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Abstract:

The major purpose of this study was to determine if there is any significant correlation between the
selling price paid for small businesses computed on a going-concern basis and the income streams
generated by them in the year of sale. This study was limited to one transaction data base of sales of
small businesses, all asset purchases, from 1986 to 1992. No attempt was made to verify the data,
since, the companies listed in the data base are private. Several estimates and assumptions were made
to compensate for the limited availability of data. Information was not available as to historical
earnings, projected earnings, growth rates or specific details of the financing agreements.

The major findings of this study were: 1) there is a statistically significant correlation between the
income streams and the selling prices of the businesses, 2) in order of strength of correlation, the
variance in the selling price of the businesses were explained by Pretax Net Cash Flow to Invested
Capital, Pretax Net Income to Invested Capital, Pretax Net Income to Equity, and Pretax Net Cash
Flow to Equity.

In general, as the income streams increased so did the selling prices. Variance in selling prices were
most related to the ability to finance the acquisition, and least related to returns to owners. It was not
the purpose of this study to determine the predictive value of the correlation coefficient. These
correlations relate to small businesses only as a group, and thus do not address correlations either by
industry, business type, size or by time period. Accordingly, the results of the study indicate only that
some basic financial valuation theory is present in the small business market in which the businesses in
this study exist.

More extensive and reliable data should be obtained for use in small business transaction data bases.
Future studies can then be focused on areas not addressed in this study, specifically individual
company business and financial risk factors. Finally, information on small business valuations and
comparative transaction data should be standardized and made readily available to the buyers and
sellers of small businesses.
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ABSTRACT

The major purpose of this study was to determine if
there is any significant correlation between the selling
price paid for small businesses computed on a going-concern
basis and the income streams generated by them in the year
of sale. This study was limited to one transaction data
base of sales of small businesses, all asset purchases, from
1986 to 1992. No attempt was made to verify the data, since.
the companies listed in the data base are private. Several
estimates and assumptions were made to compensate for the
limited availability of data. Information was not available
as to historical earnings, projected earnings, growth rates
or specific details of the financing agreements.

The major findings of this study were: 1) there is a
statistically significant correlation between the income
streams and the selling prices of the businesses, 2) in
order of strength of correlation, the variance in the
selling price of the businesses were explained by Pretax Net
Cash Flow to Invested Capital, Pretax Net Income to Invested
Capital, Pretax Net Income to Equity, and Pretax Net Cash
Flow to Equity.

In general, as the income streams increased so did the
selling prices. Variance in selling prices were most
related to the ability to ‘finance the acquisition, and least
related to returns to owners. It was not the purpose of
this study to determine the predictive value of the
correlation coefficient. These correlations relate to small
businesses only as a group, and thus do not address
correlations either by industry, business type, size or by
time period. Accordingly, the results of the study indicate
only that some basic financial valuation theory is present
in the small business market in which the businesses in this
study exist. :

More extensive and reliable data should be obtained for
use in small business transaction data bases. Future studies
can then be focused on areas not addressed in this study,
specifically individual company business and financial risk
factors. Finally, information on small business valuations
and comparative transaction data should be standardized and
made readily available to the buyers and sellers of small
businesses.

§




CHAPTER 1
INTRODUCTION

"Fair market value" as defined by Revenue Ruling 59-60
is the amount at which the property would change hands
between a willing buyer and a willing seller when the former
is not under compulsion to buy and the latter is not under
any compulsion to sell, both parties having reasonable
knowledge of the relevant facts (Fishman, 1992:2-29).
According to the Principle of Substitution, "the value of a
thing tends to be determined by the éost of acquiring an
equally desirable substitute" (Miles, 1991:1). The basic
theory behind business valuation is that the value of a
company is equal to the present value of the expected future
benefits of ownership (Fishman, 1992:2-3). In regards to
valuations of small businesses Pratt states that:

... value is based largely on what is there now,

as opposed to what might be there sometime.

Would-be sellers are misled when they think they

should be paid now what the business may be worth

after the buyer brings his own magic show to the

party. (Pratt, 1993:315)

How do these statements relate to one another?
For the buyer or seller of a small business, the

available literature on how to determine the value of a

small business is extensive, yet at the same time the .
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various methods and approaches for determining value become
overwhelming to even those -with accounting and financial
backgrounds. An alternative way to determine the value of a
small business is to refer to data on recent or past_sales
of small businesses and compare the selling prices of
similar businesses to the one currently being bought or
sold. Accordin§ to Miles;

The Direct Market Data Method, in which the value
of a closely-held business is estimated directly
from information on actual sales of other closely-
held businesses, is the only truly objective
method of appraising closely-held businesses. _
. All other appraisal approaches/methods involve
significant amounts of subjective judgement on the
part of the appraiser, with resulting potential
for inaccuracy because of these judgements. -
(Miles, 1992:1-2)

In regards to business valuations, the authors of the book
Selling Your Business state that:

No valuation study, however exhaustive or
detailed, can determine the actual market value of
a company. Only buyers can do that. Regardless
of the conclusions of any independent analysis .and
valuation, it takes two parties, a buyer and a
seller, to agree on a price and complete a ’
transaction. . . . Valuations are done in the
abstract; transactions in the concrete, .. . .
unless the person preparing the valuation of a
company subsequently makes an offer themselves,
the valuation may prove to be meaningless.

(Sperry and Mitchell, 1992:19-21) :

Need for the Study

The interest in owning small businesses is increasing
in the 1990’s due to changes in cultural attitudes and

values, corporate down-sizing and voluntary relocation.
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There is also a trend towards buying an existing business
rather than starting one. The reason for this is that
buying an eﬁisting business is usually less risky and
requires less time and energy compared to starting a
business from scratch. At the same time, current
demographics indicate that the supply of busiqesses for sale
is increasing due fo the large number of aging owners of the
many businesses that were founded in the 1950’s and 1960’s.
It has been estimated that the total market for small
businesses is over $200 billion dollars on a yearly basis
(Joseph, 1993:2-9). ‘

The small business acquisition process is not common
knowledge to most business persons until they are actually
ready to buy or sell a business. However, this is now
changing very rapidly as information about the small
business market has increased through magazine and newspaper
articles, books, computer programs and data basés. Many
national newspapers and magazines have classified sections
of businesSes for sale throughout the country. 1In addition,
the Multiple Listing Concept has improved the flow of
information between buyers an& sellers. The market place
for small businesses has been expanding to almost anyone who
is interested in participating (Joseph, 1993:2;9).

A study by Raymond C. Miles in 1992 that analyzed the

International Business Appraisers (IBA) Market Data Base
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of small-to-medium-sized closely-held businesses had the

following observations and conclusions:

1. Price-to-earnings and price-to gross [sales]
are almost equally valid criteria for estimating
market value of businesses. This conflicts with
the conventional wisdom that price-to-earnings
ratio is the most significant performance
criterion of a business.

2. In practice, price-to-gross ratio is
especially useful for appraising closely-held
businesses. This is because price-to-gross ratios
are available for all sales in the IBA Market Data
Base, while price-to earnings ratio is only
available for some sales.

3. Empirical data for all business categories in
aggregate do not show any significant change in
business value as a function of time. This is
contrary to the conventional wisdom that only
recent sales should be considered when choosing
guideline (comparable) companies.

4. The data show no significant correlation
between selling price and percentage down payment.
This differs from the conventional wisdom that a
business sold for cash should bring a lower total
price than one sold for terms.

5. As expected, business values as measured by
price-to-earnings and price-to-gross ratios differ
from one kind of business to another. However,
this difference is not as large as might have been
expected. This suggests that the search for
guideline companies does not need to be limited to
businesses in the same SIC category as the
business being appraised. Thus, the search for
guideline companies can reasonably include SIC
categories other than the category assigned to the
business being appraised.

6. Empirical evidence indicates that the "most
probable price" for a business is significantly
different from the average price of businesses
that have been sold. Thus, when the standard of
value is "most probable price," use of the average
selling price of guideline companies can lead to a
value estimate that is in error by a significant
amount. (Miles, 1992:1-3)




This researcher’s concerns about the findings of the
IBA Market Data Base study are as follows:

1. Many of the findings, if evident in the publicly
traded company markets, would indicate an
inefficient market based on current financial
market theory.

2. If the small business market is inefficient, does
reliance upon data bases of past small business
sales perpetuate this market inefficiency?

3. If the small business market is inherently

"different from that of the publicly traded business
market, what are these differences and is there
still some basic financial basis for the value of
small businesses as .determined by the market?

This study was undertaken to analyze actual market data
on sales of small businesses to determine some general
indication ‘as to the relationship between the selling price
and income streams of these companies based on current

business valuation theory.

Problem Statement

The major purpose of this study was to determine if
there is any significant correlation between the éelling
price of small businesses computed on a going-concern basis
and the income streams generated by these small businesses

in the year of sale. ‘ -




Questions to be Answered

Data analyzed from this study were used to answer the

following questions which pertain to the problem statement:

1. For sales of small businesses structured as
asset purchases, is there any significant
correlation between the reported earnings and
the selling price in the year of sale?

2. For these same small businesses, with the sale
price recalculated to a going—-concern basis, and
with adjustments made to the reported earnings, is
there any significant correlation between the
adjusted earnings and the selling price in
the year of sale?

3. How does the correlation between the actual market

data and the modified data compare and what are the
ramifications if any?

Limitationg of the Study

This study was limited by the researcher to one
transaction data base of sales of small businesses,
BIZCOMPS, by Jack Sanders. No attempt was made to verify
the data since the companies listed in this data base are
private. The.data available is very limited compared to
that available for the valuation of publicly held companies.
As a result, the researcher had to make estimates and
assumptions as to certain financial data that were not
‘available within the original data baée in order to analyze
the selling price of the small businesses on a going-concern

basis. All assumptions and estimates made are noted and




explained in the research procedures. Limitations on data
in this study.for which estimates were not made are:

1. Only the most current'year's earnings data were
available. No attempt was made to determine
predicted growth, future earnings, or past
historical earnings.

2. Due to the lack of historical earnings data, as
well as limited information on the financing terms,
no attempt was made to assess business risk or
financial risk on an individual company basis and
their effects on required rates of return for
attracting debt and equity capital.

3. It was not possible to determine either deferred
maintenance requirements or additional fixed asset
expenditures necessary to sustain the existing
level of earnings at the time of sale from the
data.

This study was performed on the data base in total.
Accordingly, information on subsets of data is not revealed
by this study. If more data had been available, analysis
could have been performed that involved separation of small
business sales by industry, business type ‘and time period.
Finally, this study was limited to data available during the

period of 1986 thru 1992.

Terminology

The following terms are defined by the researcher in
order to insure clarity for the reader.

Beta: The covariance of the rate of return on the subject
security with the rate of return of the market.
(Pratt, 1989)

Business Enterprise: A commercial, industrial or service
organization pursuing an economic activity. (American
Society of Appraisers, 1992)

\




Business Risk: The uncertainty of income flows caused by
the nature of the firm’s business. A firm’s business risk
is measured in terms of the coefficient of variation of
operating earnings, which is a function of sales volatility
and operating leverage. (Reilly, 1989)

Business Valuation: The act or process of arriving at an
opinion or determination of the value of a business
enterprise or an interest therein. (American Society of
Appraisers, 1992)

Capitalization Rate: Any divisor (usally expresséd as a
percentage) that is used to convert income into value.
(American Society of Appraisers, 1992)

Discount Rate: A rate of return used to convert a monetary
sum, payable or receivable in the future, into present
value. (American Society of Appraisers, 1992)

Financial Risk: The uncertainty introduced by the method of
financing an investment. The increase in uncertainty due to
fixed-cost financing is referred to as financial risk or
leverage and causes investors to increase their risk
premium. (Reilly, 1989)

Goodwill: That intangible asset which arises as a result of
name, reputation, customer patronage, location, products and
similar factors that have not been separately identified
and/or valued but which generate economic benefits.
(American Society of Appraisers, 1992)

Going Concern: An operating business enterprise.
(American Society of Appraisers, 1992)

Going—-Concern Value: 1. The value of an enterprise, or an
interest therein, as a going concern. 2. Intangible
elements of value in a business enterprise resulting from
factors such as having a trained workforce, an operational
plant, and the necessary licenses, systems and procedures in
place. (American Society of Appraisers, 1992)

Income Stream: A generic term for. any one of the many -
measures of economic income, i.e., seller’s discretionary
cash flow, net income, net free cash flow, etc.

(Pratt, 1993) -




9

Liquidity Risk: The uncertainty introduced by the secondary
market for an investment. The ability to buy or sell an
investment quickly without a substantial price concession.
The greater the uncertainty regarding when the investment
can be bought or sold, or the greater the price concession
required to buy or sell it, the greater the liquidity risk
is. (Reilly, 1989) :

Rate of Return: An amount of income realized or expected on
an investment, expressed as a percentage of that investment.
(American Society of Appraisers, 1992)

Required Rate of Return: The minimum return necessary to
attract a firm or investor to make an investment. Equals
the risk-free rate plus a risk premium. (Pinches, 1990)

Risk: The degree of certainty or uncertainty as to the
realization of expected future returns. Total risk is equal
to systematic risk plus unsystematic risk. (Pratt, 1989)

Risk-free Rate: The interest rate on assets that are viewed
as being free of any risk premium. In nominal terms, the
-risk-free rate equals the real rate of interest plus an
inflation premium. It is often approximated by the return
on Treasury bills. (Pinces, 1990) -

Small Business: For purposes of this study (based on the

BIZCOMPS’ data base) a business with less than $5 million

dollars in actual company value, with the average value of
the businesses sold of approximately $450,000.

(Sanders, 1993)

Systematic Risk: That portion of stock risk that is unique
to the company. Risk arises from unexpected events
affecting the company. Also known as diversifiable risk or
company-specific risk. (Cooley, 1994)

. Unsystematic Risk: That portion of stock risk that arises
from general economic conditions affecting all stocks
simultaneously. Risk arises from unexpected changes in
general economic conditions. Also known as nondiversifiable
risk or market risk. (Cooley, 1994)

Working Capital: The amount by which current assets exceed
current liabilities. (American Society of Appraisers, 1992)
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CHAPTER 2
REVIEW OF LITERATURE

Introduction

The review of literature encompassed material that
focused on normalizing the financial étatements of a
business, valuation theory, differences between large and
small businesses, different concepts of value, common errors
made in the valuation of small businesses, and existing data

on sales of small businesses.

