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ASSESSI NG UNSYSTEMATNICR X

PART |1 THE

MACROENVI RONMENT

This is the second in a series of articles
whose purpose is to propose a franework
for andyzing usystenatic risk. For val uers
apprai sing snal | er conpani es, especially
those wth annual revenues in the $1 nllion
to $10 nllion range, the need for such a
franework is conpel ling because at present
we have none.

Dawvng onthe literature of strateg c nan-
agenent and organi zation theory, the first
atideinths sgies* idatified three lad s o
unsystenatic risk: nacroenvi ronnent, indus-
try, ad conpary. Later articles wll focus on
the industry (including conpetitors) and on
the conpany (see figure 1 on page 3). In
snal | -conpany val uation engagenents, we
often have observed that the biggest source
of risk to aclosely held conpany is, you
guessed it, the conpany itsef.

Hretdfore, efforts to assess unsystenatic
risk rested on the dubious twn foundeti ons of
quesi -i ncoherent laundry lists ad ratio ady-
sis. The faner aenat hdpfu, adthe later
aeimsuficiet. Data fromlbbotson?and from
G abovski & K ng® confirmthat risk and com
pary size are negatively corre ated.

Uderstanding risk is one of the keys to
understandi ng how a business works. Ater

i ndependence (required in anost al vaua-
tion assignnents), objectivity, and conpe-

tence assuned to be givens for CPAs
the first ddigation of the serious vd uation
professional is to know how the busi ness
works. Attenpting to val ue a busi ness
whose operational details one doesn t under -
stadill serves diats.

Mreover, dscipined andysis of veadth
creating nechani sns derives fromthis
uderstandng Thenit is anatter of estinat -
ing the sustainability of those nechani sns.
Recertly Verren Bffett put it succ nctly:

The key to investing is not assessing how
noch an industry is gang to affect society,
o howvrochit wil gow but, rahe, deter-
nmning the conpetitive advantage of any
gi ven conpary and, above al, the duradi| -
ity o thet advateage *

As previously noted, the assessnent of
usystenatic risk requires quatifying quai -
taive adysis. Tt tesk typcdlyis ahbioge
issue in the va uation of snaller conpani es
because they re gererdly nare risky. It dso
tends to be nore tine-consumng because
infornation is harder to cone by and what
infanation is adldle is dten less rdidle
than conparabl e data used in va uations of

| arger conpani es.

THE MACROENVI RONMENT

*Se Assessing Uhsystenatic R sk,

CPA Expert, Sunmer 1999, pp. 1-5.

2See Socks, Bonds and Inflation 1999 Yearbook (Ml uation Edition), Ghicago, |bbotson Associ ates, 1999.

° New Evi dence on Equity Returns and Gnpany R sk,

by Gabowski and King, Business Val uation Review (B, Septenber 1999,

pp. 112-130; previ ous articles appeared in Mrch 1995, Septenber 1996 and Mrch 1997 i ssues of BVR
* M. Bffett onthe Sock Mrket, Fortune, Novenber. 22, 1999, p. 220.
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Macroenvi ronnental is often wongly used interchangeably wth nacroeconom c. Roprietary products such
as Mrcer Gpita s National Economic Review (NER and the quarterly update from WMarton Econonetric
Forecasting Associ ates (VA reinforce that mistake. Microeconomic factors are, in fact, a subset of the

nacr oenvi ronnent. They are not a synonymfor it.

This article considers the vari ous aspects o
and yzing the nost renate sources of risk to
a conpany those originating in its
nacroenvi romnent. The val uation entity lies
a the center of a conplex universe. Nearer
the conpany are five industry forces.
Beyond themare six nore-renote influ-
ences conprising the nacroenvironnent.
Wile these externd forces are nore distant
from the conpany, nacroenvironnental
forces nonethel ess exert poverful influence
aitsrikpdile

The six dinensions of the nacroenviron-
nent are econonic, techna ogical, sociocu -
tura, denographic, pditica, and globd. ®
Because the presence of even two of these
factors is oy rarely dovious to a conpany,
nany owers, and sone appraisers, ignore
t hem

Mor eover, snal | -busi ness principal s
believe that, because they camnot influence
them why bother thinking about then? Wth
a bowto Bobby MFerrin, | call this the
Dont vorry, be happy approach.

Even if owners and nanagers del ude
thense ves into thirking they can afford the
[wury of this atitude agppraisers canat. W
nust research, analyze, and quantify the
nacroenvironnent. Its inpact varies from
industry to industry because no industry is
exactly the sane as another. Mreover, the

costat evd ution of indstries in free nar -
kets ensures that any nacroenvi ronnent al
adysisisaspgxsha a apaticdar pant in
tine the val uation date.

s Economc. For nost conpanies, the
economc force is the nast influetid oein
thei r nacroenvi ronnent. Because this force
invol ves factors they influence only ind -
rectly interest rates, inflation, unenploy-
nent, P, fiscal and nonetary policy,
etc. it dso can be the nast frustrating for
busi ness owners wo feel as if their des-
tines ae md wthinthar cotrd. Aot ths
dnension, they rerigt.

Each of the economic factors i s neasured
national l'y. Unhenpl oynent rates, however,
can vary dranaticaly fromregon to regon
a saetosae It isimotat fa the vd ua-
tion professional to understand how changes
inthese factors wll affect the supply-
denand rel ationship and, thereby, the per-
fornance of the client conpany.

ne of the nost conmon errors we ve
seen is for an appraiser to drop text from
VA or NER verbatiminto a report (often
under the heading Econonic Qutlook or
sinla phrase®) ad go dithdy on wthout so
much as a by-your-1eave about the rele-
vance of that econonic outl ook to the indus-
try. VA and NER are both fine products
from reputabl e conpani es. However,

° Adapted from Microenvironnental Analysis for Srategic Minagenent by LiamFahey and V.K Narayanan (S. Paul: Vést Rublish-

ing @., 1986), p. 29, ad Srategic

Qnpetitiveness and Gobalization (3rd El) by Mchael A Htt, R Duare Ireland,

and Robert E Hoski sson (G nei nnati : SljtthsternRumhngCD 1999), pp. 50-60.
®Factor 2, section 4, Revenue Riing 59-60 is the econonnc outl ook in genera and the condition and outl ook of the specific industry in

ticda.
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Houe 1:

ECONOMIC

DEMOGRAPHIC

*Chart is adapted fromnodel s devel oped by LiamFahey and V.K Narayanan in Mcroenvironnental Analysis for Srategic Mn-
agenent (. Paul: Vest Rublishing Gnpany, 1986), and by Mchael A Htt, R Duane Ireland, and Fobert E Hoskisson in
Srategi c Minagenent: Gonpetitiveness and Gobalization (3rd E.) (Gncinnati: South-Véstern Rublishing Gonpany, 1999).

gyrasers wo fal to put ther cotets ino
a valuation context do thensel ves a disser -
vice Ater dl, if they dnt denarstrae that
they uderstand the inpact of this, the nost
inportant of the six forces in the nacroenvi -
romnent, what is the probability that they
understand nuch el se about the conpany s
riskpdile ?

s Technological. Many |arger conpa-
nies have RD budgets. Mbst snal| ones,
especia ly those in so-caled | owtechna ogy
industries, do not. Techndogica i nnovati on,
hovever, is the one force in an indvidud
conpany S nacroenvi ronnent over which it
can exert influence. To be sure, it takes
resorces, ting, and nore then just a little
luck. Bt it can happen

For appraisers, the prodemwth innova-
tionis that it is sel domannounced in
advance. Yet, as ve al know vduation is
prospective. The fact that innovation is usu-
ally kept under waps nakes technal ogical
i nnovation hard to research and anticipete.

Sill, ve nust do or best. Inaddtionto
keepi ng abreast of trends in innovation
through such publications as MT s Tech-
nol ogy Review appraisers shoul d nake it
a pon to contact relevant trade associa-
tias. " Awvays ask for the librarian. Vien

such a person is on the payrol, we have
noticed what seens to be pent-up desire to
tdk (Fewpeogde ve infer, tak tolibrari -
ans.) They can be inval uabl e resources.

In the absence of a librarian, o if the
conpany or trade association |acks tech-
nol ogi cal awareness, the val uation pro-
fessional nust use her or his inagination.
For instance, if one is valuing a trash
hauler, one wll learn that conmercial
hauling rates are based on vol une of
trash, frequency of pickup, and tips
(landfill fees). Qne need not know about a
smal | conpany in the Mdwest (which
hol ds two patents on an innovative indus-
tria trash-conpacting technol ogy that can
reduce the volune of trash by as nuch
as 90% to be able to envision the inpact
of such an innovation on the fortunes of a
trash haul er whose revenues depend
heavi |y on commercial custoners. The
savvy apprai ser should include a caveat
about what could happen if such a con-
traption cane to narket.

That caveat would not be the last word,
hovever. Later, a the conpary level o risk
assessnent, one would need to wite about
wat the conpany was doing to protect itsef
fromsuch an evertuaity. Rerhgps it is con-

" See info. asaenet. org/ gat evay/ onl i neassocsl i st. htnh for a searchabl e database of over 2,100 trade associaions. Thereis no ww at

the begiming of that Vb site address.

{:} Macroenvironment

B Indusiry
X Company

Vdrren D Mller, MBA
CPA/ ABV, CMA is co-
founder of BECKM LL

Resear ch, Lexi ngton,
Mrginia e-nail:
wmi | | er @

beckm |'1.com phone:
540-463-6200. H is a
nmenber of the Accred-
ited in Business Val ua-
tion (ABV) Examnation
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sdas o theriskit faces, istrying to redue
its dependency on conmmercial revenue
sources, ad, & the sane tine, is targeting
residentia custoners.

s Sociocultural. This force refers to
trends in vaues and life-styles, which cer -
tainly can affect denand for a conpany s
product or service. For instance, the incress-
ing socid acceptability of children being born
out of wed ock is good nevs for the daycare
industry, even as it is bed neve for ar sodi -
ey as awde Dvorce rates natter here, as
do trends in househd d size, food, clahing
and enterta nnent.

