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November 11, 201X

Mr. CFO
Chief Financial Officer
Example Company
Any Peachtree Road
Atlanta, Georgia 30XXX

Appraisal of the Fair Value of 100% of the Enterprise Value of Sample Company for Transaction Planning Purposes

Dear Mr. CFO:

At your (the “Client’s) request, Arpeggio Advisors, LLC (“Arpeggio”) has prepared the attached valuation analysis and report
to assist you with the fair value (“FV”) of the enterprise (“Example Company” or the “Company'”) on a controlling,
marketable basis. This valuation analysis was prepared with an effective date of February 16, 2015 (the “Valuation Date”).

We performed the valuation analysis for purposes of transfer planning and reporting. The standard of value to be applied
in our valuation analysis is fair value. The term “fair value” is defined in Section 13.01 the Revised Model Business
Corporation Act (the “Model Act”). The Model Act has further been adopted by the American Bar Association’s (“ABA”)
Committee on Corporate Laws and recommended by the ABA’s Section of Business Law. This definition of fair value has
been adopted into the Georgia Corporate Code for adjudicating shareholder disputes. Under the Model Act, fair value
refers to the value of the corporation’s shares determined:

Immediately preceding the corporate action to which the shareholder objects;
Using customary and current valuation concepts and techniques generally employed for similar businesses in the 
context of the transaction requiring appraisal; and

Without discount for lack of marketability or minority status [except, if appropriate, in connection with certain 
amendments to contractual corporate governance features].
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We believe that the Model Act's definition of fair value is similar to the definition found in Accounting 
Standards Codification Topic 820, Fair Value Measurements (“ASC 820”) as follows:

The price that would be paid to sell an asset or paid to transfer a liability in an orderly transaction 
between market participants at the measurement date. 

The valuation is based on the going concern premise of value meaning that the business will continue to 
operate as an ongoing enterprise.

Our valuation considers, among others, the factors described in Rev. Rul. 59-60 (the “Rev. Rul.”). The Rev. Rul.
states that all relevant factors should be taken into consideration when performing an appraisal of an interest
in a closely held business, including the following:

§ The history and nature of the business;

§ The economic outlook in general, and the condition and outlook of the specific industry in particular;

§ The book value of the stock and the financial condition of the business;
§ The earnings capacity of the business;

§ The dividend-paying capacity of the business;

§ Whether or not the business has goodwill or other intangible value;

§ Sales of the stock and the size of the block to be valued; and

§ The market prices of stocks of corporations engaged in the same or similar line of business having their
stocks actively traded in a free and open market, either on an exchange or over-the-counter.
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Our valuation analysis and conclusions are presented in the attached report, organized into the following
sections:

I. EXECUTIVE SUMMARY
II. VALUATION CERTIFICATION 
III. HISTORY AND NATURE OF THE BUSINESS
IV. INDUSTRY AND ECONOMIC ENVIRONMENT
V. APPROACHES TO VALUE
VI. VALUATION AND PURCHASE PRICE ALLOCATION
VII. CONCLUSION OF VALUE
VIII. TERMS AND LIMITING CONDITIONS
APPENDICES



Based on the assumptions and limiting conditions as described in this report, as well as the facts and
circumstances as of the Valuation Date, we determined the appropriate allocation of the fair value of the
purchase price of Example Company to be (Schedule A-1):

$18,839,000 

Distribution of this letter and report and its associated results, which are to be distributed only in their entirety, are
intended for and restricted to the Client for financial reporting purposes, and may also be disclosed to the Client’s
financial statement auditor. This letter and accompanying report are not to be used, circulated, quoted, or otherwise
referred to, in whole or in part, for any other purpose or to any other party for any purpose without the express written
consent of Arpeggio.

The approaches and methodologies used in our work did not comprise an examination in accordance with generally
accepted auditing standards, the objective of which is an expression of an opinion regarding the fair representation of
financial statements or other financial information, whether historical or prospective, presented in accordance with
generally accepted accounting principles.

Fair	  Value	  of	  100%	  of	  the	  Enterprise	  Value	  
in	  Example	  	  Company 5



We express no opinion on and accept no responsibility for the accuracy and completeness of the financial
information or other data provided to us by others. We assume that the financial and other information provided
to us is accurate and complete, and we have relied upon this information in performing our valuation.

We appreciate the opportunity to be of service to you. A copy of this report and the detailed working papers from
which it was prepared has been retained in our files. If you have any questions concerning this valuation report,
please contact the undersigned at (770) 286-3169.

Very truly yours,

[DRAFT]

__________________________

Arpeggio Advisors, LLC
Michael S. Blake, CFA, ASA, ABAR, BCA
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LETTER TO MANAGEMENT, 
CERTIFICATION AND 
DECLARATION OF APPRAISER
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Appraiser Certification
I certify that, to the best of my knowledge and belief:

• The statements of fact contained in this report are true and correct.
• The reported analyses, opinions, and conclusions are limited only by the reported assumptions and 

limiting conditions, and are my personal, unbiased professional analyses, opinions, and conclusions.
• I have no present or prospective interest in the business or property that is the subject of this 

report, and I have no personal interest or bias with respect to the parties involved.
• My compensation is not contingent on an action or event resulting from the analyses, opinions, or 

conclusions in, or the use of, this report.
• My analyses, opinions, and conclusions were developed, and this report has been prepared, in 

conformity with the Uniform Standards of Professional Appraisal Practice of the Appraisal 
Foundation and the Principles of Appraisal Practice and Code of Ethics of the American Society of 
Appraisers.

• In the past three years prior to the date of this report, we received $XX,XXX in professional fees 
from Intelligent Systems Corporation.

• This report was prepared under the direction of Michael S. Blake, CFA, ASA, ABAR with significant 
professional assistance from ANALYST.

[DRAFT]

Michael S. Blake, CFA, ASA, ABAR, BCA
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FAIR VALUE APPRAISAL OF 100% 
OF THE EQUITY IN EXAMPLE 
COMPANY
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Executive Summary

Engagement Summary Example Company (the “Client”) engaged _____________to perform a fair value 
appraisal of 100% of the enterprise value of Example Company  (“Example 
Company” or the “Company”) for transaction planning purposes.  We issued our 
report, subject to certain terms and limiting conditions described elsewhere, on 
November 11, 201X.

Subject of Valuation 100% of the equity in Example Company.

Standard of Value Fair value

Premise of Value In continued operation as a going concern per the Revised Model Business 
Corporation Act and Accounting Standards Codification Topic 820.

Summary of Business Example Company was a manufacturer of the ________________– a cleaning and 
bioremediation system for automotive parts, machine parts and weapons.

Effective Date of Value (the 
“Effective Date”)

February 16, 2015

Value Conclusion We estimated the fair value of 100% of the enterprise value in Example 
Company to be $18,839,000 as of the Valuation Date.

Valuation Methodologies We relied on the discounted cash flow method in performing our appraisal 
analysis.
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Sources of Information Considered or Used

• Company unaudited financial statements for 2011 through January 31, 
2015;

• Financial projections provided by the Company’s management, through 
December 31, 2018;

• Company’s accounts receivable aging report;
• Discussions with Chief Financial Officer of Example Company;
• Discussions with Chief Executive Officer of Example Company;
• Written responses to information requests made to the Client;
• Data from Pratt’s Stats private transaction online database;
• Data from Capital IQ information service provided by Standard & Poor’s;
• Industry data from IBISWorld for “Auto Mechanics in the U.S.”, October 

2014;
• Data from Risk Management Associates, Valuation Edition; 
• Economic data from "National Economic Report – January 2015 " as 

published by The Center for Economic and Industry Research of the 
National Association of Certified Valuation Analysts (“NACVA”); and

• Other sources as stated in the body of this report and the attached 
schedules.
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Definition of Fair Value
The term “fair value” is defined in Section 13.01 the Revised Model Business Corporation 
Act (the “Model Act”). The Model Act has further been adopted by the American Bar 
Association’s (“ABA”) Committee on Corporate Laws and recommended by the ABA’s 
Section of Business Law.   This definition of fair value has been adopted into the Georgia 
Corporate Code for adjudicating shareholder disputes.  Under the Model Act, fair value 
refers to the value of the corporation’s shares determined: 

– Immediately preceding the corporate action to which the shareholder objects;
– Using customary and current valuation concepts and techniques generally employed for similar 

businesses in the context of the transaction requiring appraisal; and
– Without discount for lack of marketability or minority status [except, if appropriate, in connection 

with certain amendments to contractual corporate governance features].

