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Preface

Foryears, CPAshave been instrumental in valuing businesses,
interestsin businessesand intangible assetson behalf of their clients. Until
the development of thisdocument, there have been no comprehensive
standardswithin the accounting profession for CPAsto follow in valuation
work. ThisStatement on Sandardsfor Valuation Serviceswillenable CPAs
to develop estimatesof value and to report on those estimatesin a
mannerthat supportstheir work in valuation services.

History

The valuation profession began to take on itscurrent form in the
early to mid 1980s. The Appraisal Foundation, a quasi-governmental
agency,wasformed to respond to the perceived crisisin real estate
appraising. The Uniform Sandardsof Professional Appraisal Practice
(USPAP) were developed and included standardsfor Real Estate
Appraising, Personal Property Appraising and Business Valuations. When
the CPA ispreparing a valuation foruse in certain governmental agency
transactions, the USPAPrulesmust be followed if appropriate.

There are a numberof accounting standardsthat contain orrequire
elementsof valuation in their pronouncements. Whetherissued by the
now superceded Accounting PrinciplesBoard (APB), the Fnancial
Accounting SandardsBoard (FASB), the Governmental Accounting
SandardsBoard (GASB),the International Accounting Sandards
Committee (IASCO), orany future standard-setting bodies, the
pronouncementsrelate valuation elementsin termsof financial reporting.
In addition to financial reporting, CPAswill use these standardsfor Estate
and Gift Tax purposes, forIncome Tax purposes, for dispute resolution,
including litigation proceedingsand for otherpurposesasdictated by the
marketplace.

The purpose of these standardsisto provide clearguidance to

CPAsforthe development and reporting of an engagement to provide a
valuation of a business, an interest in a businessor an intangible asset.
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Section 1. General Standards

Section 1.1 Purpose

The purpose of this document is to establish standards and to provide
guidance to valuation analysts (as defined in Section 1.4.3) in the
performance of an engagement to develop and report on the valuation
of a business, an interest in a businessor an intangible asset.

Section 1.2 Applicability

Section 1.2.1 Service

These standardsapply when the valuation analyst, asdefined in
Section 1.4.3, provides servicesin valuing a business, an interest in a
business, oran intangible asset. Thistype of service isreferred to asa
valuation engagement (defined in Section 1.4.1). The standardsfor
valuation servicesare to be followed by CPAsand non-CPAs
working in CPA firms. Depending on the purpose of the valuation,
there may be other standardsthat the valuation analyst must
follow, e.g. USPAP. Adherence to the standardsof otherregulatory
bodieswould be in addition to, not a substitute for, adherence to
these standards.

Section 1.2.2 Intangible Asset Valuations

While these standardsapply to all valuations, including those of
intangible assets, there might be particular sectionsof these
standardsthat are not directly relevant to the valuation of an
intangible asset. ltisintended that in the valuation of an intangible
asset, the valuation analyst should use judgment in applying the
requirementsof these standardsto the engagement, modify
proceduresaccordingly and determine whetheran analysissmilar
to whatiscalled forin a businessinterest valuation isapplicable.

In reporting on a valuation of an intangible asset, the valuation
analyst should make allthe necessary disclosuresrequired in the
valuation of a businessinterest, adhering to the requirements of
Section 3 of these standards, and inform the readerwhere a
particulardisclosure or Sandard hasbeen modified to conform to
the intangible asset valuation.
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Section 1.2.3 Conflicts of Interest

These standardsapply to valuation engagementswhere there are
no undisclosed conflictsof interest between the valuation analyst
and the client. CPAsare bound by the Code of Professional
Conductin (ETSection 102.02).

Valuation analystsare not precluded from conducting valuation
engagementsif there isa known conflict of interest. The only type
of valuation engagement that requiresa valuation analyst to be
free of known conflictsof interestisa Comprehensive Valuation
Analysis (Section 2.1.2). If there are known conflictsof interest, the
only type of engagement the valuation analyst can perform isan
Other Than Comprehensive Valuation Analysis (Section 2.1.3), and
they must disclose the conflictsof interest in the Conclusion (Section
3.4.12) and the Certification and Sgnature of the Valuation Analyst
(Section 3.4.14) pursuant to these standardsand pursuant to Rule
102 of the Code of Professional Conduct.

Section 1.3 Efective Date
These standardsapply to valuation engagementswherein the valuation
analystisengaged on or after April 30, 2003.

Section 1.4 Definitions
For the purpose of these standards, the following terms have been
defined:

Section 1.4.1 Valuation Engagement

A Valuation Engagementisan engagement in which the valuation
analyst, formsa conclusion on the valuation of a business, an
interest in a businessorintangible asset, and such conclusion leads
to the issuance (whetheroral or written) of a valuation report. For
purposesof these standards, valuation engagementscan take one
of two forms; a Comprehensive Valuation Analysis (Section 2.1.2) or
an Other Than Comprehensive Valuation Analysis (Section 2.1.3).

Section 1.4.2 Valuation Report

A Valuation Reportisany written or oral communication containing
a valuation conclusion on a business, an interest in a businessoran
intangible asset that isissued asa result of a valuation engagement.
The reporting requirementsfor Comprehensive Valuation Reports
are stated in Section 3.4 and the reporting requirementsfor other
valuation reportsare stated in Sections 3.5 through 3.7. See Table 1
at the end of Section 3 forguidance on the reportsrequired by
valuation engagement.
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Section 1.4.3 Valuation Analyst

A Valuation Analystisa CPA ornon-CPA employee of a firm of
Certified Public Accountantsthat performsa valuation
engagement in hisshercapacity asan employee of the firm.

Section 1.4.4 Interational Glossary of Business Valuation Terms

The glossary of businessvaluation termsdeveloped through the joint
effortsof the AICPA, the American Society of Appraisers, and the
Canadian Institute of Chartered Business Valuators, the National
Association of Certified Valuation Analysts, and the Institute of
Business Appraisers. The International Glossary isattached in
Appendix I. The definitionsfrom the International Glossary of
Business Valuation Termsare adopted herein asofficial definitions
forthese standards.

Section 1.5 Jurisdictional Exception

Any part of these standards that conflict with the law or public policy of
any jurisdiction, shall be void and have no force or effect in that
jurisdiction. Other parts of the same standard or other standards that do
not conflict with the law or public policy of any jurisdiction will continue
with full force and effect.

Section 1.6 Record Keeping

It isrecommended that the valuation analyst retain the workpaper file for
a minimum period of seven years after preparation or a minimum of two
years after final disposition of any judicial proceeding in which the
valuation was used, whichever is later, or whatever longer period is
determined by the valuation analyst to be appropriate.

Section 1.7 General Principles Relating to a Valuation Engagement

The valuation analyst must perform a valuation engagement in
accordance with Sections 102 and 201 of the AICPA Code of Professional
Conduct. Section 102 requires that in the performance of any
professional service, the valuation analyst shall maintain objectivity and
integrity, shall be free of undisclosed conflicts of interest, and shall not
knowingly misrepresent facts or subordinate his’her judgment to others.
Refer to Section 1.2.3 in cases of known conflicts of interest. Section 201
requires that the valuation analyst perform a service with competence,
due professional care, have proper planning and supervision and gather
sufficient relevant data.
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Section 1.8 Engagement Compensation

When performing a valuation engagement, the valuation analyst must
not contract for or accept a contingent fee, which for purposes of these
standards, isdefined asan arrangement whereby no fee (or higher fee) is
charged unless a predetermined or specified finding or result is attained,
or where the amount of the fee isotherwise contingent on the findings or
results of the engagement.

Section 1.9 Terms of the Engagement

Section 1.9.1 Understanding with the Client

The valuation analyst should establish with the client a written ororal
understanding about the responsibilitiesof the partiesand the
nature, scope, and limitationsof servicesto be performed, and
modify the understanding if circumstancesrequire significant
changesduring the engagement. ltisrecommended that this
understanding be written and signed by the client.

Section 1.9.2 Communication with the Client

In performance of a valuation engagement, the valuation analyst
should inform the client of known conflictsof interest which may
occurpursuant to interpretationsof Rule 102 of the AICPA Code of
Professional Conduct; significant reservationsconcerning the scope
of the engagement; and significant engagement findingsor events.
Thiscommunication can be oral or written, however written
communication isencouraged.