Thet s true even in a busi ness-to-busi ness
i ndustry such as wd esd e appl i ance di stribu-
tion Onthe suface a dstribua sdling to
gyiace staes o drectly to hone bulders
night appear inpervious to divorce rates and
singe parerts. Bt a nather ad fahe living
goart need tvo refrigeratars, even if theyre
snal | er than the ane they had under one roof.

s Denographi c. Denography refers to
the characteristics of a population. Wiat
those are depends on the nature of the pop-
ulation. A popul ation of consuners, for
i nstance, has denographi ¢ characteristics
redaed to age, edrcation famly size rae o
househol d fornation, disposabl e incone,
and so on.

Less obvious, but no less inportant, is
industrial denography. Here we are taking
about the nunbber of conpanies, their |ines
of business (defined by SSIC or NAICS
codes), their age, their size their rae of
gonh, and the like Industria denography
isnt as sexy as wet ve reedinafine pldi -
cation such as Aneri can Denographi cs, hu
wth gross narg ns stead |y shrinking in nost
dstribuion businesses, it s a criticd factor
fa adstribtion setar.

s Riitid. As distastefu as nany of us
fidpditicsonayled tobe it isafaceve
nust reckon wth in our appraisals. Four
aspects of the pditica dinension are inpor -
tat invduaiot posside dectad resuts,
legdlaive intiaives, regdaay pdicy, ad
judcid decisios. Wming pditicias afect
legslaive regdaay, adjudcd agendks.

Inths detion year, far imstace thevic-

tor inthe presidetid dection codd have a
na or inpact on, say, nini numwage | evels.
If | amvdung abusiness inanindstry wth
lowberriers to entry, that wou d be an inpor -
tant issue to consider. Mreover, as we see
increasingly around the country, nini num
vege no longer is just afederd issue Qties
and states are setting their own nini nons.
S piticsd dl ledsis animotat isske
to corsi der.

The good news here is that, the nore
locd the pditicd isse the gegte the irflu-
ence an individua conpany can have if it s
willing to get invdved Thet influence pays
ot nt aly inthe cotribios o pditicd
action conmttees but aso in the |obbying
activities of trade associations of wiich a
firmis a nenber. If a conpary dfficer is a
nja sypoter o an ifluatid pditicd fig-
ure, that support can nake for a nore
benign (or lessnalign) pditicd eviromert.

s Gobal. Bven snmall businesses are
increasingly affected by what happens nany
tine zones anay. Therefore, the apprai ser
nust consider the inpact of international
everts on the future perfornance of the val -
LEti on etity.

For instace, a vauer of a restarat in
Hwa i needs to consider the hedth of Asian
econonies. So would her counterpart in
Sattle. Rppe effects of curency fluctua-
tions, trogp novenerts, ad inflation raes in
coutries far renoved fromloca conpetition
can affect the fortunes of locd busi nesses.

THE AGGREGATE | MPACT
VW do nat try to weigh these factors ind vid-
ually. Bren if we did, the weights woul d
change fromindustry to industry. Not
ve ghting hel ps us fd lowthe wse counsd of
59600 N forma can be devised that wll
be generd |y applicad e to the mititude of
dfferent vduation issues arising in estate
adgft cases, o awy aher cases, ether.
Hvever, to gve readers of our reports a
sense of wat ve believe to be the opportu-
nity or threat (the Oand the T in S/O°
anal ysi s) the nacroenvironnent offers or
poses, ve close this pat of oo adysis wth
a short paragraph that recgpituaes the two

® Revenue Riling 59-60, Sec. 3.0L

° SN is an acronymfor Srengths, Veaknesses, Qoportunities, Threats. The latter two are externd to a conpany, the forner tvo,

inerd.

©sing the capital asset pricing nodel (G¥V, though, renenter thet beta includes nacroenviromental risk. Therefore, under the

GV no separate attribution is necessary.
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o three nast inportant infuences ve identi -
fied V& dso state where, on a scale of 1
(nost benig) to 5 (nost hostile), ve bdieve
nacroenvi ronnental risk resides. V€ do that
in haf-point increnents (for exanple, 1.5
20 25 dc). ®

A caveat: Whder the narket approach, of
corse thereismoeqict incresse o reduc-
tionin risk resuting fromnacroenvi ronnen-
tal influences. That is because val uation
miltiples, like betas in a G¥M scenario,
have i nvestors perceptions of nacroenvi ron-
nental risk built into them Nonethel ess,
even if an goraiser is reying prinarily on
the narket approach, nacroenvironnent al
risk adysis wil hdp her o hmto under -
stand better the conpany and the conpeti -
tive pressures it faces. That understand ng,
intun wll pay ot in a better and nore
accurate estinate of ve ue.

Renentber that unsystenatic risk nay be
a positive factor (thereby reducing overd |
risk). Under the incone approach, therefore,
it mgt be a subtraction in a dscount-rate
estinate. In or experience wth the buldup
nethod in val uations, nacroenvironnental
risk premuns have ranged from 1 to +2
percentage points. In a highinterest rate
environnent, though, we can see it going
higher than +2 for cyclica businesses like

DEFENDI NG AGAI NST

UNWARRANTED

DAVACE CCAIM5 N A
VEDI CAL PRACTI CE

DI SSCLUTI ON

The Best Defense |s A God G fense

Not all narriages are nade in heaven and
neither are all business partnerships.
Inevitably, the QPA practitioner wll
encounter a break-up of a client nedical
practice or be asked to serve as an expert in
assessi ng danage clains. To assess the
clains, the (PA expert needs to be avare of
the typical goodw Il and danage claim
issues, vays to identify their weaknesses,
the inportance of understandi ng rel evant

aut o dedl erships.

CLOSI NG WORDS

Mst infornation found in researching and
anal yzi ng nacroervironnental risk is soft
deta Inthe techndogcd, sociocdtud, ad
pditicd dnesions, wet eseis there?

It isthejdb o the conpetert gopraiser to
quantify qeitative infonation Thet jab is
subj ective, no douot about it. There are no
hard and fast rules about how nuch risk the
presence of a certain factor poses. That s
partly because we have no data, but it s
al so because the inpact of a given factor
varies fromindustry to industry.

Sill ad al, the andysis nust be com
prehensive, thorough, and rigorous. It aso
nust be based, on the elenents of com
non sense, inforned judgnent, and rea-
sonabl eness. *

Mbst of us didnt becone CPAs because
vwe vanted our professional |ives overrun
wth subjectivity. Nonethel ess, those five
wor ds conmmon sense, inforned judgnent
and reasonabl eness aptly describe high-
qual ity busi ness val uations done by conpe-
tent CQPA professionals. Bren if nacroenvi -
ronnental risk in a given valuation is
perceived to be neutral, the analysis is
essential because it enhances the

regu aions, ad vays to defeat
the cdlamin gorogriate circumn
st ances.

LOSS OF GOODW LL

A typical danage cla m (and,
typically, an unsophisticated
one) involves a cla magai nst
oe paty for loss of goodwl!l by
the ather. Atypicad neasure of
this goodw || uses an excess
earnngs agoroech For this arti -
cle, we assune a goi ng-con-
cern, fair narket val ue standard. The excess
earnings approach as applied to nedical
practices typcdly does mt indude a retun
on tang bles since that return is assuned to
be included in the statisticd besdine earn-
ings. The expert wo varts to use a return
on tangibles in the nodel needs to renove
that return on taghbes franthe staistica
earni ngs because physicians generally wth-
davadl o the earnings fromther practices

Mark Q Detrich, A
ABV, practices fromhis
of fice in Fram ngham
Massachusetts, Phone:
508-820-0101; Véb site:
WA cpa. net;  e-nail :
dietrich@pa. net. John
J. Mayerhofer, CPA
FACHE, FHFMA, is
Drector of Healthcare
Services for The H nan-
cial Valuation Goup,
Glifornia. Phone: 510-
531-1943;, e-nail: jjnay-

hof @al i forni a. com
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Exanpl e: Three-person Rractice, e RPartner

Expel | ed
Earnings of etire practice $900, 000
Saisticd eanings (for example
fromthe Medical Goup Minagenent
Associ ation (M3W)) 600, 000
Excess earni ngs 300, 000
Gptdizaionrae 20%
QG ained goodw |1 val ue 1, 500, 000
Rartiff sirteest 33. 33%
\detodartiff 0, 000

D. Aldy DOr. Begood D. Dlittle
Earni ngs $400, 000 $300, 000 $200, 000
MGVA nor m 200, 000 200, 000 200, 000
Excess ear ni ngs $200, 000 $100, 000 $0
Gptdizaionrae 20% 20% 20%
Val ue 1, 000, 000 0, 000 $0

Note: This exanple cotains the classic val uation mstake of ignoring a
physician s totad productivity wen determning wiat nornal  earnings for

himor her should be for

purposes of neasuring excess earnings. & do

not suggest thet thisis the correct goproech

inthe fomof conpensation. The expert a so
needs to be avare of the definition of far
vdle as wsed in the statues in the state in
whi ch the danage case is filed.