Review and Adjustment of the Financial Statements

The process of determining the price begins with
normalizing the company’s financial records. Neither
the balance sheets nor the income statements of
smaller, privately held comnipanies necessarily bear any
relationship to reality. (Murphy, 1982:208-209)

According to Schroeder, common items requiring
adjustment when normalizing the financial statements include
the following:

1. Eliminating expenses related to minimizing taxes.
Adjustments may be required due to the owner
legally expensing non-essential, business
expenditures such as travel and entertainment,
overpaid children on payroll, etc.

2. Eliminating items that are not a normal part of the
business operations such as insurance settlements,
sales of assets, unproductive assets, 'etc.
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Adjusting accounting data from historical cost

to fair market value. Items affected may include
plant, property and equipment, depreciation,
inventory, .receivables, intangibles, etc.

Adjusting owner compensation to separate return
on investment from the value of the owner’s work.
This may include either excess or insufficient
compensation for work as well as owner perks.

Adjusting for understated or overstated operating
costs such as operating short-handed, excessive
overtime, deferred repairs and maintenance, etc.

Taking into consideration financing decisions
versus operating decisions. The earning capacity
of a business is a totally separate concept from
how it is financed. Adjustments may need to be
made depending on how the new owner intends to
finance the purchase (Schroeder, 1989:19-23).

Pratt recommends the following procedures for the

review and adjustment of financial statements:

Balance Sheet:

1.

2.

Review the subject company’s balance sheet as
close to the valuation date as possible.

Restate each of the company’s assets from their
book value to fair market values.

Restate each of the company’s liabilities from
their book value to fair market values.

Restate the balance sheet to include any assets and

liabilities of the company that are not on the
original balance sheet.

Calculate the company’s equity value by subtracting

the fair market value of the liabilities from the
fair market value of the assets (Pratt, 1993:90).

Income Statement: i'

1.

Review copies of the company’s income statements
for a five-year period prior to the expected sale
or valuation date.




12

2. Modify the company’s historical income statements
to a normalized basis to calculate the company'’s
true earning power.

3. Eliminate any non-recurring items.

4. Modify the income statements to incorporate
unrecorded expenses Whether actual or potential.

5. Modify the latest income statement prior to the
valuation date to take into account any predicted
changes in business, such as the expected loss of a
major customer.

6. Remove nonoperating income and expenses 'from the
historical income statements (Pratt, 1993:106).

Valuation Concepts, Approaches and Methods

The researcher will rely heaviiy on the Guide to
Busineés Valuations for the overview on valuation concepts,
approaches, and methods. Published in 1992, this book is a
joint effort between practicing business valuation
practitioners in the public accounting profession and in
financial consulting firms. This text provided an excellent
overview of the'theory behind business valuations, as well
as the detailed steps to apply this theory to actual

business valuation engagements.

Valuation Concgpts
The three basic valuation concepts that are the basis
for valuation approaches and methods are as follows:
Income Concept - This involves an estimate of the

future benefits of ownership and discounts these benefits to
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a present value using a rate that is appropriate for the
specific risks involved in operating the business.

Market Concept - This involves analysis of comparative
companies either public or private and/or comparative
transactions as a basis for value. It is assumed that
recent sales of similar businesses will provide an estimate
of value.

| Cost Concept - This involves an estimate of the cost of
replacing or reproducing business assets less an allowance
for physical wear and obsolescence, as a basis for value.
This concept is used mainly for businesses with little value

perceived beyond their tangible assets.

Valuation Approaches

One or more valuation approaches may be used in
applying the valuation concept chosen, and, depending on the
benefit stream used to estimate value, one or more valuation
methods may be used to apply a valuation approach chosen.
These approaches are as follows:

Capitalized Returns - This approach involves dividing
the company’s current returns, eithef on an earnings or cash
flow basis, by a capitalization rate. This approach is used
when a company’s future earnings are not expected to vary
significantly from\present earnings, or where future-

earnings growth is at a predictable rate. The
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capitalization rate is determined by subtracting a company’s
average expected growth rate from its discount rate.

Discounted”Future Returns - This approach may be used
if the company’s future returns are expected to be guite
different from the present level dﬁe to changes in business
structure, or expected economic changes, but only if
reasonable estimates of future returns .can be made. The.
company’s future returns must be estimated, either on an
‘earnings or cash flow basis,‘until these returns have
reached a stable level. An estimate of the company’s
terminal value is made once it has achieved stable returns.
A value for the company is then computed by detérmining the
present value of the estimated future returns, including the
terminal value, using a discount rate that reflects the
total rate of return that investors would require given the
inherent risks of ownership of the companyf

Value Multiples Involving Comparative Data - This
approach involves obtaining a list of comparable companies
and determining a value multiple, i.e., price/earnings, and
multiplying this value by the appropriate benefit stream or
other variable for the business being valued. The earnihgs
of the comparative companies should be measured in the same
way, and for the same time period as the'company being
valued. Also, value multiples obtained from comparative

companies must often times be adjusted to reflect
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differences in operating characteristics such as size,
expected growth, and financial risk;

Underlying Assets - This approach involves using
individual asset values, either fair market value or
liquidation value dependiﬁg on whether the company is a

going concern or not, to determine a company’s value.

Other Methods

These are methods that are based on a combination of
approaches, and are usually used to value very small
businesses. They are described as follows:

Excess Earnings Method - This method was developed by'
the Treasury Department in Revenue Ruling 59-60. A fair
rate of return (cost of debt plus 1-2 % premium) is computed
on the company’s tangible assets.’ Excess éarnings are
computed by subtracting the return on tangible assets from
the company’s net earnings. This exXcess earnings amount is
then divided by an appropriate capitalization rate for the
company to determine the present value. This present value
amount is then added to the fair market value of the
tangible assets to arrive at the company’s value.

Seller’s Discretionary Cash Flow Method - This method
is used for small businesses where the éwner'is also the
principal employee, so that the buyer is -not only purchasing

a business, but a job as well. The seller’s discretionary

cash flow is calculated by adding the business’s pre-tax
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earnings, the owner’s salary and benefits, interest expense
and non-cash expenses, less any expected capital purchases.
This amount is multiplied by an appropriate value multiple
related to the sale of similar businesses to determine a
value for a pptential owner/manager.

Rules of Thumb - These are formulas applied to specific
operating measures within certain industries, i.e., a
specific multiple of gross sales. Rules of thumb have many
limitations, and should only be used as a measure of
reasonableness of a value determined from another valuation
approach or method. (Fishman, 1992:ch. 2, 4-10)

As was indicated in Chapter 1, the basic idea behind
business valuation is that the value of a company is eéual
to the present value of the expected future benefits of
ownership. There afe many valuation methods, ranging from
very sophisticated financial theory to rules of thumb, all
of which are aimed at estimating the present value of future

business ownership benefits.

Differences between Large and Small Businesses

An excellent introduction to the literatu;e on
valuations of small companies is addressed by Shannon Pratt
in his book Valuing Small Businesses and Professional
Practices. Pratt notes that there are many practical
differences between small and large businesses that require

the use of different valuation techniques, even though the
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basic valuation theory is the same. These differences are

as follows:

1.

10.

11.

Generally, small business financial statements have
a lower level of accounting procedures performed,
such as a compilation report instead of a review or
an audit.

Small businesses may be using cash basis accounting
rather than accrual-basis accounting.

The track record of operations for smaller
businesses tends to be shorter and more variable
than for larger businesses.

Sales of small businesses‘usually involve seller
financing and are on terms other than cash.

There is little reliable comparative transaction
data available on small companies compared to that
of publicly traded companies.

The role of the owner/manager during the critical
transition process in a small business sale is
unique to small businesses.

Small businesses are often times bought and sold
for reasons other than investment purposes.

There is variation in accountlng pollc1es. Small
businesses try to minimize taxable income while
public companies try to maximize earnings for
shareholders.

Owner’s compensation in a small business, usually
is more related to what the business can afford,
whereas in larger companies the marketplace
determines owner’s compensation.

Business organization for small companies typically
include sole proprietorships, partnerships and
Subchapter S corporations.

Earnings analysis is usually performed on a pretax
basis for small businesses versus an after-tax
basis for larger businesses (Pratt, 1993:48-60).




18

Differences in Risk between Closely-Held and
Publicly Traded Companies

According to Pratt, most owners of closely-held
businesses would not have their investments diversified to
the degree of investors owning publicly tradéd stocks. This
would imply that a small business owners’ required rate of
return should include an additional risk premium due to the
presence of unsystematic risk. Accordingly, the investor
should analyze indicators of business and financial risk,
such as; variability of earnings and return on equity, and
leverage ratios, in order to assess the added risk premium.

Assessing the systematic risk, or that portion of risk
related to movements in the overall market, is difficult to
do for a non—puﬁlic company, since a historical price series
usually would not exist for closely-held businesses. One
alternative, according to Pratt, involves comparative
analysis with very similar businesses that do have a measure
of systematic risk, or beta. The other involves adding a
small stock equity risk premium over and above the equity
risk premium for S&P 500 stocks to the risk free rate to
arrive at a required rate of return. This would bé a
substitute for multiplying the equity risk premium by a befa
' factor. Neither of these alternatives would probébly be -
very practical for this study, since both alternatives rely

on comparisons with smaller publicly traded stocks which
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would still be much larger in size, and hardly comparable to
the businesses represented in this study.

Systematic risk may not be as big a risk factor for
closely-held companies as it is for publicly traded
companies. Pratt feels the average buyer of a closely-held
company haé a longer investment time horizon in mind than
does the normal investor in public stocks. Accordingly,
investors in closely-held companies are usually not as
concerned with short-term swings in the expected rate of
return in the stock market, but rather look at the average
rate of return over time (Pratt, 1989: 51,76). In a
somewhat related matter, Miles explains that studies in
which price to earnings ratios of closely-held companies
were found to be basically independent of the yéar of sale
are possibly explained by the fact that "the total return
required by investors on‘closely—held businesses is so large
that changes in interest rates have relatively little effect

on the total P/E ratio." (Miles, 1992:7)

Defining Value

According to Sperry and Mitchell, the value of a
business is determined by a combination of factors which
include a company’s assets, past and expected future
earnings, the outlook of its industry and geographic market,
and intangibles such as gquality of management and products.

In addition, value is affected by the different perspectives
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and motivations of potential buyers and sellers (Sperry &
Mitchell, 1992:19-21). Pratt points out that the notion of
only one value for a business is a myth since different
standards of value may be applicable in different
circumstances depending on buyer and seller objectives and
perspectives (Pratt, 1993:35).

Standards of value are further modified by premises of
value which are assumptions as to the circumstances
surrounding the sale transaction that define under what
conditions the buyer and seller will transfer the business
interest. The value of a business‘is even more clearly
defined when the business interest being valued is
determined. Finally, value is affected by the terms of the

sale transaction (Pratt, 1993:30-34).

Standards of Value

Pratt explains that a standard of value refers to the
type of value being sought. It may be established by the
wishes of the parties involved, law or legally binding
contracts. Common standards of value are listed as follows:

Fair Market Value - As indicated in Chapter 1, fair
market value is defined by Revenue Ruling 59-60 as the
amount at'which the property would change hands between a
willing buyer and a willing seller when the former is not
under compulsion to buy and the latter is not under any

compulsion to sell, and both barties having reasonable
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knowledge of the relevant facts. The definition implies
that the parties have the ability as well as the willingness
"to buy or to sell. The market in this definition is
considered as all potential buyers and sellers of similar
businesses. The concept of fair market value also takes
into account prevalent economic and market .conditions at the
date of the valuation. Fair market value assumes a value in
cash or cash equivalents unless otherwise stated (Pratt,
1993:24-26).

Investment Value - The following definition of
investment value by Boyce, is used.in-real estate appraisal:
value to a particular investor based on individual
investment requirements, as distinguished from the
concept of market value, which is impersonal and

detached. (qtd. in Pratt, 1993:26)

’Reasons why investment value to a buyer or seller may
differ from the fair market value include:

1. Differences in estimates of future earning power.l

2. Differences in perception of the degree of risk.

3. Differences in tax status.

4. Synergies with other operations owned or
controlled.

Investment value is basically developed using the
discounted future returns valuation method. This value méy
or may not represent fair market value depending on whether
the assumptions used by an individual would be accepted by a
majority of buyers and sellers. If after careful analysis

the investment value of a business is greater to the buyer
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than the market value, then the rational decision for the
buyer is to purchase the business. The same scenario for
the seller would result in not wanting to sell the business
until the market conditions became more favorable.

The concept of investment value is not completely
separate from that of fair market value. Eventually the
dctions of many specific investors will establish an
equilibrium market price that represents the consensus value
of the collective investoré (Pratt, 1993: 26-27).

Intrinsic or Fundamental Value - This represents an
analytical judgment of value based on the perceived'
characteristics inherent in the investment and how they are
interpreted by one analyst versus another. Pratt refers to
authors Lorie and Hamilton who comment on the notion of
intrinsic value as follows:

The purpose of security analysis is to detect

differences between the value of a security as

determined by the market and a security’s

intrinsic value - that is, the value that the

security ought to have and will have when other

investors have the same insight and knowledge as

the analyst. (gtd. in Pratt, 1993:29)

Again, the concept of intrinsic Valﬁe is not completely
separate from the concept of fair market value, since it is
the actions of buyers and sellers based on their specific

perceptions of intrinsic value which change market value

over time (Pratt, 1993:28-29).
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Premises of Vvalue

Premise of wvalue is described by Pratt as "an
assumption as to the set of circumstances under which the
sale transaction will take place." Examples include the
status of.the business being transferred, going-concern
value versus liquidation value; and the degree of control
transferred, majority versus minority interest.
Going—-concern value refers to the business being sold as an
operating entity with assets, inventory and workforce in
place, ready to conduct business. Liquidation value is jusf
the opposite, describing the net realizable value of the
sale of assets if the business is terminated (Pratt,
1993:30-31).

Describing the Business
Interest Being Valued

It is important to distinguish between equity and
invested capital when describing value. Equity is the
ownership interest. 1Invested capital, in the case of small
businesses, includes both equity and all interest-bearing
debt, both short-term and long-term.

It is also important to describe what is being
purchased. Most small business sales are transferred on the
basis of assets rather than stock. Assets commonly included
in the sale of a small business include inventory, fixed
assets such as leasehold improvements, furniture, fixtures,

and equipment; and intangible assets such as patents,
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goodwill copyrights, customer lists, etc. Usually sales
exclude cash and the receivables which the formef owner
retains and collects. It is also common practice to
separate the value of the business from the inventory. The
inventory is handled either as a totally separate
transaction or added on to the value of the business (Pratt,
1993:15-16,33).

