Name: 

IACVA—ICVS Examination

IACVA ICVS EXAMINATION CASE STUDY
INSTRUCTIONS

General Instructions:
For purposes of your doing an evaluation on this company, you may use information from the following SIC (NAIC) codes to generate industry and economic information (choose only one):


1711 (23511)
Plumbing, Heating and Air-conditioning Contractors


1731 (23531)
Electrical Contractors


1761 (23561)
Roofing, Siding and Sheet Metal Contractors


1794 (23593)
Excavation Contractors

When developing your report, please clearly state which one of the SIC (NAIC) codes you are using.

You have been engaged to value a company called Baumbach Construction.  The owners, Adolph and Wilma Baumbach are selling the company.  The valuation is for the purpose of valuing the stock in Baumbach Construction as of June 30, 2001, the date Adolph and Wilma’s potential buyer wishes to conclude this purchase.  You have been retained to prepare a full valuation report.

Baumbach Construction is a closely held company with the following stock ownership:



Number

Shareholder
of Shares
Percent

Adolph Baumbach
30,000
54.5%


Wilma Baumbach
20,000
36.4%


Fritz Baumbach
3,000
5.5%


Hilda Baumbach

2,000

3.6%

Total
55,000
100%

Adolph and Wilma Baumbach are husband and wife.  Fritz and Hilda, their adult children, are not involved in the daily operation of the business. 

Baumbach Construction is a specialty construction company in the area of (select an appropriate SIC code from the list above).  Karl Baumbach, Adolph’s father, founded the company in 1985.  The company remained fairly small until 1996 when the founder, Karl Baumbach died and Adolph, Wilma and their family inherited the Company.  It was the intent of Karl to provide something for his two grandchildren.  Karl Baumbach’s will specifically directed the distribution of the 55,000 shares of the company as outlined above.  Under Adolph and Wilma’s direction, the company has been more aggressive in their marketing the company to the general construction trade.  The company is located in their own facilities, which are owned by the Baumbach & Schlüter Partnership and leased back to the Company.  The lease rate is US $3,000 per month for the land and buildings from which the Company operates, which consists of the office building, shop, equipment washing facility and 8 acres for equipment storage.

Baumbach Construction now has gross sales of US $7,295,000, and employs 51 people.  The employee turnover rate is low by industry standards, which implies a high degree of employee satisfaction, a relative constant level of construction work, and low employee costs.  The Company’s production workers have excellent skills and are paid accordingly.  There is an adequate supply of labor in the area when occasional help is needed and the compensation for these individuals is average for the area.  The Company operates as a guild shop.

Management below the owner level is very good and capable.  They are quite capable of doing their own jobs without a lot of supervision or control.  The owners (both Adolph and Wilma) work 100% of the time in the business.  Adolph is responsible for bidding jobs, marketing the company to the construction industry and supervising the constructions crews.  Wilma is the office manager and directs all office activities.  Each owner is paid US $10,000 per month.  It is expected that an adequate replacement for Wilma can be found at an annual salary of US $50-60,000.  Adolph’s salary is at the market rate for the area.

Financial statements for Baumbach Construction are prepared monthly on an accrual basis.  Tax returns are also filed on an accrual basis.  The financial statements are compiled by an outside accounting firm, and are available seven days after the end of each month.  Tax planning is done annually and the Company’s financial plan is updated quarterly.  The Company’s banking relationship is excellent.  The Company has a US $500,000 credit line at their bank, which they rarely, if ever, need to use.

The primary market for the Company’s services is the general construction markets of Western Germany and Saarland to Westphalia, with the major share of its business coming from North Rhine – Westphalia District.  The market for these services is moderately large and stable.  There is no single large customer because of the nature of the business.  Most of the Company’s services are marketed through the reputation of the Company as well as through Adolph’s association and reputation through construction trades organizations.  

Entry into this type of specialized construction is moderately difficult as it takes large sums of money and equipment.  Exit, on the other hand, is relatively easy.

The Company’s management perceived the Company’s strengths to be:

· Well established with 16 years of successful operations

· Constant and steady work with no dependence on any one general contractor

· Excellent work product and ethic

· Low employee turnover

· Well known and respected in the Western Germany construction industry

· Excellent facilities, equipment and location

You have been provided the following information to assist in preparing your valuation report:

· Historical income statement, unaudited

· Historical balance sheet, unaudited

· Appraisal letter for real estate rented—for the purpose of this exam, you may assume the number provided in the appraisal letter is substantiated and correct.