Section 1.10 Use of An Expert

When neither the valuation analyst noranyone within the valuation
analyst’sfirm hasthe expertise to perform a specific part of the valuation
engagement and that specific partisnot expected to be within the
customary competence level of a valuation analyst, the valuation analyst
should seek technical advice from expertswho do have the expertise
needed to help complete that specific part of the engagement.

Section 1.11 Financial Information Used in Performing the Valuation

Section 1.11.1 Anancial Statements Utilized

If in the course of performing a valuation engagement, the
valuation analyst utilizesand/or analyzesfinancial statementsthat
have been reported on in the manner of an attest function by the
valuation analyst, the valuation analyst’'sown firm, oranother
accountant oraccounting firm, then the valuation analyst shall:

September 27, 2002 10 Proprietary



Draft-Satement on Sandardsfor Valuation ServicesNo. 1

a) Identify in the written report and to the extent feasble in an oral
report the financial statementsutilized oranalyzed (Section 3.4.7),
b) the auditororaccountant performing the attest function
(Section 3.4.3),

c) the type of report issued by the auditororaccountant
responsible for the financial statements (Section 3.4.3),

d) any relationship the valuation analyst hasto the accountant
oraccounting firm performing the attest function (Section 3.4.3),
which may raise questionsasto objectivity or conflicts of interest.

Section 1.11.2 Prospective Financial Information

Where the valuation analyst does not take a material part in the
preparation of progpective financial information, but instead utilizes
such information provided by management, then the valuation
analyst should consider obtaining a representation letter from
management taking responsbility for the information outlined in
section 2.9 and 2.10 of these standards.

Generally, the AICPA Satement on Sandards for Accountants
Services on Prospective Hnancial Information, AT 301, entitled
Financial Forecasts and Projections, does not apply to litigation
services, which are defined as “engagementsinvolving pending or
potential formal legal proceedings before a ‘trier of fact’ in
connection with the resolution of a dispute between two or more
parties, for example, in circumstances where a practitioner acts as
an expert witness” (AT 301.05), therefore any forecasted income or
cash flow statements prepared solely for the purpose of a business
valuation is exempt from the AICPA Reporting Sandards for
Prospective Financial Information (Section 2.9).
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Section 2. Performance Standards and Procedures for a Comprehensive
Valuation Analysis

Section 2.1 Applicability

Section 2.1.1 Valuation Analyst

The valuation servicesperformance standards that follow are to
be followed by CPAsand non-CPAsworking in CPA firms. Providers
of businessvaluation servicesare referred to asvaluation analysts.

Section 2.1.2 Comprehensive Valuation Analysis

The performance standardsthat follow apply solely to a
Comprehensive Valuation Analysis. In order for the valuation
analystto be in conformance with these standardsthe valuation
analyst must so state in either the Valuation Summary (Section
3.4.1)orthe Conclusion(Section 3.4.12) orboth-, e.g., Thisvaluation
analysishasbeen prepared in conformity with the AICPA Sandards
for Valuation Services fora Comprehensive Valuation Analyss. For
purposesof these standards, minorscope limitationswill not prohibit
the performance of a Comprehensive Valuation Analysis, but
known conflictsof interest will (Section 1.2.3). The Comprehensive
Valuation Analysiscan be reported onin a Comprehensive
Valuation Report (Section 3.4)or any otherreport format (Sections
3.5 through 3.7). See Table 1 at the end of Section 3 forguidance
on the reportsrequired by valuation engagement.

Section 2.1.3 Other Than Comprehensive Valuation Analysis

Valuation analystsoften prepare valuationsthat are not
Comprehensive Valuation Analyses. There isno prohibition against
performing and presenting something otherthan what isrequired
here fora Comprehensive Valuation Analysis. In instanceswhere
there are scope limitationsor conflictsof interest (asdefined in
Section 1.2.3), a valuation analyssmay be performed, however it
must be distinguished from the Comprehensive Valuation Analysis.
If, forany reason, a valuation engagementisperformed that does
not meet the criteria fora Comprehensive Valuation Analysis, the
valuation analyst must state in eitherthe Summary orthe
Conclusion orboth that the analysisisnot in conformance with
these standards, e.g., Thisvaluation analysishasnot been prepared
in conformity with the AICPA Sandardsfor Valuation Servicesfora
Comprehensive Valuation Analyss. The Other Than Comprehensive
Valuation Analysiscan be reported in an Other Than
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Comprehensive Valuation Report format (Section 3.5) orother
format (3.6 and 3.7). See Table 1 at the end of Section 3 for
guidance on the reportsrequired by valuation engagement.

Section 2.2 Use, Purpose and Scope

The valuation analyst should identify the client, the subject entity, the
intended users, the purpose and the intended use of the valuation. The
valuation analyst should also identify pertinent issues, the scope of work
and required service to prepare the research and analysisto produce a
credible, competent valuation. The valuation analyst must report the Use,
Purpose and Scope of the engagement pursuant to Section 3.4.1 of these
standards.

Section 2.3 Due Diligence

The valuation analyst must be competent, exercise due professional care
and perform the properlevelsof due diligence and information collection
given the criteria of the engagement and the scope of the service. The
valuation analyst should not be negligent orcommit substantial errorsora
seriesof smaller errorsthat adversely affect the credibility of the valuation.
The valuation analyst must not intentionally omit any methodsordata that
could impact the result. The valuation analyst should not be influenced
by the client’'sneeds, objectivesorintended use and must prepare the
valuation in an objective and unbiased manner.

Section 2.4 Standard of Value
The standard of value must be properly understood, defined and applied.
The five standardsof value are:

Fair market value,

Fairvalue —state actions,

Fair value —financial reporting,

Investment value, and

Intrinsic value.

(See International Glossary (“IG”) in Appendix | for definitions of fair market
value, fairvalue —state actions, investment value and intrinsic value. See
Satement of Anancial Accounting Sandards (SFAS 141 and 142 fora
definition of fair value —financial reporting. The valuation analyst must
report the Sandard of Value of the engagement pursuant to Section 3.4.2
of these standards.

Section 2.5 Premise of Value
The valuation analyst must ascertain the appropriate premise of value,
including (See the Intermational Glossary in Appendix I):
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A. Going concermn
B. Liquidation
1 Orderly; and
2 Forced.

The valuation analyst, where appropriate, should ascertain whether
liguidation value isa betterindication of value than going concern in the
context of valuing a minority or controlling interest. If liquidation value is
relied upon, the valuation analyst should consideran appraisal of real
estate and personal property, and, if necessary, have it prepared by
competent third party appraisers, or other expertsasoutlined in Section
1.10. The valuation analyst must report Premise of Value of the
engagement pursuant to Section 3.4.2 of these standards.

Section 2.6 Valuation Approaches

In performing the valuation engagement, the valuation analyst must
determine the appropriate business valuation approaches to be
employed. The valuation analyst should consider the income, asset-
based orcost and market approaches(See Section 2.23).

Section 2.7 Key Parametersand Assumptions
The valuation analyst must consider key business valuation parameters
and assumptionsincluding, but not limited to, the following:
normalizing adjustments,
risk,
profit margins,
capitalization rates,
growth rates,
ownership percentage and how otherstockisheld,
discount rates,
income taxissues,
discounts and premia including, but not Ilimited to,
marketability and control,
non-operating assets,
valuation multiples,
earningscapacity,
) dividend paying capacity,
book value, and
stability of earnings.

)
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Section 2.8 Sufficient Evidence

Qufficient evidence must be gathered by such means as ingpection,
inquiry, computation and analysis to ensure that the business valuation
conclusion and the report are properly supported. Any information that
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would materially affect the results should be identified and analyzed.
When determining the extent of evidence necessary to support the
busness valuation conclusion, the valuation analyst must exercise
professional judgment, considering both the nature of the busness
valuation and the use of the analysisand/orreport.

