
The Analysis And Appraisal Of Closely Held
Companies Mcgraw Hill Library Of
Closely held companies, also known as closely held corporations or closely held
businesses, are entities that have a limited number of shareholders, often a small
group of individuals or a family. These companies are not publicly traded and
their shares are not available to the general public.

When it comes to analyzing and appraising closely held companies, there are
several unique factors to consider. Unlike publicly traded companies, the
valuation of closely held companies can be more complex due to the lack of
market information and liquidity. In this article, we will delve into the intricacies of
analyzing and appraising closely held companies and shed light on the key
considerations for investors and professionals.

The Importance of Analysis and Appraisal

Before delving into the analysis and appraisal process, it is crucial to understand
why these activities hold such importance. For investors, analyzing closely held
companies allows them to make informed decisions about potential investments.
It helps them gain an understanding of the company's financial health, growth
prospects, and market position.
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Additionally, for professionals such as business appraisers and consultants, the
analysis and appraisal of closely held companies play a critical role in
determining the fair value of the business. These valuations are often required for
various purposes, including mergers and acquisitions, financial reporting, tax
planning, and litigation support.

The Challenges Faced in Analyzing Closely Held Companies

One of the primary challenges in analyzing closely held companies is the lack of
readily available market data. Unlike publicly traded companies, where stock
prices are readily available and reflect the market's perception of the company's
value, closely held companies do not have a public market for their shares.

As a result, appraisers need to rely on various valuation methods and techniques
to estimate the value of closely held companies. These methods often
incorporate financial statements analysis, market-based approaches, income-
based approaches, and asset-based approaches.

Another critical challenge in analyzing closely held companies is assessing the
risk associated with their illiquidity. Unlike publicly traded companies, where
shares can be bought and sold easily, closely held company shares are generally
not as liquid. This illiquidity increases the risk for potential investors and affects
the valuation process. Appraisers must carefully consider this factor when
determining the company's value.
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The Appraisal Process for Closely Held Companies

The appraisal process for closely held companies involves several steps and
considerations. Here are the key elements:

1. Gathering Information

The first step in the appraisal process is gathering all relevant information about
the company. This includes the financial statements, tax returns, legal
documents, customer contracts, and any other pertinent documents that can help
in understanding the company's operations and financial performance.

2. Financial Statements Analysis

Appraisers analyze the company's financial statements to assess its historical
performance, profitability, and cash flow patterns. The analysis may involve ratios,
trend analysis, and benchmarking against industry peers to gain insights into the
company's financial health.

3. Market Analysis

Since closely held companies do not have readily available market prices for their
shares, appraisers need to conduct a thorough market analysis. This may involve
examining similar businesses that are publicly traded or have been recently sold
to determine comparable values and multiples.

4. Valuation Methods and Techniques

Appraisers utilize various valuation methods and techniques, depending on the
nature of the closely held company and the purpose of the appraisal. Common
approaches include the income approach, market approach, and asset-based
approach. These methods incorporate financial projections, discount rates,
capitalization rates, and other factors to estimate the company's value.



5. Consideration of Intangible Assets

Closely held companies often possess valuable intangible assets, such as
intellectual property, trademarks, and customer relationships. These intangibles
play a vital role in the company's overall value and require careful consideration
during the appraisal process.

6. Risk Assessment

As mentioned earlier, the illiquidity and lack of market data add to the risk
associated with closely held companies. Appraisers must carefully assess and
document the risks involved, including the company's industry dynamics,
competitive landscape, management team, and potential regulatory or legal
constraints.

7. Final Valuation Report

Based on the analysis and appraisal process, the appraiser prepares a
comprehensive valuation report. This report includes a summary of findings, the
chosen valuation method, assumptions made, and a regarding the value of the
closely held company.

The analysis and appraisal of closely held companies present unique challenges
due to their limited shareholder base and lack of readily available market data.
However, with careful consideration of various valuation methods and techniques,
along with in-depth analysis of financial statements and market data,
professionals can accurately estimate the value of these companies.

Investors and professionals alike must understand the importance of analysis and
appraisal in making informed investment decisions, mergers and acquisitions,
financial reporting, and other critical business activities. By recognizing the



unique complexities of closely held companies, they can navigate through the
valuation process with confidence and precision.
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Capitalize on All the Latest Legal, Financial, and Compliance Information Needed
to Analyze and Appraise Any Business

For over 25 years, Valuing a Business has provided professionals and students
with expert business valuation information, offering clear, concise coverage of
valuation principles and methods. Over the decades, the book's unsurpassed
explanations of all valuation issues have made it the definitive text in the field,
against which every other business valuation book is measured.

Now updated with new legal, financial, and compliance material, the Fifth Edition
of Valuing a Business presents detailed answers to virtually all valuation
questions_ranging from executive compensation and lost profits analysis…to
ESOP issues and valuation discounts.
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Written by Shannon Pratt, one of the world's leading authorities on business
valuation, this updated classic offers a complete “one-stop” compendium of
information on the full range of valuation concepts and methods. Valuing a
Business contains step-by-step discussions and analyses of:

Business Valuation Standards and Credentials

Defining the Assignment

Business Valuation Theory and Principles

Gathering Company Data

Site Visits and Interviews

Researching Economic and Industry Information

Analyzing Financial Statements

Financial Statement Ratio Analysis

Income, Market, and Asset-Based Approaches to Valuation

The Capitalized Excess Earnings Method

Premiums and Discounts

Writing and Reviewing Business Valuation Reports

Valuing Debt Securities, Preferred Stock, Stock Options, and S Corporation
Stock

Valuations for Estate and Gift Tax Purposes

Buy-Sell Agreements

Valuations for Income Tax Purposes

Valuation with Employee Stock Ownership Plans



Valuations for Ad Valorem Taxation

Dissenting Stockholder and Minority Oppression Actions

Valuations for Marital Dissolution Purposes

Litigation Support Services

Expert Testimony

Arbitration and Mediation

This landmark reference also presents a wealth of recent court cases for each
valuation area, which together provide a comprehensive overview of all the legal
rulings and trends in the field of business valuation.
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