· Appraisal letter for equipment owned—for the purposes of this exam, you might assume the number provided in the appraisal letter is substantiated and correct.  As this is not a report on assets current operating location intended for future expansion.  If the company were themselves, the individual items are not identified in this packet.  Assume the value is the current fair market appraisal value, and if the equipment were sold a June 30, 2001 it could bring the stated amount.

· Industry sources advisory on reasonable compensation.

You may also assume the following when developing your report:

· Inventory work papers show that actual inventory value, at a lower of cost (FIFO basis) or market as of June 30, 2000, of US $53,650.  For the purposes of reporting any income tax compliance, Baumbach Construction utilizes the lower of cost (LIFO basis) or market method of costing its inventory.
· An entry on the Historical Balance Sheet for "Land (Investment Property)" at $900,000 is land adjacent to the current operating location intended for future expansion.  If the company were to be sold this land would be included in the sale.  For simplification you may assume that the land was purchased at the listed value and has not appreciated or depreciated since.

READ THESE INSTRUCTIONS CAREFULLY BEFORE STARTING YOUR REPORT

You are to prepare a full written valuation report case analysis on the Baumbach Construction Company.  Be sure to keep a complete copy for yourself of EVERYTHING you submitted.

PLEASE NOTE:  YOU MAY SUBMIT THIS REPORT OR A REPORT OF YOUR OWN.  (If submitting a report of your own it must be one bearing your signature and it must include all of the graded areas listed below.  Failure to comply with these requirements will result in the automatic failure of your ICVS Exam Report.)
Your written report will be graded by IACVA’s Grading Team, comprised of highly experienced and accredited valuation analysts.  There are eight specific graded areas of the exam listed below.  Whether you submit this report or one of your own the same areas/criteria will be graded.

EXAM GRADED AREAS:
1. Opinion Letter

2. Description of Company

3. Economic, Industry and Comparative Analyses

4. Approaches to Valuation (Asset, Income, Market) and Discounts/Premiums and/or Capitalization/Discounts

5. Conclusions

6. Work papers*
7. Assumptions used and documented

8. Overall appearance and professionalism displayed

The valuation report case analysis will be evaluated on the basis of:

· Professional content

· Quality and flow of overall presentation

· Meaningful use of information and data

· Reference to and use of resources

· Objective and logical analysis

· Clarity of thought and expression

· Completeness (the grader only has your report in hand to decide whether you know how to perform a business valuation and whether or not to recommend awarding certification)

· Substantiation of your conclusions

· Adherence to IACVA standards.

*
You need to provide copies of all your work papers.  These work papers should include calculations, assumptions, reasoning and sources used in your valuation.  Failure to include your work papers will result in a failing grade.  Be sure to keep a complete copy for yourself of EVERYTHING you submit.
PLEASE NOTE: There are various areas in the information provided to you THAT REQUIRE YOU TO FORMULATE ASSUMPTIONS.  The information included herein is limited.  If information, or a lack of specific information, causes a question, state the question, state your response/assumption, and state what impact these assumptions had on your valuation.  Fully document these in  your work papers.  (Also see “SIMULATED SITE VISIT” below.)
SIMULATED SITE VISIT:
In completing a “real world” valuation you would likely find it necessary to do a site visit to get answers to questions you have.  If, due to the lack of specific information supplied with this Case, you wish to do a SIMULATED SITE VISIT feel free to do so.  Be sure to annotate in your work papers what questions you wanted answers to and what “answers” you got in the site visit (simulated answers would be supplied by you of course).  A Simulated Site Visit is absolutely NOT REQUIRED and will not affect your score if not included.  Many have completed the exam successfully without one.  It is strictly up to you to decide whether or not you wish to include it.

The dollar value assigned to your conclusion is not at issue.  There is no one “right” dollar answer.  However, you must have substantiated your conclusion of value.  The math must be correct.  Consider both the pros and cons in your valuation, in RR 59-60 (if applicable), in your choice of approaches and methods used to value the Company, and justify all your assumptions and your conclusion of value.  Remember, your exam will also be graded on your inclusion of an opinion letter, description of the Company, economic industry and analysis data, your approaches to valuation, your conclusions, work papers, analysis and adjustments of financial statements and comparative analysis, etc.
Personnel Consultants

Kielstrasse 53

15873 St. Augustin

30 August 2000

John Rogers, Attorney at Law

Rogers, Anderson, Parker and Eldridge, LLC

Rathausalle 6

23492 St. Augustin

Dear Mr. Rogers:

In the general course of performing our services to find and retain capable individuals for positions in operating a construction company, our firm does annual salary surveys.  We have reviewed the surveys for the industry, and in our opinion, the reasonable annual compensation for Adolph Baumbach would be approximately US $100,000, and the reasonable annual compensation for Wilma Baumbach would be approximately US $58,000.