We believe that the Model Act's definition of fair value is similar to the definition found in 
Accounting Standards Codification Topic 820, Fair Value Measurements (“ASC 820”) as 
follows:

The price that would be paid to sell an asset or paid to transfer a liability in an orderly transaction 
between market participants at the measurement date. 
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Overview of Information Considered

Internal Revenue Ruling 69-60 states that “all relevant factors” must be 
taken into consideration when valuing a business, including:

Requires that the following be considered in valuing the business.

• The history and nature of the business; 
• The economic outlook in general, and the condition and outlook of the 

specific industry in particular;
• The book value of the stock and the financial condition of the business;
• The earnings capacity of the business;
• The dividend-paying capacity of the business;
• Whether or not the business has goodwill or other intangible value;
• Sales of the stock and the size of the block to be valued; and
• The market price of stocks of corporations engaged in the same or 

similar line of business having their stocks actively traded in a free and 
open market, either on an exchange or over-the-counter.
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About EXAMPLE COMPANY
Business Description Example Company was a manufacturer of the Proprietary system – a cleaning and 

bioremediation system for automotive parts, machine parts and weapons.

Summary Data Founded in 1993
Organized and headquartered in Georgia
28 internal employees as of the Valuation Date, with a number of external contractors 
involved in research and development

Target Markets Example Company’s markets include the automotive, transportation, industrial and military 
markets.  The automotive market was considered the Company’s most important market 
and included companies and governmental agencies with fleets of vehicles, individual and 
chain automobile service centers, and auto parts suppliers.   The Company had customers 
in the United States, Europe, Canada, Latin America and the Pacific Rim.

Significant Customers Customer 1 (29.9% of revenue), Customer 2 (22.5%) and Customer 3 (12.9%).  

Key Executives and 
Personnel (resumes included 
in appendix)

Mr. X, Chief Executive Officer.  Biographical summary included as an appendix to this report.

Operational Model The Company manufactures both the core equipment as well as the consumables required 
to continue operation of its equipment, and they are sold through formal distribution 
channels as well as direct (for high-volume customers).  Both are typically sold to its 
customers outright, though in the past the Company has leased some equipment to 
lessees.

Projected Capital Needs None.

Recent 
Transactions/Purchase 
Offers

No written purchase offers were received by the Company in the past year. The Client did 
receive an expression of interest to acquire the Company for $20 million in cash.
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Capital Structure
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Shareholder Ownership
Example Company 100%



FINANCIAL OVERVIEW
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See Exhibit D for Historical and Projected Income Statement Data

Income Statements
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Historical Balance Sheet

See Exhibit E for Historical Balance Sheet Data
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Financial Ratios
Example Company 

as of January 31, 
2015

Public Peer
Group Median

Company 
Relative to Peer 

Group

LIQUIDITY RATIOS
Current Ratio 7.18 2.31 Better
Quick Ratio 5.55 1.48 Better

ACTIVITY  RATIOS
A/R Turnover 5.85 6.70 Worse
Inventory Turnover 5.64 8.87 Worse
A/P Turnover 18.63 9.78 Better

COVERAGE (SOLVENCY) RATIOS
Times Interest Earned n/a 7.62 Better

LEVERAGE RATIOS
Debt to Equity 0.00 0.46 Better

PROFITABILITY RATIOS
Return on Assets 27.9% 3.8% Better
EBITDA Margin 26.2% 8.2% Better
EBIT Margin 24.0% 5.1% Better

GROWTH
1-Year Growth -14.2% 7.7% Worse
3-Year Growth -4.6% 8.3% Worse
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We compared 
certain of the 
company’s 
operating and 
balance sheet 
benchmarks 
to its publicly-
traded peers.  
Our analysis is 
presented 
here.  See 
Exhibit C-3 for 
additional 
information.



Financial Analysis
• The Company was, generally, more profitable than its peers.  Contributing to 

profitability was the Company’s business model of selling not only equipment but 
consumables, as well as leasing.

• The Company’s revenues had retrenched in 2013-4 because its largest lease customer 
decided to purchase its equipment outright.  Further, _________ temporarily halted 
purchases in 2013-4, but resumed purchases in 2015, albeit at a lower rate than 
previously.  Both of these events negatively impacted profitability as well.  This explains 
the Company’s low growth rates relative to its peers.

• Revenues were expected to recover as __________ increased purchases (expected to 
increase 9% in 2015) and the addition of ________________________ as a customer and 
_______________________ as a distributor.

• Expenses were expected to be lower in future years as the Company was freed from 
an onerous sales commission agreement.

• The Company’s balance sheet was effectively debt-free.  All of the Company’s balance 
sheet indicators were computed to be above the median of its peer group (Exhibit C-
3).

• The Company’s financial indicators represented a positive value factor in our analysis.
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MARKET AND ECONOMIC 
ENVIRONMENT

An investor/buyer will consider economic, market and industry 
conditions in which the subject company operates when 
determining an appropriate price in a transaction.  

We were unable to locate market or industry data specifically 
relevant to the Company.  However, the automotive mechanics 
market represented the Company’s largest market segment.  
Accordingly, we analyzed the automotive mechanics market in 
our analysis.
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Industry Definition

• The Company’s most developed market was the 
automotive mechanics industry.

• The industry was a $59.5 billion industry, divided 
among powertrain repair, brake repair, electrical 
system repair, heating repair, exhaust system 
repair, wheel alignment and repair, preventative 
maintenance, and other repair services.

• There were nearly 260,000 businesses in the 
industry, and no player was dominant or prominent 
in the market.

• Barriers to entry were low and regulation was light.
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Industry Drivers
Driver Comment Impact	  on	  

Industry
Average	  Age of	  
Vehicle	  Fleet

Older	  vehicles	   require	  more	  frequent	  repairs and	  the	  average	  age	  
of	  vehicles	   in	  the	  U.S.	  was	  expected	   to	  decline	   through	  2019.

Motor	  Vehicle	  
Registrations

The	  number	  of	  registered	  vehicles	  was	  expected	   to	  increase,	  
resulting	   in	  increased	  demand	  for	  repair	  and	  maintenance	  
services.

Per Capita	  
Disposable	   Income

As	  disposable income	  increases,	   consumers	  can	  afford	  more	  
repairs	  but	  also	  can	  afford	  new	  cars.	  	  Disposable	  income	  was	  
expected	   to	  increase	   in	  2014	  and	  beyond.

Total	  Vehicle	  Miles More	  miles	  driven	  leads	  to	  more	  demand for	  repair	  and	  
maintenance.	   	  Total	  vehicle	  miles	  was	  expected	   to	  increase	   in	  2014	  
and	  beyond.

Corporate	  Profits As	  corporate	  profits	  increase,	  businesses	  can	  afford	  more	  repairs	  
but	  also	  can	  afford	  new	  cars.	  	  Corporate	  profits	  were	  expected	   to	  
increase	   in	  2014	  and	  beyond.

Impact	  on Valuation Overall,	  the	  industry	  environment	  represented	  a	  positive	   factor	  in	  
the	  valuation	  analysis.
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Industry Demand Trend
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Industry growth was expected to be positive, but not strongly so, and 
forecasted growth rates were expected to decline through 2019.