Qnsider, for exanple, the value to D.
Dlittle the daniff inathespatrer prac-
tice that has expelled him (see sidebar
above). Wen presented with such an
analysis, the first questions the expert
needs to ask are who anong the doctors
vas responsible for bringng in vhet portion
of the $900,000? Wat was the conpensa-
tion fornul a? WMat do the enpl oynent con-
tracts say? Hw nany (technical vs. profes-
siona) services dd each physician provide
by QT (physician billing) code? Dd the
practice provide any ancillary services (for
exanple, lab and x-ray)? VWeére these ser-
vices a source of profits? Wére there any

physician extenders (for exanple, nurse
practitioners)? If so verethey prdfitad €?

Is there a buy sell agreenent? Typically
such agreenents excl ude accounts receiv-
ade to pernit a doctar to erter ad edt the
practice wth nuch | oner cash anounts than

woul d be the case if accounts recel vabl es
(AR vere being purchased. Viether units
of owership are partnership interests or
stock shares, the practice shod d ratify amu-
aly the value of each owership unit. Few
do, however, despite the adage that an
ounce of prevention is worth a pound of
are

Assune that of the $900,000 incone, Dr.
Al day earned $400,000; Dr. Begood
$300,000; and Dr. Dolittle, the plaintiff,
$200, 000. The damage cl ai m present ed
effectivdy redstributes $0000 o DO. Al -
day s excess earnings to the ertire prac-
tice, ad accouts far $L mllion of the vd ua-
tion If O. Alday is producing thet incone
through a disproportionate nunter of the
tad piat evoutes, it wil be dffialt to
covince a cout thet O, Dlittle is etitled
tothe frits d D. Aldy s laxx. Infat, D.
Dolittle is earning only $200,000 and con-
tributing no excess earnings to the practice
D. Alday s cousd migt ask 0. Dolittleif
he vas ever paid any portion of . Alday s
incone or whether he ever expected to be
peidapotion

If the doctars inthe exanple vere, in fact
dviding incone equaly, D. Dolittle ngt
have a better argunent, since, as the | onest
producer, he woul d ke getting the fruts o
soneone else s labor. Sill open to question
is vhether the danages are for loss of equity
o earnings. (Later inor dscussion of Sak
Ati-Rferrd issues, vell cosider the dan-
gers of distributing the technica conponent
of referred procedures based on production.)

WRONGFUL DI SCHARGE

Acther line of inquiry invdves wether the
danage claimis for loss of an asset good-
wil o wether it is for loss of incone due
to wongful discharge from enpl oynent.
These are tvo dfferet dans. If the gdarntiff
presents expert testinony on the loss of an
asset, it nay be possibe to defeat that dam
whereas an inproper discharge cla m nay
be nare dfficut to dfest.

It is inportant to amdyze the underlying
intent of the parties wth respect to any
excess earnings and whether this is to be
cosidered equity o aliaility to the producer
of that excess for conpensation. Rerhaps the
first iniry shodd be viether any prior buy-
intrasaction induded ARas pat o eqity
or vhether the AARis reallocated via the
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conpensati on system and enpl oynent con-
trads

The typical enpl oynent contract in a
snal | practice provides that on retirenent, or
other termnation of enpl oynent for defined
reasans, the physician is etitled to rece ve
hiso her share o ARas cdlected or over a
period of tine (Acost of cdlection nay be
charged agai nst the receivables to deter -
mne the anount due.) Paying those specific
recevaddes a the physicians retirenent o
aher termration clearly puts the dfsetting
cedt ontherigt side o the bd ace sheet
intheliddlity, nt eqity, dass. Ohthe ahe
hand, if the totd AIRwas included in the
buyback of stock under the sharehol der s
agreenent, equity clearly would be indi -
caed If the retiring sherehd der ves etitled
to aproraa shae o the ARregard ess o
who produced them this would enhance Dr.
Dlittles damd loss o eqity if hedd

ot peid at.

PRESENCE OF ENTERPRI SE OR
PRACTI CE GOODW LL

Ina practice that dlocates dl conpensation
on a productivity basis and at retirenent
pays receivabl es based on who produced
them is there any enterprise or practice
goodw I | value? There nay well be, but it
certany is not determnable by lunping dl
the excess earnings into a sing e bucket.
Sone portion of the excess earnings, how
ever, nay vl be attributable to economes
of scale resulting fromthe three doctors
practicing together, to vorkforce in pace o
to goi ng-concern val ue.

Inthe hedthcare i ndustry, the term ga ng-
concern val ue refers to the portion of the
enterprise or practice intangible val ue
(including such intangi bl es as patient ned-
icd adhbilling records and petient encounter
forns) representing the positive cash fl ow of
an established practice vs. the snaller cash
flowdf a hypothetical start-up of the sane
practice, less working capitd and verkforce
inpace Aterativdy, ad nore rdevat to
this article, sone vd uers beieve ga ng-con-
cern vd e is the positive cash flowfor the
practice o the average size in the indstry
vs. the start-up of the average practice.
Established practices in excess of the aver -
age size vou d then have true goodwl!l, or
excess earning povner. The costs invoved in
stating Yo a pratice ind uce idatificaion o

ahlling system lessing o dfice space, hir-
ing o staff, adrecrutnet o paiets. (The
reader nay be famliar wth the concept of
goi ng-concern val ue under the residual
nethod of alocation in section 338 of the
IRCo intheimstructions to fam8sd4.)

To neasure econonmies of scale, the val -
uer mght conpare the overhead expense
per physician in a hypatheticd sdo practice
tothat of the cotested practice. Assune, for
exanpl e, that such overhead is $150, 000
per physician. In the exanpl e di scussed
above, a three-person practice, it is
$375,000, or $125,000 per physician,
assuming expenses are shared equal ly. It
nay be possibe for the pantiff to argue suc-
cessfully that $25000 of each physician s
eanngs ae atribuadetobeinginagou,
for atad o $75000. Apying a 2%capi -
tdizaion rae yidds atad patice inayg -
be vaue of $375,000. (V& igore a return
ontagde assets far sinplicity.)

Another nethod of isolating business
goodw! | as dstinct frompersod goodwll is
to drectly va ue verkforce in pace (tra ned
enpl oyees) and the goi ng-concern val ue.
This can be done by constructing a cash
flovforecast far a hypatheticad start-up prac-
tice like the industry average and conparing
that cash flowto that of the cotested prac-
tice If the cotested practice is o indstry
average size, then it wll have practice (or
enterprise) intangible value but no pure
goodw |1, or excess earnings pover, atribu -
abetotheindividia physicians. If it is
greater than the average, it nay have pure
goodw | 1. (The nethod used to acconplish
this is comonly referred to as redicaion
ot o avoi ded cost. )

If the siject is geaer then the indstry
average, four forecasts wil need to be done,
oe exch for (1) the start-up of the average
practice (2 the start-up o the sugject prac-
tice, (3) the established average practice,
and (4) the estadished suject practice.

In the overd| forecast, the preset vdue
o the dfference betveen the start-up fore-
casts and the subject practice forecasts
shoud comsist of three dstinct assets: net
working capital (AR 1ess accounts payabl €)
and workforce in place and goi ng-concern
va ue (Watever is left after the ather two
assets are conputed). Net working capital
typically woul d be allocated based on the
conpensation fornul a rather than as equity.

PAExpert
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Ay va uetion o
a ned ca
practi ce nost
take i nto account
the fraud ad
abuse | ans and
the Stark | ave.

True goodw !l voud edst in the vd uation
sect aly if, far irstare the tdd enter-
prise value is greater than the sumof net
varking capitd, workforce in pace, ad going
concern val e plus the tag bl e assets o the
average practice Inor e wat you kill
exanpl e, such goodw || or excess earning
capacity is considered conpensation, not
equity, ad as such, the regication cost com
puaion far the average practice paces acel -
ingoninaghbevdue Inorxr view hovever,
it is arguable, notwthstanding the above
adysis, that if the gangcocern vd ue vas
mt pad fa a& thetine d the b-in o cn-
tenplated a the tine of practice fornation,
the parties shoud be vieved as having dlo-
cated the earnings fromthat asset to conpen-
sim

FEDERAL ANTI REFERRAL LEGQ SLATI ON
Ay valuation of a nedical practice nust
aso take into accout two principd staues
regd aing the referrd of Md care and Md-
icad petiets for hedth services: the frad
and abuse | avs, a so known as the antikick-
back statute, and the Sark laws (naned for
the Glifornia congressnan wo introduced
them. The fraud and abuse laws are broad
inscope ad pronibit, gererdly, paynerts in
exchange for referral of Mdcare or Mdic-
adpaiets. The perdty offenders fear nast
is exclusion from participation in the
Medi care and Medicaid prograns, even in
the dosence of a crimnd convi ction.

The Stark laws prohibit paynents in
exchange for referras of designated hedth
services. Areferrd is ay request by a physi -
cian for desigated hedth services that are
rei noursabl e under Mdicare Part A or B
wether or not Mdicare actually pays for
the service. Designated health services
incdude clincd laboratory services, radd -
ogy, ad other d agnostic services and i npa-
tient hospital services, as well as severd
others. Aphysician can vidate the law ad
regu ations by referring Mdcare or Mdic-
adpaiets to s o her gap practice for
desi gnated heal th services, unless the group
neets the qua ifying definition of a groyp ad
is excepted fromthe provi sion

The detals o qeificaion ae broad, but
overhead and incone nust be distributed
according to an existing nethodol ogy,
neaning that it nust be established in
advance of the conpensation period and

nust not provide an incentive associ at ed
wththe vdue o vdue o referrds. Inadd -
tioy proposed regu ations issued in January
1998 state that this neans there nust be
centralized decision naking, wth a poding
of revenues and expenses, and the conpen-
sation distribution systemset in advance.
Stdlite dfice strutures wth separate profit
and |l oss statenents for designated health
services are not a | oved.

