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Purpose of Report

The BankerValuation “calculation report” is intended to provide an approximate “fair market value” of
a business using technology based on actual compatable transactions. Since 1998, BankerValuation and
our affiliates have gathered information on over 8,000 small business transactions from SBA lenders.
We have harnessed this information to create a proprietary valuation tool that is consideted a highly
accurate alternative to a comprehensive valuation provided by a 3td party appraiset.

SCOPE AND INTENDED USE OF THE REPORT

This is considered a calculation repott, which is intended to provide an approximate indication of value
based upon the performance of limited procedures. The scope is limited in that many factors affect the
ultimate value of a business such as the local and national economy, and the industry and its trends,

may not have been extensively reviewed.

This is not an “appraisal”, but rather a calculation designed to give the user an efficient and cost
effective approach to determine a business’s fair matket value. This estimate of value is a guideline and
should not be construed as a replacement for a complete, comprehensive valuation conducted by a

qualified professional.




Key Terms & Definitions

There are a few key terms the user must know when reviewing this calculation repott.

Type of Value.

It is important that the user know the difference
between the most two common standards of
value: “Fair Market Value - “the price,
expressed in terms of cash equivalents, at which
property would change hands between a
hypothetical willing and able buyer and a
hypothetical willing and able seller, acting at
arms length in an open and unrestricted market,
when neither is under compulsion to buy or sell
and when both have reasonable knowledge of
the relevant facts. “Investment Value”! - “the
value to a particular investor based on individual
investment requirements and expectations”.
Most institutions (SBA, IRS, ERISA) consider
“fait market value” as the standard and is the

output of this calculation repott.

Assets or Equity?

It is also important that the user understand the
difference between a “value of equity” (stock
sale) vs the “value of assets” (asset sale). Most
small business transactions are completed as
asset sales, which typically include inventoty,
fixed assets, and intangible assets (goodwill).
Howevet, a stock sale is not uncommon and
would include all assets and liabilities. In the

! International Glossary of Business Valuation Terms

real wotld, there are many vatiations on these
basic structures. This repott doesn’t take into
consideration a particular type of sale, but
what’s included in the sale (or value). For
instance, an asset sale can include a certain
amount of cash, A/R and assumption of
liabilities. ....while a stock sale could include

just inventory, fixed assets and goodwill.

Conirol.

Lastly, it is important that the user understand
the difference between a “control value” and a
“non-controlling value”. Control refers to the
ability to manage or control the business. A
minority interest, by definition, does not have
control. Minority interests in a business are
typically worth less, often a lot less, than the
proportionate share of the business? Ask
yourself, would you buy a minority interest in a
privately held company where you have no
control? The value in this calculation report is
a 100% controlling value.

2 Jay E. Fishman, Shannon P. Pratt, ]. Clifford Griffith, and D. Keith Wilson. Guide to Business Valuations. Fort Worth:
Practitioners Publishing Business, 1999. Ninth Edition, Volume 2, p. 8-15




Summary Description

Valpak

Name of Business or DBA/Job ID:
Type of Business:
NAICS Industry Code:

Location:

Number of Years in Operation:

Additional Risk / Marketability Assessment:

Valpak
Franchise AD Coupon Sales
541870 - Advertising Matetial Distribution Services

Central Point, Oregon
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COMPANY RISK ANALYSIS

BankerValuation has analyzed and compared the subject business to similar businesses in its
industry. We've created technology to isolate the “Critical Value Drivers” in most small
businesses. ...including returns to shareholders, ratio performance, customer/supplier
concentrations, dependence upon owner, among others. To help develop our discount and
capitalization tates, we’ve outlined the following risk analysis:

FINANCIAL RISK

Financial Risk deals primarily with the consistency and overall performance from a financial
perspective. Erratic, inconsistent and below industry average performance would watrant highet
risk, while consistency and petformance above industry averages would warrant lower risk.




QUALITY OF FINANCIAL INFORMATION

Quality of the financial information is based on the analyst's confidence level in the accuracy of the
financial statements. For instance, a CPA Audited Financial Statement would have much lower risk
compated to an internally based financial statement. There could also be risk in the reliance upon
an interim statement.

DIVERSIFICATION RISK

Diversification risk is based on (1) diversification of customers (teliance upon 1 or 2 main
customers); (2) diversification of suppliets (teliance upon a single suppliet); (3) product or setvice
mix diversification (reliance upon a sole product or setvice); and (4) geographic diversification
(significant reliance upon location).

MANAGEMENT RISK

Management risk is the reliance upon the curtent owner(s) of the business and/or key management
or another key employee. For instance, the mote specialized a professional practice or business, the
more likely that business will be reliant upon its owner. There could also be a significant
dependence upon a key sales person.