Section 2.9 Prospective Financial Information

The valuation analyst must carry out sufficient inquiries or examinations to
establish reasonable grounds for believing that any prospective financial
information such as cash flow/eamings projections/forecasts and
unaudited cash flow/eamings figures that are used in the valuation
engagement have been prepared on a reasonable and unbiased basis.
In this context, it isimportant that those producing such information have
used methods of analysisand presentations previously used in presenting
the operating results of the business, and have not used new systems or
approaches that favor their own objectives. If there are material
variationsin method or presentation the valuation analyst must adjust for
them or comment on them in the valuation conclusion (Section 3.4.12),
and any attachmentsor scheduleswithin the report (Section 3.4.13). If the
forecast and the forecast assumptionsare prepared by the subject entity,
the valuation analyst should so state in the valuation report, pursuant to
Section 3.4.7 of these standards. If the valuation analyst hasprepared the
forecast and the forecast assumptions, the valuation analyst must identify
the assumptionsin Section 3.4.3 or Section 3.4.13. A forecasted cash flow
or earnings statement, prepared solely for purposes of a busness
valuation is exempt from the AICPA Reporting Standards for Prospective
Fnancial Information.

Section 2.10 Representation Letter
The valuation analyst should consider obtaining a representation letter
from the engaging or appointing party and, if possble, a management
representation letter from management or other representatives of the
underlying business. Representation letters may include a general
representation that the author of the representation letter:
(a)hasreviewed a draft copy of the analysisand/orreport, and
(b)does not have any information or knowledge that would
reasonably be expected to materially impact the busness
valuation conclusion in the report.

Representation letters should include representations as to the
reasonableness of any cash flow or earnings projectiongforecasts
provided to the valuation analyst and the consistency of preparation of
any unaudited financial resultsprovided to the valuation analyst.
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Section 2.11 Documentation
The valuation analyst must document matters, which are important in
providing evidence to:

(a) support the businessvaluation conclusion;

(b) justify decisonsmade in the conduct of the engagement;

and
(c) demonstrate that the engagement was carried out in
accordance with the Sandardsfor Valuation Servicesof the AICPA

Documentation should be retained pursuant to Section 1.6 of these
standards.

Section 2.12 Minority, Majority and Control Issues
The valuation analyst should ascertain whetherthe interest being valued is
a minority interest, majority interest, 50/ 50 interest, controlling interest, or
strategic/synergistic interest. The valuation analyst should also analyze the
different percentage interestsof otherownersand assessthe potential
impact on value. All attributesof majority or control, or the lack thereof,
should be analyzed including, but not limited to the rightsand benefitsof
ownership. The interest to be valued may not be equalto a proportionate
percentage of the value of the businessasa whole. The valuation analyst
should consider anything that may affect minority, majority or control
issues, including, but not limited to:

- laws,

- agreementsand contracts,

- possible strategic or synergistic value,

- otherrelevant factors,

- lack of control discounts, and

- veto power.

Section 2.13 Other Discounts
The valuation analyst should consider all relevant discounts including, but
not limited to:
» Blockage discount,
= Key person/thin management discount,
» Trapped in Capital Gainsdiscount,
= Portfolio discount,
» Transferability Restriction discount
= lackofvoting rightsdiscount,
» lack of marketability discount,
= Market absorption discount, and
= Assignee interests.
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Section 2.14 Analysis and Understanding of the Business Interest Being
Valued
The analysisand understanding of the businessinterest being valued
should include the subject entity’sbusiness activities, its history and nature
and all factorsinfluencing value including but not limited to:

- past results,

- current performance,

- future prospects (if available),

- pastoranticipated salesof businessownership interests,

and

- economic and financialimpact of intangible assets.
The valuation analyst must report the Analysis and Understanding of the
Business Interest Being Valued pursuant to Section 3.4.4 of these standards.

Section 2.15 Analysis and Understanding of Economic, Industry and Other
Relevant Data

The analysis should include an understanding of the economic context
and industry outlook bearing on the businessinterest being valued, taking
account of the past and present, aswell asthe foreseeable future, where
possble. Thisshould include, but isnot limited to, local and regional data
aswellasnational or, where relevant, international data.

(i) Economic  Assumptions: Analyss of key economic
assumptions used by the valuation analyst as inputs into the
business valuation (such as [but not limited to] GDP growth,
inflation, interest ratesand exchange rates).

(if) Industry Satistics: Analyses of industry factors (such as [but
not limited to] size, characteristics, structure, growth prospects
and regulatory environment), the businesss position in the
industry, market position, and sectorand market sharesetc.

(iii) Other Relevant Data Changesin financial and investment
theory, tax law, relevant court cases and governmental and
regulatory issues.

The valuation analyst must report the Analysis and Understanding of the
Economic, Industry and other Relevant Data pursuant to Section 3.4.5 of
these standards.

Section 2.16 Classes of stock and their rights
There should be a full understanding of the classes of shares and rights
attached thereto. Detailsof any shareholders orpartnership language or
agreements, voting trust agreements, buy/sell agreements, restrictions, or
other contractual obligations affecting the shareholders should be
understood and considered in the valuation.
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Section 2.17 Valuation Date

The valuation date isthe specific date at which the valuation analyst isto
establish the value of the business interest. In performing the valuation,
the valuation analyst considers circumstances at the valuation date and
events occurring up to the valuation date. Events that occur after the
valuation date should not normally be taken into account in supporting
the business valuation conclusion unless they were known, knowable or
foreseeable.

In some engagementsthe valuation analyst may be asked to establish
the value of a businessinterest at a specific past date. Thisvaluation date
willgenerally be the date at which a specific past event, such asa
change in ownership of the businessinterest occurred.

In otherengagementsthe valuation analyst may be asked to determine a
value in orderto advise on a potential future transaction. In thislatter
case,itis possble that the valuation date and the “date of the report”
will coincide.

Section 2.18 Scope of Work

Scope should be supportable and consistent with expectationsof
participantsand peersin the market for similar servicesand in compliance
with these valuation standards.

Section 2.19 Restrictions on the Scope of Work

Where the valuation analyst has been limited in the scope of analysis or
where information provided to the valuation analyst was incomplete,
disclosure must be made of the limitation, the reasons given and, where
possible, the potential impact on the busness valuation conclusion.
Decisons to include relevant information or procedures must be
supportable. The conditions of the assignment should not limit the extent
of the research analysis such that the results are not credible for the
intended use.

Section 2.20 Extraordinary and Hypothetical Assumptions

The valuation analyst must have a reasonable basis for all extraordinary
and hypothetical assumptions, use such assumptionsin a credible manner
and must fully disclose their use and the affect on the results. These
assumptions may be required for legal purposes or for comparison
purposes. The valuation analyst must report the Extraordinary and
Hypothetical Assumptions pursuant to Section 3.4.3 or Section 3.4.13 or
otherrelevant reporting requirement of these standards.
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Section 2.21 Anancial Information

Where appropriate, the analysis should include the most current (asclose
as possble to the valuation date) statement of financial position,
statement of financial perfformance and statement of cash flows or a
summary thereof. The earings, cash flow or economic benefit stream to
be capitalized should be consistent with the discount/capitalization rate
or valuation multiple selected. Asdescribed in the reporting section of this
standard, the report should identify the financial information used in
preparing the valuation, the level of assurance in the auditors or
accountants report on the financial information and the name of the
auditors or accountants rendering the assurance. The valuation analyst
must report the FAnancial information pursuant to Section 3.4.3, Section
3.4.7 and Section 3.4.13 of these standards.

Section 2.22 Fundamental Anancial Information
The analysis should consder, where applicable, the following
fundamental financial information.

(a) Historical Financial Information:

(i) Annual Fnancial Information: if available, comparative
summariesfora relevant period, usually three to five years,
of:

- statements of income or statements of financial
performance (setting out at a minimum: revenues,
gross profit, major expense items, depreciation and
amortization, operating profit or eamings before
interest and taxes, interest/financing expenses,
eamings before income taxes, income taxes and net
income),

- balance sheet or statement of financial position
(setting out at least: cash and marketable securities,
other current assets, fixed assets including
accumulated depreciation, intangible assets, short-
term debt, current portion of long-term debt, other
current liabilities, long-term debt, deferred taxes,
preferred equity and common equity),

- keyfinancial statement ratiosand statistics, and
key operational statistics such as those commonly
provided in annual reports for public companiesin the
relevant industries;

(i) Interim Fnancial Information: comparative summaries

on as smilar a basis as possble to that set out in (i)
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above of operating resultsand the financial position for
and asat the end of the most recent interim period for
which information is available. This information should
be provided on a comparative bass to the same
interim period forthe prioryear.

