Flow to MVE is the cash available to the shareholders as the debt holders has been paid. 

MARKET VALUE OF INVESTED CAPITAL (MVIC): The Market Value of Invested Capital (MVIC) is based on 
the income stream of a business and does not include interest on debt or any principle amounts. By not 
deducting any interest payment from the Net Cash Flow and not considering the change in the debt 
(principle), the company is valuing the business based on the enterprise value of debt and equity. The Net 
Cash Flow to MVIC is the cash available to the shareholders and the debt holders.  

SCOPE OF APPRAISAL: The scope of the appraisal defines the comprehensiveness of the process, the 
extent of the procedures used, and the detail of information collected and analyzed. The valuation scope 
ranges between a limited and a comprehensive valuation. A 'Calculated Value' such as this valuation, is a 
limited valuation.  A calculated valuation provides an approximate indication of enterprise value or range 
of value based on limited procedures and information deemed to be relevant. The information collected 
is deemed to be accurate as presented by company management.  

STANDARD OF VALUE: The standard of value refers to the type of value to be assessed. There are four 
types of values; Fair Market Value, Fair Value, Investment Value and Intrinsic Value. The Fair Market Value 
is the most common standard and is the value an asset would expect to sell for on the open market given 
broad assumptions. The Fair Value deals mostly with a fair value for legal purposes, and not the market 
or economic value. The Investment Value is based on what an asset would sell for given a specific buyer 
which is opportunistic in nature and is considered strategic. The Intrinsic Value considers all factors any 
prudent investor would see in the inherent value of a business and does not consider any extreme aspects 
of market conditions or behaviors.  

GOODWILL (INTANGIBLE ASSETS): Goodwill is the portion of the business value beyond the value of the 
identifiable tangible assets and identifiable intangible assets of the business. Goodwill is an intangible 
asset and is usually the result of an acquisition or purchase. 

 

 

 



21 
 

©2019 Stonebridge Advisory, Inc. – All Rights Reserved 

19.0 APPRAISER INDEPENDENCE 
The business appraiser offers an objective and independent opinion of value of a business 
interest or a business appraiser can act in an advisory function which is not an objective opinion 
of value. In this valuation, the valuator is offering an objective and independent opinion of value 
of the business interest. The valuator is independent of the client and has no ownership interest, 
employee benefits or role in the company, is not an officer of the company and has no ongoing 
role in the future of the company. The consideration paid to an appraiser for the engagement 
should not be subject to meeting a client’s expected concept of value. The appraisal fee for this 
valuation engagement is not dependent on any expectations of the client.  
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