Economic Analysis
Driver Comment Impact	  on	  Industry

U.S.	  GDP	  Growth U.S.	  GDP	  expanded at	  a	  2.2%	  annualized	  rate	  in	  the	  fourth	  
quarter	  of	  2014.	  	  The	  growth	  rate	  was	  below	  expectations	  of	  3.1%	  
growth.

U.S.	  Personal	  Incomes Personal	  incomes	  	  were	  up	  in	  December	  2014 by	  0.3%	  in	  
December,	  sandwiching	  a	  decline	  in	  0.3%	  in	  December	  and	  a	  0.4%	  
increase	  in	  October.	  	  

U.S. Auto	  Sales New	  vehicle	  sales	   increased	  14%	  over	  the	  year	  earlier,	  reaching	  
1.15	  million	  units	  in	  January	  2015.

Corporate	  Profits Corporate	  profits	  increased	  3.1%	  in	  the	  third	  quarter	  of	  2014	  and	  
were	  on-‐pace	  for	  a	  0.7%	  increase	  for	  the	  year,	  which	  would	  be
the	  5th straight	  annual	  increase	  since	  2010.

Overall impact	  on	  value	  
conclusion

Most	  economic	  indicators are	  either	  neutral	  or	  in	  favor	  of	  
increased	  demand	  for	  automotive	  repair	  services,	  thus	  
representing	  a	  positive	  environment	  for	  the	  Company.
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VALUATION ANALYSIS

Our analysis indicated that the discounted cash flow method of the 
income approach offered the most credible value conclusion with 
respect to the fair value of Example Company.  
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Approaches to Valuing a Company
Approach Description Relied	  Upon?

Income	  
Approach

The	  value	  of	  a	  company	  is	  a	  function	  of	  the	  cash	  it	  is	  expected	  to	  generate.
Future	  expected	  cash	  flows	  are	  discounted	  by	  a	  “discount	  rate”	  that	   is	  associated	  with	  the	  
rate	  of	  return	  expected	  on	  an	  investment	  that	  generates	  those	  cash	  flows.	  	  Typical	  income	  
approach	  techniques	  include:

§ Discounted	  cash	  flow	  method	  (used	  for	  our	  analysis)
§ Capitalization	  of	  earnings	  method
§ H-‐Model

Yes – we	  were
provided	  with	  
detailed	  cash	  flow	  
forecasts	  that	  we	  
decided	  were	  
credible	  and	  reliable.

Market	  
Approach

The	  market	  approach	  establishes	  value	  through	  the	  analysis	  of	  the	  market	  prices	  of	  the	  
equity	  of	  comparable,	  publicly-‐traded	  companies	  and	  through	  an	  analysis	  of	  recent	  sales	  of	  
private	  businesses	  operating	  in	  the	  same	  industry	  as	  the	  business	  being	  valued.	  	  
Typical	  market	  approach	  techniques	  include:

§ Use	  of	  guideline	  public	  companies	  ("GPC")	  (used	  for	  our	  analysis)
§ Use	  of	  merged	  and	  acquired	  (“M&A”)	  company	  pricing	  data	  (used	  for	  our	  analysis)
§ Use	  of	  recent	  transactions	  involving	  the	  company’s	  stock
§ Consideration	  of	  bona	  fide	  offers	  to	  by	  the	  company	  or	  subject	   interest

No– we	  were	  unable	  
to	  identify	  public	  
companies	  or	  
acquired	  private	  
companies	  with	  
associated	  pricing	  
data	  sufficiently	  
comparable	  to	  use	  in	  
our	  valuation	  
analysis.

Asset
Approach

Indicates	  that	  a	  company’s	  value	  is	  equal	  to	  the	  sum	  of	  the	  values	  of	  its	  constituent	  assets.	  
The	  Net	  Asset	  Value	  (“NAV”)	  method	  is	  the	  most	  frequently	  used	  asset	  approach	  technique.	  	  

The	  NAV	  method	  is	  most	  frequently	  used	  in	  the	  liquidation	  premise	  of	  value	  and	  for	  
determining	  the	  value	  of	  holding	  companies.

No – the	  Company	  
was	  an operating	  
company	  and	  a	  going	  
concern.
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The Income Approach –
Discounted Cash Flow Method

• The discounted cash flow method considers 
promised cash flows to investors

• Such cash flows include discrete, annual cash 
flows for a period of time, and then a terminal 
cash flow, which reflects either the cash flows 
projected for every year beyond the projection 
period, or an exit price at a future point in time.

• Such promised cash flows are discounted by a 
discount rate, to reflect the risk and required 
return associated with the perceived likelihood 
of receiving the promised cash flows.
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Debt-Free Cash Flow

Impact Income/Expense	  Item

Start Net	   Income after	  Taxes

Depreciation, Amortization,	  Deferred	  Taxes

Capital	  Expenditures

Changes in	  Net	  Working	  Capital

Interest	  Expense

Preferred	  Dividends

Net	  Debt-‐free	  Cash Flow

Debt-Free cash flow represents cash flows available to shareholders and 
lenders.  Debt-Free cash flow produces a value that is not dependent on the 
company’s capital structure.
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Discount Rate

• A discount rate converts anticipated cash flows to 
the investor into terms of present day dollars 
actually held.  When debt-free cash flows are 
discounted, the discount rate is equal to the returns 
on investment expected by shareholders and 
lenders, and this is expressed as the weighted 
average cost of capital, or WACC.

• The cost of equity and cost of debt must be 
estimated.

• The higher the discount rate, the lower the present 
value.
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Cost of Equity - Modified Capital Asset Pricing Model
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The selected beta was based on guideline public company betas, adjusted 
to match the industry’s capital structure.  See Exhibits C and C-1 and 
Appendix A for additional detail as well as the theoretical foundation 
behind the Capital Asset Pricing Model.

Input Value Comment

Risk-free 
Rate

2.39% + Yield on 20-year Treasury bill as of the 
Valuation Date

Beta 0.80 Based on 5-year betas of guideline public 
companies.  This is a relatively low beta.

Equity Risk 
Premium

x 6.18% Supply-side equity risk premium

= 7.34% + (combined industry and equity risk 
premium)

Size Risk 
Premium

5.99% + 10th decile size risk premium per 
Ibbotson method

Company-
specific Risk 
Premium

6.00 + Company specific factors as measured by 
informed professional judgment.

Cost of 
Equity

19.3% 2.39%

4.95%

5.99%

6.00%

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

12.00%

14.00%

16.00%

18.00%

20.00%

Cost	  of	  Equity	  Using	  CAPM
Company	  
Specific	  Risk	  
Premium

Size	  Risk	  
Premium

Equity	  Risk	  
Premium

Risk-‐Free	  Rate



Company-Specific Risk Premium
Risk	  Category Comment Impact	  on	  Risk
Leverage Debt	  was	  effectively zero.

Operating	  history The	  Company’s	  operating	  history	  showed revenue	  retrenchment.

Reliability	  of	  financial	  data The	  Company’s	  financial	  data	  was	  not	  audited.

Customer	  concentration Three	  customers	  each	  represented	  over	  10%	  of	  revenue.

Uncertainty of	  projections Projections	  indicate	  a	  reversal	  of	  the	  declining	  trend, although	  the	  path	  to	  
growth	  was	  reasonably	  visible.

Management	  depth The	  Company’s	  management depth	  was	  sufficient.

Access to	  capital The	  Company did	  not	  project	  any	  capital	  requirements.

Volatility	  of	  cash	  flow The	  Company’s	  cash	  flows	  were	  relatively	  stable.

Supplier	  leverage Labor	  was not	  organized.

Geographical distribution The	  Company’s	  customers	  were	  located	  worldwide.

Availability of	  labor The	  Company	  had	  a	  ready	  pool	  of	  labor in	  the	  Atlanta	  area.

Breadth	  of	  products The	  Company	  had	  one	  primary	  product	  line	  – ___________________.

Fixed	  assets’	  age	  and	  condition The	  Company’s	  molds were	  10	  years	  old	  or	  less.