Given time to search for qualified candidates, we believe we would be able to find an acceptable, qualified and experienced candidate for either position in the stated ranges.  This excludes consideration for relocation or any signing bonus, which a given applicant may require to relocate.

A candidate with lesser experience—perhaps 8-10 years in lieu of 16 but otherwise qualified—commands an annual salary approximately 35% less.

Our fees for candidate search vary.  We have included a summary fees structure for our services with this letter.

If we can be further service, please feel free to call.

Yours truly,

Jane Williams

Recruiter

Enclosure

Quality Appraisal Company

Kielstrasse 54

49532 St. Augustin

[49] (30) 238-6290

31 July 2001

John Rogers, Attorney at Law

Rogers, Anderson, Parker and Eldridge, LLC

Rathausalle 6

23492 St. Augustin

Dear Mr. Rogers:

Included herewith is an appraisal for the equipment owned and used by Baumbach Construction, Kirchstrasse 4-5, 10117 St. Augustin.

We have concluded the current market value to be US $1,358,250.

In the report attached and made part of this letter, you will find an itemized list of all equipment appraised, along with criteria used as the basis for this appraisal.

If we can be of further service, please feel free to call.

Respectfully,

Jack Sprat

Enc: Appraisal of assets of Baumbach Construction, dated 30 June, 2001.

Commercial Realty Company

Kielstrasse 48

49532 St. Augustine

31 July 2001

John Rogers, Attorney at Law

Rogers, Anderson, Parker and Eldridge, LLC

Rathausalle 6

23492 St. Augustin

Dear Mr. Rogers,

Pursuant to your request of 8 May 2001, we have conducted a survey of rents in the two-mile radius, with the center point of that area being an address commonly known as Kirchstrasse 4-5 10117 St. Augustin.

The area is primarily industrial, although there are a few residences scattered among the industrial properties.  These residences were not included in our survey.  The industries varied in nature, with the majority of the industries classed as light industrial and construction.  The area is zoned for light industry/manufacturing/construction.   When the residences are demolished or purchased, the special use permits allowing dwelling to be in place will be revoked.

The minimum rent paid in that area for a comparable facility is US $4,000 per month.  The maximum rent paid in the area for a comparable facility is US $7,500 per month.  We have reviewed the leases you sent to us, and in our opinion the market value for the facility occupied by Baumbach Construction is US $6,000 per month.

If we can be of further service, please do not hesitate to call.

Sincerely,

Sue Land

[image: image1.wmf]For Year Ended June 30: (in US $000's)

1997

1998

1999

2000

2001

REVENUES

   Total Revenue

3,529

4,156

5,755

6,489

7,295

Operating Expenses

   Officer's Compensation

120

144

168

192

240

   Other Salaries & Wages

1,691

1,991

2,757

3,109

3,495

   Rent

36

42

48

54

66

   Payroll Taxes

196

231

320

360

405

   Truck/Equipment/Auto Expense

325

411

463

520

633

   Insurance

29

36

49

61

78

   Legal/Professional Expenses

26

27

29

31

41

   Travel & Entertainment

4

4

5

5

5

   Director Fees

3

5

6

10

18

   Pension & Profit Sharing

35

42

58

65

73

   Depreciation & Amortization

57

68

86

84

73

   Interest Expense

58

68

94

107

120

   Other Operating Expenses

286

332

416

469

522

Total Operating Expenses

2,866

3,401

4,499

5,067

5,769

Income from Operations

663

755

1,256

1,422

1,526

Other Income/(Expense)

22

31

53

67

84

Earnings Before Tax

685

786

1,309

1,489

1,610

Income Tax Expense

270

324

491

558

626

Net Income/(Loss)

415

462

818

931

984

BAUMBACH CONSTRUCTION

Historical Income Sheet Summary
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1997

1998

1999

2000

2001

Assets

   Current Assets

      Cash

209

350

1,005

1,435

1,403

      Accounts Receivable (WIP)