(b) Future-oriented Fnancial Information: future-oriented financial
information including, but not limited to budgetsand
forecastgprojections. If the valuation analyst hasnot used such
information in preparing the report a statement to thiseffect and
the valuation analyst’'sreasonsfor not including such information
should be included in the report.

(i) Budget: a summary of the management-prepared budget
forthe current year, to the extent such information is
available, on assimilara basisaspossible to that set out in
(a)(i) above; and

(i) Forecast/Projection: a summary of the financial forecasts
orprojectionsused by the valuation analyst to the extent
such information isavailable, on assmilara basisaspossble
to that set outin (a)(i) above. Majordifferencesfrom
assumptionsused by managementin preparing itsforecasts
or projectionsshould be identified and discussed.

Section 2.23 Business Valuation Methodsand Analyses

Once a businessvaluation approach hasbeen determined, the valuation
analyst must select the appropriate business valuation methodology and
applicationsto be employed. The valuation analyst should be aware of
all traditional methods and understand their application and use. They
may exclude inappropriate or inapplicable methods and approaches,
based on the particularengagement situation.

If new or unusual methods or applications are employed the valuation
analyst must disclose assuch and explain the relevance and usage of the
method. The valuation analyst must report the Business Valuation
Methodsand Analysespursuant to Section 3.4.8 and Section 3.4.9 of these
standards.

The three most commonly used approachesare the Income, Asset-based

or Cost and Market approaches. The Cost Method isa subset of the Asset
Approach used most often in valuing certain tangible and intangible
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assets. These methods should be considered by the valuation analyst in
preparing the valuation:

Section 2.23.1 Income Approach

Section 2.23.1 (a) Capitalized Eamings/ Cash How Method

(i)

(ii)

(i)

September 27, 2002

Unadjusted Earming/Cash How: analyze the reported
historical and future-oriented earnings/cash flow for
each of the yearsreviewed

Normalization Adjustments: analyze and compute all
significant normalization adjustments, on an annual or
interim basis. Normalization adjustments include those
related to GAAP and, where applicable, control issues,
and may include, but are not limited to:

non-recurring revenue and expense items (such as
start-up costs),

restructuring chargesor special revenues,
eamings/lossesfrom discontinued operations,
adjustments related to changing interest rates or
exchange rates,

expenses that are not expected to continue in the
future or, conversely, that would be required in the
future, and

adjustments relating to redundant assets that the
valuation analyst considered separately;
Ownercompensation and perquisites

Tax Calculations: income tax calculations including,
but not limited to:

the determination of the tax rate applied to the
business,

the impact of tax creditsand otherdeductions, and
the calculation of tax shield where appropriate;

Capital Sructure and Fnancing Costs: percent of debt
and equity in capital structure, interest expense and
other financing costs, including, but not limited to, the
calculation thereof (such asrates and amounts) if not
actual reported amounts;

Sustaining Capital Reinvestments: sustaining capital

reinvestment and the valuation analyst’'s underlying
support calculationsand rationale;
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Non-Cash How ltems: significant non-cash flow items
such as depreciation, amortization, depletion and
deferred taxes;

Discount Rates, Multiples and Capitalization Rates:
Where relevant the following should be considered:

all relevant qualitative judgments used to calculate
discounts rates, multiples and capitalization rates
including, but not limited to, risksand growth rates.

calculations and rationale underlying the discount and
capitalization rates selected by the valuation analyst
including, but not limited to, risksand growth rates,

Where market trading or comparable transaction
statistics are used, those busnesses or transactions
consdered most relevant by the valuation analyst
should be sgpecifically identified and information
supporting their comparability should be considered
(such as their financial size, profitability relative growth
prospects, financial leverage and nature of
operations),

If the Capital Asset Pricing Model is used, the analysis
should include the risk-free rate, market risk premium,
small company risk premium, specific company risk,
beta, growth rates and debt equity structure assumed
aswell as market benchmark rates of return, betas of
industry and/or guideline businesses and debt equity
ratios of industry and/or guideline busnesses the
valuation analyst considered in arriving at the inputs
used in the businessvaluation;

If the Build Up method is used, the analysis should
include the risk-free rate, market risk premium, small
company risk premium, specific company risk, growth
rates and debt equity structure assumed as well as
market benchmark rates of return, and debt equity
ratios of industry and/or guideline busnesses the
valuation analyst considered in arriving at the inputs
used in the businessvaluation;
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(viii) Sustainable Eamings/Cash How: calculations used by
the wvaluation analyst in determining sustainable
eamings/cash flow to be capitalized and the rationale
supporting the calculations; and

(ix)  Summary Calculations: a summary of the overall
business valuation calculationsthat setsout at least the
sustainable earnings/cash flow to be capitalized,
capitalization rates, capitalized values, the tax shield
where appropriate, the addition of redundant asset
value where applicable and the value result.

Section 2.23. 1(b) Discounted Cash How Method

When the discounted cash flow method isused, the valuation
analyst should consider the relevant factors from the section
on the capitalized earnings/cash flow method. In addition
they should consder the following busness valuation
calculation information:

(i) Forecast/Projection Assumptions: key financial
assumptions (such assalesgrowth rates, major expense
reductions/growth, interest rates, tax rates and
depreciation rates) and supporing rational. Major
differences from assumptions used by management in
preparing itsforecast or projection should be identified
and reconciled;

(i) Forecast/Projected Cash Hows: foreach forecast year,

the following information, asapplicable:

- revenues,

- operating profit,

- interest expense,

- depreciation, amortization and depletion,

- currentincome taxes,

- capital expenditure (reinvestment and , separately,
expansionary),

- changesin working capital,

- cash flow,

- additional borrowingsand/or otherfinancing,

- loan repayments, if discounting leveraged cash flows,
and

- lease payments, if discounting leveraged cash flows;
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(i)

(iv)

Terminal/Residual Value: the rationale for
determination of the terminal/resdual value along with
all relevant calculations and significant assumptions. If
alternative methods were considered to be relevant,
their calculations should be explained and the results
compared. Where capitalization of earnings or cash
flow is used, the amount to be capitalized should be
separately disclosed in the forecast, and the rationale
and underlying empirical support for the capitalization
rate (including the assumed growth rate) should be
disclosed asdescribed above;

Sensitivity Analysiss  a summary of the effect on
discounted cash flow results from varying key
assumptions (such as the discount rate, commodity
pricing and/or majoroperating assumptions); and

Summary Calculations: a summary of the overall
business valuation calculations showing the discount
rate(s), net present value of cash flowsdiscounted, net
present value of the terminal value and the value of
redundant assetswhere applicable.

Section 2.23.2 Asset-Based or Cost Approach

When asset-based methods are used, the analysis should include
the following information:

(i)

(ii)

September 27, 2002

Value of Assets and Liabilities: the value for each
significant asset and liability (tangible, intangible and
off-balance sheet) whether individual or aggregated
togetherwith comparisonsto theirnet book values;
Liuidation Costs: If relevant, all significant liquidation
costsand all relevant assumptionsand supporting data
(such as selling or auction commissions, legal fees,
administrative costs and operating losses, severance
and holiday pay, tax costs of realization of assets, tax
costs to the business of distribution of net assets to
shareholdersand time value of money);
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Section 2.23.3 The Market Approach

Where available the analysis should include empirical evidence
underlying and supporting key financial assumptions, judgments,
and calculations, such as:

(i)

Market Satistics: analysis of market trading statistics for
guideline public companies and guideline transactions
the valuation analyst considered to be relevant and
that were used in arriving at the business valuation
conclusion. Where market trading statistics are used,
the analysisshould include at least the following:
Reasonable qualitative and quantitative comparison
including, but not limited to, ratio analyss and
similarities in industry or markets, products, growth or
otherrelevant factors.

Verifiable data.

Arm’slength transactionsand prices.

date(s) of the actual market data,

the particular valuation multiplesused such asinvested
capital to earnings before interest, taxes, depreciation
and amortization, price to earnings, price to revenue,
etc.

proper adjustments are made to guideline companies
and the subject company for comparative financial
ratiosand valuation multiples.

consistent time periods used and applied for valuation
multiple and income orcash flow parameter.