Regulatory risk The	  Company’s	  industry	  benefited	  from	  regulation of	  cleaning	  chemicals.

Competitive	  advantage The	  Company	  had	  a	  unique offering	  but	  its	  patents	  were	  expiring	  by	  2015.

Concluded	  CSRP	  =	   6.0%
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Cost of Debt

• Base market cost of debt = 4.57% - yield 
on Baa debt as of the Valuation Date

• Tax rate = 38.0%, Georgia tax rate of 
6.0% and federal tax rate of 34%.

• After-tax cost of debt = 4.57% x (1-38%) 
= 2.83%.
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Weighted Average Cost of Capital
WACC = (Cost of Equity x Weight of Equity*) + (Cost of Debt x Weight of 
Debt*)

82.0%

18.0%

MCAPM	  WACC

Wt.	  Equity

Wt.	  Debt
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* Wt. Debt & Wt. Equity = Current capital 
structure of comparable public companies 
(Exhibit C-3)

Cost of Equity = 16.0%

Cost of Debt = 2.83%



Weighted Average Cost of Capital Conclusion
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19.3%

2.83%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

MCAPM

Cost	  of	  Equity

Cost	  of	  Debt

Cost of Capital Applied (16.0%)



Market Required Returns
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0 10 20 30 40 50 60

Angel	  Capital

Venture	  Capital

Private	  Equity

Mezzanine

Asset-‐Based	   Loans

%	  Required	  Return

Source:	  Capital	  Markets	  Report,	  Winter	  2015,	  Pepperdine	  University,	  Paglia &	  Slee

The WACC of 16% is consistent 
with returns in the mezzanine 
debt area and would be 
considered in the lower quartile 
for private equity returns.  This is 
due to the Company’s relatively 
low return requirements in the 
Company’s industry.
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Cash Flow Forecasts

Source: Provided by the Company’s management.
See Exhibit B for additional detail.
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This	   is	  the	  terminal	  value	  
– the	  value	  associated	  
with	  aggregate	  expected	  
cash	  flows	  beyond	  2018.
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Future	  cash	  flows	  are	  discounted	  
at	  16%,	  compounding

Note that much of the Company’s value is derived from its 
terminal value.



Terminal Value –
The Gordon Growth Model
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The Gordon Growth Model (published by Myron J. Gordon in 1959) computes value by assuming that a cash flow 
will grow in perpetuity at a steady growth rate.  Those perpetual cash flows are discounted at the require rate of 
return (the discount rate).

Rather than attempting to model every cash flow into perpetuity, the Gordon Growth Model is a short cut to 
capture the present value of cash flows after the period explicitly modeled.  The Gordon Growth Model is 
expressed with the following formula, where:

CF = Constant baseline cash flow
g = Long-term growth rate
k = Discount rate

Variable Input Comment

Constant baseline cash flow $2,557,122 2018 cash flow, increased by 3% for terminal

Long-term growth rate 3.0% Above IBISWorld long-term projections due to 
the Company’s competitive advantages

Discount rate 16.0% As described in this report

Terminal value $19,670,172 Computation of formula.  See Exhibit B

Present value $11,853,765 Discounted 3.41 years at 16.0%/year



Conclusion of Enterprise Value

Item Value
Present value of annual cash flows, 2015-2018 $6,985,112 
Plus:  Present value of terminal value $11,853,765 
Indicated enterprise fair value $18,838,877
Plus:  Cash Balance $2,011,953
Fair value of total invested capital $20,851,000

See Exhibit B for more detail.
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Our discounted cash flow analysis produced the following value 
conclusion:



CONCLUSION	  OF	  VALUE
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Conclusion of Value

Indicated	  Value

Income	  Approach	  – Discounted	  Cash	  Flow	  Method $20,851,000

Less:	  	  Cash	  Balance $2,011,953

Fair value	  of	  the	  enterprise $18,839,000

Concluded	   Fair	  Value	  of	  100%	  of	  the	  Enterprise $18,839,000

Based on the assumptions and limiting conditions as described in this report, as well 
as the facts and circumstances as of the Valuation Date, we estimated  that the fair 
value of 100% of the equity in Example Company as a going concern, was $18,839,000.

Additional detail available in Exhibit A.
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ASSUMPTIONS	  AND	  LIMITING	  
CONDITIONS
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The primary assumptions and limiting conditions pertaining to the value estimate conclusion stated in this report are 
summarized below. Other assumptions are cited elsewhere in this report.

The valuation may not be used in conjunction with any other appraisal or study. The value conclusion stated in this 
valuation is based on the program of utilization described in the report, and may not be separated into parts. The 
valuation was prepared solely for the purpose, function and party so identified in the report. The valuation report may 
not be reproduced, in whole or in part, and the findings of the report may not be utilized by a third party for any 
purpose, without the express written consent of __________________________.
No change of any item in any part of the valuation report shall be made by anyone other than 
_________________________and we shall have no responsibility for any such unauthorized change.

Unless otherwise stated in the valuation, the valuation of the Subject Interest and the Company has not considered or 
incorporated the potential economic gain or loss resulting from contingent assets, liabilities or events existing as of the 
Valuation Date.
The working papers for this engagement are being retained in our files and are available for your reference. We would be 
available to support our valuation conclusion should this be required. Those services would be performed for an 
additional fee.
Neither all nor any part of the contents of the report shall be disseminated or referred to the public through advertising, 
public relations, news or sales media, or any other public means of communication, or referenced in any publication, 
including any private or public offerings, including but not limited to those filed with the Securities and Exchange 
Commission or any other governmental agency, without the prior written consent and approval of
_______________________________.

Management is assumed to be competent, and the ownership to be in responsible hands, unless noted otherwise in this 
report. The quality of business management can have a direct effect on the viability and value of the business. The 
financial projections contained in the valuation assume both responsible ownership and competent management unless 
noted otherwise. Any variance from this assumption could have a significant impact on the final value estimate.

Unless otherwise stated, no effort has been made to determine the possible effect, if any, on the subject business due to 
future federal, state or local legislation, including any environmental or ecological matters or interpretations thereof.
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Events and circumstances frequently do not occur as expected, and differences will unusually exist between prospective 
financial information and actual results, and those differences may be material. accordingly, to the extent that any of the 
information used in this analysis and report requires adjustment, the resulting fair value would be different.

Any decision to purchase, sell or transfer any interest in the Company shall be your sole responsibility, as well as the 
structure to be utilized and the price to be accepted.

The selection of the price to be accepted requires consideration of factors beyond the information we will provide or 
have provided. An actual transaction involving the subject business or interest might be concluded at a higher value or at 
a lower value, depending upon the circumstances of the transaction and the business, and the knowledge and 
motivations of the buyers and sellers at that time.

All facts and data set forth in our letter report are true and accurate to the best of our knowledge and belief.
No investigation of legal fees or title to the property has been made, and the owner's claim to the property has been 
assumed valid. No consideration has been given to liens or encumbrances that may be against the property except as 
specifically stated in the valuation executive summary report.

All recommendations as to fair value are presented as our conclusion based on the facts and data set forth in this report.
During the course of the valuation, we have considered information provided by management and other third parties. 
We believe these sources to be reliable, but no further responsibility is assumed for their accuracy.

We have conducted interviews with the current management of the Company and/or their representatives concerning 
the past, present, and prospective operating results of the Company.

Any projections of future events described in this report represent the general expectancy concerning such events as of 
the evaluation date. These future events may or may not occur as anticipated, and actual operating results may vary 
from those described in our report.
This valuation study is intended solely to assist the Company in determining the fair value of its equity securities for 
transaction planning purposes and should not be used for any other purpose or distributed to third parties, in whole or 
in part, without the express written consent of ______________________________________.
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We have no responsibility or obligation to update this report for events or circumstances occurring subsequent to the 
date of this report.