It is cocavable thet a sattlenant regati -
ated out of court wth respect to danage
clains nay vid ate these | ans, subecting the
partiestodvil ad crimrd saxctios. Avd u-
ation nethodo ogy that takes referras into
account and a | ocates val ue upon dissa ution
in exchange for past referrals wou d appear
torlnadea riskd vidaingthe statues.

In perforning a val uation, the val uer nost
firda assess the liability enpl oynent con-
tracts inposed on the underlying net assets
o the practice. Next, the vduer nost deter -
mne whet her the conpensation system
conplies wth the various statutes and regu-
laias. Tt is, isthe digtionvdid udk
those | ans?

Assuning the systemis found conpliant,
the val uer nust use assunptions in con-
structing the val uation nodel that respect
both the contracts and the reguatory envi -
ronnent .

For facilities, such as an an aory sur -
gceter, tha receive a facilities fee from
Medi care or Medicai d, the antiki ckback
statute provides specid safe harbor rdes. A
sife herbor is a structure thet, if adered to
shoud rde ot awy vidaion o the federa
statute. Afailure to neet the saf e-harbor
does not nean that a vidation exists but,
rather, that orenay edst if investigaed

The fdlowng 8 standards vere specified
as criteria to neet the 60-40 safe harbor
rde

1 No nore than 40%of the investnent
interests can be owed by indviduds refer -
rig ptietstothefadlity.

2 The sane investnent terns nust be
offered to pessive investars.

3 Investnent terns nust not be related
toreferrd vd une

4 Investnent terns nust not be tied to
the need to nake referrd s.

5 The entity and its owers nust not
ofer services to or perfamthemfor (nore-
ferring) investors differently fromthose
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offered to or perfarned for non-investars.

6 Investors nmay not account for nore
than 40%0af the gross revenue of the ertity.

7 Noloans or |oan guarantees nay exist
far arderinginesta.

8 Paynents to investors nust be
drectly proportiod to ther captd invest -
nent .

Let s assune, for exanple, the productiv-
ity based conpensation systemin a nulti -
specialty practice properly allocates the
i ncone fromendoscopy to the gastroenterad -
ogist wo perforns the procedure. My of
the referrds cone fromhis partners in the
practice, such as gererd internists, wo do
not performsuch tests. Ohe of these
internists is forced o o the practice ad
seeks danages. Wse of an excess earnings
nethod wth respect to the gastroentera o-
gst s earnings to deternine the vd ue to the
internist (1) contravenes the productivity-
based conpensation systemand (2) nay
vidate the prohibition aganst referrd pay-
nents, depending on the incone streans
i nd ved

Wiy does the excess earnings nethod,
as described in the exanple of O, Dolittle
risk vidaing the atireferrd ru es? Renem
ber thet the vd uer nost first uderstand the
exi sting conpensation systemand then
assess the systems conpliance wth the
regu aory environnent. Gwiously, the va -
uer nust have sone basis for assuming that
the existing conpensation arrangenents
anong the parties are to be igored for pur -
poses of the val uation. Huwing passed that
threshold, if the valuation nethod chosen
changes the allocation of conpensation or
earnings anong the parties as woul d be
the case wth the typicd apication of the
excess earnings nethod the val uer nust
(again) assess the conpliance of his or her
new conpensation systemwth the regul a-
tions. If the procedure is aso conpensated
wth a facility fee, a separate anaysis is
required wth respect to those fess. CQearly,
perforning this assessnent requires the va -
uer to have an intinate knowedge of the
variouss atireferrd lavs ad regd ai ons.

If the existing conpensation system
passed nuster, the valuer-installed new
conpensation system al so nmust pass
nuster and wthstand the clear chall enge
thet it is an atept on bddf o the dantiff
(D. Dlittle) to dtan vdue far pest refer -

rds, wichvaud likdy be avidaion o the
anti-referrad legslation Again, the defen-
dant s counsel night ask the val uation
expert whether the changes to the conpen-
sation systemare based on assunptions
thet atenpt toredlocate hstaicd resuts to
compersate olittle for pest referrds. It is
na dfficdt to inagre the ufamlia eqet
ansvwering yes to that question.

\al vers shou d recognize as vel | that the
use of narket approaches, such as the
gui del i ne publi cly-traded conpany nethod or
actud cotrd acquisitions of private group
practices by pubicly-traded conpanies, nay
nat be rdevat tovdung a mnority interest
inadssduion There are separate cosid-
erations under the atireferra lavs ven a
third party cotrds the practice ad ses o
approves conpensation arrangenents that
nay be irrdevat to a private cotrd seting
where the parties control conpensation
arrangenents anong thensel ves. There is
the obvious difference between a nonnar -
ketable mnority interest in a private com
pay and a nomnarketable contrdling inter-
est in a private conpany. There is aso a
val uation difference between a nonnar -
ketdd e cotrdling inerest in a privae com
pany and the narketabl e contrdling interest
represented by the acquisition of a practice
by a pubicly traded conpany.

Frally, nest of the transactions assune
the acquirer wll retain 15%to 20%d wat
ot herwi se woul d be physi ci an conpensati on
(or predstribuion earnngs), atypcd struc-
ture used by FhyQr, for exanple, and eas-
ily seeninits ECfilings (and now being
used by consdidators of accouting firns!).
Lhless this sane 15%to 20%of the earn-
ings is redlocated in the val uation nethod
appied to the group practice and such redl -
loction is vdid uder the regdaiams, it is
easy to nisuse the data. Gven the structure
o such trasactions, it is nitipes o earn-
ings actual |y purchased fromthe physici ans,
ad nat revenue o other mitipes, tha ae
the driving the vd Le

ANCI LLARY | NCOVE

If aportion o the practice s excess earnings
arises fromancillary services (inag ng, |abo-
raay, aher testing), the vduer shodd do a
replication cost valuation adysis to deter -
nne practice o business goodw!l, wth the
addtion of the ingiry as to conpliance wth

00000000
A ou-d -cout
settlenant o
danage cl ai ns
nay vid ae
federd lavs ad
Ssug et patiesto
avl adaimm
sacti ams.
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Measur i ng
inang bl e va uve
through the
redicaion oost
o ava ded cost
net hods (cost
appr oaches)
seens to avoi d
thre atirdard
prad em

the Sark and Medicare fraud and abuse
laws and regulations. In our view incone
from supervi sed tests those requiring the
presence o participation of the pysician (for
exanpl e, col onoscopy, cardiac stress)
shoul d be consi dered separate from those
that do not (for exanple, blood chemstry
pard s).

Acther inportat andysis is that o the
prof essional and technical conponent in
inmgng studes o the fadlity fees far certan
oupetient procedres in a licemsed facility.
Qupervi sed tests tend to generate incone
nore in line wth personal goodw !l if the
conpensati on systemis based on productiv-
ity, vhile usupervised tests tend to gerer -
ate incone in line wth busi ness goodw 1.
Neither is an absdute. Uder the antikick-
back statute, a waly owed and contra | ed
technical conponent is treated as an exten-
son o the pysidans dfice prattice Bt if
another physician wth a dffeet specidty
becones a partner or stockhol der, then the
60 40 rul e discussed above nay well be
gpicdde

In araddogy practice, the professi ond
conponent of reinbursenent is designed to
conpensate the radidogist for reading the
filmor study. The technical conponent com
pensates for the use of equi pnent, supplies,
steff, ad aher costs to parfomthe study. If
business goodw!l exists, it likdy wil coe
fromtwo sources: net incone on the techni -
cd side ad awy prdfit frompaying rad d o-
gists less than the professional  conponent.
The A needs to eval uete the latter inligt
o the standard of value Uder fair narket
val ue, the hypatheticad buyer sdler nay not
be able to sustain a pettern of paying less
than the professional conponent for the ser -
vices of raddog sts.

| MPACT OF NON- COVPETE
AGREEMENTS

The Norwal k case (see (PA Bxpert Specid
Eition 199) higligts the proposition thet
goodw || cannot exist at the entity |evel
unl ess enf or ceabl e nonconpet e agr eenent s
are in place wth the omer enpl oyees, at
least as far as the Tax Qurt is concerned.
(This likdy codd extend to key nonowner
enployees inclusion as part of workforce in
place.) Awy vauation therefore nust assess
the enforceability of nonconpete agree-
nents under |ocal law and any rel evant

shar ehol der or enpl oynent agr eenent s.

SUMM NG UP
In a professional practice, nuch of the good-
wll ataches to the indvidud professiod,
and excess earnings often are the resut of
longer hours, nore procedures, or special
dills Inapaticedit-ypa dssduion vd -
uation nethods that neasure undifferenti -
ated intangible value as part of business
enterprise value are generally inaccurate
wth respect to the intang b e va ue owned by
theindvidd vs. the etity. If anefacedde
covenant not to conpete exists between the
individud professiond and the entity, the
prof essional nmay have assigned sone por -
tiond hs a he goodwll to the etity. Ben
inthat case hovever, oy that portion of the
indvidd sinaghbevduetha inrestothe
berefit o the aher professiod s inthe etity
should be the basis for valuation of dam
ages. Ractices in which the earnings are
allocated on the basis of productionto
whoever did the work inherently have
lover enterprise intangible values. Masur -
ing intang e val ue through the repication
cost or avoided cost nethods (cost
approaches), seens to avoid the atireferra
problem Treating a portion of the conpen-
sation recei ved by each physician an equal
anout if equal equity interests are held as
described in the earlier reduced overhead
scenario, & so seens to avaid the issue

Md cal practices dffer a unique va uati on
chellenge since there is a federd statutory
ben against paying for referrds of Md care
or Md caid patients. My states have andl -
ogous and nore expansive statutes. Ulike
alawfirmor accouting firm ra making for
other nedical practice partners nay not
legdly be a drect factar in setting a physi -
cian s conpensation. V& believe a nunber
of nethods used to conpute danages or
goodw!l for dvisionin a bresk-up of a ned-
icd prattice nay vidde federd atireferrd
(Sark) and fraud and abuse law The know -
edgeshl e practitioner shoud be dert to pant
out these gpparent vid aions and in so doing
assist legd cousd tolint dfest adamfor
danages.