Section 2.23.4 Redundant, Non-Operating or Excess Assets

Each significant redundant asset should be separately identified
with the rational in support of itsidentification. The financial impact,
if any, on historical and projected income and cash flow statements
should be analyzed. Asrelevant and applicable, the following type
of information supporting the calculation of value should be

consdered:
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appraisal values, appraisal dates, and names of
appraisers,

estimated costsof digposal, if any,

tax calculations (such as tax rates, capital gains and
tax shield),

interest rates, and
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- financial ratios (such as current ratio and debt equity
ratios) used to determine excess working capital or
assets.

Section 2.23.5 Other Methods

Where other business valuation methodologies are used, the
valuation analyst should set out the rational for using the
methodologies and should include supporting empirical evidence
and explanations of the use of other methods. If rules of thumb
and/or industry benchmark valuation indicators are used they must
be fully explained including, but not limited to, the source, how they
were applied and the level of reliance. Rules of thumb are often
used in conjunction with other methods instead of standalone
indications of value.

Section 2.24 Business Valuation Conclusion

The business valuation ranges developed by the different methodologies
used should be compared and correlated. The valuation analyst may
choose to arrive at the overall concluson of value based on a single
business valuation method, or some synthesis of the valuation conclusions
determined under different methodologies. A value conclusion is the
result of a valuation analyst’s judgment and may not necessarily be the
result of a mathematical calculation or averaging. The valuation analyst
should consider the quality and quantity of data to assessthe reliability of
the various values; reconcile the results of different methodologies and
discussthe reasoning in support of the final businessvaluation conclusion.

The weight afforded different methods may be qualitative or quantitative.

In each situation there should be an appropriate explanation of the
selection of methods, the rational used, and the general level of reliance.
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Section 3. Reporting Standards

Section 3.1 Purpose

The purpose of thissection isto establish standardsforreporting the results
of an engagement to value a business, an interest in a businessoran
intangible asset. Reportsmay be oral orwritten depending upon the
engagement.

Allreportsshould be presented in a clear style with logical organization of
the information that supportsthe valuation conclusion. Any and all
limitationson the scope of the analysisshould be fully presented pursuant
to these standards.

Section 3.2 Applicability
Thissection appliesin allcircumstanceswherein a valuation analyst(s) is
engaged forthe purposesdescribed in Section 2.1 of these standards.

Section 3.3 Classifications of Valuation Reports

There are two classficationsof reportspermitted underthese standards:
the Comprehensive Valuation Report(described in Sections 3.4) and the
Other Than Comprehensive Valuation Report (described in Sections 3.5
through 3.7). See Table 1 at the end of Section 3 forguidance on the
reportsrequired by valuation engagement.

The objective of a businessvaluation report isto unambiguously answer
the following questions:

a. What service wasthe valuation analyst(s) engaged to
perform?

b. What Sandard of Value wasapplicable?

c. What information did the valuation analyst(s) use to form
the opinion of value?

d. What proceduresdid the valuation analyst(s) perform?

e. What assumptionsand limiting conditionswere
applicable?

f. What conclusion of value wasreached?

Section 3.4 Comprehensive Valuation Report

The Comprehensive Valuation Reportisappropriate when the valuation
analyst(s) hasbeen engaged to provide a Comprehensive Valuation
Analysisof a business, an interest in a businessor an intangible asset. A
Comprehensive Valuation Analysis (described in Section 2.1.2) may be
reported by a Comprehensive Valuation Report orby an Other Than
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Comprehensive Valuation Report (Section 3.5). See Table 1 at the end of
Section 3 forguidance on the reportsrequired by valuation engagement.

The Comprehensive Valuation Report willprovide knowledgeable parties
with enough information to properly convey the valuation analyst’s
determination of value and will also contain all of the information
necessary to enable another qualified valuation analyst(s) to fully
understand and replicate the valuation work done by the original
valuation analyst(s). The report must also contain the following language
in the Valuation Summary, the Conclusion orthe Certification: This
valuation analysishasbeen prepared in conformity with the AICPA
Sandardsfor Valuation Servicesfora Comprehensive Valuation Analysis.

Each Comprehensive Valuation Report should contain the following
report sections. Thislisting of sectionsmay be added to ordeleted from as
the engagement circumstancesdictate. In orderto be considered a
“Comprehensive Valuation Report”, the essence of these sectionsshould
be included. The order of presentation of these reporting elementsmay
vary due to the nature of the engagement or the preference of the
valuation analyst(s). The information required in a Comprehensive
Valuation Report may be included eitherin the body of the report orin
the appendices. A logical progression of ideasand information isa
necessity.

3.4.1 Valuation Summary
3.4.2 Introduction

3.4.3 Sourcesof Information

3.4.4 Analysis of the Entity

3.4.5 Analysisof Economic Conditions
3.4.6 Analysis of Industry Conditions
3.4.7 Fnancial Satement Analysis

3.4.8 Valuation Approachesand MethodsConsidered
3.4.9 Valuation Approachesand Methods Used

3.4.10 Consderation of Applicable Discountsor Premiums
3.4.11 Non Operating and Excess Assets (if any)

3.4.12 Conclusion

3.413 Appendices

3.4.14  Certification and Sgnature of Valuation Analyst (s)

Section 3.4.1 Valuation Summary

The valuation summary should be a brief overview of the significant
elementsof the valuation. It may contain, among otherinformation,
in summary form:
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. The identity of the client,

. The intended use orpurpose of the valuation,

c. The intended usersof the valuation (if known) and any
restrictionson such use,

d. The identity of the subject entity orintangible asset being
valued,

e. The ownership interest being valued and whether or not
the interest being valued hascontrol characteristics,

f. The applicable premise of value,

g. The applicable standard of value,

h

.

-

O o

. The valuation date,
The date of the report,
The valuation conclusion.

Section 3.4.2 Introduction

The Introduction section should contain sufficient detail to introduce
the nature of the valuation engagement, it will contain more detalil
than the brief summary described above. The introduction section
may contain among otherinformation:

a. The identity of the client,

b. The intended use orpurpose of the valuation,

c. The intended usersof the valuation (if known),

d. The identity of the entity orintangible asset being valued,

e. The ownership interest being valued and whether ornot
the interest being valued hascontrol characteristics,

f. The applicable premise of value,

g. The applicable standard of value,

h. Any otherintroductory information the valuation analyst(s)

deemsuseful to enable the readerto understand the work
performed,
I. Restrictionson use of the report.

Section 3.4.3 Sources of Information

Thissection of the report should identify the major sourcesand types
of information given to and developed by the valuation analyst(s)
in the course of the valuation analyst(s)’swork. It may contain
among otherinformation:

a. Forbusnessinterests, a statement asto whether ornot the
faciltieswere visited,

b. The identification of the personsinterviewed, at least by
their title and relation to the subject entity,
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c. The financial statementsanalyzed and the type of report
issued by the auditor oraccountant, aswell asthe identity
of the auditororaccountant performing the attest
function and any relation to the valuation analyst,

d. The taxinformation analyzed,

e. Industry data analyzed,

f. Market data analyzed,

g. Economic data analyzed,

h. Professional referencesanalyzed,

i. Othersourcesof empirical information,

j. Otherentity documentsanalyzed.

Commentary:

A visit to the facilities or operating location of the entity is
often a beneficial part of the valuation procedures
performed either by the valuation analyst(s) or a person
assisting in the valuation work.

Section 3.4.4 Analysis of the Entity

The analysisof the entity section should contain information about
the subject entity. The section may contain (but not be limited to)
among otherinformation:

A description of the subject entity,

Entity history and background information,

Description of the entity’sfacilities,

Ownership information history and current capital

structure,

. Description of the organization structure,
Description of the management team (may include
officers, directorsand key employeesasappropriate),

g. Description of the entity’sproducts,

h. Description of the geographic markets,

i

J
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Description of the industry markets,
Description of key customersand key suppliers,

k. Description of the competition,

|. Description of the businessrisksfaced by the subject entity
(an example might be a limited number of customersora
limited number of suppliersor otherrisksfaced by the
entity),

m. Description of any stockholder, employee orother
agreementsthat might impact the valuation.
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Section 3.4.5 Analysis of Economic Conditions

The analysisof economic conditionsshould contain information
about economic conditionsin the regionsin which the entity
operateswith particular attention to those factorsthat distinguish
the subject entity from the rest of the economy and from specific
industry risk factors. The emphasisin the economic analysisshould
be on those factorsthat impact value. It may contain among other
information :

Global economic conditions,

United Satesorothernation’seconomic conditions,
Sate orregional economic information,

City orcommunity economic information,

The outlook forthe regionsin which the entity operates,
The impact of economic conditionsin specific industries
that will have influence on the subject entity,

g. A summary of the overalleconomic risk and itsimpact on
the interest or asset being valued,

A O © N @ N © I o)

Section 3.4.6 Analysis of Industry Conditions

The analysisof industry conditions should contain information
regarding the industry orindustriesin which the subject entity
operates. It may contain among otherinformation:

I[dentity of the applicable industries,

Description of the applicable industries,

Information regarding suppliersand sourcesof supply,
Information regarding applicable government regulation,
. Industry risksthat impact the subject entity,

Analysisof whether the subject entity has historically
followed industry trends,

. The future outlook for the industry or industries,

. Asummary of the overall industry risk and itsimpact on the
interest or asset being valued.