290

750

689

714

891

      Inventory

25

30

39

45

49

   Other Current Assets

      Loans to Stockholders

0

0

0

0

0

      Short-term Investments

50

65

514

1,220

2,150

Total Current Assets

574

1,195

2,247

3,414

4,493

   

Fixed Asets

      Property, Plant & Equipment

450

475

550

675

900

      Land

900

900

900

900

900

      Other Fixed Assets

12

15

13

18

25

Total Fixed Assets

1,362

1,390

1,463

1,593

1,825

   

Other Assets

      Deposits

150

150

150

150

150

      Other

0

0

0

0

0

Total Other Assets

150

150

150

150

150

Total Assets

2,086

2,735

3,860

5,157

6,468

Liabilities & Equity

   Current Liabilities

      Notes Payable (Short-term)

73

88

111

119

135

      Accounts Payable

11

13

15

12

10

      Other Current Liabilities

3

5

2

4

3

Total Current Laibilities

87

106

128

135

148

   

Long-term Liabilities

      Notes Payable

705

830

1,158

1,517

1,831

      Other Long-term Liabilities

0

0

0

0

0

Total Long-term Liabilities

705

830

1,158

1,517

1,831

Stochholder's Equity

      Common Stock

55

55

55

55

55

      Paid-in Capital

465

465

465

465

465

      Retained Earnings

774

1236

2054

2985

3969

   Other Equity

      Dividends

0

43

0

0

0

Total Other Equity

0

43

0

0

0

Total Stockholder's Equity

1294

1799

2574

3505

4489

Total Liabilities & Equity

2,086

2,735

3,860

5,157

6,468

BAUMBACH CONSTRUCTION

Historical Balance Sheet Summary
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Considerations for a Well-Written Valuation Report
OR

How To Improve Your Chances of Passing the ICVS Case Study Exam
The writing of the case portion of the ICVS exam should be no different than submitting a report to your own client.  The underlying thought pattern shold be along the lines of, “Is this the type of report I would be pleased to submit to my client?”

In order to help you achieve this goal consider the following:

· Does the report flow in a logical order, is it well written with proper use of grammar, correct spelling and punctuation?

· There is nothing more disconcerting than mathematical errors.  Is your report free from them?

· Have you made the report easy to read with a table of contents and properly referenced everything to it in the body of the report?

· Does your summary letter address the client, outline the purpose and scope for the valuation, contain a statement of standards as it relates to FMV or other value as stated in IACVA’s “International Glossary of Business Valuation Terms?”

· Summary letter: were the limitations and restrictions of the valuation stated, was the value of the company stated and did you sign the letter?

· In the main body of the report did you include:

· A description of the company, sufficient information to conduct a valuation, was the objective of the valuation stated as well as the effective date?

· Who are the owners and how is ownership shared, did you interview management, who/what was your principal source of information, did you make a site visit to the company?  Note: To document a site visit to this imaginary compary, use a company in your city you have visited.  In place of its  name, use those provided here in this examination, and tell the story of your visit.  This simulated site visit can be used or the form from Appendix IV of BV: UFA.

· Have you done a thorough job of analyzing the financial data?  All the data!

· Is there appropriate discussion of the economic conditions as well as an industry discussion?

· Have you considered all possible valuation methods and supported the one you chose to use and put your reasons for not using the others?

· Is the appendix complete and contains the detail you didn’t put into the body of the report?

· Is this truly a report you would want your client to have?

Finally, the topic of WORKPAPERS: For this case exam, you must include your workpapers with your report.  Failure to do so will result in your not passing the exam.  What are workpapers?  They are everything you used to do the valuation—EVERYTHING.  Notes, computations, information relied upon but not necessarily needed in the report.  Even your thoughts could be a part of the workpapers.  DO NOT forget them!

Note:

This portion of the exam is regularly changed to ensure that the candidates are not exchanging information or data.  The facts are changed so that one candidate may be asked to assume there are three shareholders and that they are being asked to value a 10% interest (the others would each own a 45% interest), alternatively, they could be asked to assume that the corporation is owned by two 50% stakeholders or, alternatively, the facts could be changed so that there are General and Limited Partners and the interest being valued is a 1% General Partnership interst or a 98% Limited Partnership Interest.  Candidates are sometimes asked to value the interest using two of the thre common methods, those are the market, income or asset methods.  They are then asked to explain what method provided the most satisfactory result and explain why the other method did not seem well-suited to value the business interest.  We are developing some exams that will include a company that has incurred losses in two of five year (the most recent year being one where the company incurred negative income), the company will also have an unsteady growth history; the candidates will be asked to explain how these companies are valued.  We may include some intellectual property, to test how they value that asset.
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REVENUES