Our report is based on historical and/or prospective financial information provided to us by management and other third 
parties. This information has not been audited, reviewed, or compiled by us, nor has it been subjected to any type of 
audit, review, or compilation procedures by us, nor have we audited, reviewed, or compiled the books and records of the 
Company. Had we audited, reviewed ,or compiled the underlying data, matters may have come to our attention which 
would have resulted in our using amounts which differ from those provided; accordingly, we take no responsibility for 
the underlying data presented or relied upon in this report.

We have relied upon the representations of the owners, management and other third parties concerning the value and 
useful conditions of all equipment used in the business, and any other assets or liabilities except as specifically stated to
the contrary in this report. We have not attempted to confirm whether or not all assets of the business are free and clear 
of liens and encumbrances, or that the Company has good title to all assets.

Our valuation judgment, shown herein, pertains only to the subject business, the stated value standard, as at the stated 
Valuation Date, and only for the stated valuation purpose.

The various estimates of value presented in this report apply to the valuation report only, and may not be used out of 
the context presented herein.

In all matters that may be potentially challenged by a Court, the Securities and Exchange Commission or Internal 
Revenue Service we do not take responsibility for the degree of reasonableness of contrary positions that others may 
choose to take, nor for the costs or fees that may be incurred in the defense of our recommendations against 
challenge(s). We will, however, retain our supporting workpapers for your matter(s), and will be available to assist in 
active defense of our professional positions taken, at our then-current rates, plus direct expenses at actual, and 
according to our then-current Standard Professional Agreement.
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Text Pulled Directly from the Company Website

47Fair	  Value	  of	  100%	  of	  the	  Enterprise	  Value	  
in	  Example	  Company



BIOGRAPHY OF THE 
APPRAISER

Fair	  Value	  of	  100%	  of	  the	  Enterprise	  Value	  
in	  Example	  Company 48



Michael S. Blake, CFA, ASA, ABAR, BCA

Role President, Arpeggio Advisors and Project Lead

Accreditations CFA Charterholder (CFA Institute), Accredited Senior Appraiser in Business 
Valuation (American Society of Appraisers), Accredited in Business Appraisal 
Review (National Association of Certified Valuation Analysts), Business 
Certified Appraiser (International Society of Business Analysts)

Industry 
Specialties

Information technology, aerospace, alternative energy, biotechnology, 
restaurants, professional services firms

Honors Atlanta Business Chronicle Top 40 Under 40 list, 2009
Leadership Atlanta Class of 2014

Education B.A., Economics and French (Cum Laude), Franklin & Marshall College
M.B.A., Finance and Economic Development, Georgetown University
Member, Phi Beta Kappa Society

Other Special Instructor of Valuation in the Georgia Tech/Emory University TIGER 
Program
Co-Founder of StartupLounge
Instructor on Financial Modeling in the Technology Association of Georgia’s 
CapVenture Program
Coached 6 business plan teams to competition victories, winning $300K in 
cash, $2 MM in services, and securing an investment from Mark Cuban via 
ABC’s Shark Tank.
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Example Company Exhibit A
Fair Value of Business Enterprise Effective Date of Valuation: February 16, 2015
Summary of Concluded Value

DRAFT - For Discussion Purposes Only

Valuation Conclusion
Estimated Fair 

Value ("FV")

Income Approach - Discounted Cash Flow Method (1) 20,851,000$             

FV of Total Invested Capital on a Controlling, Marketable Basis 20,851,000$            

Less: Cash Balance as of the Valuation Date (2) (2,011,953)                

FV of Business Enterprise Value on a Controlling, Marketable Basis (Rounded) 18,839,000$            

Notes:
(1) See Exhibit B.
(2) See Exhibit E.



Example Company Exhibit B
Fair Value of Business Enterprise Effective Date of Valuation: February 16, 2015
Valuation Model:  Income Approach - Discounted Cash Flow Method

2015 2016 2017 2018

Revenue 11,770,881$     12,584,120$    13,456,977$    13,860,686$    $14,276,507
Annual Growth Rate na 6.9% 6.9% 3.0% 3.0%

Operating Income 3,341,332         3,652,854         4,115,209         4,238,666         4,365,826        

Less: Income Taxes (2) 40.0% (1,336,533)        (1,461,142)        (1,646,084)        (1,695,466)        (1,746,330)       

After-Tax Net Income 2,004,799         2,191,712         2,469,126         2,543,199         2,619,495        

Add: Depreciation & Amortization 197,336             200,000            200,000            206,000            212,180           
Less: Capital Expenditure (3) 95,520               250,000            225,000            206,000            212,180           
Less: Cash-Free Debt-Free Net Working Capital Requirement (4) 15.0% (468,765)            121,986            130,929            60,556               62,373              

Invested Capital Cash Flow 2,575,380 2,019,726 2,313,197 2,482,643 2,557,122

Terminal Value (5) 19,670,172      

Partial Year Factor 0.91                   1.00                   1.00                   1.00                   1.00                  

Discount Period 0.46                   1.41                   2.41                   3.41                   3.41

Present Value Factor at a Discount Rate of (6) 16.0% 0.93                   0.81                   0.70                   0.60                   0.60                  

Present Value of Cash Flows 2,234,189          1,637,784         1,617,033         1,496,106         11,853,765      

Sum of Present Values 18,838,877

Plus: Cash Balance as of the Valuation Date (7) 2,011,953          

Indicated Fair Value of Invested Capital (Rounded) 20,851,000$     

Notes:
(1)

(2)
(3)
(4)

(5)
(6)
(7)

Capital expenditure was assumed to offset the depreciation expense for the future periods.

---------- Projected (1) ----------

Fiscal Year Ending December 31,
Terminal Year

Projected financials for 2015-2017 were provided by the Management.  After 2017, the revenue growth rate was expected to reach a long-term growth rate of 3.0%.  Please see 
Exhibit F for details.
A blended corporate rate of 40.0% was assumed.

DRAFT - For Discussion Purposes Only

Cash-Free Debt-Free Net Working Capital ("CFDFNWC") requirement based on the Company's historical average CFDFNWC level as well as a review of the industry average 
CFDFNWC level indicated by the guideline public companies.
The terminal value was estimated using Gordon growth model based on a long-term growth rate of 3.0%.
See Exhibit C.
See Exhibit G.



Example Company Exhibit C
Fair Value of Business Enterprise Effective Date of Valuation: February 16, 2015
Calculation of WACC Using Modified Capital Asset Pricing Model

Cost of Equity

E(Ri) = Rf + B(RPm) + RPs + RPu

= 2.39% + 0.80 x 6.18% + 5.99% + 6.00%

= 19.3%

Where:
E(Ri) = Expected Return (Discount Rate) on the Security (1)
Rf  = Risk-Free Rate (2)
B = Beta of the Security (3)
RPm = Equity Risk Premium (4)
RPS = Risk Premium for Size (5)
RPu = Company Specific Risk Premium (6)

Cost of Debt

Pre-tax Cost of Debt = 4.57% (7)
Tax Rate = 38.0% (8)

After-tax Cost of Debt = 2.83% (9)

Equity % (10) 85.0% x 19.3% = 16.4%
Debt % (10) 15.0% x 2.8% = 0.4%

Concluded WACC = 16.9%

Concluded WACC (Rounded) = 16.0%

Notes:
(1)

(2)
(3)
(4)
(5)
(6)
(7)
(8)
(9)
(10)
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The cost of debt is selected based on the yield of Baa rated corporate bonds as of the Valuation Date.
Estimated blended tax rate for the Company.
After-tax Cost of Debt  =  Pre-Tax Cost of Debt * (1 - Tax Rate).
Based on the average capital structure of the guideline public companies.