N O © N @ I © i O
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Section 3.4.7 Hnancial Statement Analysis

The financial statement analysis section should contain information
on the financial statementsanalyzed and the purpose of the
analysis. The numberof yearsincluded should be sufficient to cover
a normal businesscycle. Five yearsof information isoften analyzed
but the number of yearsused may be greaterorlesserdepending
upon the factsand circumstancesof the engagement. The
information may include among other information:
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a. Aside-by-sde comparison of the past 5 years(orwhatever
period the valuation analyst(s) deemsappropriate). The
valuation analyst(s) may choose to present historical
information, the historical data asadjusted, orboth,

b. Ratio analysisand implicationsof the ratio analysison
value,

c. Explanation of the reasoning for any normalization
adjustmentsthe valuation analyst(s) deemsappropriate
to eitherthe balance sheet, the income statement orto
the cash flow statement,

d. Commentson any unusual characteristics of the financial
information,

e. Comparison of the common size entity information with
applicable industry information,

f. Identification of any assetsthat willbe treated asnon-
operating orexcessassets,

g. Asummary of the conclusonsreached through the
financial analysisand theirimpact on value (level of risk),

h. Presentation of forecasts utilized in the valuation (if any),

i. Ifforecastdata ispresented, the underlying assumptions
should be identified,

j. Explanation of the reasoning forany control adjustments
the valuation analyst(s) deemsappropriate to the
balance sheet, the income statement orthe cash flow
statement.

Section 3.4.8 Valuation Approachesand Methods Considered

In thissection the valuation analyst(s) should identify the valuation
methodsconsidered based on the factsand circumstancesof the
particularengagement. (Those methodsnot considered are
normally omitted from the listing.) It isvery likely, howeverthat only
some of the methodsconsidered willbe used and the valuation
analyst(s) hasan opportunity to note the rationale forrejection of
the methodsconsidered but not used. However, the valuation
analyst should consider all three approachesto value and should
state in the report that she/he hasdone so.

Section 3.4.9 Valuation Approachesand Methods Used

In thissection, the valuation analyst(s) should identify the valuation
methodsused undereach valuation approach and the rationale
fortheiruse. The three most commonly used approachesare the
Income, Asset-based or Cost and Market approaches. The Cost
Method isa subset of the Asset Approach used most often in
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valuing intangible assets. The information may include among other
information:

Income Approach

a.lffanincome approach isused, the makeup of the
representative benefit stream (eithercash flow orearnings)
should be identified.

b.The method utilized and the risk factorsconsidered in
selecting orcomputing the discount rate and/or the
capitalization factor.

c.lf the Invested Capital method isused, the method utilized
and the risk factorstaken into consideration in computing
the weighted average cost of capital (WACC).

Asset-based or Cost Approach

d.If the adjusted net asset method isused, any adjustments
to the balance sheet made by the valuation analyst(s).

e. The report of any otherexpert whose information isused in
the adjusted net asset method (real estate valuations,
equipment valuations, etc.).

f. If the Cost Approach isused forintangible assets, the
valuation analyst(s) should identify which type of cost is
used (reproduction, replacement, creation orre-creation)
and how thiscost wasdetermined.

Market Approach

g. If the Guideline Public Company method isselected,
identification of the selected guideline companiesand
the processfollowed in their selection.

h. Identification of the applicable ratio relationships (or
capitalization factors) utilized in the Guideline Public
Company method and the rationale fortheir selection. If
the ratioswere adjusted, a description of the rationale for
such adjustments.

i. If private entity transaction data isused in the market
approach, identify the rationale for selection of the
transactionsdeemed relevant and the applicable market
multiplesto be used in the estimate of value.

j. Ifpriortransactionsin the entity’sstock were deemed
representative, the conclusionsdrawn from these prior
transactionsand the rationale for determining why they
were representative transactionsfor purposesof this
valuation.

September 27, 2002 33 Proprietary



Draft-Satement on Sandardsfor Valuation ServicesNo. 1

Computation of Value

k. A detailed computation of value utilizing the selected
methods (alternatively, detailed calculationsmay be
presented in the appendicesof the report).

Section 3.4.10 Consideration of Applicable Discounts or Premiums

Thissection of the report should identify the discountsorpremiums
considered and those deemed applicable. The section may
include among otherinformation:

a. The discount forlack of control (minority interest) discount

and/orthe control premium,

b. The rationale and supporting evidence forthe lack of
control (minority interest) discount or control premium
selected,

. The discount forlack of marketability,

. The rationale and supporting evidence forthe discount for
lack of marketability selected,

e. Consideration of otherdiscountsand supporting evidence

forthe size of the discount selected that may include (but
not be limited to):

[oNN@}

Blockage discount,

Key person/thin management discount,
Trapped in Capital Gainsdiscount,
Portfolio discount,

Transferability Restriction discount

Lack of voting rightsdiscount,

Market absorption discount, and

8. Assignee interests.

No ok~ wN =

Section 3.4.11 Non Operating and Excess Assets

Thissection of the report discussesany non-operating and/orexcess
assetsthat might be present in the subject entity. Examplesof non-
operating orexcessassetsmay include among otherinformation:

a. Assetsnot used in the trade orbusinessornot deemed necessary
to the active conduct of the business,

b. An operating plant building that willbe treated asa non-
operating asset (net of the related debt) and added to the value
indicator afterthe value of the otheroperating assetshasbeen
estimated,

c. Investmentsin marketable securities,
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d. Any excessassetsidentified by the financial statement analysis.

When valuing a control interest, these assetsare excluded from the
computation of the operating assetsand are added in afterthe
value of the operating entity hasbeen determined. (Note that in
the Asset Approach it might not be necessary to separately
considerthese non-operating orexcessassets.) The treatment of
the non-operating and excessassetsfor minority interestsdepends
on the nature of the engagement, materiality and the judgment of
the valuation analyst(s).

Section 3.4.12 Conclusion

Thissection of the valuation report should contain a summary of the
value indicationsresulting from the methodsselected by the
valuation analyst(s). It should identify the value orrange of values
determined by the valuation analyst(s) asbeing most appropriate
underthe factsand circumstancesof the engagement and the
reasoning forthe value conclusion arrived at from the variousvalue
indications.

Section 3.4.13 Appendices

The appendicesare utilized to add information to the report that
supplementsthe valuation calculation processand isan important
disclosure in the overall report.

Information frequently found in the appendicesifitisnotincluded in
the body of the report includesamong otherinformation:

a. The certification and signature of the valuation analyst(s),

b.The assumptionsand limiting conditionsapplicable to the
engagement,

c. The qualificationsof the valuation analyst(s),

d.Detailed presentationsof financial information and
calculations,

e.Detailed sourcesof information utilized in the valuation
assignment,

f. Reportsof Other Experts.

Some valuation analyst(s) choose to include otherdetailed
information such asthe economic outlook in the appendices.
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Section 3.4.14 Certification and Signature of the Valuation Analyst(s)

The certification of the valuation analyst(s) assuming responsibility
forthe valuation isto include (but not be limited to) the following:

a.A statement that the analysiswork, the opinionsand
conclusionscontained in the report are limited only by the
specified assumptionsand limiting conditionsand are the
personal analysis, opinionsand conclusionsof the valuation
analyst(s).

b.A statement that the factsset forth in the valuation report
are true and correct to the best of the valuation analyst(s)'s
knowledge and belief.

c.A statement that the valuation analyst(s) hasno (orthe
specified) present or prospective interest in the subject
property.

d.A statement that the valuation analyst(s) hasno (orthe
specified) personal interest with respect to the parties
involved.

e. A statement that the valuation analyst(s) hasno biaswith
respect to eitherthe property that isthe subject of the
valuation orthe partiesinvolved with the engagement.

f. A statement that the valuation analyst(s)’scompensation
forthe subject engagementisnot contingent on a
predetermined result, ora direction in value that favorsthe
cause of the engaging orappointing party.

g.A statement that no one provided significant professional
assistance to the person signing the report. (If there isa
person orpersonsproviding such assistance, they shallbe
identified and the extent of their participation identified).