Real estate may or may not be included in the sale. The
preferred method of dealing with real estate is to separate
the real estate value from the value of the other business
assets, especially if the real estate is not an integral
part of the business (Pratt,‘1993:15—16,63).

One reason for purchasing only the assets of a business
is to avoid legal liability for past activity of the
business that can be transferred under a stock purchase. In
addition, the purchase of assets f;om an incorporated
business allows the purchaser to write-up the value of the
assets, providing a higher depreciable basis producing a tax

advantage over a stock purchase (Joseph, 1993:163).

Adjusting Value for the Terms of Sale

According to Pratt, most small business sales typically
include a.cash down payment somewhere between 20 and 40
percent of the transaction price, with the balance financed
by the seller on a contract to be paid usually over a few

years. This type of arrangement is common since the buyer
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of a small business usually aoes not have the personal
resources to pay the full purchase price in cash, and most
lending institutions would not regard the business being
purchased as adequate collateral to support a long-term
loan. These contracts are usualiy interest-bearing
contracts, but the rate of interest on them is almost always
below a market rate. Most third-party lenders would charge
higher rates on loans with comparable collateral and the
same terms as those in seller—-financed contracts. As a
result, the fair market values of these contracts in terms
of cash or cash equivalents are usually less than their face
values. Therefore, it is worthwhile for parties dealing
with small business transactions to convert the price to an
equivalent cash value (Pratt, 1993:284).

An appropriate market interest rate must consider both
the high levels of financial risk employed in many of fhese
seller-financed purchases, as well as the illiquid nature of
the small business investment. According to Pratt, an
installment note receivable, secured by the stock and/or
assets of a small business is almost always considered to be
more rigky than corporate bonds or well-secured short-term
loans to small businesses and, therefore, must have a higher
market interest rate. 1In addition, there is no secondary
market for installment contracts receivable for small
businesses.h As a result, an installment contract receivable

on a small business sale usually would not have a quality
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rating any better than grade Caa to C for corporate bonds,

if that high (Pratt, 1993:288).

Common Errors in Valuations of Small Businesses

According to Pratt, the following errors are commonly
made in valuations of small businesses:

1. Failure to identify what an individual is receiving
for the purchase price.

2. Failure to estimate a realistic normalized earnings
base.
a. Reliance on past results without judgment.
b. Failure to recognize any depreciation expense.
c. Not allowing compensation to owner/operator.

3. Failure to consider the full cost of the purchase.
a. Working capital requirements.
b. Deferred maintenance.
c. Other investment needed.

4. Assuming that the buyer will pay the seller for
increases in future earnings related to the buyers
management skills and strategy, or additional
investment.

5. Failure to clearly identify and/or adhere to the
applicable standard of value. (fair market value,
investment value or intrinsic value, etc.).

6. Reliance on real estate appraisal methods.

7. Indiscriminate use of price/earnings (P/E)
multiples. o

8. Failure to recognize the different
characteristics of publicly traded P/E multiples
versus closely-held businesses P/E multiples.

9. Applying P/E multiples to earnings that are not
comparable.

10. Applying P/E multiples when time periods are not
comparable. (
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11. TUsing the reciprocal of the P/E multiple as the
required rate of return.

12. Using capitalization rates from an earlier time
period.

13. Other Errors in Deriving Capitalization Rates.
a. Applying rates on safe investments to small
business investments.
b. Failure to match the capitalization rate with
the earnings base.

¢. Mistaking historical results for required
rates of return (Pratt, 1993:302-316).

Comparative Transaction Data Bases

As mentioned earlier, one of the problems with valuing
small businesses is due to the lack of comparative
transaction data. This is due mainly to the fact that there
is no legal requirement that transfer of ownership of
closely-held businesses be reported, whereas transactions in
publicly traded securities and real estate are reported.
Pratt mentions that to date there has been little data
gathered, and that information available today is not much
better than what was available several years ago.
Information within available data bases are limited compared
to What is normally available on publicly traded companiés.
In addition, it is usually not possible to verify the
information on private companies. However, Pratt indicates
that there are some promising new data bases that may
improve the information available, and the existing data
bases can be used to determine a reasonable range of value

for a business (Pratt, 1993:490-505).




28

CHAPTER 3

RESEARCH PROCEDURES

Introduction

The major purpose of this study was to determine if
there is any significant correlation between the purchase
price paid for small businesses on a going-concern basis and
the earnings streams generated by these small businesses in
the year of sale. The literature review in Chapter 2
indicates that the valuation theory underlying business
valuations is based on sound financial theory. The major
areas of concern in assessing whether or not the small
business mérket is efficient are:

1. VNonfinancial motivations of buyers and sellers

of small businesses may prevent a consistent
standard of value from being established.

2. There is a lack of comparative data on sales of
small businesses that is reliable and
comprehensive.

This chapter will aescribe: 1) sources of data;

2) selection and content of the secondary research data base
of actual small businesses sales; 3) the statistical
analysis to determine if there is any significant

correlation between the sale prices and the earnings streams

for these two sets of data; and 4) adjustments made to the
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secondary research data for purposes of this study based on
current valuation theory to produce a modified set of data

on these same small business sales.

Sources of Data

The review process began with literature recommended by
the Practitioners Publishing Company - a technical and
educational publisher for certified pﬁblic accountants; and
the Institute of Business Appraisers, Inc., an international
professional organization of individuals who ap?raise
businesses. INFOTRAC, CATTRAC and fhe Business Periodical
Collection at Renne Library on the campus of Montana State
University were reviewed via subject and keyword searches

for business valuation literature.

Selection of Secondary Research Data

originally, the data on sales of small closely-held
companies was gding to be obtained from business brokers and
public acéounting firms usiné a survey instrument. After
conversations with several of these firms it was determined
that the information needed was considered confidential
client information and could not be released. No readily
available transaction data on sales of small businesses was
available from the Montana Department of Commerce, Montana

Department of Revenue, the-Small Business Administration
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office in Helena, Montana, and the Internal Revenue Service
office in Bozeman, Montana.

In preparation to survey the business brokerage firms a
1993 diréctory of the International Business Brokers
Association (IBBA) was obtained. This IBBA directory
contained two advertisements concerning business valuation
information and support. At this point in time, the
literature review which had included.material published up
through July 1992 had not revealed any sources of
information concerning recent actual sales of small closely-
held companies that would provide the data necessary for
this stﬁdy. The first contact was Business Equity Appraisal
Reports, Inc., in San Carlos, California. They recommended
contacting Jack Sanders in San Diego, California, who is
the author of the study, BIZCOMPS, an annual data base of
recent small business sales. Sanders is a Certified
Business Intermediary, a professional business appraiser,
and a member of the Institute of Business Appraisers, and is
an active business broker with a commercial brokerage firm
in San Diego, California.

The BIZCOMPS' data base contains information on sales
of small Eusinesses including selling price, terms of sale,
normalized earnings, date of sale and type of business.
Sanders indicated that his 1993 National Industrial Edition
would probably be the most appropriate data base for this

study. This data base focuses on larger manufacturing,
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wholesale/distribution and service companies. These
companies differ from his other énnual studies of smaller
businesses in that they tend to have more management in
place as'well as having larger asset bases. |

Sanders has developed relationships'with reliable
informatiqn suppliers (other business brokers) directly
involved in the sale of small businesses who provide sales
transactions on a regulér basis to make up his data base.

The 1993 National Industrial Edition was ordered from
Sanders for initial review. While waiting to receive the
study, a copy of the book Valuing Small Businesses and
Professional Practices, published in 1993 was obtained.
This book, referred to several times in this study, includes
a new chapter on transaction data bases, added since its
first edition. The BIZCOMPS' data base was reviewed in this
new chapter, as well as several other data bases. Pratt
referred to the BIZCOMPS' data base as a "potentially

promising recent development."

Secondary Research Data Contents

The BIZCOMPS' Third Annual Study of Recent Small
Business Sales National Industrial Edition for 1992 is a
collection of transaction data on 136 small businesses sold
during the period of 1986 through 1992. All sales of
companies listed within the BIZCOMPS’ data base were

structured as asset sales. Sanders explained that in these
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business sales the buyer is purchasing only furniture,

fixturgs and equipment, goodwill and possibly the existing

inventory. Information used in this study from the

BIZCOMPS' data base is presented in Appendix A. Transaction

data listed for each business include:

SBIC -

BUS TYPE -

ANN GR -

SDCF -

DATE -

SALE PR -

% DOWN -

TERMS =

INV -

FF&E -

Small Business Industry Code
Business type

Annual gross sales for the most current
fiscal year.

Seller’s discretionary cash flow;

[net income before income taxes plus
amortization, depreciation, other non-cash
expenses and non-business related expenses
(normally to one working owner), for the

‘most current fiscal year.]

Date of business sale.

Actual sale price of business excluding
inventory.

Down payment required of buyer by seller as
a percentage of the actual selling price of
the business.

Terms of financing the remaining balance of
the business to be purchased (usually
through the seller) including term of loan,
and the interest rate.

Actual inventory (at cost) at time of
business sale.

Market value of fixtures, furniture and
equipment operating in place.

During the various stages in this study, many of the

companies from the original BIZCOMPS’ data base were

eéliminated due to lack of complete information which is

explained in Appendix A. From the original 136 businesses
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listed in the BIZCOMPS' data base, 61 were eliminated, and

75 remained in the study.

Correlation Analysis of BIZCOMPS’' Data

The résearch design included a statistical correlation
analysis performed on the small businesses from the
BIZCOMPS' daﬁa base.by comparing seller’s discretionary cash
flow (SDCF),Adefined as normalized pretax income plus
depreciation and amortization expense, with the actual sale
price, made up of the fair market value of the fixed assets
plus goodwill. Again, since it is uncertain from the
BIZCOMPS' data base if the buyer purchased the existing
inventory at cost, it has not been added to the sale price.
The statistical correlation analysis is presented in

Chapter 4.

Correlation Analysis of Modified Data

Comparisons were made using the various modifications
explained later in this chapter to the original sales prices
and SDCF from the BIZCOMPS' data base. The correlations
compare the following adjusted earnings streams against the
calculated going-concern price:

1. Pretax Net Income to Equity - This is a measure of

return on equity (ROE). Pretax net income defined
as SDCF minus depreciation, amortization and

management salary. Equity defined as the buyer’s
downpayment on the business purchased.
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2. Pretax Net Income to Investment - This is a measure
of return on investment (ROI). Pretax income is
computed on a debt free basis, that is before
interest expense on both the seller financed note
and working capital loan. Invested capital defined
as the buyer’s downpayment plus the amount of the
seller financed loan and the working capital loan.

3. Pretax Net Cash Flow to Equity - This is a
measure of return on equity (ROE). Pretax net free
cash flow defined as pretax net income plus
depreciation and amortization expenses, minus
principle and interest payments on both the seller
financed note and working capital loan.

4. Pretax Net Cash Flow to Invested Capital - This
is a measure of return on investment (ROI). Pretax
net free cash flow defined as pretax net income
plus depreciation and amortization expenses.
Invested capital defined as the buyer’s downpayment
plus the amount of the seller financed loan and the
working capital loan. "

Modification of BIZCOMPS’ Data

- There were two basic sets of modifications made to the
BIZCOMPS’ market data, modifications to convert the original
selling price from an asset purchase to a going—concern
basis, and modifications to the original seller’s
discretionary cash flow (SDCF) amount to several commonly

used financial income streams.

Modification of Selling Price

As indicated in the review of literatﬁre, sales of
small businesses usually invol;e only the transfer of fixed
assets, inventory and goodwill, as is the case with all the
businesses in the BIZCOMPS'’ transaction data base. As a

result, to have an ongoing business, the buyer would have to
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generate sufficient working capital to operate the business.
In terms of the selling price of the business, this working
capital amount would need to be added to the asset sale
price to truly provide a selling price based on a going-
concern basis. The reference source used te provide an
estimate of working capital requirements for these
businesses was RMA Annual Sfatement Studies. Since the
businesses in the BIZCOMPS’ data base included SBIC#, date
of sale, and gross annual sales data, it was possible to
estimate the working capital requirements for each business
listed in the RMA Anﬁual Statement Studies.' RMA cautions
that its studies be regarded as only general guidelines and
not necessarily as industry horms. This is due to limited
samples within categories, categorization of companies by
their primary SIC code only, and different methods of
operations by companies within the same industry.

RMA reports a Sales/Working Capi£al ratio. A listing
of RMA data used in this study is presented in Appendix B.
This ratio was inverted and multiplied by thelgfoss annual
sales -for each company in the study. This calculation
provides an overall estimate of total working capital.
Although it is not stated whether the buyer of the business
has purchased the inventory on hand at the time of sale,
the working capital requirements were reduced by the
inventory listed at cost to arrive at the net additional

working capital requirements which are presented in
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Appendix C. Whether the inventory ievel owned by the
business at the time of sale was at a normal level for the
size of business involved cannot be determined from‘the data
used in this study.

Several assumptions were made conéefning the financing
of the required working capital. For those businesses that
were purchased Qntirely with cash, it was assumed that the
buyer would personélly provide the wofking capital. For
those businesses where the seller financed a portion of the
purchase price, it was assumed that the buyer would have to
take out a loan to finance the requiréd working capital.

The second major adjustment to the asset purchase price
involves the seller financing terms. As brought out in the
review of literature, most interest rates provided by the
seller are well below market rates for investments with
similar risk. For purpoSes of this study, the market rate
of interest for installment contfacts for the purchase of a
business was estimated to be that of an actively traded junk
bond. |

Barron’s Market Laboratory section for bonds was used
as the source to determine actively traded junk bond rates
at the time of each business sale. For the years of 1989
thru 1992, the firm of Donaldson, Lufkin & Jenrette provided
a Treasury Junk Yield (TJY) Spread which calculated the

difference between interest rates on actively traded, liquid
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high yield bonds and 7-year treasury notes. This interest
fate spread was added to the 10-year treasury bond yield
(aﬁlisting-of 7-year treasury note interest rates could not
be found) to provide a market interest rate for the
installment contracts. During the period of October 1990
thfu February 1991, there was a large increase in the junk
bond interest rate of almost 3 percentége pointsl For this
study, the junk bond interest rate during this period of
time was modified to reflect an average of those junk bond
rates before and after this volatile period which would
probably not have affected small busiﬁess financing. For
the years of iQSi and 1988 the firm of Solomon Bros.
provided a TJY Spread index in the form of é graph. The
interest rate difference was read as accurately as possible
frém a visual graph. Again; this interest rate spread was
added to the 10-year treasury bond yield to provide a market
interest rate for the installment cqntraéts. An index for
.junk bond interest rates was not found for the year 1986.
The listing of modified junk bond interest rates used in
this study is shown in Appendix D.