Athas nate The authors wsh to thank Janes R gby,
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SI GHTI NG

MATER ALS ON THE

| NVl SI BLE WWEB

| kowit isonthe Inerd, bu | haetried a
dozen search egnes ad | cant findit. S
started a recent conversation wth a desper -
ate cdleague, o ves looking for an article
that had appeared in the August 1999 issue
d Taxes nagazi ne. Because she had the
ful dtaion she thougt it vodd be easy to
fidit onthe Ineret. Ater dl, hed she goe
tohe lacd libray loddig far the atide Life
dte Dwis BEstate VA uation Dscounts for
Bilt-in Gpitd Girs Tax Liddlities, findng
it vodd have been a reaivey stragntfor -
vard process.

vy ves it sodfficdt tofirdths onthe
Internet? Ny friend approached her search
in a nethodica way, searching well-knomn
sites such as Yahoo and Excite and |esser
known sites such as Gogl e and the Hectric
k. She vent to sites that search mitipe
search engines, such as SavvySearch and
Dogpi | e. Know ng that Gonmerce G earing
Huse (AH was the publisher of Taxes
nagazi ne, she went to the QH site but
foud oly a sdicitaion to suscribe to the
printed version of the nagezire. Sill, despte
dl her éfat adtine the atide dudd her.

An oft-quoted 1999 study by the NEC
Research Institute of Rinceton pudished in
the jourrd Nature estinated that the nost
conpr ehensi ve search engine covered only
16%o0of the Vdb and that the top 11 search
engi nes conbi ned cover only 42% (See
Beating the Search Engines Qilds, CPA
Bert, Sunmer 1999.) Qearly, the article
ny friend sought vas in the renaining 58%
S wat is inthe ngority of the Véb and
wiy can t search engines reach there?

STATI C VS. DYNAM C WEB PAGES

SQrprisingly, the vast ngority of search
engines are based on o d technol ogy. They
vere designed to search the static or flat
HIMM. pages. Static HIM. pages are the
basi c V@b pages nost users are accus-
toned to. They look a bit like word process-
ing docunents dressed up wth inages and
fancy fots. Adstingushing feature of the
static HIML page is that each page has a

unique LRL. Say, for exanple, |
vanted to go to the Tennessee Sate
Board of Accountancy Véb site. The
Temnessee board is a dvision of the
Tennessee Departnent of Com
nerce and its Vb site resides on
the Sate of Tennessee server. The
URL for the board of accountancy is
http:// www. state.
tn. us/ conmer ce/ t nsha, indcaing thet the
static page for the Board of Accoutancy is
trsba. Aytine | vat togotovisit the Bard
of Accountancy site, | canusethis LIR.ad |
wll be taken to the sane page each tine.

The new technol ogy on the Internet today
is dynamic Véb page creation. Dynanic
Vb pages are created on the fly by a data-
base when a search is nade. Increasingy,
devel opers are adopting this technol ogy
becase it dlos fledklity ad the adlity to
nanage | arge quantities of data nore effec-
tivedy. BExanples of sites that use dynamic
Vb page generation are Mpss the
site that generates a nap based on the
address entered and the SEC HOGRR site
thet queries its databese of filings to produce
the filing natching the conpany nane
etered Nllios of sites use this nethod of
generating pages in response to a specific
query to do everything fromlooking up a zip
cxktorerieimgan atide

Dynanmic VWb pages are simlar in
appearance to static Vb pages, so it can
be hard to deternine just by | odki ng vinet her
the page is dynanmic. You sonetines can tell
by looking at the LR. Dynanmically created
Vb pages have variable URs that often
are lengthy and contain punctuation. For
exanpl e, the URL for the annual report of
Lucent Technol ogi es generated in response
to ny query on the FreeEdgar site is:
http://www. freeedgar.com/
Search/ M evH | i ngs. asp?d K=100624080 r e
ctory=950123&Year =99&SECI n-
dex=11082&Ext ensi on=. t st &at hH ag=0&Te
X t F i I e
Si ze=484601&SFType=&SDFi | ed=&Dat e-
Fil ed=121/721/ 99 &
Sour cePage=Fi | i ngsResul t s&Use -
Frame=1&0OEMSource=&Form
T y p e = 1 0 -
K405&CompanyName=LUCENT+TECH-
NOLOGI ES+I NC. Whew!

A this point you nay be wondering what
dynamic Vb page creation has to do wth

Bva Lang, CPA ASA a
cotribuing edtar, is chef
operating officer of the

Fi nanci al Gonsul ting
QG oup, Menphis. ww
fcgl c. com phone: 901-
747-4224; | enmay_| ang

@si . com
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URLs for Stes Mritioed in Ths Atide

Yahoo .. ... wav. yahoo. com
B Cite o VW exci t e. com
B0gl € .. v googl e. com
Hectric Mk ..., waw el ect ri cnonk. com
SavvySearch ........ .. .. . .. WA savvysear ch. com
Dogpil e .o wan dogpi | e. com
Commerce dearing House ................. .. ww, cch. com
MapSONUS ... WWW. Mapsonus. com
EDGAR .. WV Sec. gov
FreeEDGAR . . ... .. e wan f reeedgar . com

................. dir. | ycos. comi Ref er ence/
Sear chabl e_Dat abases

..................... ww\ i sl eut h. t el ebase. com

............ oW S2. ci rc. gw edu/ ~gpri ce/ direct . htm

........................... www. webdat a. com

............................... wa dj nr. com

.......................... wawe di al ogweb. com

search engines. Hre is the ansver. Wth-
out special progranming, a search engine
cannot find the dynamically created Véb
pages generated from dat abases. Search
engi nes hate conva uted LRs |ike the one
above. Mbst search engines will not index
WRs wth unusual characters or syniol s
or those resulting from Gnmon Git evay
Interface (G3) programming which are
idatifiedby the cg-gn inthe IR

That is not the only probl em search
engines have wth Wb sites that create
dynanic pages. Wen a search engine gets
tothe seerch ertry baox on a site like the ae
were | entered the nane Lucent to dotain
the 10-K above, it stgps cdd Thet is vy
you can t find EDGAR docunents using
conventional search engi nes such as Yahoo
or Excite. If an EDGAR docunent does
shovwp in the search resuts, it is becase
soneone has copied that particul ar docu-

nent onto a static page. This nay happen
wen a conpany puts its SECfilings on the

conpany Vb site for the convenience of
vidtas

The 58%of the Vb not accessible to
convertional search engines is referred to
asthe Invisibe Vb, In addition to dynamic
pages, the Invisible Wb al so incl udes
infornation in fornats such as graphics,
vword processing, and spreadsheet files.
Qher things can repel search eng nes and
relegate sites to the Invisibe Vi, such as
sites that reqire regstraion o sites thet
dont vant to be searched (the Grbos of

the cyberverl d).

ACCESSING INMSIBLE 9 TES

S how do you access docunents in the
Invisible V@b? Unfortunately, there is no
super Invisible Vb searcher that over -
cones the problemof a search engine s
irgdlity to query databeses, but it is getting
easier to penetrate the Invisible Véb and
fird atides like Life dter Davis Estate
Val uation Dscounts for Biilt-in Gpital
Gins Tax Liahilities. Stes are assenll i ng
collections of databases so users have a
starting point for research and a vay to
identify availabl e databases. Two sources,
the Lycos Invisible Véb Gitalog and |-
Seuh were dscussed briefly in the SIm
ner 1999 issue of the CPA Expert.

The Lycos Invisible Vb Catal og
launched in July 1999 covers thousands of
searchabl e dat abases, archives, and ot her
infornation sources that ddiver higly tar -
geted infornation. For exanple, the con-
struction indstry caegory hes lirks to ful-
text back issues of nore than a dozen
trade pudications and the finance section
links to detailed IRFOinfornation on thou-
sands of conpani es.

[-euth is a directory of searchabl e
databases wth a variety of sugects rang-
ing frombusiness to nedicine. The busi -
ness section gves you access, for a snall
fee, to detailed conpany infornation
including DB credit reports, narket
research, industry andysis, and popu aion
daidics

G@rtine your irfiltraion o the Inisibde
Vb wth stops at Drect Search, Véblat a,
and AphaSearch. Drect Search is a data-
base listing naintained by Gry Rice a
librarian a George Veshington Lhiversity.
The sdl ection of databeses here is ed ectic,
ranging from Threatened Aninals of the
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Wl d Dat abase to NASDAQ Mont hly
Share \Volune Reports. Al the databases
are listed on a singe (static HIM) page,
so be prepared to scrd| to find databeses
d ineest.

It is easy to be dstracted fromyour task
of searching databases at VébData. The
hone page has a tenpting array of com
parative shopping quides that wil let you
conpare prices onitens as diverse as air -
fares and floners. Dnt be swayed by the
(M sale (only $9.59 for San Gtz A
Saepille); go drectly to the databases
section and you wll find databases in a
vaiay o suject aress. The cotet inthe
busi ness section is sonewhat thin, but you
still can find databases such as the Mr -
cury \enture Gpital Survey, a searchable
database of US conpanies that recel ved
vetuwe captal financing, and the Horida
Busi ness and Prof essional Regul ation
Drtabase of vendors licensed to sell 4 co-
hal i ¢ bever ages.