The person or personsassuming responsibility for the valuation must
sign the certification.

Section 3.5 Other Than Comprehensive Valuation Report

Other Than Comprehensive Valuation Reportsare appropriate when the
valuation analyst(s) hasbeen engaged to provide a Comprehensive
Valuation Analysisoran Other Than Comprehensive Valuation Analysis.
Examplesof other valuation servicesinclude (but are not limited to)
calculationsof value, analysisof the reportsof other experts,
engagementswhere there are material scope limitationsor known
conflictsof interest and otherengagement specific valuation services. The
reportsprepared to communicate the resultsof these engagementswill
generally contain lessinformation than a Comprehensive Valuation
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Report. Reportsincluded in thiscategory may also include Other
Engagement Soecific Valuation Reports (Section 3.6) and Oral Reports
(Section 3.7).
report must also contain the following language in the Valuation
Summary, the Conclusion orboth valuation analysishas not been
prepared in conformity with AICPA Sandardsfor Valuation Servicesfora
Comprehensive Valuation Analysis.

Foran Other Than Comprehensive Valuation Analysisthe

Allreportsat a minimum should contain:

.A description of the engagement,
. The identity of the client,

. The identity of the subject entity orintangible asset,

.The purpose and intended use of the engagement,

. The intended usersof the report and limitationson itsuse,

A description of the interest being valued and whetheror
not the interest being valued hascontrol characteristics,
. The valuation date,

. The applicable premise of value,

The applicable standard of value,
The valuation date,
The date of the repor,

. The sourcesof information utilized in the engagement,

m. The assumptionsand limiting conditionsof the

(@)

engagement including a clearidentification of all
hypothetical assumptions.

. The estimate of value orrange of valuesresulting from the

calculations,

.Sgnature of the responsible valuation analyst,

. The minimum information required by the controlling body
forwhich the special report wasprepared (e.g. IRS.

.Any otherinformation the valuation analyst(s) deemsuseful
to enable the report recipient to understand the work
performed.

Section 3.6 Other Engagement Specific Valuation Reports

These standardshave not attempted to coverevery possble report that
may be required by the factsand circumstancesof a valuation
engagement. Engagement specific reportsmay be prepared for a variety
of purposes specific to the respective engagementson which they report.
Forreasons specific to the individual engagement, they may contain
some but not all of the content itemsof the Comprehensive Valuation

Report.
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Section 3.7 Oral Reports

Valuation reportsmay be written ororal depending upon the termsof the
valuation engagement. An oral report should contain (if possible) all of
the reporting elementsthat would be included in a written report on the
same engagement whethera Comprehensive Valuation Report oran
Other Than Comprehensive Valuation Report.

Commentary:

In a litigation setting, it may not be possble foran oral report to contain all
of the reporting elements that would normally be included in a written
report.

For clarification purposes, Table 1 providesguidance forreporting based
on the valuation engagement.
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Table 1- Reporting Requirements by Engagement

Reports

Comprehensive
Valuation
Report (3.4)

Other Than
Comprehensive
Valuation
Reports (3.5)

Other
Engagement
Specific
Valuation
Reports (3.6)

Oral
Reports (3.7)

September 27, 2002
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APPENDIX I- INTERNATIONAL GLOSSARY OF BUSNESSVALUATION TERMS

To enhance and sustain the quality of businessvaluationsforthe benefit of
the businessvaluation profession and the usersof the servicesof its
practitioners, the below identified societiesand organizationswhose
membersprovide businessvaluation serviceshave adopted the
definitionsfor the termsincluded in thisglossary.

The performance of businessvaluation servicesrequiresa high degree of
skill, and imposesupon the valuation professional a duty to communicate
the valuation processand conclusion, asappropriate to the scope of the
engagement, in a mannerthatisclearand not mideading. Thisduty is
advanced through the use of termswhose meaningsare clearly
established and consistently applied throughout the profession.

If, in the opinion of the businessvaluation professonal, one or more of
these termsneedsto be used in a mannerwhich materially departsfrom
the enclosed definitions, itisrecommended that the term be defined as
used within that valuation engagement.

Thisglossary hasbeen developed to provide guidance to the business
valuation practitionerswho are membersof the listed societies,
organizations, and othersperforming valuationsof businessinterestsor
securitiesby further memorializing the body of knowledge which
constitutesthe competent and careful determination of value and, more
particularly, the communication of how that value wasdetermined.

Departure from thisglossary isnot intended to provide a basisfor civil
liability and should not be presumed to create evidence that any duty
hasbeen breached.

American Institute of Certified Public Accountants

American Society of Appraisers

Canadian Institute of Chartered Business Valuators
National Association of Certified Valuation Analysts
The Institute of Business Appraisers
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Adjusted Book Value - the value that resultsafterone ormore asset or
liability amountsare added, deleted, orchanged from theirrespective
financial statement amounts.

Appraisal - See Valuation.

Appraisal Approach - See Valuation Approach.

Appraisal Date - See Valuation Date.

Appraisal Method - See Valuation Method.

Appraisal Procedure - See Valuation Procedure.

Asset (Asset-Based) Approach - a generalway of determining a value
indication of a business, businessownership interest, or security by using
one ormore methodsbased on the value of the assetsof that business
net of liabilities.

Benefit Sream - any level ofincome, cash flow, orearingsgenerated by
an asset, group of assets, or businessenterprise. When the term isused, it
should be supplemented by a definition of exactly what it meansin the

given valuation context.

Beta - a measure of systematic risk of a security; the tendency of a
security’sreturnsto correlate with swingsin the broad market.

Blockage Discount - an amount orpercentage deducted from the
current market price of a publicly traded security to reflect the decrease
in the per share value of a block of those securitiesthat isof a size that
could not be sold in a reasonable period of time given normal trading
volume.

Business - see Business Enterprise.

Business Enterprise - a commercial, industrial, service, orinvestment entity,
ora combination thereof, pursuing an economic activity.

Business Valuation - the act orprocessof determining the value of a
businessenterprise or ownership interest therein.
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Capital Asset Pricing Model (CAPM) - a model in which the cost of capital
forany security or portfolio of securitiesequals a risk-free rate plusa risk
premium that isproportionate to the systematic risk of the security or
portfolio.

Capitalization - a conversion of a single period stream of benefitsinto
value.

Capitalization Factor - any multiple or divisor used to convert anticipated
benefitsinto value.

Capitalization Rate - any divisor (usually expressed asa percentage) used
to convert anticipated benefitsinto value.

Capital Sructure - the composition of the invested capital of a business
enterprise; the mix of debt and equity financing.

Cash How - cash that isgenerated overa period of time by an asset,
group of assets, orbusinessenterprise. It may be used in a general sense
to encompassvariouslevelsof specifically defined cash flows. When the
term isused, it should be supplemented by a qualifier (forexample,
"discretionary” or "operating”) and a definition of exactly what it meansin
the given valuation context.

Control - the powerto direct the management and policiesof a business
enterprise.

Control Premium - an amount (expressed in eitherdollarorpercentage
form) by which the pro rata value of a controlling interest exceedsthe pro
rata value of a non-controlling interest in a businessenterprise, that
reflectsthe power of control.

Cost Approach - a generalway of estimating a value indication of an
individual asset by quantifying the amount of money that would be
required to replace the future service capability of that asset.

Cost of Capital - the expected rate of return (discount rate) that the
market requiresin orderto attract fundsto a particularinvestment.

Discount - a reduction in value orthe act of reducing value.

Discount for Lack of Control - an amount orpercentage deducted from
the pro rata share of value of one hundred percent (100%) of an equity
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interest in a businessto reflect the absence of some orall of the powersof
control.

Discount for Lack of Marketability - an amount orpercentage deducted
from the value of an ownership interest to reflect the relative absence of
marketability.