The Modified Capital Asset Pricing Model (MCAPM) is a model that describes the relationship between risk and expected return that is used in the pricing of securities.  
The premise of MCAPM is that the expected return (or discount rate) of a security equals the rate on a risk-free security plus an equity risk premium, a risk premium for 
size, and a company specific risk premium.
Long-term equity risk premium (supply side) presented in Duff & Phelps, LLC "2014 Valuation Handbook, Guide to Cost of Capital."
Average beta calculated based on betas of comparable public companies. See Exhibit C-1.
Long-term equity risk premium (supply side) presented in Duff & Phelps, LLC "2014 Valuation Handbook, Guide to Cost of Capital."
Size-based equity risk premium presented in Duff & Phelps, LLC "2014 Valuation Handbook, Guide to Cost of Capital."
Based on an assessment of the risks associated with the Company.



Example Company Exhibit C-1
Fair Value of Business Enterprise Effective Date of Valuation: February 16, 2015
Calculation of Beta for Guideline Public Companies

BU = BL

1+(1-t)(Wd/We)

BL = BU [1+(1-t)(Wd/We)]

Where:
BU = Beta unlevered
BL = Beta levered

t = Effective tax rate for the company
Wd = Percentage of debt in the capital structure
We = Percentage of equity in the capital structure

Company Name Ticker Observed Beta (1) Debt % Equity %
Effective 
Tax Rate BU BL

Clean Harbors, Inc. NYSE:CLH 0.48 33.0% 67.0% 40.0% (2) 0.37 0.41
Heritage-Crystal Clean, Inc NasdaqGS:HCCI 1.14 6.5% 93.5% 40.0% (2) 1.10 1.21
Stepan Company NYSE:SCL 0.93 23.9% 76.1% 24.4%  0.75 0.83
Ocean Bio-Chem Inc. NasdaqCM:OBCI 0.94 2.8% 97.2% 31.8%  0.92 1.02
Ecolab Inc. NYSE:ECL 0.66 18.1% 81.9% 28.0% 0.57 0.63
PuriCore Plc AIM:PURI 0.75 8.5% 91.5% 40.0% (2) 0.71 0.79

Indicated Industry Average Leverage (3) 15.0% 85.0% 40.0%

Average Relevered Beta 0.80
Median Relevered Beta 0.80

Selected Beta 0.80

Notes:
(1)
(2) The guideline public company's effective tax rate was not available; we applied the Company's tax rate in determination of relevered beta.
(3)

Guideline public companies' 5-year beta per CapitalIQ.

The selected capital structure was determined based on the average capital structure indicated by the selected guideline public companies. Blended tax rate of 40.0% estimated 
as discussed in footnotes of Exhibit C.
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Example Company Exhibit C-2

Fair Value of Business Enterprise Effective Date of Valuation: February 16, 2015
Business Descriptions of Guideline Public Companies ("GPCs")

Company Name Ticker Business Description (1)

Clean Harbors, Inc. NYSE:CLH Clean Harbors, Inc. provides environmental, energy, and industrial services in North America. The company’s TechnicalServices segment provides
hazardous material management services, including the packaging, collection, transportation, treatment, and disposal of hazardous and non-
hazardous wasteat itsincineration, landfill, wastewater,andothertreatment facilities. Its Industrialand Field Services segment offers industrial and
specialty services, such as high-pressure and chemical cleaning, catalyst handling, decoking, material processing, and industrial lodging servicesto
refineries, chemical plants, oil sands facilities, pulp andpaper mills, andotherindustrial facilities. Thissegment alsoprovides environmental cleanup
servicesconsisting of tank cleaning, decontamination, remediation, and spill cleanup services.The company’s Oil Re-refiningand Recycling segment
processes used oil into high quality base and blended lubricating oils forsale to third partycustomers, as well as recycles oil. Its SKEnvironmental
Services segment offers environmental services comprising parts cleaning, containerized waste services, oil collection, and other complementary
products and services, such as vacuum services, allied products, and other environmental services. The company’s Lodging Services segment
provides lodges and remote workforce accommodation facilities, including client and open lodges, operator camps, and drill camps in Western
Canada. This segment also manufactures modular units and wastewater processing plants, operating services, and parts. Its Oil and Gas Field
Services segment provides fluid handling and hauling, production servicing, surface rentals, seismic services, and directional boring services to
energy sector serving oil and gas exploration and production, and power generation. The company operates through a network of approximately
400 service locations. Clean Harbors, Inc. was founded in 1980 and is headquartered in Norwell, Massachusetts.

Heritage-Crystal 
Clean, Inc

NasdaqGS:HCCI Heritage-Crystal Clean, Inc., through its subsidiary, Heritage-Crystal Clean, LLC, provides parts cleaning, and hazardous and non-hazardous waste
services to small and mid-sized customers in the manufacturing and vehicle maintenance sectors. It operates in two segments: Environmental
Services and Oil Business. The Environmental Services segment offers parts cleaning, containerized waste management, vacuum truck, and
antifreeze recycling services. This segment also provides oily water disposal and treatment, oil filter recycling, on-site cleaning, and waste
management services, as well as sells solvents,machines,absorbents,andaccessories. The Oil Business segment collectsused oil and sells recycled
fuel oil,as well as engages in there-refiningof usedoil into lubricant base oil andby-products. Thissegment alsocollects anddisposes wastewater.
As of January 03, 2015, thecompany operatedthrough 84branches servingapproximately 100,000 customer locations. Heritage-Crystal Clean, Inc.
was incorporated in 2007 and is headquartered in Elgin, Illinois.

Stepan Company NYSE:SCL Stepan Company, together with its subsidiaries, produces and sells specialty and intermediate chemicals to manufacturers for use in various end
products worldwide. It operates in three segments: Surfactants, Polymers, and Specialty Products. The Surfactants segment offers surfactants that
are used as principal ingredients in consumer andindustrial cleaningproducts, suchas detergents for washing clothes, dishes,carpets, floors, and
walls; shampoos, body washes and conditioners, fabric softeners, toothpastes, cosmetics, and other personal care products; emulsifiers for
agricultural products; emulsion polymers, such as floor polishes and latex foams and coatings, wetting, and foaming agents for wallboard
manufacturing; andenhancedoil recovery. The Polymerssegment provides polyurethanepolyols thatare usedin themanufacture of rigid foamfor
thermal insulation in the construction industry, as well as a base raw material for coatings, adhesives, sealants and elastomers,and flexiblefoams;
polyester resins, including liquid and powdered resins, which are used in CASE and polyurethane systems house applications; and phthalic
anhydride that is used in unsaturated polyester resins, alkyd resins, and plasticizers for applications in construction materials, as well as
components of automotive, boating, and other consumer products. The Specialty Products segment flavors, emulsifiers, and solubilizers for use in
thefood, flavoring, nutritionalsupplement, andpharmaceutical applications.The company wasfounded in 1932 and is headquartered in Northfield,
Illinois.

Ocean Bio-Chem 
Inc.

NasdaqCM:OBCI Ocean Bio-Chem, Inc. manufactures, markets, and distributes various appearance, performance, and maintenance products for the marine,
automotive, power sports, recreational vehicle, and outdoor power equipment markets in the United States and Canada. It also produces private
label formulations of its products for various customers and provides custom blending and packaging services for these and other products. The
company’s marine product line consists of polishes, cleaners,protectants, andwaxes; enzyme fuel treatment; and private label products, as well as
brushes, poles, tie-downs, andotherrelated marine accessories. Itmanufactures a line of automotive products, such as fuel treatmentsfor gas and
dieselengines,motoroils, greases, andrelated items; and anti-freezeand windshield washes, automotivepolishes, cleaners,and otherappearance
items. In addition, the company provides cleaners, polishes, detergents, fabric cleaners and protectors, silicone sealants, waterproofers, gasket
materials, degreasers, vinyl cleaners and protectors, toilet treatment fluids, and anti-freeze coolants for the recreational vehicle/power sports
markets. Further, it offers solutions for outdoor power equipment/lawn and garden markets; and blends and packages chemical formulations, as
well as manufactures PVC and HDPE blowmolded bottles. Additionally, thecompany provides disinfectants forhard, non-porous surfaces, air care
products for deodorizing and products to eliminate mold and mildew to the marine and automotive markets; institutions, such as hospitals and
schools; andtravel and leisure facilities, such as hotels andcruise ships.Ocean Bio-Chem,Inc. sells its productsunder theStar Tron,Performacide,
and Star brite brands to retail outlets through retailers and distributors. The company was founded in 1973 and is headquartered in Fort
Lauderdale, Florida.