A phaSearch, conpil ed by Givin Theo-
logicd Seminary, has a nuch snaller cd -
lection of databases but the choices are
higrqaity sites focusing prinarily on aca-
denic sources. The busi ness and econom
ics sectionindudes alink tothe AOCda-
base of denographic data and financial
pdiles fa US firaod irgtituias.

PERI ODI CAL DATABASES

If you are looking for articles, consider
using one of the Wb s periodical data-
bases such as Powerize or Uhcover. Pow
erize.com launched in 1999, has a large
co lection that dravs on nore than 10,000
sources including newswres, newspapers,
nevel etters, and journds. The site indexes
2 mlion atides, pdiles, reprts, ady-
ses, and other docunents. Approxinately
one-fourth of the itens in the Powerize
dat abase can be downl caded at no charge;
the renaining itens can be purchased ind -
viddly, nest for |ess than $6 each

CGxrl Ucover is a database of current
article infornation taken fromnore than
1800 mitidsciginary jorrds. It indudes
approxinately 9 nillion articles published
since 1988. The Garl Qxp. has been pro-
viding high-quality periodica nanagenent
to libraries for years and has access to
periodcd s not easily obta nabl e € sewere.
Li ke Powerize, searching the Uhcover
databese is free. Ufotuatdy, raher than
naking these articles availabe for domn-
load as does Powerize, WhQover faxes
copes o the atide (if the pdisher per-
mts) fa asnall fee

Ny of the databases on the Invisible
Vb now accessi bl e through the sources
described above were once available only
through large coomercia research ser -
vi ces such as Lexis/Nexis, Dow Jones
Interactive, or Dalog These conmercial
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COURTS WANT

FACTS, NOTI FA RY

TALES

Uhpubl i shed District Gurt Oder Ryjects Expert Tes-

ti nony

on Causation and Danages

In hildren s Broadcasting Qxrporation v
The Wl t D sney Gonpany and ABC Radi o
Ntvorks, Inc. (US Dstrid Qut, Dstrict
of Mnnesota case no. 3-96 AV 907), the
partiff s firadd epat, a @A rdied n
his client s financia prgections prepared
pia tothelitiggionas abesis fa hs esti -
nate of lost profits. This is ndt an ucom
non situation for G¥s. The court s viewof
this approach, however, cane fromthe

federd court judge vio hershly criti -
cized the plaintiff s expert in an
unpubl i shed court order dated Janu-
ary 15, 1999. The case provides an
insight into issues associated wth
lost prafits as vell as those assadi -
ated wth causati on.

Inthe case, the juy foud far the
plaintiff and awarded substantial
damages. However, the federal
cout judge overrded the juy s verdct for
several reasons, somne of which are dis-
cussed bel ow

BACKGROUND

@BC vhich produced and broadcast chil -
dren s radio progranming, entered into an
agreenent wth ABC Radio in Novenber
1995. The agreenent specified that ABC
Radi 0 woul d assune responsibility for
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M chael A Gain,
CPA/ABV, is a share-
hol der of Peed, Koross,
Fnkelstein & Gan, PA
Fort Lauderdale, a nem
ber of the Fnanciad Qn-
sulting Goup. Enail:
ncrai n@kf ccpa. com
He is a past nenber of
the ACPA Litigation and
D spute Resol ution Sub-
conmttee and currently
serves on the Accredited
in Business Val uation
(ABV) Exaninati on Com
mttee. He adapted this
article froma H nanci a
Gonsul ting Goup case
adysis.

ECs nationd advertising sdes ad assist
@Cin afiliate narketing and expansi on.
The agreenent was termnabl e on 90 days
natice by either party and specificdly pro-
vidd thet it dd mat limt the a&dlity o ARC
Radio or conpanies affiliated wth ABC
Radi o to produce or narket a conpeting
product .

Several nonths before the agreenent,
D sney had announced plans to acquire
AC Inc., vhich included ABC Rdio as a
subsidiary. About eight nonths after the
agreenent was reached, ABC Radio noti -
fied BCthat it intended to terminate the
agreenent. On the sane day, ABC Radio
and Dsney anounced their intert to create
Rdio Dsrey, a childens radio fornat in
direct conpetition wth the @C program
mng. The first broadcast of Radio Dsney
was after the 90-day ternination notice

eq red

CAUSATI ON

The paintiff s (A expert testified as to
causation and danages. The court found
thet [dlthogh [the dartiff s eqat 9 testi -
nony vas lengthy, it lacked any credible
and ysis to support his causation theory.
The substance of [the] testinony regard ng
causation vas that any breach of contract
by ABC Radio, no natter how nminor, or
any msgpporopriation of a trade secret, no
natter how mnor, vas responsible for the
destruction of (BCs entire business and
caused danages in the sumof $177 ml -
lion. No facts support [these] conclu-
sions, and [the plaintiff s expert] never
expl ai ned how any particul ar breach or
misappropriation by ABC Radio or D sney
coul d cause danage to (BC Renarkably,
[the expert] testified that he dd nat know
specificdly wet infornation ves dlegedy
msappropriated by the Defendants, but he
assured the jury that whatever the inforna-
tion was it caused [(BCs childrens pro-
granming] to go out of busi ness.

DAMAGES

The paintiff s A expert prepared ad pre-
sented (BC s damages and stated that
every dleged breach of contract or nisap-
proiation of trade secrets vas resposib e
for BCs children s progranmang failwre. H
va ued the progranming at $177 nillion. He
reached that anount by extending into the

fuue finacid prgections prepared prinar -
ily by BCseverd nonths before the agree-
nent between CBC and ABC Radio, sub-
tracting the vdue o (BCas o the date o
trid, adthen gosimguw theresdting fig-
ure to accout for incone taxes to be paid
by (BC The expert opined the danages
the defendant's caused were $177 mil i on.

Tre cout foud thet [t]he first dfficdty
wth [the gantiff s eqeat g testinay ves
thet it reied on ineccrae and urdiade
financid prgectios. The evidence & trid
established that the projections did not
actual |y describe what actually occurred
[later that year and prior to the (BGABC
Radio agreenent] . [The expert] offered
prgections in court that vert so far beyond
redistic grinmsmso as to have afary-tde
like toe to them

The cout dso sadthe juy rgected the
plaintiff s expert s testinony and had to
resort to speculation and conjecture to
arive a its verdct on danages (wich the

j udge overru ed).

LESSONS FOR EXPERTS

FHrst, let s dscuss the danages. The court
sadthe daniff s eqat s fildd pgec-
tios hae a fary-tde like tae to them
Hw nany of us would want a corment
like that about our vork put in witing? The
expert wll likdy hear this coment again
when bei ng cross-exan ned on ot her
engagenent s?

The paniff s A epet rdied on the
diet s finadd pgetios pepared priar
to the dleged wongfu actios ad litiga-
tion. Hw nany tines has this been done?
Yet it ves rgected strogy by this court.
Wiy? The court considered how accurate
the projections were (conpared wth the
acud fimadd resuts ater the prgection
but before the all eged wongdoi ng) and
found they were not very good. Hence, it
rg ected the prgections thet vere the fon-
dation for the expert s danage opinion.
(Aternatively, courts can exanine the com
pany s history of naking accurate pro ec-
tios.) Mt aly ddthe cout rgect the pro-
jections and resul ting danages of $177
million but alsoit harshy criticized the
epert for nat rgecting themh nsd f.

Second, the court noted that the expert
faled to syport his cassaion opnion wth
facts. Athough it seens dovious, an expert
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wtness shou d not be rendering opinions as
based on ny experience or because | m
the expert. Neverthdess, it is not ucom
non to hear such statenents, even from
very experienced %s. As recently under -
scoed in the Kuhno Tire case eqert wt-
nesses rdy on facts ad deta to fomther
ganos.

PLAYI NG BY THE RULES

Let s revisit vhat the courts expect from
expert wtnesses. Note the use of the terns
fads and data inthe first satece d Fed-
erad Rie of Biidence (FRB 703 (Bases of
(i ni on Testinony by Experts):

The facts or data in the particu ar
case upon which an expert bases an
opinion or inference nay be those per -
celved by or nade knomn to the expert
a o bfaethe bering If o atype rea-
sonably relied upon by experts in the
particdar fiedin forning opinions o
inferences upon the sug ect, the facts o
data need not be admssible in evi -
dence.

Furthernore, the Notes of Advisory
Gmmittee on Riles el aborate the nean-
ing of the FRE Regarding Rie 703, they
say that [flacts or data upon whi ch expert
opinions are based nay, under the ru e, be
derived fromthree possible sources. The
first is the firsthard dservation o the vit -
ness, wth opi nions based thereon traditi on-
dly dlored Atreating physician afords an
exanpl e . The second source, presenta-
tion & the trid, dso refleds edistirg prac-
tice. The technique nay be the famliar

hypothetica question or having the expert
attend the tria and hear the testinony
establishing the facts . The third source
contenplated by the rue consists of pre-
sertation of data to the expert outside of
cout and other than by his omn perception
In this respect the rule is designed to
broaden the basis for expert opinions
beyond that current in nany jurisd ctions
ad to bring the juddd practice into line
wth the practice of the experts thense ves
wen nat in court. Thus a physician in his
om practice bases his dagosis on infor -
nation fromnunerous sources and of con-
siderabl e variety, includng statenents by
petients and re atives, reports ad opinios
fromnurses, technicians and other doctors,
hospital records, and Xrays. Mst of them
are adnmssible in evidence, but only wth
the expend ture of substatia tine in pro-
duci ng and exanmining various authenticat -
ing wtnesses. The physician nakes |ife-
and-death decisions in reliance upon them
Hs validation expertly perforned and sub-
ject to cross-examnetion, ought to suffice
fo juldd purposes.