   Total Revenue

3,529

4,156

5,755

6,489

7,295

Operating Expenses

   Officer's Compensation

120

144
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192

240

   Other Salaries & Wages

1,691

1,991

2,757

3,109

3,495

   Rent

36

42

48

54

66

   Payroll Taxes

196

231

320

360

405

   Truck/Equipment/Auto Expense

325
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463

520

633
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29

36

49
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26

27

29

31

41

   Travel & Entertainment

4

4

5

5

5
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3

5

6
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68
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68
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   Other Operating Expenses
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522

Total Operating Expenses

2,866

3,401

4,499

5,067

5,769

Income from Operations

663

755

1,256

1,422

1,526

Other Income/(Expense)

22

31

53

67

84

Earnings Before Tax

685

786

1,309

1,489

1,610

Income Tax Expense

270

324

491

558

626

Net Income/(Loss)

415

462

818

931

984

BAUMBACH CONSTRUCTION

Historical Income Sheet Summary
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Sheet1

		BAUMBACH CONSTRUCTION

		Historical Income Sheet Summary

		For Year Ended June 30: (in US $000's)		1997		1998		1999		2000		2001

		REVENUES

		Total Revenue		3,529		4,156		5,755		6,489		7,295

		Operating Expenses

		Officer's Compensation		120		144		168		192		240

		Other Salaries & Wages		1,691		1,991		2,757		3,109		3,495

		Rent		36		42		48		54		66

		Payroll Taxes		196		231		320		360		405

		Truck/Equipment/Auto Expense		325		411		463		520		633

		Insurance		29		36		49		61		78

		Legal/Professional Expenses		26		27		29		31		41

		Travel & Entertainment		4		4		5		5		5

		Director Fees		3		5		6		10		18

		Pension & Profit Sharing		35		42		58		65		73

		Depreciation & Amortization		57		68		86		84		73

		Interest Expense		58		68		94		107		120

		Other Operating Expenses		286		332		416		469		522

		Total Operating Expenses		2,866		3,401		4,499		5,067		5,769

		Income from Operations		663		755		1,256		1,422		1,526

		Other Income/(Expense)		22		31		53		67		84

		Earnings Before Tax		685		786		1,309		1,489		1,610

		Income Tax Expense		270		324		491		558		626

		Net Income/(Loss)		415		462		818		931		984
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Sheet1

		BAUMBACH CONSTRUCTION

		Historical Balance Sheet Summary

		For Year Ended June 30:  (in US $ 000's)		1997		1998		1999		2000		2001

		Assets

		Current Assets

		Cash		209		350		1,005		1,435		1,403

		Accounts Receivable (WIP)		290		750		689		714		891

		Inventory		25		30		39		45		49

		Other Current Assets

		Loans to Stockholders		0		0		0		0		0

		Short-term Investments		50		65		514		1,220		2,150

		Total Current Assets		574		1,195		2,247		3,414		4,493

		Fixed Asets

		Property, Plant & Equipment		450		475		550		675		900

		Land		900		900		900		900		900

		Other Fixed Assets		12		15		13		18		25

		Total Fixed Assets		1,362		1,390		1,463		1,593		1,825

		Other Assets

		Deposits		150		150		150		150		150

		Other		0		0		0		0		0

		Total Other Assets		150		150		150		150		150

		Total Assets		2,086		2,735		3,860		5,157		6,468

		Liabilities & Equity

		Current Liabilities

		Notes Payable (Short-term)		73		88		111		119		135

		Accounts Payable		11		13		15		12		10

		Other Current Liabilities		3		5		2		4		3

		Total Current Laibilities		87		106		128		135		148

		Long-term Liabilities

		Notes Payable		705		830		1,158		1,517		1,831

		Other Long-term Liabilities		0		0		0		0		0

		Total Long-term Liabilities		705		830		1,158		1,517		1,831

		Stochholder's Equity

		Common Stock		55		55		55		55		55

		Paid-in Capital		465		465		465		465		465

		Retained Earnings		774		1236		2054		2985		3969

		Other Equity

		Dividends		0		43		0		0		0

		Total Other Equity		0		43		0		0		0

		Total Stockholder's Equity		1294		1799		2574		3505		4489

		Total Liabilities & Equity		2,086		2,735		3,860		5,157		6,468
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