Discount Rate - a rate of return (cost of capital) used to convert a
monetary sum, payable orreceivable in the future, into present value.

Economic Life - the period of time overwhich property may generate
economic benefits.

Effective Date - See Valuation Date.
Enterprise - See Business Enterprise.

Equity Net Cash Hows-those cash flowsavailable to pay out to equity
holders (in the form of dividends) after funding operationsof the business
enterprise, making necessary capital investments, and reflecting increases
ordecreasesin debt financing.

Bquity Risk Premium - a rate of return in addition to a risk-free rate to
compensate forinvesting in equity instrumentsbecause they have a
higherdegree of probable risk than risk-free instruments (a component of
the cost of equity capital or equity discount rate).

ExcessEarnings-that amount of anticipated benefitsthat exceedsa fair
rate of return on the value of a selected asset base (often net tangible
assets) used to generate those anticipated benefits.

Excess EarningsMethod - a specific way of determining a value indication
of a business, businessownership interest, or security determined asthe
sum of a) the value of the assetsobtained by capitalizing excessearnings
and b) the value of the selected asset base. Also frequently used to value
intangible assets. See Excess Earnings.

Fair Market Value - the price, expressed in termsof cash equivalents, at
which property would change handsbetween a hypothetical wiling and
able buyerand a hypothetical willing and able seller, acting at arms
length in an open and unrestricted market, when neitherisunder
compulsion to buy or selland when both have reasonable knowledge of
the relevant facts. {NOTE In Canada, the term "price" should be
replaced with the term "highest price".}
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Forced Liquidation Value - liquidation value at which the asset or assets
are sold asquickly aspossible, such asat an auction.

Going Concern - an ongoing operating business enterprise.

Going Concern Value - the value of a business enterprise that isexpected
to continue to operate into the future. The intangible elementsof Going
Concern Value result from factorssuch ashaving a trained work force, an
operational plant, and the necessary licenses, systems, and proceduresin
place.

Goodwill - that intangible asset arising asa result of name, reputation,
customerloyalty, location, products, and similar factorsnot separately
identified.

Goodwill Value - the value attributable to goodwill.

Income (Income-Based) Approach - a generalway of determining a
value indication of a business, businessownership interest, security, or
intangible asset using one or more methodsthat convert anticipated
benefitsinto a present single amount.

Intangible Assets- non-physical assets (such asfranchises, trademarks,
patents, copyrights, goodwill, equities, mineral rights, securitiesand
contractsasdistinguished from physical assets) that grant rights, privileges,
and have economic benefitsforthe owner.

Invested Capital - the sum of equity and debt in a businessenterprise.
Debtistypically a) long-term liabilitiesorb) the sum of short-term interest-
bearing debt and long-term liabilities. When the term isused, it should be
supplemented by a definition of exactly what it meansin the given
valuation context.

Invested Capital Net Cash Hows-those cash flowsavailable to pay out to
equity holders (in the form of dividends) and debt investors (in the form of
principal and interest) after funding operationsof the business enterprise
and making necessary capital investments.

Investment Risk - the degree of uncertainty asto the realization of
expected returns.
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Investment Value - the value to a particularinvestorbased on individual
investment requirementsand expectations. {NOTE in Canada, the term
used is"Value to the Owner"}

Key Person Discount - an amount orpercentage deducted from the value
of an ownership interest to reflect the reduction in value resulting from the
actual orpotential lossof a key person in a business enterprise.

Levered Beta - the beta reflecting a capital structure that includesdebt.
Liquidity - the ability to quickly convert property to cash orpay a liability.

Liquidation Value - the net amount that can be realized if the businessis
terminated and the assetsare sold piecemeal. Liquidation can be either
"orderly" or "forced".

Majority Control - the degree of control provided by a majority position.

Majority Interest - an ownership interest greater than fifty percent (50%) of
the voting interest in a businessenterprise.

Market (Market-Based) Approach - a generalway of determining a value
indication of a business, businessownership interest, security, orintangible
asset by using one ormore methodsthat compare the subject to smilar
businesses, businessownership interests, securities, orintangible assetsthat
have been sold.

Marketability - the ability to quickly convert property to cash at minimal
cost.

Marketability Discount - See Discount for Lack of Marketability.

Minority Discount - a discount forlack of control applicable to a minority
interest.

Minority Interest - an ownership interest lessthan fifty percent (50%) of the
voting interest in a business enterprise.

Net Book Value - with respect to a businessenterprise, the difference
between total assets (net of accumulated depreciation, depletion, and
amortization) and total liabilitiesof a businessenterprise asthey appear
on the balance sheet (synonymouswith Shareholders Equity); with
respect to an intangible asset, the capitalized cost of an intangible asset
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lessaccumulated amortization asit appearson the booksof account of
the businessenterprise.

Net Cash How - a form of cash flow. When the term isused, it should be
supplemented by a qualifier (forexample, "Equity" or "Invested Capital”)
and a definition of exactly what it meansin the given valuation context.

Net Tangible Asset Value - the value of the businessenterprise’stangible
assets (excluding excessassetsand non-operating assets) minusthe value
of itsliabilities. {NOTE: in Canada, tangible assetsalso include identifiable
intangible assets}

Non-Operating Assets- assetsnot necessary to ongoing operationsof the
businessenterprise. {NOTE: in Canada, the term used is"Redundant
Assets'}

Orderly Liquidation Value - liquidation value at which the asset or assets
are sold overa reasonable period of time to maximize proceedsreceived.

Premise of Value - an assumption regarding the most likely set of
transactional circumstancesthat may be applicable to the subject
valuation; e.g. going concern, liquidation.

Portfolio Discount - an amount orpercentage that may be deducted
from the value of a businessenterprise to reflect the fact that it owns
dissmilar operationsor assetsthat may not fit well together.

Rate of Return - an amount of income (loss) and/orchange in value
realized oranticipated on an investment, expressed asa percentage of
that investment.

Redundant Assets- {NOTE: in Canada, see "Non-Operating Assets'}

Report Date - the date conclusonsare transmitted to the client.

Replacement Cost New -the current cost of a smilarnew property having
the nearest equivalent utility to the property being valued.

Reproduction Cost New -the current cost of an identical new property.

Residual Value - the prospective value asof the end of the discrete
projection period in a discounted benefit ssreamsmodel.
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Risk-Free Rate - the rate of return available in the market on an investment
free of default risk.

Risk Premium - a rate of return in addition to a risk-free rate to compensate
the investor foraccepting risk.

Rule of Thumb - a mathematical relationship between oramong variables
based on experience, observation, hearsay, ora combination of these,
usually applicable to a specific industry.

Secial Interest Purchasers- acquirerswho believe they can enjoy post-
acquisition economiesof scale, synergies, or strategic advantagesby
combining the acquired businessinterest with their own.

Sandard of Value - the identification of the type of value being utilized in
a specific engagement; e.g. fairmarket value, fair value, investment
value.

Sustaining Capital Reinvestment - the periodic capital outlay required to
maintain operationsat existing levels, net of the tax shield available from
such outlays.

Systematic Risk - the risk thatiscommon to all risky securitiesand cannot
be eliminated through diversification. When using the capital asset
pricing model, systematic riskismeasured by beta.

Terminal Value - See Residual Value.

Unlevered Beta - the beta reflecting a capital structure without debt.

Unsystematic Risk - the portion of total risk specific to an individual security
that can be avoided through diversfication.

Valuation - the act orprocessof determining the value of a business,
businessownership interest, security, orintangible asset.

Valuation Approach - a generalway of determining a value indication of
a business, businessownership interest, security, orintangible asset using
one or more valuation methods.

Valuation Date - the specific point in time asof which the valuator’s

opinion of value applies(also referred to as"Efective Date" or "Appraisal
Date").
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Valuation Method - within approaches, a specific way to determine
value.

Valuation Procedure -the act, manner, and technique of performing the
stepsof an appraisal method.

Valuation Ratio - a fraction in which a value or price servesasthe
numerator and financial, operating, orphysical data serve asthe
denominator.

Value to the Owner - {NOTE: in Canada, see Investment Value}

Weighted Average Cost of Capital (WACC) - the cost of capital (discount

rate) determined by the weighted average, at market value, of the cost
of all financing sourcesin the businessenterprise’scapital structure.
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