Once these market rates of interest were determined, it
was possible to determine the present value of the purchase
price of the business on a going—-concern basis. The presenf
value calculation involved discounting the futurg principal
and interest payments to the seller according to the ‘

contract terms using the calculated junk bond market rate of
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interest. For purposes of this study, it was assumed that
the installment contract would call for equal monthly
payments over the loan period. These calculations are
presented in Appendix E.

The selling prices of the businesses on a going-concern
basis were determined by adding the original down payment,
the present value of the balance of the seller-financed note
and the estimated additional working capital required.

These calculations are also shown in Appendix E.

Modification of Seller’s
Discretionary Cash Flow

The next set of modifications relate to the seller’s
discretionary cash flow figures from the BIZCOMPS’ data
base. In the analysis of returns on equity and on invested
capital, = depreciation and amortization expense must be
subtracted from SDCF to produce a net income figure. The
BIZCOMPS' database does not have the actual depreciation or
amortization data for each business. Accordingly, the RMA
Statement Studies were used to get an estimate of this data
based on the percentage of gross sales that these expenses
represent for similar sized business during the same time
period. The RMA data are presented in Appendix B, and the
calculations are presented in Appendix E.

Secondly, the SDCF figures do not take into account the
actual value of the owner services to the business. As was

indicated in the review of literature, this is a common
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error in the valuation of a business. An attempt was made
to estimate the value of the owner’s services. Reliable
data to estimate a management salary for the businésses in
this study was not obtained. Neither local employment
agencies or temporary personnel service firms had the
necessary data. The data on owner’s compensation in RMA is
based on total owner’s compensation, which in small
businesses is related to minimizing taxes of the business
rather than compensating the value of the services, and
accordingly, was not used, although it was used as a
comparison for reasonableness. As a last resort, a best
estimate of the value of the owner’s services was developed.
It was estimated that a business with sales of $250,000 or
less would have to pay a manager at least $30,000 per year.
This base scale would be increased or decreased by 1 percent
of sales that varied from the base of $250,000. 1In
addition, it was assumed that the business would pay at
least 10 percent of the gross wage as payroll tax expense in
the form of FICA taxes, and State ‘and Federal unemployment
taxes. Due to differences in state requirements as to
required coverage of owners, as well as rates, no allowance
was made for worker’s compensation insurance. In addition,
no allowance was made for health .care benefits since it
varies from business to business as to whether health care

benefits are offered, and the extent of the health care
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benefits if provided. The calculations of the value of
owner service are presenfed in Appendix F.

Finally, a calculation of the estimated annual interest
expense on the seller-financed note as well as.on the loan
for additional working capital required was made. Instead
of determining the actual first year interest expense, an
average interest expense calculation over the period of the
loans was made. The interest rate used for the seller note
was the actual rate listed in the note terms from the
' BIZCOMPS' data base. For the working capital loan, it was
assumed that the seller would not finance, and the buyer
would have to find financing elsewhere and pay an interest
rate at the junk bond rates used in the present value
calculations. These calculations are presented in
Appendix E.

In the analyéis.of returns on equity and returns on
invested capital involving net free cash flow as the income
stream, the value of the owner’s services to the business
was subtracted from SDCF. In addition, the calculation of
return on equity includes an estimate of the total annual
principal and interest payments on the respective loan

amounts outstanding, and these were subtracted from SDCF.
\
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CHAPTER 4

RESEARCH FINDINGS

Introduction

This chapter preéents the statistical analyses of the
research data. The selling prices and income streams
compared in the correlation analysis are presented in
Appendix G. The results are presented in Table 1 below.

Table i. Correlation between Income Streams and
Selling Prices of Small Businesses

Modified
Going-Concern Actual
Income Stream Selling Price Selling Price
r £2 iy £2
Pretax Net Income to Equity .69 .48
Pretax Net Income Before
Interest to Invested Capital .71 .50
Pretax Net Cash Flow to Equity .57 .32
Pretax Net Cash Flow to
Invested Capital .85 .72
Seller’s Discretionary
Cash Flow (SDCF) .82 .67

Note: For all correlation coefficients p < .0001, n=75
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The'table lists the correlation coefficient (r) and the
coefficient of determination (r2) for each of the five
comparisons of income streams to selling prices for the
small businesses. The Pearson product-moment correlation
coefficient was uséd to calculate the correlation
coefficients. The range of a Pearson correlation
coefficient is from -1.00 to +1.00 with a negative number
indicating negative or inverse relationship, 0.00 indicating
no linear correlation and a positive number indicating a
positive correlation between the variables. The larger the
magnitude of the number in either direction the greater the
correlation between the variables, income stream and selling
price. The coefficieﬁt of determination indicates what
percentage of the variance in the selling price of the

business is explained by knowledge of the income stream.

Analysis of Individual Correlations

All correlation coefficients were positive, indicafing
some degree of positive relation betﬁeen an increase in the
income stream and an increase in the selling price of the
business. Although it was not the purpose of this study to
determine the predictive value of the correlation ’
coefficient, an indication as to the relative strength of
the individual correlation coefficients was based on the

guidelines set forth in A Practical Guide to Educational

Research (Cates, 1985:90). Finally, all correlation
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coefficients tested as statistically significant, and not

attributable to chance.

Pretax Net Income to Equitv versus

Going-Concern Selling Price

The coefficient of determination indicates that

48 percent of the variance in the modified going-concern
selling price is explained by the knowledge of pretax net
income to equitf. The coefficient of correlation was .69
- and indicates a féirly reliable relationship between the
variables which could be useful for a'reasongbly accurate
group prediction. The scatter diagram shown in Figure 1

illustrates this relationship.

Pretax Net Income to Invested Capital

versus Going—Concern Selling Price

The coefficient of determination indicates that

50 percent of the variance in the modified going-concern
selling price is explained by the knowledge of pretax net
income to invested capital. The coefficient of correlation
was .71 and also indicates a fairly reliable relationship
between the variables which could be useful for reasonably
accurate group prediction. The scatter diagram shown in

Figure 2 illustrates this relationship.
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Pretax Net Cash Flow to Equity versus
Going—-Concern Selling Price

The coefficient of determination indicates that
32 percent of the variance in the modified going-concern
selling price is explained by the knowledge of pretax net
cash flow to equity. The scattetr diagram shown in Figure 3
illustrates this relationship. The coefficient of
correlation was .57 and indicates a modest relationship
between the variables and would only be useful for crude
group prediction.

Pretax Net Cash Flow to Invested Capital
‘versus Going—-Concern Selling Price

The coefficient of determination indicates that
72 percent of the variance in the modified going-concern
selling price is explained by the knowledge of.pretax net
cash flow to invested capital. The coefficient of
correlation was .85 and indicates a dependable relationship
between the variables and would be generally reliable for
group and individual prediction. The scatter diagram shown
in Figure 4 illustrates this relationship.

Seller’s Discretionary Cash Flow
versus Actual Selling Price

This comparison involved the original actual market
data and serves as a basis for comparison for the modified
market data comparisons. The coefficient of determination

indicates that 67 percent of the variance in the actual
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market selling price is explained by the knowledge of
seller’s discretionary cash flow. The coefficient of
correlation was .82, and indicates a fairly reliable, almost
dependable relationship between the variables which would be
useful for. reasonably accurate prediction for a group. \
The scatter diagram shown in Figure 5 illustrates this

relationship.

Interpretation of Results

According to the statistical calculations of the
coefficient of aetermination, the results indicate that
knowledge of the pretax cash flow return to invested capital
explains the variance in the purchase price on é going-
concern basis better than any other of the income streams.
Tﬁis income stream is critical in determining the ability of
the purchaser to meet the debt obligations used to finance
the purchase of the business. This result would seem
reasonable due to the large use of seller financing in these
small business transactions, thus, a mutual interest between
buyer and seller in the success of the business transition.
It should be néted the comparison between pretax net cash
flow to invested capital and the going-concern selling
price, required the fewest modifications to the original
market data, and accordingly reflects much of the actual
market data correlation already existing between SDCF and

the original asset sale price.
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The comparisons involving the pretax net income streams
to invested capital and to equity produced similar
statistical results, although both had lower correlations
than the original market data comparisons.

The variance in the going-concern sale price was least
explained by knowledge of the pretax net cash flow to
equity. ©Net cash flow would normally be considered one of
the most relevent income streams in financial investment
decisions. Possible explanations for this diéparity are; 1)
the fact that the variance in business and financial risk
and the résulting effect on required rates of return on an
individual business basis were not compenséted for in the
research procedures (due to lack of aﬁailable data and study
design), 2) the small business market place, where sales are
usually structured as asset purchases, does not factor
individual company business and financial risk into required
rate of return as well as it should, or 3) a combination of
this study and the small business market failing to
adequately assess business and financial risk and how it
affects the required rate of return on an indiyidual

business investment.
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CHAPTER 5

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

Summary

The major purpose of this study was to determine if
there is any significant correlation between the selling
price paid for small businesses on a going-concern basis and
the income streams generated by them in the year of sale.
The review of literature indicated that the underlying
valuation theory is extensive and sophisticated.

The study Qas limited to the BIZCOMPS' transaction data
base. Due to the limited data available on small business
sales, several assumptions and estimates were made in order
to provide the financial data necessary to adjust the‘actual
market data to going—-concern data.

The findings in Chapter 4 indicated that there is a
significant positive correlation between the selling prices
on a going-concern basis and the income streams of the small
businesses in the year of sale. 1In addition, there is a
significant positive correlation between the actual market
selling prices structured as asset purchases and the

original reported income stream.
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Conclusions

In general, as the income streams increased so did the
sellind prices, and visa versa. The findings also indicated
that the selling price of small businesses on a going-
concern basis were most explained by the cash flow return to
invested capital which relates to the ability to finanée the
transaction, and least explained by the cash flow return to
the equity owner which is usually the basis for financial
investment decisions. These findings seem to indicate that
the small business market is influenced by buyer and seller
motivations other than for strictly financial investment
purposes.

It was not the purpose of this study to determine the
predictive value of the correlation coefficient. These
correlations relate to small businesses onlf as a group,'and
thus do not address correlations either by industry,
business type, size or time period. ' Accordingly, this
study’s results indicate only that‘some basic financial
valuation theory is present in the small business market in

which the businesses in this study exist.
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Recommendations

The researcher’s recommendations based on the findings

of this study are:

1.

Comparative data on sales of small businesses
should be improved in terms of providing past
normalized earnings and cash flows history,
projected future earnings and cash flows, specific
details of the financing arrangements, estimates of
the value of owner services, working capital
requirements, average inventory levels, estimated
replacement cost and remaining economic life of key
plant and equipment, and deferred maintenance
requirements to support existing and/or future
levels of earnings. Without improvements, the data
risks not ever being much more than a rule of thumb
for valuation purposes.

As small business transaction data are improved,
further studies should be conducted that analyze
the small business market by industry, business
type, size and time period. These studies should
include sales of companies structured as asset
purchases as well as stock purchases.

Future studies analyzing the relationship between
selling price and the related income streams of
small businesses, should attempt to assess
individual company business risk, and financial
risk, and take into account their effects on both
the equity and debt financing required rates of
return.

Standardized information on small business
valuations and actual comparative data should be
made more readily available to buyers and sellers
in the small business market.
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APPENDIX A

BIZCOMPS' Data Base
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m 5551  NARINE DEALERSHIP 980 L 6/90 13 20.001 10.001 0 180 0

1B 55! RV DEALERSHIP 2123 0 292 w00 25.001 7.001 0 3 150

II' 556! RV DEALERSHIP 5000 10 790 150 26.001 10.001 5 150 H0

120 5571 HOTORCYCtE DEALER 260! 267 8/92 «3 29.001 10.001 0 to; 90

121 5913 OFFICE SUPPLY/PRINTIND 500 61 /% 105 25.001 10.001 5 k) «

12 7331 NAILING SERVICE 250 0 3/92 25 «4.001 N/A N/A N/A «T LACK OF SELLER FINANCING DATA
123 1331 DIRECT NAIL/PRINTING «8 136 10/89 263 35.001 10.001 5 N/A 90 LACK OF INVENTORY DATA

12« 739 JANITORIAL SERVICE «3 o 1M 253 33.001 10.001 7 0 20

125 739 JANITORIAL SERVICE 15 9l 8/91 15 62.001 8.001 4 6 t

126 739 HI RISE NINDON CLEANING 2 (E 11/90 1% 73.001 10.001 3 | 20

127 13@  JANITORIAL SERVICE b % 12/88 115 36.001 10.001 5 N/A 10 LACK OF RNA WORKING CAPITAL DATA
121 7359  PORT TOILET SERVICE 463 215 3/89 655 38.001 10.001 1 0 215 LACK OF RNA WORKING CAPITAL DATA
129 1359 FENCING RENTAL 2« % 5/86 209 12.001  SBA LOAN SBA LOAN « 59 LACK OF RNA WORKING CAPITAL DAIA
130 7371 CONFUTER SERVICE 200 8 6/93 165 25.001 10.001 3 3 b}

131 7372 CONFUTER SOFTNARE 1100 03 W 500 36.001 9.001 5 5 100

132 737« COHPUTR SERVICE 550 100 10/91 380 33.001 N/A N/A NA " 93 LACK OF SELLER FINANCING DATA
133 739 COURIER SERVICE 933 20 I 1% 100.001 N/A N/A N/A 130 LACK OF RNA WORKING CAPITAL DATA
13 7513 TRUCK/TRAILER RENTA, 13 « 19 28 73.001 7.001 ! N/A 1BS  LACK OF INVENTORY OAIA

135 769  ELECTRIC NOTOR RENINDING 961 16« 19 16« 30.001 10.501 6 100 SC LACK Cf RNA WORKING CAPITAL DATA
13 7695  PETROLEUN EUIP REPAIR 507 100 29 190 40.001 9.001 1 60 73 LACK OF RNA WORKING CAPITAL DATA
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APPENDIX B

RMA: Statement Studies Data




RUA: STATEMENT STUDIES DATA

RS TERERE =S ® S Ol £ —

SBIC

il
1
il
Y
1722
2022
2369
131
431
2515
2152
2152
2152
2152
2192
2192
2192
2152
2152
2152
2152
2152
2152
2152
2152
2152
2152
2152
2152
2152
3089
313
3213
341
343
3444
3444
3499
il
3544
3599
3599
3672
3128
3128
3949