Wiat does all of this nean? It is a
heal thy reminder to us that the courts
expect expert wtnesses to performa
Oetailed analysis of the facts and data
before reaching an opinion. Gt fedings
and in ny experience are not what the
couts vant to hear, nor shoud they. Nev-
erthdess, it hgppes dl the tine. Rerhgps
one of the key differences between a good
CPA expert and a not-so-good one is how
he or she can rdate the facts and deta to

000000 0O
The court s

expect expert
Wtnesses to
performa
daledadyss
d fats and
it a befare
reachi ng an
ginm

Mrk Your G endar

The fol lowng A GPA conferences nay be of interest to readers:

National Advanced CGonference on D vorce
My 22 23, 2000, Gaesar s Pal ace, Las \kgas
Pre-conf erence workshop on My 21

Advanced Mdi cal and Legal Practi ce Gnsul ting Gonference

June 8 9, 2000, Gand Hyatt Véshington, OC

Advanced Estate H anni ng Gonf erence

July 24 26, 2000, Boston Mrriott Gl ey Hace
Fre-conference optional session, Juy 23

Rost - conf erence optional session, Juy 26

For nore infornation, call 838-777-7077.

Nt i onal Gonference on Fraud

Septenfer 21 22, 2000, Caesar s Pal ace, Las \kgas
Pre-conference optional session Septenter 20, 2000

Advanced Litigation Services Gnference

Qtober 16 17, 2000, The Beverly Hlton, Beverly Hil's,

Gifana

National Busi ness Val uati on Gonference
Noventoer 12 14, 2000, Loews Man Beach Hotel at South

Beach
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YEAR 2000 VAL UATI ON
EOTION G- SBBI: A

REVI EW

The second annual Val uation Edition of
| bbotson Associates (1A Socks, Bonds,
Blls adIrflaion (38) yearbook soon wil
be available. The classic edition of the
SBBl yearbook has been updated each
year since 1976, when Roger | bbotson
and yzed the longtermreturns of the prin-
cipa asset classes in the US econony.
| bbot son docunented the rel ati onshi p
between financid risk and return and quan-
tifiedthe dility to reduce risk thraugh d ver -
sification. The underlying study of |ong
termreturns on asset classes adso led to
the devel opnent of cost of capita concepts
such as the equity risk premiumand the
Si ze prenium

To neet the special needs of business
val uers, |A pudished a \al uation Edition
(VB of S8 in 1999. The \E added a di s-
cussion of discounted cash flow (D)
concepts and expanded its coverage of
beta and the Gpital Asset Ricing Mdd. A
key feature of the 1999 \E that nany val u-
ation praofessiond s foud very he pfu  vas
the expanded coverage of size preniuns.
This coverage facilitated quantification of
risk, using the IAempiricd data based on
size of ertity considerations. Anther exce -
lent feature vas its expanded di scussi on of
the underlying theory of capita narket
behavior over tine and the related influ-
ence onrisk and rates of returrs.

FEATURES OF THE SECOND EDI TI ON
The new VE expands the coverage of the

Addi tional Business Val uation Resour ces

| uge practitioners totour the newlbbaotson Gst of Gpitd Wb sitetolearn
about other useful resources available for nomnal fees on a per-usage
besis. The resources include tax rate studes and Ibbotson s @st of Gyitd
Qeaerterly data by SCcode In addtion, newinfornation inportant for val -
uers o sl vdugionsugjects is avaldde the ful tedt o the recet updae
of the ongoing PriceVdterhouseCopers studies by King and G abowski,
whi ch further break down the 10 deciles studied for size premiuns into 25
size categories sorted by various criteria, such as nunber of enpl oyees and

tad assds.

use of Ibbotson deta in
the buil d-up nethod of
rate determnation, new
industry risk premuns
to be used in the huld
up nethod, and a new
study of size premuns
by industry. The chapter on internationa
cost of capital considerations provides
sone interesting guidance on the capital
narkets in several established and devel -
oping countries, nuch of which draws on
capital narket studies by Mrgan Sanl ey,
as well as |bbotson research. (Mre
detailed intermational data can be obta ned
inthe Ibbatson Internationd Gst of Gpitd
Report d http//va uati on. i bat son. con

Added to the \E book this year are the
key summaries of statistical data and
tades induded in the dassic edtion Mst
of the statisticd data are in append ces,
which nakes it nuch easier to digest the
text the data support.

Tdde 1-1 of the \E offers an excd | ent
snapshot of key data points, showng a
summary of annual returns for the 1926-99
period. The data, sorted by geonetric and
arithnetic neans, are presented wth the
standard deviations and serid corrdations
for the various stock narket classes (for
exanpl e, large, nmid-cap, and nicro-cap
stocks and a new category cal | ed | bbat son
snal | conpany stocks), corporate and gov-
ermant bonds, treasury hills, andinflation

This year s VE a so expands the di scus-
sion o the buldup aproech to rate deter -
mnation wth exanples of how | A data
shoul d be used wth this approach. The
focus of the VE continues to be on the
devel opnent and application of di scount
rates under the DOF approach to val uation.
There is aso a very good basic d scussi on
of the relationship between dscout rates
devel oped using |A data and tax rate
assunptions, the use of cash flows vs.
other benefits streans, and the inpact of
debt- and wei ght ed- aver age- cost - of - capi -
tal-related nethods. The new \E a so cov-
ers the Fana-Fench Three Factor nodel
and beta estinati on nethodol ogies in
ctal.

I NDUSTRY RI SK PREM UNMS
The nost inportant conponent of the new
\Eis its expanded d scussion and quartifi -
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cation of industry risk premuns, which are
derived fromthe beta estination process,
aso covered in detail. |Ahes devel gped an
i ndustry prenium net hodol ogy that busi -
ness val uers can wse to buld rates and cite
inthar reports. 1A deve oped these data by
quantifying a risk index for each industry
included in the study, conparing the spe-
aficrisk o thet indstry to the narket as a
wo e over tine. Table 2-3 of the \g for
exanpl e, lists estinates of industry prem -
ung for nore than 60 general 9 C codes as
of Septenber 30, 1999. The estinates are
shown as percentage adj ustnents rangi ng
from 2.5%0to +7.41% The text includes
sone excellent exanples of how to apply

the new data in build-up rate deternmina-
tias

The new \VE book al so expands cover -
age of the relationship between conpany
size and returns, wth the new coverage
integaing the newindstry effects as vel.
(Lok for an atide onthis aspect o the 1A
data, wth a thorough andysis of the under -
lying concepts on size premiuns by Harol d
Mrtin Barry Siklay, and Seve Bavo in
an upcomng issue of CPAExpert.)

Ficed a $110 for one year and $199 for
two years, the VE wth its evolving
enhancenents is a nust-have for any val u-
ation practitioner invdved in risk assess-
nent and rate determnations. To order,

Fonal d L. Seigneur, CGPA
ABV, CVA is a nenber
of the Al CPA Busi ness
Val uati on Subcormttee
and serves on an |bbot -
son Associ ates advi sory
pard for its cost of ca -
tal workshops. Qontact
ron@paval ue. com

THE FUNDAMENTALS

OF BUSI NESS

VALUATITON ANEW
Al CPA CURRI CULUM

(pportunities for business val uation
engagenents continue to grow in nunier
and scope. Recent surveys have confirned
thet business val uetion is ae o the fastest
growing practice segnents for qualified
practitioers. A the sae tine the skill sat
necessary to practice conpetently in this
area has evolved to a nuch higher degree
of speciaized knowedge, which requires
access to nore sophi sticated resources.

Recent enphasis on the need for com
petent val uation services by governnental
and regul atory bodi es, such as the IRS ad
the courts, has added to the need for prac-
titioners to undertake a sincere lifel ong
learning comitnent to excd in this dsa -
pline. The four recognized US organi za-
tions providing business val uation creden-
tids (the A the American Sciety of
Apprai sers, the Institute of Business
Apprai sers, and the National Association of
Certified Valuation Analysts) have
responded to the increased need for
enhanced, cutting-edge business val uation
educat i on.

FROM CEA TO FBV
Qe of the ACGPA s responses to this oppor -

tunity is the new Fundanen-
tals of Business Val uation
(FBV) curriculum which has
evd ved fromthe Grtificate of
Educational Achi evenent
(CEA) offerings. The FBV
program responds to the
energing trends in the busi -
ness va uation profession. A
gop o caefuly sdected ratiodly recog-
ni zed authors over the past year have
updated the A naterids for this newpro-
gam In 2000, the curricd umwll nave from
a fornat of eigt one-day nodules to two
three-day courses covering the fundanental
aspects of business val uation know edge.
The FBV educationd odgective is to pro-
vide participants wth a basic know edge
required to practice in the B/ arena. The
curicdumis not intended to provide every-
thing a practitioner needs to knowto be
successful and fully conpetent in all
aspects of the discipline but, rather, to
cover the core conpetencies of the BV
body of know edge. Ulike the CEA one-
day courses, no examnation is gven and
no certificate of conpletion is avarded at
the end of the program Each of the two
three-day prograns can be taken indepen-
detly of the ather, athough bath are rec-
ommended in order to obtain a full
overviewd the underlying subect natter.