Ecolab Inc. NYSE:ECL EcolabInc.provides water,hygiene,andenergy technologies andservicesforcustomersworldwide. The company operates in four segments:Global
Industrial, Global Institutional, Global Energy, and Other. The Global Industrial segment provides water treatment and process applications, and
cleaning and sanitizing solutions primarily to large industrial customerswithin themanufacturing, foodand beverage processing, chemical, mining
and primary metals, power generation, pulp and paper, and commercial laundry industries. The Global Institutional segment offers specialized
cleaning and sanitizing products to the foodservice, hospitality, lodging, healthcare, government and education, and retail industries. The Global
Energy segment provides the process chemicals and water treatment needs of the petroleum and petrochemical industries in upstream and
downstream applications.The Othersegment offers pest elimination, and kitchen repair andmaintenance services.The company sells itsproducts
through company-employedfield sales personnel, healthcare distributors, and dealers.Ecolab Inc.was founded in 1923 and is headquartered in St.
Paul, Minnesota.

PuriCore Plc AIM:PURI PuriCore plc develops and commercializes solutions to control the spread of infectious pathogens for human and animal health, and the 
environment. It operates in two segments, Supermarket Retail and Health Sciences. The company offers ProduceFresh and the Sterilox Fresh 
System, which are food-safe sanitizing solutions used to protect produce from cross contamination and enhance freshness; and FloraFresh that 
keeps cut flowers fresh for enhancing floral displays in supermarkets. It also provides NovaZo, an animal health wound irrigation solution, as well as 
a wound hydrogel dressing solution for managing surgical wounds, lacerations, and dermatologic rashes and irritations for companion animals and 
livestock; Vashe Wound Hydrogel, a complementary wound dressing for healing acute and chronic wounds, including diabetic ulcers and burns; and 
Electrasyn, a cleansing solution for the professional tattoo industry. In addition, the company offers Aurstat anti-itch hydrogel and Austat Kit 
prescription products for itch symptoms related to atopic dermatitis; and Sterilox dental systems to decontaminate and disinfect hard surfaces and 
inside dental unit water lines. PuriCore plc is headquartered in Malvern, Pennsylvania.

Notes:
(1) Source: Capital IQ.
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Example Company Exhibit D
Fair Value of Business Enterprise Effective Date of Valuation: February 16, 2015
Historical and Projected Income Statements

---------- Historical (1) ---------- ---------- Projected ----------
For the FYE December 31, TTM For the Year Ending December 31,

2011 2012 2013 2014 1/31/2015 2015 2016 2017 2018
Revenue 

Smartwasher 3,379,510$       3,866,727$        4,220,234$        3,495,560$        3,560,135          4,502,948$        4,818,154$          5,131,334$          
Fluid & Filter 5,613,596         5,756,992          5,773,117           5,668,844           5,731,972          6,042,758          6,495,965            7,015,643            
Lease 2,066,895         2,230,883          1,565,743           616,687              619,927             612,524             625,000               625,000               
Smartwasher Parts 313,440            464,676             554,564              597,007              596,274             -                      -                       -                       
Freight Revenue 771,124            634,436             196,121              203,077              211,834             203,077             220,000               235,000               
Other -                     -                      -                      -                      -                      409,573             425,000               450,000               
Discount/Rebates (158,126)           (144,538)            (193,945)             (183,039)             (175,649)            -                      -                       -                       

Total Revenue 11,986,439$     12,809,176$      12,115,834$      10,398,135$      10,544,493$      11,770,881$      12,584,120$       13,456,977$       13,860,686$       
Growth Rate na 6.9% -5.4% -14.2% n/a 13.2% 6.9% 6.9% 3.0%

Cost of Goods Sold ("COGS")
Direct Material 3,095,834         3,285,071          3,468,865           3,122,786           3,161,503          
Direct Labor 861,731            864,281             874,998              785,332              779,965             
Other Production Expense 2,137,898         2,193,510          1,835,515           1,727,556           1,757,842          
Depreciation - COGS 178,576            162,378             139,936              144,270              145,510             

Total Cost of Goods Sold 6,274,038         6,505,240          6,319,313           5,779,943           5,844,821          6,532,423          6,921,266            7,266,768            7,484,771            

Gross Profit 5,712,401         6,303,936          5,796,521           4,618,192           4,699,672          5,238,458          5,662,854            6,190,209            6,375,916            

Operating Expenses (2)
Sales & Marketing 1,869,204         1,901,208          1,587,567           1,137,003           1,113,582          901,541             1,000,000            1,050,000            1,081,500            
G & A 1,387,348         1,292,906          1,016,277           957,377              944,559             668,649             685,000               700,000               721,000               
R & D 100,523            48,994               66,993                17,794                19,214               129,600             125,000               125,000               128,750               
Depreciation & Amortization 103,207            115,615             61,736                98,835                93,922               197,336             200,000               200,000               206,000               

Total Expenses 3,460,283         3,358,722          2,732,573           2,211,009           2,171,276          1,897,126          2,010,000            2,075,000            2,137,250            

Operating Income (EBIT**) 2,252,117$      2,945,214$       3,063,948$        2,407,182$        2,528,396$       3,341,332$       3,652,854$         4,115,209$         4,238,666$         

Depreciation & Amortization 281,783            277,993             201,672              243,105              239,432             197,336             200,000               200,000               206,000               

EBITDA*** 2,533,901$      3,223,207$       3,265,621$        2,650,287$        2,767,828$       3,538,668$       3,852,854$         4,315,209$         4,444,666$         

Capital Expenditure na na na na na 95,520$             250,000$             225,000$             206,000$             

----- Common Size -----
---------- Historical (1) ---------- ---------- Projected ----------

For the FYE December 31, TTM For the Year Ending December 31,
2011 2012 2013 2014 1/31/2015 2015 2016 2017 2018

Revenue 
Smartwasher 28.2% 30.2% 34.8% 33.6% 33.8% 38.3% 38.3% 38.1%
Fluid & Filter 46.8% 44.9% 47.6% 54.5% 54.4% 51.3% 51.6% 52.1%
Lease 17.2% 17.4% 12.9% 5.9% 5.9% 5.2% 5.0% 4.6%
Smartwasher Parts 2.6% 3.6% 4.6% 5.7% 5.7% 0.0% 0.0% 0.0%
Freight Revenue 6.4% 5.0% 1.6% 2.0% 2.0% 1.7% 1.7% 1.7%
Other 0.0% 0.0% 0.0% 0.0% 0.0% 3.5% 3.4% 3.3%
Discount/Rebates -1.3% -1.1% -1.6% -1.8% -1.7% 0.0% 0.0% 0.0%

Total Revenue 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%G o t  ate

Cost of Goods Sold ("COGS")
Direct Material 25.8% 25.6% 28.6% 30.0% 30.0%
Direct Labor 7.2% 6.7% 7.2% 7.6% 7.4%
Other Production Expense 17.8% 17.1% 15.1% 16.6% 16.7%
Depreciation - COGS 1.5% 1.3% 1.2% 1.4% 1.4%