BUSINESS

CONTR-HVAC 4 PLUMBING
CONTR-HEATING 6 AC
CONTR-HEATING 6 AC
CONTR-ASBESTOS  RENOVAL
CONTR FLOOR COVERINGS
FOOD PROC-CHEESE
MFG-CHILDRENS ACCESS
WFG-MILLVORK

IFG-DOOR

WFG-MATTRESSES

PRINT SHOP-NOTE PADS
PRINTSHOP W/GRAPHICS
PRINTING SHOP

PRINTING SHOP

PRINTING SHOP

PRINTING SHOP

PRINTING SHOP

PRINTING SHOP
PRINTING-FOIL EMBOSSING
PRINTING SHOP

PRINTING SHOP

PRINTING SHOP
PRINTER-COMNERCIAL
PRINTER-COMNERCIAL
PRINTING SHOP
PRINTING-BUSINESS CARDS
PRINTING SHOP
PRINTER-COMNERCIAL
PRINTING SHOP

PRINTING SHOP
MFG-PROTOTYPES

REDIMIX U-HAUL CONCRETE
REQIMIX U-HAUL CONCRETE
MEG-STRUCTURAL STEEL
WFG-PRESSURE VESSELS
WEG-DRAIN GUTTERS
MEG-SHEET METAL
WEG-TRAILER PARTS
WEG-CUTTING TOOLS
NEG-TOOL 6 DIE
MFG-HACHINE  SHOP
MEG-HACHINE SHOP
MFG-ELECTR CIRCUIT BOARD
MFG-AIRCRAFT PARTS
MACH SHOP-LG PARTS
WEG-FITNESS EQUIPNENT

DATE

9/91
391
6/%0
491
6/91
11/91
10/86
391
11/86
59
10/9
8/92
6/92
49
%
i
11/9
1
391
o
11/9
10790
8/%
8/%
5%
11/89
9/89
9/89
9/88
3/88
8/%0
591
9/%
8/%
10790
5%
4/88
6/89
12/9
[
591
1%
1189
12/91
490
11/89

64

WORKING - DEPRECIATION

CAPITAL/
SALES

9.62%
§.621
8.621
10.001
9.521
3.881
6.251
5.851
8.061
6.801
5.991
5.991
5.991
5.991
5.8681
5.291
5.291
6.451
5.991
5.991
5.991
5.991
5.991
5.991
5.991
6.331
6.331
1.301
6.491
1.141
16.391
3.131
1.191
9.171
6.131
12.051
§.931
17.241
9.011
4.631
5.43
1.041
14.081
14.491
§.201
20.831

4 AORT./
SALES

1.201
1.201
1.201
1.001
0.601
2.201
2.201
2.401
2.401
1.301
3.801
3.801
3.801
3.801
3.901
4.001
4.001
4.101
4.301
4.301
4.301
4.301
4.301
4.301
4.301
4.601
4.601
3.901
4.001
4.501
4.001
4.901
6.801
1.601
1.901
2.501
2.901
3.401
3.901
4.601
5.201
5.201
2.501
3.101
4.301
1.301
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m= STATEMENT STUDIES DATA
WIORKING - DEPRECIATION
CAPITAL/ 4 ANORT./

# SBIC BUSINESS DATE SALES SALES
473993 SIGN MANUFACTURER 391 1.581 3.501
48 3993 SIGN MANUFACTURER 1o 1.581 3.501
49 3093 SIGN NANUFACTURER 390 6.171 2.901
50 3993 NFG-SIGN COMPONENTS 5/88 10.101 1.901
51 5013 WHSLE-AUTO SUPPLIES 8/90 15.381 1.301
52 5013 DISTR-AUTO PARTS 390 18.181 1701
53 5013 DISTR-TRUCK LINERS 4/89 18.181 1.701
5 5013 WHSLE-AUTO SUPPLIES 12/86 13.801 1.501
5 5013 DISTR-AUTO PAINT 9/86 13.891 1.501
% 5032 DISTR-CONCRETE PRODUCTS  7/91 12.051 1.401
57 5045 ELECTRONIC OFFICE EQUIP  11/91 5.651 0.701
58 5047 DISTR-MEDICAL GASES 9/9 6.711 1.401
59 5047 DISTR- EDICAL SUPPLIES /92 13.701 2.101
60 5063 OISTR-GARAGE DOOR OPENER  1/91 11.901 1.201
61 5063 DISTR-EIECTRIC WIRE PROD 10/90 11.901 1.201
62 5063 DISTR-ELECTRIC SUPPLY 390 11761 1.001
63 5065 DISTR-TV PROD EQUIP 9/9 10.871 0.701
64 5065 DISTR-ELECTRONIC MODELS ~ 7/91 9.431 0.701
65 5072 WHSLE-HARDIARE 591 10.201 0.901
66 5075 DISTR-AC SERVICE 10791 10.531 1.601
67 5084 DISTR-NELL DRILLING EQUI 11/91 8.851 0.901
68 5085 DISTR-INDUST SUPPLIES 9/9 10.751 1.201
68 5085 WHSLE-FASTENERS 209 11.361 1.001
10 5085 DISTR-NUTS, BOLTS. WASHE 12/87 10.531 1.101
71 5087 WHSLE-JANITORIAL SUPPLIE  6/91 8.931 1.601
72 5094 DISTR-SPEC JEWELRY 591 34.481 0.801
13 5149 DISTR-FOOD SPICES 4% 3.681 2.001
74 5169  DISTR-CHEMICALS 10791 2.921 2.801
75 5172 WHSLE-WOTOR OIL 10/89 5.62 1.201
76 5211 DISTR-HOME PRODUCTS 10/89 14.491 1.301
77 5551 MNARINE DEALERSHIP 6/% 12.821 1.501
78 5561 RV DEALERSHIP 219 1.581 0.601
79 5%1 RV DEALERSHIP 1% 5.651 0.301
80 5571 MOTORCYCLE DEALER 8/9 9.801 0.601
81 5043 OFFICE SUPPLY/PRINTING ~ 1/90 11761 1401
8 7331 NAILING SERVICE 39 4.831 4.301
83 7331 DIRECT MAIL/PRINTING 10/89 10.421 4.601
B4 7349 JANITORIAL SERVICE 1/ 4.441 2.301
85 7349 JANITORIAL SERVICE 8/91 4.441 2.301
86 7349 HI RISE WINDOW CLEANING  11/%0 8.261 2.801
87 7371 COMPUTER SERVICE 6/%0 5.181 3.701
8 7372 COMPUTER SOFTWARE 10/ 9.431 2.101

89 7374 CONPUTER SERVICE 10/91 1.351 5.201
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APPENDIX C

Calculation of Working Capital Requirements




CALCULATION OF WORKING CAPITAL REQUIRENENTS:

SBIC

il
i
N
17
1752
A2
2369
i
31
215
275
715
71
275
275
275
715
21
71
7T
275
2 7%
B %
A 27
% )R
% 2%
7 0%
B 2%
N 275
N 27
1 306
RKIIR
CRRIIR

RSSeesRasSoRERREB ©® Yo~ wro —

S&EERS
23
S

BUSINESS

CONTR-HVAC & PLUNBING
CONTR-HEATING S AC
CONTR-HEATING & AC
CONTR-ASBESTOS  RENOVAL
CONTR FLOOR COVERINGS
FOOD PROC-CHEESE
EG-CHILDRENS ACCESS
MFG-MILLWORK

IFG-DOOR

MFG-MATTRESSES

PRINT  SHOP-NOTE  PADS
PRINTSHOP 1I/GRAPHICS
PRINTING SHOP

PRINTING SHOP

PRINTING SHOP

PRINTING SHOP

PRINTING SHOP

PRINTING SHOP
PRINTING-FOIL EMBOSSING
PRINTING SHOP

PRINTING SHOP

PRINTING SHOP
PRINTER-COMNERCIAL
PRINTER-COMMERCIAL
PRINTING SHOP
PRINTING-BUSINESS CARDS
PRINTING SHOP
PRINTER-COMVERCIAL
PRINTING SHOP

PRINTING SHOP
MEG-PROTOTYPES

REDIMIX U-HAUL CONCRETE
REDIMIX U-HAUL CONCRETE
MFG-STRUCTURAL STEEL
MEG-PRESSURE  VESSELS
MEG-DRAIN GUTTERS
MEG-SHEET METAL
MEG-TRAILER PARTS
MEG-CUTTING TOOLS
NEG-TOOL A DIE
MEG-VACHINE SHOP
MEG-MACHINE SHOP
WFG-ELECTR CIRCUIT BOARD
WEG-AIRCRAFT PARTS
MACH SHOP-LG PARTS
WEG-FITNESS EQUIPNENT

DAJE

9/91
391
6/90
491
6/91
11/9
10/86
391
11/86
5%
10/9
8/92
6/92
4%
YR
YR
11/91
91
391
9
11/9
10790
8/%
8/%
5/90
11/89
9/89
9/89
9/88
3/88
8/90
591
9%
8/%
10790
5%
4/88
6/89
12/9
1192
591
1%
189
12/91
490
11/89

ACTUAL
C0ST
INVENTORY

REBNSog

=

B’\l o
ST ereaq=F

“© o

4640
4

3
()
3000

483

67

IIORKING actual
CAPITAL ANNUAL
/SALES  GROSS SALES
9.62 11
8.621 1,023
8.621 5,000
10.00% 1,863
9.5%% 2,000
3.88% 5,068
6.25% 44
5.85% 240
8.06% 81
6.80% 1,200
5.9% 225
5.9% 555
5.9% 1%
5.9% 233
5.88% 3,800
5.29% 20
5.2%% 55
6.45% 1,283
5.9% 165
5.9% M0
5.9% 28
5.9% 20
5.9% 474
5.9% 03
5.9% 500
6.33 392
6.33 200
7.35% 1,386
6.4% 276
7.14% 240
16.3% 319
3.13% 266
7.1% 13
9.17% 1,700
6.13% 4,955
12.05% 50
8.93 419
17.24% 271,218
9.01% w
4.63% 882
5.43 400
7.04% 608
14.08% 0
14.4% 12,000
8.20% 1,302
20.83% 3,200

TOTAL  ADDITIONAL
ESTINATED HORKING CAP.
IORKING CAP.  REQUIRED
113 (3
8 B
e i
19 146
19) 1
19 i
% 6
1 ©)
3 2
® 2
3 11
3 %
P 9

1 9
04 04
5 9
% ©)
8 15
10 9
15 13

P 1l

1 4
B 9
B 3
% 2
% 2
B 5
1 0
19 0

i 3

) u

8 4

1 b
1% B
W (86)
60 5
3 %
4,69 53
i ©)
i i
2 i
It 0
[ ®)
I ()
107 107
667 194



CALCULATION OF VORKING CAPITAL REQUIRENENTS:

4
48
49
%
o
5
5
o
%
%
o
5%
5%
60
bl

SBIC

3993
3993
3993
3993
5013
5013
5013
5013
5013
5032
5045
5047
S047
5063
5063
5063
5065
5065
5072
5075
5084
5085
5085
5085
5087
5094
5149
5169
512
5211
5561
5561
5561
%11
5943
131
131
1349
1349
1349
1311
1312
1374

BUSINESS

SIGN MANUFACTURER

SIGN MANUFACTURER

SIGN MANUFACTURER
MFG-SIGN COMPONENTS
WHSLE-AUTO  SUPPLIES
OISTR-AUTO PARTS
DISTR-TRUCK LINERS
WHSLE-AUTO SUPPLIES
DISTR-AUTO PAINT
DISTR-CONCRETE PRODUCTS
ELECTRONIC OFFICE EQUIP
DISTR-MEDICAL GASES
DISTR- MEDICAL SUPPLIES
DISTR-GARAGE DOOR OPENER
DISTR-ELECTRIC WIRE PROD
DISTR-ELECTRIC SUPPLY
DISTR-TV PROD EQUIP
DISTR-ELECTRONIC MODELS
HSLE-HARDWARE

DISTR-AC SERVICE
DISTR-WELL DRILLING EQUI
DISTR-INDUST SUPPLIES
HSLE-FASTENERS
DISTR-NUTS, BOLTS, WASHE
WHSLE-JANITORIAL SUPPLIE
DISTR-SPEC JENELRY
DISTR-FOOD SPICES
DISTR-CHEMICALS
WHSLE-NOTOR OIL
DISTR-HOME PRODUCTS
WARINE DEALERSHIP

RV DEALERSHIP

RV DEALERSHIP
MOTORCYCLE DEALER
OFFICE SUPPLY/PRINTING
MAILING SERVICE

DIRECT NAIL/PRINTING
JANITORIAL SERVICE
JANITORIAL SERVICE

HI RISE WINDOW CLEANING
COMPUTER SERVICE
COMPUTER SOFTHIARE
COMPUTER SERVICE

DAJE

391
o
3%
5/88
8/%
3%
489
12/86
9/86
191
11/9
9/92
%
/9
10/%
390
9/92
1
591
10791
10791
9/92
2%
12/871
6/9
591
4%
10791
10/89
10789
6/%
29
790
8/92
/9
3/92
10789
11/91
8/91
11/%
6/9
11/9
10/91

ACTUAL
C0ST
INVENTORY

= = N = — —
FEoREBsmapngrs838REEI 2R

100
685

HORKING ACTUAL
CAPITAL ANNUAL
/ SALES  GROSS SALES
1.58% 197
1.58k 90
6.17h 500
10.10% 1,800
15.38h %37
18.18% 670
18.18% 480
13.8% 124
13.8% 315
12..0% 405
5.65% 2
6.71h 294
13.70% 30
11.90k 43
11.90% 14
11.76% 1,106
10.87% 4,09
9.43 1,955
10.20f 106
10.53k 310
8.85% 5,700
10.75h 975
11.36k 1,200
10.53% 3,000
8.93 284
34.48% 522
3.68% 620
2.9 53
5.62 1,907
14.4% 149
12.82% 90
1.58% 2,123
5.65% 5,000
9.80% 2,601
11.76% 50
4.83k 20
10.4% 418
4.4 493
4.44% 425
8.26h 204
5.18% 200
9.43h 1,100
1.3% 550

TOTAL  ADDITIONAL
ESTINATED WORKING CIP.
HORKING CP.  REQUIRED
B 0
7 q
3 )
1 1
144 U
Wi )
By 5
10 i
P 3
9 3
5 3
2 5
5 %
] (19)
i 4
1) §
98 %
19 %)
7 &)
3 3
50 5)
105 5
1% %
ah (%9)
% %
18) HO
2 (1)
1 |
108 108
109 "
15 &)
161 16l
% 12
% (152)
5 24
P P
u m
2 2
19 3
24 2
1 @)
104 o
i i
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APPENDIX D