BODY OF KNOWL.EDGE

The programfocuses on the body of know -
edge used to create the Accredited in Busi -
ness \Val uation (AB) program Rarticipants
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Fundanent a s of Busi ness
Vd uation O feing

The Fundanental s of Business Val uation (FBY)
| ad |l are dfered by state FAscci eties. s of

vwho neet the qualify-
ing criteria and are
daring to sit far the
ABV examnation wll
benefit fromthe FBV

nowthe tertative dferings inthe year 2000 are

curicdum dthough it
is not specifically

Sae FBY | BV I devel oped as a prepa-
. ration programfor the
Al zona August 2 ABV exam The Insti -
@l orado June 22 Juy 20 tute has a separate
I ndi ana Septenber 13 Qrtober 18 two- day ABV revi ew
course, which serves
Kent ucky August 14 as a refresher on the
M chi gan June 8 Qtober 12 BV body of know edge,
M nnesot a My 17 August 28 \gth ch the examtests
New Yor k June 19 Sept enfber 23
k| ahona June 19 CASE STUDY
Texas QPF"ROACH .
il as August 7 Sept enfber 18 quel aspgf:t ;
Houston Novenber 12  Decenber 18 curricurumis a de-
: tailed case study of a
Viéshi ngton  Novenber 28 15-unit st eakhouse

restaurant busi ness,

whi ch researches and
and yzes a| aspects of the business, |ead-
inguwtoafid codduwsion of vdue This
case study alows the FBY participants to
apply the concepts and val uation principles
covered in the proyamto ared -life factud
val uati on engagenent. It includes eva ua-
tion of econonic trends, consideration of
proper nornalization adj ustnents, di scount
and capitaization rate deternmnation, and
the proper quartification ad godicaion of
di scounts and prenmiuns. The case study is

Ral ph E Gsternuel | er,
CPAis with the Gster -
neller Goup, S. Louis.
He is a nenber of the
A CPA Business Val uati on
Subcormit t ee.

1)

SPECI AL
BENEFI TS FOR
ABVs

Rl ph Gternuel | er, GPA

Asubstatid discout wil be avaldde to
(PAs who hold the ABV designation on
conpensation data research software pur -
chesed through the ACPA s nevest affinity
program partici pant, Economic Research
Institute (ER). Alesser dscout wll be
availabetoadl AGAnenhers. R s Com

based on an actual val uation assi gnnent
undertaken by one of the programauthors,
wth a fonat dlovng for ineractive dass
dscussion of the ratiod e for each aspect
of a va uation assi gnnent.

Adng sigificatly to the qdity o the
curricuum the FBY courses wll be team
taught by discussion |eaders careful ly
screened, nat only for their knowedge and
experience i n business val uation principles,
bu aso for skills in lead ng dynamic and
engagi ng di scussi ons.

The new three-day fornat best serves
the wdest range of constituents and enu-
lates ather successfu educationd o ferings
in the BV conmunity. Athough the AlCPA
recogni zes this farnat requires a signficat
tine coomtnent for both participants and
sposaring firns, it beieves nany partic -
pats ae wlling to trad to find such spe-
ciaized knowedge. To justify the nunbers
required to support the programand its
conmtnent to the teamteachi ng concept,
the Institue determned that the three-day
fornat would best fulfill the curriculum
objectives at a conpetitive cost. My
states have schedul ed the two three-day
segnents to include a Sturday as the third
day, thereby partidly offsetting the busi -
ness days required out of the office and
possiby saving travd and | odg ng costs for
nany participants through the lover air
fares offered for Sturday nigt stays. (See
the tentaive list of progpamsites on this
page. )

Practitioners who want to increase or
enhance the BV services already provided

pensation Assessor softvare, wich is nost
wsefu to husiress vduars, wil e aedlade
to ABV holders for $569 and to other AGPA
nenbers for $669. The A CPA nenber
price is a $1, 520 reduction fromthe regd ar
price d 10

The Al CPA narketing and product nan-
agenent teamrecruited this excell ent
provider of conpensation data/software
whose products are used worl dw de by
conpensati on professional s, business val -
uers, and tax and legal professionals
(including the IRS. ABV designees wil
receive a 15%discount on al other ER
products purchased, and al other A CPA
nenfbers wll get a 10%di scourt .
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COVPENSATI ON DATABASE SURVEY

ER s onpensation Assessor software
enabl es quick searches by SC of SECs
EDGAR dat abase, and qui ck downl oads of
availabl e proxies and 10-Ks. Aso availadl e
a ER s &b site (wwerieri.com wll ke
a per each search service of ER s fornn-
dabl e survey database for the average
total conpensation ranges for individual
positions. The service wil cost $38, less
the applicable 15%or 10%di scount. The
deta provided are specific by position title
i ndustry, conpany revenue, Size, geo-
graphic region, and tine period.

ER wll begnthis dofer in Mrch onits
Véb site, and through the A CPA Vb site
(W ai cpa. org), as vl as through direct
nai | ings to Al CGPA nenber s.

EXECUTI VE COVPENSATI ON
ASSESSOR

ER s Executive (onpensation Assessor
(BEA) softvare reports conpetitive sd aries
and bonuses for nore than 300 senior
nanagenent positions in nultiple indus-
tries. Data can be adusted for geographic
area, industry, organization size, ad com
pensation val uation date. The ECA can
assist the practitioner in naking precise
eva uations of narket pay. It is the only
source of its kind that analyzes data com
piled fromal pudic executive conpensa-
tion surveys along wth drect amdyses of
FC proxy data.

Wen subscribers use the software wth
R s Rafamlibrary, they can reviewthe
actual proxy data used to create EA s
projected wei ghted averages and ranges.
In addition, a nenu alows users to sd ect
up to five el enents of conparabl e conpa-
nes sumary proxy data to be included in
apin report. The deta ind udes the fdlow
ing € enarts:

s Imdvdd pdile

s Executive nmaxi mum reasonabl e
conpensat i on anal yses.

s PRosition descriptios.

s Slected conparabl e conpani es.

s ER nethodol ogy.

s Aout ER.

npetitive base salaries and annual
incentives for senior nanagenent are
reported by industry, date, organization
size, and geographic area. The specific
posi tion incunbents that were used to
devel op the salary ranges and averages
are reported for these positions, based on
the availability of proxy data by industry
and executive position

A graph plots the actual proxy data
pans wth varying sized ponts to indcae
the closeness of the natch. Additiodly, 2-
dgt, 3digt and 4dgt SC natches can
be dispayed By selecting a dot on the
PC screen while using ER s Ratform
Library, the user can display the actua
sd ary deta extracted fromthe proxy.

Subscribers can use filters to review
only conpanies wthin a specific SGNC
or geographic area. The Hatform hifer
contains the S C nunber last used in an
ECAfile so that the closest pubic com
pany s conpensati on proxy data are auto-
naticaly edracted (as a defadt) for com
pari son pur poses.

ER auwts the resuts of ather executive
conpensati on surveys wth its analysis of
proxy data. The andysis uses base sal ary
and amua incentives wth maxi num rea-
sonabl e conpensation ranges being set a
3.01 standard error above the nean in a
skeved d stribution for IRStax plamni ng.

The systemrequirenents are a Wn-
dows95 or later operating systemor MC
(wth Mrtual PQ, and 7Mb hard drive
space for ECA. RatformLibrary can be
accessed froma (M RMor copied onto
the hard drive (250 Mb without sone geo-

PAExpert

Atetion ABV Hol ders

If you earned the Accredited in Business A uation (ABV) des-
i gnation before Novenber 1999, you shoul d have been recei v-
ingthe ACPA BV EVAl uation Aert, an dectronic nevel etter
exclusively for hoders of the ABV designation. Atenpts to
send the nevsl etter via e-nail to sone designees has failed

because the e-nai | addresses on record are out-of -date.

If you have not received the Aet (four issues have been
nai | ed since Decenter 1, 1999), please contact Mdeline
Fel dmran, ABV Coordinator, at 201-938-3653 or
nfiel dnan@i cpa. org. If you do not have an e-nail address
andvwou dlike the Aert faxed to you, call 201-938-3502
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ABV POOL | NCREASES BY
28%

The resuts of the third examretion for the
Accredited in Business Val uation (ABV)
designation are in: 241 new ABV hol ders
vwere added to the existing pod of 89 fo a
grand total of 1,090 ABV designees. The
next ABV examis schedul ed for Noveniper
6, 2000 a |ocati ons to be deternined

CLI NTON PROPOSES
CONSI STENT VALUATI ON
FOR ESTATE AND | NCOVE
TAX PURPGOSES

Seve Leinberg s News of the Wéek (Feb-
ruary 2, 20000 reports that Residet Cin-
tons tax proposd  vou d requi re consi stent
va uation for estate and incone tax pur -
poses. A person taking a basis under bde
Section 1014, property acquired froma

decedent, would be required to use fair
narket val ue as reported on the estate tax
reeunif oeis filed as the besis for the
property for incone tax purposes, to
require an allocation of basis for part-
sal e/part-gift transactions (bargain sae
rues), and to €innate nonbusi ness-va ua-
tion discounts (except as they apply to
active businesses). (v | el nber g. com)

FRAUD HANDBOOK
AVAl LABLE

The (PA's Handbook of Fraud and Com
nercial Gine Prevention is avaldde fram
the ACPA The Handbook is a conprehen-
sive reference source that features:

s Ten chapters on fraud prevertion.

s A Mcrosoft Wrd di sk containing
checdists.

s Business sector case studies.

S An annual updat e.

s Ah-nonthy nevel etter.

Harborside Fnancial Gnter
201 H aza Three
Jersey Gty, NJ 07311-3881

ADDRESS SERVI CE
REQUESTED

FI RST CLASS
VAl L
U S. PCSTAGE

PAI D

BROOKLYN, NY