Total Cost of Goods Sold 52.3% 50.8% 52.2% 55.6% 55.4% 55.5% 55.0% 54.0% 54.0%

Gross Profit 47.7% 49.2% 47.8% 44.4% 44.6% 44.5% 45.0% 46.0% 46.0%

Operating Expenses (2)
Sales & Marketing 15.6% 14.8% 13.1% 10.9% 10.6% 7.7% 7.9% 7.8% 7.8%
G & A 11.6% 10.1% 8.4% 9.2% 9.0% 5.7% 5.4% 5.2% 5.2%
R & D 0.8% 0.4% 0.6% 0.2% 0.2% 1.1% 1.0% 0.9% 0.9%
Depreciation & Amortization 0.9% 0.9% 0.5% 1.0% 0.9% 1.7% 1.6% 1.5% 1.5%

Total Expenses 28.9% 26.2% 22.6% 21.3% 20.6% 16.1% 16.0% 15.4% 15.4%

Operating Income (EBIT**) 18.8% 23.0% 25.3% 23.2% 24.0% 28.4% 29.0% 30.6% 30.6%

Depreciation & Amortization 2.4% 2.2% 1.7% 2.3% 2.3% 1.7% 1.6% 1.5% 1.5%

EBITDA*** 21.1% 25.2% 27.0% 25.5% 26.2% 30.1% 30.6% 32.1% 32.1%

Capital Expenditure na na na na na 0.8% 2.0% 1.7% 1.5%

Notes:
*ME = Month Ended; **EBIT = Earnings Before Interest and Taxes; ***EBITDA = Earnings Before Interest, Taxes, Depreciation and Amortization
(1) Historical and projected income statements provided by Management.
(2) Excluded legal settlement expenses in 2014 since they were considered extraordinary non-recurring expenses.
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Example Company Exhibit E
Fair Value of Business Enterprise Effective Date of Valuation: February 16, 2015
Historical Balance Sheets

---------- Historical Common Size ----------
As of December 31, As of December 31,

2011 2012 2013 2014 2015 2011 2012 2013 2014 2015
Assets
Current Assets

Cash & Cash Equivalents 2,876,966$    2,094,253$      3,096,805$    2,344,757$    2,011,953$     42.3% 33.7% 46.3% 44.0% 36.9%
Net Accounts Receivable 2,116,389      2,440,798        1,725,666      1,276,290      1,801,659       31.1% 39.3% 25.8% 24.0% 33.1%
Inventory 823,839         847,223           1,093,307      1,041,649      1,036,024       12.1% 13.6% 16.3% 19.6% 19.0%
Other Current Assets 258,562         145,126           108,963          138,137          83,997            3.8% 2.3% 1.6% 2.6% 1.5%

Total Current Assets 6,075,756      5,527,399        6,024,741      4,800,833      4,933,633       89.3% 88.9% 90.0% 90.2% 90.6%

Fixed Assets
Property Plant And Equipment, net of Depreciat 597,239         580,378           586,841          487,954          478,619          8.8% 9.3% 8.8% 9.2% 8.8%
Patent Rights, net of Amortization 132,156         107,366           64,393            18,982            18,646            1.9% 1.7% 1.0% 0.4% 0.3%
Other Long Term Assets -                  -                    15,999            15,999            15,999            0.0% 0.0% 0.2% 0.3% 0.3%

Total Fixed Assets 729,395         687,744           667,233          522,935          513,265          10.7% 11.1% 10.0% 9.8% 9.4%

Total Assets 6,805,151$   6,215,144$     6,691,974$    5,323,768$    5,446,897$    100.0% 100.0% 100.0% 100.0% 100.0%

Liabilities and Stockholders' Equity
Current Liabilities

Accounts Payable 441,315$       249,316$         341,856$       201,544$       313,653$        6.5% 4.0% 5.1% 3.8% 5.8%
Intercompany Payables/Receivable (2) 923,252         (1,366,985)       (2,885,131)     (4,926,469)     (5,067,441)      13.6% -22.0% -43.1% -92.5% -93.0%
Warranty Reserve 135,657         163,797           140,509          121,677          124,457          2.0% 2.6% 2.1% 2.3% 2.3%
Accrued Expense 538,799         532,434           509,000          242,527          223,264          7.9% 8.6% 7.6% 4.6% 4.1%
Unearned Income 353,261         315,139           75,730            25,534            25,131            5.2% 5.1% 1.1% 0.5% 0.5%
PR Withholdings 776                 778                   778                 778                 778                  0.0% 0.0% 0.0% 0.0% 0.0%

Total Current Liabilities 2,393,062      (105,521)          (1,817,257)     (4,334,408)     (4,380,159)      35.2% -1.7% -27.2% -81.4% -80.4%

Long-Term Liabilities
Long-Term Debt -                  -                    -                  -                  -                  0.0% 0.0% 0.0% 0.0% 0.0%
Other Long Term Liabilities 116,455         147,906           184,778          212,144          212,144          1.7% 2.4% 2.8% 4.0% 3.9%

Total Long-term Liabilities 116,455         147,906           184,778          212,144          212,144          1.7% 2.4% 2.8% 4.0% 3.9%

Total Liabilities 2,509,517      42,385             (1,632,479)     (4,122,264)     (4,168,014)      36.9% 0.7% -24.4% -77.4% -76.5%

Stockholders' Equity
Retained Earnings 2,594,722      4,220,634        6,172,758      8,334,639      9,446,032       38.1% 67.9% 92.2% 156.6% 173.4%
Net Income 1,700,911      1,952,124        2,151,695      1,111,393      168,879          25.0% 31.4% 32.2% 20.9% 3.1%

Total Stockholders' Equity 4,295,634      6,172,758        8,324,453      9,446,032      9,614,912       63.1% 99.3% 124.4% 177.4% 176.5%

Total Liabilities and Stockholders' Equity 6,805,151$   6,215,144$     6,691,974$    5,323,768$    5,446,897$    100.0% 100.0% 100.0% 100.0% 100.0%

Interest-Bearing Debt -$                    -$                      -$                    -$                    -$                     

CFNWC*, Exclude Intercompany 
Receivable/Payable

1,728,981      2,171,682        1,860,062      1,864,016      2,234,397       

As % of Total Revenue 14.4% 17.0% 15.4% 17.9% 21.2%

Notes:
*CFNWC = Cash-Free Net Working Capital
(1)
(2) The intercompany receivable/payment was related to loans to the Company's parent company, and would be drawn out by the parent company in case of the sales of the Company's business. 
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Example Company Exhibit F
Fair Value of Business Enterprise Effective Date of Valuation: February 16, 2015
Company Historical Financial Ratios and Benchmark Analysis Exhibit F

As of
Jan 31, Industry

2011 2012 2013 2014 2015 Rank***
NAICS 325180

Sales: $10-$25 MM + (1)

LIQUIDITY RATIOS
   Current Ratio* 4.13 4.38 5.64 8.11 7.18 >90%
   Quick Ratio* 3.40 3.60 4.52 6.12 5.55 >90%

ACTIVITY  RATIOS
   A/R Turnover n/a 1.7 2.0 2.3 0.2 <10%

Inventory Turnover n/a 7.8 6.5 5.4 0.5 30%

COVERAGE (SOLVENCY) RATIOS
Times Interest Earned** n/a n/a n/a n/a n/a >90%

LEVERAGE RATIOS
 Debt to Equity** 0.0 0.0 0.0 0.0 0.0 >90%

PROFITABILITY RATIOS
 % Profit before Taxes / Net Worth** 0.0% 0.0% 0.0% 0.0% 0.0% >90%
 % Profit before Taxes / Total Assets n/a 45.2% 47.5% 40.1% 2.8% 75%

   Gross Profit Margin 47.7% 49.2% 47.8% 44.4% 35.5% 85%
   Operating Profit Margin 18.8% 23.0% 25.3% 23.2% 17.7% >90%
   Pre-Tax Profit Margin 18.8% 23.0% 25.3% 23.2% 17.7% >90%

Notes:

* Adjusted for intercompany payables.
** The Company had no interest-bearing debt as of the Valuation Date.
*** Compared to 2014

(1) Source: RMA 2012-2013 Annual Statement Studies, Valuation Edition. NAICS 325180 - Other Basic Inorganic Chemical Manufacturing
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