Junk Bond Interest Rates




JUNK BOND INTEREST RATES:

#  SBIC

il
i
1
178
1722
179
022
2051
2369
23%
I 2431
2 24
B3 Bl
4 2515
B

1

=S C P ST

215

2679
7 214
B 212
9 2752
0 272
A 2%
2 21
PARILYS
2% 2152
5 2152
% 2152
2 2%
8 212
8 2%
N 2772
3q 2152
R 2%
B 252
3215
&b 2152
¥ 2752
3 2132
B 84
3089
40 313
4 373
2 3
43 3443
4 3
& 3444
4 349
47 341

BUSINESS

CONTR-HVAC & PLUMBING
CONTR-HEATING A AC
CONTR-HEATING | AC
CONTR-ASBESTOS  RENOVAL
CONTR FLOOR COVERINGS
INDUS! PIPING COATER
FOOD PROC-CHEESE

WHSLE BAKERY-CINN ROLLS
WFG-CHILDRENS ACCESS
SILK SCREEN PRINTING
MFG-MILLWORK

WFG-DOOR

WFG-LAWN- FURNITURE
MFG-MATTRESSES
MFG-MATTRESSES
NFG-PAPER BOXES
WAGAZINE PUBLISHER
PRINT SHOP-NOTE PADS
PRINTSHOP W/GRAPHICS
PRINTING SHOP

PRINTING SHOP

PRINTING SHOP

PRINTING SHOP

PRINTING SHOP

PRINTING SHOP
PRINTING-FOIL ENBOSSING
PRINTING SHOP

PRINTING SHOP

PRINTING SHOP
PRINTER-COMNERCIAL
PRINTER-COMNERCIAL
PRINTING SHOP
PRINTING-BUSINESS CARDS
PRINTING SHOP
PRINTER-COMNERCIAL
PRINTING SHOP

PRINTING SHUP
DISTR-CLEANING SUPPLIES'
MEG-PROTOTYPES

REDIMIX U-HAUL CONCRETE
REDIMIX U-HAUL CONCRETE
MEG-STRUCTURAL STEEL
MEG-PRESSURE. VESSELS
WFG-DRAIN GUTTERS
MEG-SHEET NETAL
NEG-TRAILER PARTS
MEG-CUTTING TOOLS

9/91
391
6/%
491
6/91
11/9
11/91
10790
10/86
3/92
391
11/86
%
59
591
6/92
8/92
10/9
8/92
6/92
49
/%
/%
11/9
/91
391
o
11/9
10790
8/%
8/%
5%
11/89
9/89
9/89
9/88
3/88
/%
8/%
591
9%
8/%
10790
5%
4/88
6/89
12/9

ESTINATE OF

10 YEAR  JUNK BOND  ACTIVE JUNK

T-BOND YT RISK PRENIUM BOND YTM
1.801 8.311 16.111
8.101 9.401 17.50L
8.461 6.761 15.221
8.031 8.711 16.741
§.201 8.561 16.761
1.481 1.841 15.321
1.481 1.841 15.321
8.691 9.401 18.001

1.531 N/A N/A
1.451 6.891 14.341
§.101 9.401 17.501

1.281 N/A N/A
6.781 §.191 14.91
1.501 1.51 15.001
8.021 8.871 16.891
1.31 1.401 14.751
6.651 1.641 14.291
6.901 8.201 15.101
6.651 1.641 14.291
1.3 1.401 14.751
1.491 1.571 15.061
6.781 8.191 14.91
6.781 8.191 14.91
1.481 1.841 15.321
8.281 8.061 16.341
8.101 9.401 17.501
8.001 9.401 17.401
8.641 9.401 18.041
8.691 9.401 18.001
8.3711 1.471 15.841
8.3711 1.411 15.841
9.021 1.21 16.291
1.921 6.931 14.851
8.171 5.991 14.161
8.171 5.991 14.161
9.211 2.801 12.001
8.171 3.401 11571
6.781 8.191 14.97
8.3711 1.471 15.841
8.021 8.871 16.801
8.851 9.21 18.071
8.371 1.471 15.841
8.691 9.401 18.09L
9.021 1.211 16.291
8.621 3.201 11.821
8.571 4.5711 3.4
§.161 9.401 17.561



JUNK BOND INTEREST RATES:
I SBIC BUSINESS

oM
3599
3599
3672

FG-TOOL & DIE
FG-NACHINE SHOP

I
I
HFG-MACHINE SHOP
I

8

49

)

ol

52 3711 NFG-AUTO BODY PARTS
53 3128 MFG-AIRCRAFT PARTS
5 3728 MACH SHOP-LG PARTS
55 3949 NFG-FITNESS EQUIPNENT
5% 3993 SIGN MANUFACTURER
57 3993 SIGN MANUFACTURER
58 3993 SIGN MANUFACTURER
59 3993 NFG-SIGN COMPONENTS

60 4212 TRUCKING COMPANY
61 4213 MOVING & STORAGE

62 5013 WHSLE-AUTO SUPPLIES

63 5013 DISTR-AUTO PARTS

64 5013 DISTR-TRUCK LINERS
65 5013 OISTR-TRUCK ELECTRIC EQU
66 5013 WHSLE-AUTO SUPPLIES

67 5013 DISTR-AUTO PAINT

68 5023 WHSLE-CORP WALL ART

69 5032 DISTR-CONCRETE PRODUCTS

10 5045 ELECTRONIC OFFICE EQUIP

7L 5047 DISTR-WEDICAL GASES

72 5047 DISTR- NEDICAL SUPPLIES

13 5063 DISTR-GARAGE DOOR OPENER
74 5063 DISTR-ELECTRIC WIRE PROD
75 5063 DISTR-ELECTRIC SUPPLY

76 5065 DISTR-TV PROD EQUIP

77 5065 DISTR-ELECTRONIC MODELS

78 5072 WHSLE-HARDWARE
19 5075 DISTR-AC SERVICE

80 5084 DISTR-WELL DRILLING EQUI
Bl 5085 DISTR-INDUST SUPPLIES

82 5085 [HSLE-FASTENERS

83 5085 DISTR-NUTS, BOLTS, WASHE
84 5087 WHSLE-JANITORIAL SUPPLIE
85 5094 DISTR-SPEC JEVELRY

86 5143 WHSLE DISTR-DAIRY PROD
87 5149 DISTR-HEALTH FOODS

88 5149 DISTR-FOOD SPICES

89 5169 DISTR-CHENICALS
9 5172 WHSLE-NOTOR OIL

90 5211 DISTR-HOME PRODUCTS
9 5461 DISTR-BREAD PRODUCTS
93 5551 MARINE DEALERSHIP

% 5561 RV DEALERSHIP

FG-ELECTR CIRCUIT BOARD

71

ESTIMATE OF

10 YEAR  JUNK BOND  ACTIVE JUNK

date  1-BOND YW RISK PREMIUN BOND YT
19 1.071 1.901 14.91
591 8.021 8.871 16.891
9 8.441 6.801 15.241
1189 8.061 5.431 13.511
91 §.281 8.061 16.341
12/ 1.201 8.991 16.241
490 §.591 1.101 15.691
11/89 1.921 6.931 14.851
391 8.101 9.581 17.681
/9 8.001 9.401 17.401
39 8.501 1.081 15.581
5/88 8.931 3.001 11.931
11/% 8.641 9.401 18.041
/9% 1.071 1.901 14.91
8/% §.3711 1.471 15.841
39 §.501 1.081 15.581
4/89 9.201 4.501 13.701
3/88 8.171 3.401 10571

12/86 1.121 N/A N/A

9/86 1.591 N/A N/A
10791 1.451 8.391 15.841
791 8.281 8.061 16.341
1/ 1,481 1.841 15.321
9/9 6.531 1.991 14.521
YR 6.781 8.19 14.91
o 8.001 9.401 17.401
10/% 8.691 9.401 18.001
390 8.501 7.081 15.561
9/9 6.931 1,91 14.52
1 8.281 8.061 16.341
591 8.021 8.871 16.801
10791 1.451 8.391 15.841
19 7.481 1.841 15.321
9/9 6.531 1.991 14.521
219 8.471 1.521 15.991
12181 8.981 2.501 11.481
6/91 8.201 8.561 16.761
591 8.021 8.871 16.891
6/89 §.571 4.571 13.141
6/92 1.31 1.401 14.751
49 1.491 1.5711 15.061
10791 1.451 8.391 15.841
10/89 §.181 6.411 14.591
10/89 §.181 6.411 14.591
39 §.501 1.081 15.561
6/90 8,461 6.761 15.22
29 1.251 6.981 4.3



JUNK BOND INTEREST RATES:

£ SBIC

% 5561
% 571
9 543
% 731
9 731
100 7349
101 7349
102 7349
103 73711
104 7372
105 7374
106 7513

BUSINESS

RV DEALERSHIP
HOTORCYCLE DEALER
OFFICE SUPPLY/PRINTING
WAILING SERVICE

DIRECT NAIL/PRINTING
JANITORIAL SERVICE
JANITORIAL SERVICE

HI RISE WINDOW CLEANING
COMPUTER SERVICE
COMPUTER SOFTHIARE
COMPUTER SERVICE
TRUCK/TRAILER RENTAL

DATE

790
8/92
/90
39
10/89
1/
8/9
11/%
6/90
11/9
10/91
/9

10 YEAR
T-BOND YW RISK PREMIUN

8.441
6.651
1.981
1.451
8.181
1.481
8.171
8.641
8.461
6.911
1.451
1.981

6.801
1.641
6.581
6.891
6.411
1.841
8.641
9.401
6.761
8.191
8.391
6.581

ESTINATE OF
JUNK BOND ~ ACTIVE JUNK
BOND YTH

15.241
14.291
14.561
14,34
14.501
15.321
16.811
18.041
15.22
15.101
15.841
14.561
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APPENDIX E

