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Reviewing Other Business Valuation Reports

Business Valuations are a subjective financial exercise. For the

most part, we can all agree what classification certain assets IO
and/or liabilities should be accounted for and appropriately

classified on the balance sheet. However, with business B
valuation, the key factors are subjective. These subjective R

factors include:

e Selection of Valuation Method: There are various valuation methods, such as the
Income Approach, Market Approach, and Asset Approach. Each of these valuation
methods have numerous subsets. The choice of which method to use can be subjective
and depends on the characteristics of the business and the industry context.

e Assumptions for Cash Flow Projections: The accuracy of cash flow projections is
crucial for valuation, and these projections often involve assumptions about future growth
rates, profit margins, and other financial factors. These assumptions can vary among
valuators and can impact the final valuation outcome.

e Discount and Capitalization Rates: In the Income Approach, discount and
capitalization rates are used to convert future cash flows into present value. These rates
incorporate assumptions about risk and return, and their determination do involve
subjective judgment.

e Selection of Comparable Companies: In the Market Approach, selecting comparable
companies or transactions involves judgment. While there are guidelines, the choice of
which companies to compare to the subject company can be subjective and affect the
valuation result.

e Normalization Adjustments: Adjusting financial statements to reflect the economic
reality of the business might require subjective decisions. For instance, adjustments for
non-recurring expenses, owner-related expenses, or related-party transactions can involve
judgment.

e Market Conditions: The assessment of market conditions and their impact on the
business's risk and growth prospects can be subjective. Economic trends, industry
outlook, and market sentiment all require interpretation.

e Control and Marketability Discounts: Adjustments for control (if valuing a minority
interest) and marketability (if the business is not readily marketable) are subjective and
can vary based on professional judgment.

¢ Qualitative Factors: Factors such as management quality, brand reputation, and
competitive advantage can influence a company's value but are often harder to quantify
and involve subjective assessment.

¢ Industry-Specific Factors: Certain industries have unique characteristics that require
specialized knowledge and judgment to assess correctly.



Expertise of the Valuator: The experience, expertise, and judgment of the valuator play
a significant role in interpreting data, making assumptions, and applying methodologies.
Timing: Economic conditions and market trends at the time of valuation can introduce an
element of subjectivity, as predicting future developments is inherently uncertain.

One professional valuator may have a different perspective on any of the aforenoted subjective
items. Moreover, the difference can generate a materially different conclusion. Accordingly, it is
paramount for valuators to document their assumptions, methodologies, and rationale for
subjective judgments to ensure transparency and to allow for meaningful review and critique by
peers or other stakeholders. While subjectivity is present in valuation, the goal is to minimize
bias and ensure that the final valuation result is well-supported and credible.

The varying perspectives of different business valuators can result in the production of very
different valuations. Business valuators may review the work of other business valuators for
several reasons, all of which aim to ensure the accuracy, credibility, and fairness of the valuation
process. Here are some common reasons why business valuators might review the work of their

peers:

Quality Assurance: Reviewing the work of other valuators helps maintain consistent
quality standards within the valuation industry. This process helps identify any errors,
inconsistencies, or deviations from accepted valuation methodologies that could impact
the accuracy of the valuation.

Validation of Assumptions and Methodologies: Different valuators may use varying
assumptions, methodologies, and data sources when conducting valuations. A review by
another experienced valuator can help validate the assumptions and methods used,
ensuring that they are reasonable, justifiable, and appropriate for the specific valuation
context.

Verification of Results: Reviewing the results of a valuation by an independent party can
help verify that the conclusions drawn by the original valuator are supported by sound
analysis and evidence. This is especially important in cases where significant financial
decisions, such as mergers, acquisitions, or legal proceedings, are based on the valuation
outcome.

Complex or Unusual Cases: In cases involving unique or complex business situations,
seeking the input of other experienced valuators can provide valuable insights and
perspectives. Different experts may have varied approaches for handling intricate
valuation challenges.

Third-Party Validation: Some clients or stakeholders may request a third-party review
of a valuation report to ensure an unbiased assessment of the valuation. This adds an
additional layer of credibility to the valuation process.

Litigation or Disputes: In legal cases or disputes where valuations play a crucial role,
opposing parties may engage separate valuation experts. Each side's valuator may review
the other's work to identify potential weaknesses, inconsistencies, or areas of
disagreement.



e Training and Professional Development: Junior valuators or those new to the field may
benefit from having their work reviewed by more experienced colleagues. This process
helps build skills, improve understanding of valuation concepts, and ensure the next
generation of valuators adheres to industry standards.

In summary, reviewing the work of other business valuators is a mechanism to enhance the
overall quality and credibility of the valuation process. It promotes transparency, accountability,
and accuracy, ultimately contributing to more informed decision-making by clients and
stakeholders.