Modifications to BIZCOMPS' Data




74

Al c 0 | 6 H j K M 0 P B S | U ] W M ] A I Al Ar 16
m il ICAIOAS 10 11ICCWS' OAIA; © 6 “TH - HI = PAl FOWUA 1 0A PV ROFIAA  mJIR nlit FOFINAA 0N M S1 =fAMMB = lift12 > AT0I/1 D AC-AO-At - AFIAEFAO
PHIKIPE | PIKIPLF | ALin AWK Aliro ANt Al
OINIG. ASSET AOE A S (iii ] Suifl ASSIKO AOATKIT IAIIFIST MIS. AAEPAEA \ALF  OAMT > . A WHW NERRIMIS, PREAINALF STVAE CF [ ja] WRE W3 PE KT IKOW
AL VAIE - cog OINIG. ASSFL* AVIAIOFIT 00KA WAL AN PR OERVBE | AW  WTiMT QA sfuffl KEES SEEAWH FESA A KIICRAK  WIF Mt QAADITIONE QOIK OEIA ML - CFB.OP.,  CK CRILAR.  puErs Al X HFEEQN  BFREQ KI IKOW 1 KERSY IP.
sie BUSIKSS bl 5 i SAILPB 1 00M  PAINAI B WIAH Wi VS PaTwAS Sl WIE AE I ARE L SAEBWIF GPIAl KIDD w0 (GRAKOP. N FRIE GO SHS ACAT/ TS SF BES gy EOFW. SHIRWFIAKCI. DRy e 0P,
I — — Vil 5 i 101 10 Zi.0ot 1] bt 13X n H 1.1 ki) [U]}4 hi = B 05 1 [39) 11 L B b B n 0 3 D n
I I COMO ALK 1 AC I IS I no 10 10000 10 &) DMt 1 H 10 ] Dt HO HO H IH ) HI 13 wot It ) i ) | ) It a
I COMO WATIK 1 AC 110 0 1 1150 e st KS HS (016 [ H 111 ) B2 1] 13 HI Ml It 13t 50D uot 3] ® 5 HS a a m HS
I 1ISI COALI HOOF1 COVIFIIKS vi i li 30 0 B o It o0 1 H L.Si 13 1UH » m HO MS i ] 1D Qiot [19) 74 S| n u It 9 li
S 101 Fo0C POOC-CHISE Wi sil ISl 1] N0 10000t .30 1 AR vy AA AA 0 M v 13D © AR 0 130 5l L m m B n MA AR 1o} an
| 1051 AHSEL TARTTICIAA QOIS 11/10 10 1 10 103 3150 Il m 00 S H 1.10 kil Mt o] m 3 o® 4 HI HO LIt » ) 3 3 1 | 1 3
11l iG-ALTEAOOA I 15 n lis 0 12,001 I [ 10l S H 13 t nsx D HO 1 010 4 H HO MO! 5 i 1] S t Q 9 I
Lo G000 I n n 1 HS no100.000 Ko 0 A AR AA AA 1 AR M m D A 0 m m Mot ® i 3 D MA A D D
I 18IS WGAAIIOISSES s/ to &9} 0 10 zi.0ot It m 1.0 D H 3.50 tl BMt Hi HO 3 05 1 n 110 uot s B i 0] © 2 D G
10 11SE PLII SHOP AOKI PAOS  11/13 IS 1 HO N so.ot I [ oMt 3 H in il B & HI It 03 5 m HS LM D 9 3 n t 1 a B
111181 PFIAISHOP AVGEIAPHICS vii 10 ll 351 B .0t 1l HO aMt D f 3o tl Ithit in HS i) 03 5 m 35 3Mt = a i K| n 2 3 q
I 1Sl PEHIALIK SHOP i/l 15 1) m 1Lt 1 ] 0a 35 I 113 )} KR H 5] 1 02 3 15 Hs 31 it 1 a 5 1 1 0 5
11081 PFIIARK SHOP Il S i li0 S0t W 5 Lt D 1 ho 3 Kal H m 1 us 1 Hi = 3ME & 9 3 i t 1 D 1
1Sl PFIIAHK SHOP Il 13 n Mmoot sl HO Mot u H IS i (U]} H m B 05 3 m 123 L in 8 it m ] 1 m m
IS 11SI POIATIK-10It 1ABOSSIK 311 10 I m HS  Si.0ot i 9 0a t H 151 [ nsx 9 m 1 on 3 Hi HS Mot bl J 3 a 3 1 H a1
li 1SI PFIIAHK SHoP 1] [ 1 158 IS 15000 S 0m S H Ll It N 4 m H 03 t m 5 uot 5 i 3 1 3 1 HI I
I 1SI PRIALIK SHOP 1010 0 I 108 o 1100t to B 1oME 1 1 L1) H Bal 9 4 u 0B 3 m m Lt a 9 3B D 1 1 B D
I 181 PHITHIK SUP 10710 IS n 105 HS  15.001 ) ] o | I 113 I 1o n n 1 oa 1 o il uot @ i 3 5 1 [ 0 S
I 1ISI PRITAIEFICOIKFICIAL 010 1 ol HO  20.000 It Hi ol 1 H 1.3 i [S1]) o m ) MI S HI it uot % D k3 D 1 2 i ©
10 1151 PFUAIIFIOCAKFICIAL 0/10 IS § HO ns oS00t W B om S H 0o 1) SHit n m " 02 t HI k)3 uot w B it 5 6 1 D 5
111151 POIATIK QUSIKSS C4fIS — 11/11 n m in 1000 @ m H oaL s H I 0t tl [13:5 H m a 05l 1 1] m uot 4] i k3 9 D i - 3
1111 PFIINIK SHOP V] 15 1 m HE om0t HI 0 AR A AA AA 0 A A HI s A 0 m HO uot 5 9 1 H vy A H H
13150 PHANI-COKIICIAL mi ns n o It Si.ot 1% n 001 S H 1000 il It lit = im i MO H 1H 18 LMt HS B 5 HI 5 3 m HI
I 150 PHIIIK SHoP 11 li 1 I s .00 t [] Dox S I 101 I 151 It m B [oki 1 5 HO 1.5t i3 i 3 i S 1 m 1
IS 10il  WG-PI0I0ins Vo H 1 m S S0t IS D oMt S H (] 1l BBH n m It 10 li m il uot 3} B X a 3 3 D 2
111113 TiOIALL [1-4t COKOIIE oIl 5 1 m HS 3001 15 D oaL 3 H 10 il ILlit B m 6 ut 1 m i LMt 3 B 3 1 [ o
113111 OtOIALL O HAUE COKFIIII Vo 15 1 191 15 100.001 IS8 [ AR AR AA AA I A A 5 i A 0 m HS L 2 9 a o v vy o ol
11313 We-PAIISSUFII IFSSEIS  10/10 553 H Ho li0  so.oot B BD a1 S H 1o lot IMe m 161 in @azn i H 1% s 6B B [ m D It 0 HE
Il 311 UG-DFIAIA GUIIERIS 510 IS I )] 15 1.0t IS D Mot 1 H iU ] 1t B o 9 10 B it Sl 15x & B 3 3 t t i
LIt WG-SWFL WAl Vo Il | Ho B0t 1 0 AR A AA AA | 1/A AT Zl a A 1 zl il Lk a r k3 'S M AN I it
3181 WG-CUTHK 100tS 1l HO IS HS Hoo it KO © LINY S H 0.11 10 7HE 3 He S okcil 1 m iz aMe » D B D 1 a
a1 We-100t 10l 3 HO ;5 50 Sk ziot st il Mot 1 H it It itin HS D © o1 1 ) 3 | uot B a © m D 3 it m
3 B WG AACHIN SHOP s/ il 315 w1500t 10 HO 1Mt I H 33) " Iiiit m B i 13 1 HS L) 51t 1)) a B [ i 5 a
I1ISI) WG AACHIW SHOP vw 9 1 315 M N0 IH HS 10ME 1 I 1) ] Bm m )} © on 1 m [ 511 w 2 a B n 3 2 i
35 Jill Wi-1E1CHI CIocON BOAOD 150 ] 150 WSt m 0aL S H 11 kil BIL ic3) ) a IMEl 1 m w 2Sx ® I it D 1 hi u I)
3 mo  Vi-AIFICIAFT PAAITS 1l 0 @ 1100 SB00 10.001 3,100 130 D@ 1 H It.Bi MB IHE 212 5101 -1zl hictil ! 131 2o L 1D P m lii m =i s il
3L 311 AACH SHOP 16 PAFIES vo 1 1 S8l 0 1ot i il Ivot 1 H 1.3 108 L&l (1) A a 23 . ill 13p uot 29 B B m a B m
3L H1) WG-FIiKSS 10UIPWAL — 11/8I I8l m ill Mo thot It S .M I I til Si BB g 13 lit )] )} 130 310 wt 5B ® 5 al 0 B 5 1l
3 3L SIGA HAURACTURLIL 3 1 S 15 HO o 15.000 o H D@ S H 1.5 kil n.in m m ] 15 3 ] m 351 a 1 2 2 1 1 B a1
D 313 SIGA MARACIUFIIN 310 k)] n n 158 Si.0ot 1% (¢ D@ S H 21 1 B5! n m © om -l o Sy M D [3 B D 5 (1)) D H
11 3)13 WG-SIGA COAPOKATS 501 n m 1159 17 I T ( U 1) 1z IMe Il H IS It ILlit o 1@/ D Mt 1 1ar 1.\D 1M B B D ] 0 1 5 3]
I till AOVIK I STOFIAGF ni mn I m 0 HO.DOt  Z00 1 AA AA WA A 1 A A m 1 A 0 n lit 15x a a k3 [ A m n i



A

| (

ANTFITAUOKS 10 BIICOAFS® DAIA:

SBIC BUSINESS

5111 KHSHT AULO SUTUES
SOIT DISH AULD PARIS
SOt 0ISI0 10UCK UAHS
SOIZ DISH COACOIIT PROOIEIS
SOAS 111CI00AIC OIFICI toutp
SOAL 0IS10 AIOICAI 0ASIS
SOAL OIS10° AIOICAL SUPPIKS
SOAi DIStI GAIAGI O0OR OPIAIR
SOIT 01S10 THCHIC Kill PROO
SOA 01810 THICI01C SUPPHI
SOAS 01510 1f POOOTOUIP
SOAS OISII HICI00AIC AOOIS

SOIZ KHSTI*HAIOKARE
SHS — DISH AC SI0fIcI
SOIA O1SH K1U 00HTTAG Ioul

SOIS DISH TAOUSI SUPPI KS
5115 KAStl 1ASIFIIEIS
SOIS 01510 AUIS, Wils, KASHI
soil KHSIi JAALIORIAL SUpp11L
SOSA DISH SPIC JIKfIRt
SIAL DISH 1000 SPICIS
SZI OISH-HOAT PIOOUCIS
SAAL 01510 001AD P1OOUCIS
5551 AARINI OFAIHSHIP
SSAl RF OEAIERSHIP

SSAl It OLATIOSHIP

S AOIORCECT OIALIR
SSAI OIFICI SUPPIE/PRIAIIKG
HAS  JAALIOOIAL SERICI
HAS  JAAIOOIAt SHFIC
HAS HI 0iSI KIAQOK CIEAKIAG
I CONUKR SIRtICI
K17 CUPUTIR SOFIKARI

DAIE

1/50
1/50
A0S
18l
11/1
815
/5L
1151
10/50
in
815
1151
§/81
10781
15t
SIS
1/50
1
ilsl
5181
S
10/08
1/50
AIS0
1ls1
1/50
1151
150
11/
1151
11/50
450
1151

All. - tALUE
IfIE

1]
0
5
A
|
104
10
Iy
10
10
[
]
|
60
A
0
100
IS
§
10
is
10

10

[N}
]

100
12§
10
A
|
1§
10
10
Il
Al
i
n
10
0
A0
5%
10
60
0
10
I
10
0
o
0
180
Al

0016. ASSfl
SALE PB

150
10
10
154
14i
I
li0
s
0l
N
\IN
1
N
i
190
A0
08
1250
is
80
10
150
0
10
400
150
AAJ
s
180
154
[
1i§
500

75

i

L

0016, ASSEI
o 1Atfl1001
SAIF PR

A80
18§
150
Koz
180
0z
10
208
1l
00
500
Il
118
N
1200
508
NS
N
s
0
ISi

18,0l
§1.001
SiL 001
£S.00t
13.001
100. 001
80. 001
AS.00t
1500t
10.001
§0.001
A0t
«0.001
30.001
0.1t
13.001
«0.001
31.101
31.001
11.001
.00
Si.lt
0ot
10.001
15.001
1.0
15.001
15.001
31011
ALl
11,001
15.001
16.001

DOIN

1l
A

§i
11

NOTE PAYABLE
BALANCE

10
18)
Sl
N
il
0
[
1
I
U0
00
ul
129
i

| i
StIfR StIfR
*OLE PATKILE AOIT PAtABIE
INTEREST RATE ~ TERN YRS.
0.0t A
10.001 |
10.001 §
§001 A
Lt |
ATk AA
10.001 10
10.001 §
10.001 I
LI IC
10.001 §
10.001 §
10.00t I
0.0t |
500t |
§SH i
10.00t 10
0.0t 1§
10.001 §
00t 051
.00t |
10.00t |
AA A
.00t 10
LIt 10
#.00t §
.00t i
f.00t

5
10.001 |
10t 3
#.00t 3
100t 3
s.00t 5

ASSUARO
| AOAIHIE
PAYHENTS

1
1
1
1
1
AA
1
Iz
Iz
Iz
Iz
Iz
Iz
Iz
Iz
Iz
Iz
Iz
Iz
Iz
Iz
Iz
AA
Iz
1
1
1
1
li
1
1
1
1

0
« PAI fORAUIA
AOAIHI

AOIE PAI
SELLER

P
=0'N

POIACIPII 1

IAFOfSI PAIS.

Ok StITH
Aot

§
I
1
i3
18
0
I
[
i
0
§|
Sl
S0
A
il
Si
At
11
u
ha
A0
1A
|
1
A
55
Si
1l
l
f
f
§
Il

R
Pt 100AUIA

AROKEL POISTAL TAIUE
StIR AOIT POFSTA TAIUL
SEIE0 AOIT CAPLLAL AFFOTD KOOKIAG CAP.

IALiRfSI
RATE

18.111
15,8
11.101
li.lt!
1812t

ATk
It.11
1A
1.0t
18.54
It.Slt
I.itt
16.15t
15141
1512t
1tz
18.51t
ILAIt
16. lit
If.15t
15.061
.55t

AA
18.12t
18.21t
15.2At
1A.28t
It,Sit
18.12
1Al
Hott
18.2t
15. 101

1 KAOKFI 1

110!

AlA

hil
It!
1l

il
al

§
= iR

00KA PU 1

Al
lit
It
M
1
10z
155
H
bz
H
Al
Ko
il
il
L1)5
iy
i
1,40
li
ks
1l
ks
o
15
i
il
I5h
o
s
15
15
S
Wi

(1. 11104
AL KOOKIAG

-5

U

<AL fORKUEA

V
=N

POIACIPU 1

KOATKI IALTRISI PKTS.
AOTE PRI OA AN 110MI

01§
10.061
1.3
0.01
0.16
AlA
054
10.151
0.00
113
Al
10.101
1101
0-5
1.05
0.1)
040
11.31)
0.4
li.il
10.251
]
A
10.011
1.9
311
11,181
0.51
0.t
0.3!
0.3
lo.ui
Al

KOOKIAG CAP.

|
0
|
5

|

Il
It
-l
-I!

i

» §'l

POFSTAL SAIIK
GOING COACTOA
SKIF polct

Al
4l
0
"
Il
al
150
I
i
2%
lit
It
i
0
11z
Al
Al
LU
IE
74
215
1l
)
0
3
03
02
15
pa)
IiE
ITe
1t
5

ANNUAL

OFPR. 0.,

GROSS SAITS AKOOU SAItS

sl
610
80
05
0l
i3
R
£
[
LK
4,00
1.5
0%
Ko
5,100
i
1,2
1,000
8
52
i
131)
M
Si
11l
5.000
240l
500
i
118
%
m
Uy

11
110t
U0t
LAl
0.0l
LAl
1
1.2l
110
U0t
0.0
DI

051

1A
0.5l
L1l
Lol
Ul

Ul

0Ky
-t
L1
3501
LS
Lol
0.301
(Y]

It
L1
210
ol
L1y
LIt

00161KAt
S0cf

f0
H0
£
120
86
07
62
10
)
Il
il
1
130
90
30
1z
190
AAS
16
138
9
$il
166
50
0z
H0
0l
1
14§
Sl
1l
Il
100

o 5

0fP0./AKORI.
EKPEASI

1
Il
8

§
l
£
|
5
1

It
il
It
§
5
8l
Iz
Iz
U]
5
£
12
JAl
]
1§
i
1§
i
|
1l
10
|
10
il

18

(1 RAIF of
ANAGER'S

SALARY

Al
B
3%
%
B
B
b3
3%
2
14
IS
52
i
it
9
tl
tl
63
B
%
bl
Sl
3
il
b3
85
5
%
%
15
3
B
A

K
S -AA

PREIAL
Ail THOKE
BFI00F 1.

I
Bl
|
1
6]
1
i
0
3
8
i
9
%
]
19
kS
%
(i
%
%
i
Al
Hl
Il
K
0
I)!
[
%
I
i
i
11

AD AE
= 1K1z = (I1KKZ
AIAGE ARAUAL AITRAGE AAAUAI
1RSI 1410181
1KPiASI 01 IKPFISi 0A
STUIR ADIf AQOKIAG CAPHAI
i |
| |
| A
| |
§ |
AR 1
A |
| #1
§ 0
[ |
i 1)
10 il
| il
| |
Iz A
i A
I! |
Sl 1211
£ 1
Il 9
i in
A |
14 A
I 1l
1l H
Il 10
10 1]
5 1
| 1
1 |
| 1
| lil
[ T

Af
SACAD Al

PREIAL

OfF TACOKE

A6
" AFHAIAD
PRIIAI

Al TACOKE
TAIfOfS] HP.

10 fount 10 1AVESI. CAP.

8
Sl
11
il
i
i

Al
Al

|
1§
8l
10



76

APPENDIX F

Estimated Value of Owner’s Services
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Estimated Value of Owner's Services FOR COMPARATIVE PURPOSES ONLY:
# = ((30 + (CROSS SALES - 250) * .00) * .10 # ESTINATE OF RUA RIIA
ANNUAL VALUE OF OWNER ONINERS OWNERS CONP./  QRIGINAL
SBIC BUSINESS m  GROSS SALES SERV. t PR TAX SALARY SALES S
| 1711 CONTR-HVAC i PLUNBING 9/91 1,177 el 5 4.50% 18
2 171 CONTR-HEATING & AC 391 1,023 9 43 4.20% 3
3 1711 CONTR-HEATING & AC 6/90 5,000 8 20 4.20% 30
4 1742 CONTR-ASBESTOS REMOVAL 491 1.863 5 8 4,80 534
5 1752 CONTR FLOOR COVERINGS 6/91 2,000 5 % 4,80 1|
6 2022  FOOD PROC-CHEESE 1191 5,068 8 8 1.70% 167
I 2051 VWHSLE BAKERY-CINN ROLLS 10/90 290 3 5 5.00% 7
8 2369  MFG-CHILDRENS ACCESS 10/86 414 % 2 2.800 8
9 431 MFG-MILLWORK 391 240 B 1) 6.40% %
10 2431 MFG-DOOR 11/86 | 3 16 5.60% 60
1 2515 MFG-MATTRESSES 5/9 1,200 Ikl 4 3.40% 165
122 2752 PRINT SHOP-NOTE PADS /9 25 3 2 9.70% 10
13 2752 PRINTSHOP W/GRAPHICS 8/92 5% % % 9.70% 108
Y 2152 PRINTING SHOP 6/92 1% R 9 9.70% 8
5 217 PRINTING SHOP 419 23 B PAS 9.70% 65
B 2752 PRINTING SHOP /9 280 3 5 8.80% T4
7 2% PRINTING SHOP 11/91 525 % 4 8.800 ]
B 217 PRINTING SHOP 791 1,283 4 8 6.50% 83
19 2752 PRINTING-FOIL EMBOSSING 391 165 k) 4 8.40% 67
0 2% PRINTING SHOP 191 250 3 il 8.400 4
RILY) PRINTING SHOP 190 208 R 7 8.40% 6l
2 2% PRINTING SHOP 10/90 230 3 9 8.40% 8
23 2152 PRINTER-COMMERCIAL 8/90 474 K3 | 8.40% 105
24 2752 PRINTER-COMMERCIAL 8/90 303 K 5 8.40% 10
5 0% PRINTING SHOP 590 500 % Iy 8.40% n
26 2752 PRINTING-BUSINESS CARDS — 11/89 39 35 % 9.30% 106
A 2% PRINTING SHOP 9/89 200 2 19 9.30% 65
28 2752 PRINTER-COMMERCIAL 9/89 1,386 45 8 5.60% 315
N 2% PRINTING SHOP 9/88 216 3 2 7.80% 5
N 2% PRINTING SHOP 3/88 240 ke 9 8.100% 8
A 3089 MEG-PROTOTYPES 8/90 319 % % 8.10% 8
32 3273 REDIMIX U-HAUL CONCRETE 591 266 3 9 3.30% 53
333273 REDIMIX U-HAUL CONCRETE 9/% 1% R 8 6.20 R
3 341 NEG-STRUCTURAL STEEL 8/90 1,700 49 8 5.20% 600
35 3443 NEG-PRESSURE VESSELS 10/90 4.955 8 193 3.90% 478
3 3444 NEG-DRAIN GUTTERS 5/% 50 % 4 8.00% 8
3 3444 MFG-SHEET METAL 4/88 419 % 9 6.90% 6l
3B 3499  MEG-TRAILER PARTS 6/89 27,218 30 1034 3.800 4,443
2 341 MEG-CUTTING TOOLS 12/9 44 % 4 9.20% Vi
40 3B MFG-TOOL & DIE 192 882 4 8l 9.20% A7
4 3599 NEG-MACHINE SHOP 591 400 5 3 9.50% w
42 39 NEG-MACHINE SHOP 719 608 Rl 69 11.30% 1
43 3672 MFG-ELECTR CIRCUIT BOARD  7/89 300 % P! 9.50% )
44 3728 MEG-AIRCRAFT PARTS 12/91 12,000 162 612 5.100 1,000
45 3728 MACH SHOP-LG PARTS 4190 1,302 45 bl 4.70% 219
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Estimated Value of Owner's Services FOR COMPARATIVE PURPOSES ONLY:
# = ((30 + (GROSS SALES - 250) * .00) * 1.10 # ESTINATE OF RIA RUA
ANNUAL VALUE OF OWNER OWNERS OWNERS COMP./  QRIGINAL
BIC BUSINESS DATE  GROSS SALES SERV. # PR TAX SALARY SALES SOCF
46 3949 MEG-FITNESS EQUIPHENT 11/89 3,200 65 176 5.50: 575
47 3993 SIGN MANUFACTURER 391 197 R P/ 11.30: ol
48 3993 SIGN MANUFACTURER 19 950 4 107 n.30: )
49 3993 SIGN MANUFACTURER 3/90 50 % @ 8.30: 0
50 3993 MFG-SIGN COMPONENTS 5/88 1,800 5 68 3.90: 240
SI 4212 TRUCKING COMPANY 11/9 44 B i) 6.50: 8l
5 4213 NOVING J STORAGE 119 474 3 83 9.00; ®
53 5013 WHSLE-AUTO SUPPLIES 8/% 937 4 8 6.20: 10
5 5013 DISTR-AUTO PARTS 3% 670 3 Iy 6.30: HO
5% 5013 DISTR-TRUCK LINERS 4789 480 % k) 6.30: 4
5% 5013 WHSLE-AUTO SUPPLIES 12/86 24 3B 3 4.60: %
5 5013 DISTR-AUTO PAINT 9/86 31 A i 4.60: iy
58 5032 DISTR-CONCRETE PRODUCTS 791 405 % 2 5.40: 0
59 5045 ELECTRONIC OFFICE EQUIP 11791 m B 1 3.90: %
60 5047  DISTR-NEDICAL GASES 9/9 294 3 % 9.40: 107
61 5047 DISTR- MEDICAL SUPPLIES /9 30 gl 2 6.80: 62
62 5063 DISTR-GARAGE DOOR OPENER  1/91 4% 3 0 6.90: 80
63 5063 DISTR-ELECTRIC WIRE PROD  10/%0 14 R i 6.90: 47
64 5063 DISTR-ELECTRIC SUPPLY 3/9 1,106 f M 4.90: n
65 5065 DISTR-TV PROD EQUIP 9/92 4,029 [ 205 . i0: pAll
00 5065 DISTR-ELECTRONIC MODELS 791 1,99 5 % 4,90: 116
Dl 5072 WHSLE-HARDIARE 591 106 3 4 5.70: 10
68 5075  DISTR-AC SERVICE 10/91 310 % 16 5.20: )]
69 5084 DISTR-WELL DRILLING EQUI  11/91 5,700 %3 1 3.00; 30
70 5085 DISTR-INDUST SUPPLIES 9/92 975 4 (3 6.70: 262
7 5085  WHSLE-FASTENERS 219 1,200 Y 5% 4.70: 15
72 5085 DISTR-NUTS, BOLTS, WASHE — 12/87 3,000 63 150 5.00° 465
73 5087 WHSLE-JANITORIAL SUPPLIE  6/91 284 3 2 4.30: 7
74 509  DISTR-SPEC JEWELRY 591 522 % P4 4.40: 13
75 5149 DISTR-FOOD SPICES 49 620 3 3 5.40: 9%
76 5169 DISTR-CHEMICALS 10/91 53 ¥ 5% 10.20° 8
71 5211 DISTR-HOME PRODUCTS 10/89 1,917 5 )] 2.60: 562
78 5461  DISTR-BREAD PRODUCTS 3% 600 3 2 3.70: 166
IS 551  NARINE DEALERSHIP 6/90 980 4 4 4.20: )]
8 5561 RV DEALERSHIP 209 2,123 M 62 2.90: 202
8l 5561 RV DEALERSHIP 7% 5,000 8 5 150 w
8 5571  NOTORCYCLE DEALER 8/92 2,601 5 8l 3.00; 27
83 5943 OFFICE SUPPLY/PRINTING /9 500 % Iy 8.50: ol
8 731 MAILING SERVICE 39 250 3 % 13.60: 0
8 7331  DIRECT NAIL/PRINTING 10/89 418 5 4 10.20% 1%
8 7349  JANITORIAL SERVICE 11/91 493 % 58 H.80: 145
87 7349  JANITORIAL SERVICE 8/91 425 5 5 .80 a
88 7349 HI RISE WINDOW CLEANING  11/%0 294 3 28 9.60: 8
89 73711 COMPUTER SERVICE 6/90 200 3 kil n.40: %
90 7372 COMPUTER SOFTWARE 1/9 1,100 Iy 8 7.30: 30
9 7374 COMPUTER SERVICE 10/91 550 % B 9.90: 100
® 7513 TRUCK/TRAILER RENTAL /9 I Rl 3 4.50: 40
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APPENDIX G

Selling Prices and Income Streams




SELLING PRICES AND INCONE STREAKS:

I SBIC BUSINESS

I 1711 CONTR-HVAC I PLUNBING
21 CONTR-HEATING I AC
31 CONTR-HEATING § AC

4 1752 CONTR FLOOR COVERINGS
5 2022 FOOD PROC-CHEESE

6 2051 VHSLE BAKERV-CINN ROLLS
12431 WFG-MILLVORK

6 2431 WFG-DOOR

9 2515 NFG-MATTRESSES
1002752 PRINT SHOP-NOTE PADS
Il 2752 PRINTSHOP V/GRAPHICS
122752 PRINTING SHOP
132752 PRINTING SHOP
142752 PRINTING SHOP

IS 2752 PRINTING-FOIL EMBOSSING
16 2752 PRINTING SHOP
172152 PRINTING SHOP

18 2752 PRINTING SHOP

19 2752 PRINTER-COMMERCIAL
20 2752 PRINTER-COMMERCIAL
21 2752 PRINTING-BUSINESS CAROS
22152 PRINTING SHOP

23 2752 PRINTER-COMMERCIAL
22752 PRINTING SHOP

25 3089 MEG-PROTOTYPES

26 3273 REDIMIX U-HAUL CONCRETE
203273 REQIMIX U-HAUI CONCRETE
28 3443 MEG-PRESSURE VESSELS
29 3444 WEG-DRAIN GUTTERS

30 3444 NEG-SHEET METAI

31 3541 WEG-CUTTING TOOLS

32 3544 MEG-TOOL S DIE

33 3599 WEG-MACHINE SHOP
343599 WEG-NACHINE SHOP

35 3672 MEG-EIECTR CIRCUIT BOARD
36 3)28 WEG-ATRCRAFT PARTS
i 37128 WACH SHOP-LG PARTS
38 3949 WEG-FITNESS EQUIPHENT
39 3993 SIGN MANUFACTURER

40 3993 SIGN MANUFACTURER
413993 MEG-SIGN COMPONENTS
42 4213 WOVING 1 STORAGE

43 5013 VHSLE-AUTO SUPPLIES
445013 DISTR-AUTO PARTS

45 5013 DISTR-TRUCK LINERS

DATE

9/91
3/91
6790
6/91
11/91
10790
3/91
11786
5/92
11792
8/92
6/92
4792
/91
3/91
1/91
11790
10790
8/90
8/90
11789
9/89
9/89
3/88
8/90
5/91
9/90
10790
5/90
4/88
12/90
7/92
5/91
7/90
7/89
12/91
4790
11789
3/91
3/90
5/88
7/92
8/90
3/90
4789

ORIGINAL
socf

128
143
350
140
167

1,000

OR1G. ASSET
SALE PR

202
240
1250
300
114»
200
165
125
300
140
351
159
130
761
134
155
105
105
201
170
314
129
1074
41
137
11
151
810
149
230
135
590
315
375
250
2800
582
917
155
184
1255
198
350
230
120

80

PRESENT VALUE
GOING CONCERN
SALE PRICE

258
293
1,564
45!
1,340
179
162
148
322
148
320
165
126
783
136
162
103
101
211
179
319
142
1,131
155
180
122
161
982
194
267
169
559
275
379
281
4,341
623
1,580
151
203
1,044
198
461
331
203

PRETAX
NET INCOME
T0 EQUITY

60
T

1
51

(30)
a

®

U

(O]
303

T0

PRETAX
NET INCONE
» INTEREST EXP

INVEST.

CAP.

n
89

PRETAX
NET FREE
CASH ELOV

[T Je—

PRETAX

NEI FREE

CASH EI0t

TO INVEST. CA-"

85
10"
265

86

8:

4:

62

21
122

37

52
32
239



SELLING PRICES AND INCOME STREAVS:

SBIC

5032
5045
5047
5047
5063
5063
5063
5065
5065
5072
5075
5084
5085
5085
5085
5087
5094
5149
5211

5461

5551

5561

5561

5571

5943
7349
7349
7349
7311

7372

BUSINESS

DISTR-COFOETE PRODUCTS
ELECTRONIC OFFICE EQUIP
DISTR-WEDICAL GASES
DISTR- MEDICAL SUPPLIES
OISTR-GARAGE DOOR OPENER
DISTR-ELECTRIC WIRE PROD
DISTR-ELECTRIC SupPLY
DISTR-TV PROD EQUIP
DISTR-ELECTRONIC NODELS
WHSLE-NARDWARE
DISTR-AC SERVICE
DISTR-WELL DRILLING EQU
DISTR-INDUST SUPPLIES
WHSLE-FASTENERS
DISTR-NUTS, BOLTS, WASHE
WHSTE-JANITORIAL SUPPLIE
DISTR-SPEC JEWELRY
DISTR-FOOD SPICES
DISTR-HONE PRODUCTS
DISTR-BREAD PRODUCTS
WARINE DEALERSHIP
RV DEALERSHIP
RV DEALERSHIP
MOTORCYCLE DEALER
OFFICE SUPPLY/PRINTING
JANTTORTAL SERVICE
JANITORTAL SERVICE
HI RISE WINDOW CLEANING
COMPUTER SERVICE
COMPUTER SOFTWARE

DATE

/91
11/91
9/92
1192
1/91
10790
3/90
9/92
1191
5/91
10/91
11/91
9/92
2190
12/87
6/91
5/91
4792
10/89
3/90
6/90
2/92
7/90
8/92
1790
11/91
8/91
11790
6/90
11/92

ORTGINAL
Socf

120
86
107
62
80
4
n
231
116
130
90
340
262
150
465
76
138
93
562
166
50
202
120
267
61
145
91
88
86
300

81

PRESENT VALUE

ORIG. ASSET GOING CONCERN

SALE PR

356
143
287
160
135
108
157
325
137
113
185
750
450
335
2250
135
250
220
150
130
120
400
150
443
105
250
154
155
165
500

SALE PRICE

369
141
307
190
170
106
250
44
294
13
200
1,129
493
416
2,411
148
425
215
217
130
201
483
408
602
154
247
164
174
168
562

PRETAX
NET INCOME
T0 EQUITY

70
46
70
i)

(14)

0
m
il
8
13
13
3
13

PRETAX

NET INCOME

< INTEREST EXP.
TO INVEST. CAP.

(61
135

PRETAX
NET FREE
CASH ELOW
10 EQLiin

-412
19
474
129
-19

PRETAX
NET FREE
CASH FLOW

TO INVEST.

CAP