INDUSTRY RISK

Take the time to gather as much information about the industry as possible. Use various Internet
searches and look for publications or industry organizations / associations that may publish papers.
Other soutces include Hoovers, First Research & IBIS World. The lower the industry growth rate,
the higher the risk.

|

COMPETTTTON . RISK

If the business is dependent upon its location, it most likely has a high competition risk. Businesses
with higher batriers to entry can sometimes have lower risk of competition. Just because a business
has no competition, does not mean thete is "low" competition risk. What's the likelihood of a2 new
competitor entering the market?




Financial Snapshot

Generally, the analysis of the company’s financial statements, the income statements and balance
sheets, is performed in order to assist the business appraiser in measuring trends, identifying the assets
and liabilities of the company, and in compating the financial performance and condition of the
company to other companies in the same or similar industry. This process is useful because it helps the
valuator understand, evaluate, and communicate the value and risk drivers present in the company. For
this calculation report, we are going to limit this analysis to the adjusted and projected earnings, as well
as the assets & liabilities included in the calculation of value.

“ADJUSTED EARNINGS”

The process of estimating the value of a business or business interest frequently requires the
adjustment of certain financial statements to free them from the influence of accounting elections that
were made to minimize tax liability; and to restate them in such a way as to depict the true economic
petformance and condition of the company. Typical adjustments for small to mid-size businesses

include excess officer compensation, owner’s benefits or “perks”, one-time expenses, ot other non-

related businesses expenses and/or revenue. The adjusted earnings statement is shown below:

2013 2014 2015 Projected

Pre-Tax Profit $57,691 46,816 $21,557 $0
Depreciation $647 $647 $647 %0
Amortization $0 30 $0 $0
Interest $1,584 $1,387 $1,337 $0

Unadjusted EBITDA $59,922 $48 850 $23,541 $0
Officer’s Compensation $0 $0 $0 $0
Officer’s Benefits $0 %0 $0 %0
Officer’s "Perks* $0 $0 $0 $0
Rent Adjustment $0 $0 $0 $0
Other Add-Back or Deduction 1 $0 $0 $0 $0
Other Add-Back or Deduction 2 $0 $0 $0 $0
Other Add-Back or Deduction 3 $0 $0 $0 $0

Selles’s Discretionary Farnings $59,922 $48,850 $23,541 %0

Less: Economic Replacement Salary & Benefits




As shown on the previous page, we’ve normalized earnings by starting with unadjusted “EBITDA”,

which is eatnings before interest, taxes, depreciation, and amortization. We then added back
disctetionaty ot non-operating expenses to arrive at Seller’s Discretionary Earnings or “SDE”. Most
smaller “mainstreet” businesses typically sell based on a multiple of SDE. We then deduct fair market
salaty and benefits for an owner/operatot (or manager / CEO, depending on the size of the company),
to artive at “Adjusted EBITDA”. Most middle matket to latger privately held businesses typically sell
based on a multiple of adjusted EBITDA.

PROJECTED EARNINGS

The next step is to project out earnings for the next 4 years. The first step is to use the historical
p proj g y p
petformance to set a “base petiod” for futute growth. Meaning, the historical periods are weighted
based on a confidence level. For instance, if the analyst believes that the last full year is a good
s y ¥ g
teptresentation of futute petformance, he or she will weight the last full year 100%. O, if historical

petformance is inconsistent, an “equal” weighting may be more appropriate. Based on the information

provided, the following shows the weighted adjusted EBITDA:

2013 2014 2015 Projected
Seller’s Discretionary Earnings $59,922 $48,850 $23,541 %0
Less: Economic Replacement Salary & Benefits $0 $0 $0 $0

Confidence Level or “Weights” 33% 33% 34% 0%
Total

The next step is to add growth to the base year to arrive at a reasonable projection for the next 4 years.
The first year should take into consideration the most likely scenario for year 1. Interim performance,
yeat over year petformance, and annualized performance can be considered. Yeat’s 2-4 should be
based on a realistic pro-forma model (not unrealistic assumptions). For the last year, we have used a
sustainable growth rate going forwatd taking into consideration inflation plus a small amount of
industry growth. The projected cash flows are on the next page.




ADJUSTED BALANCE SHEET

Typically the balance sheet is analyzed for changes in working capital and fixed assets (capital
expenditures) and performance ratios (liquidity, turnover, debt capacity, etc.); howevet, this has been
omitted in this calculation report. We will simply adjust for what assets and liabilities are included in
the calculated value. The adjusted balance sheet is as follows:

Assets Included in Value

Cash $0
A/R $0
Normal Operating Inventoty $0
Excess Inventory $0
Other Cutrent Assets $0
Fixed Assets $0

Other Non-Goodwill/Non-R/E Assets

Liabilities Assumed in Value

Accounts Payable Assumed by Buyer %0
Short-Term Notes Assumed by Buyer $0
Other Current Liabilities Assumed by Buyer $0

(non-R/E) $0

Long-Term Liabilities Assumed by Buyer

It should be noted that instead of calculating the value of the “equity” ot the “assets” of the business,

we are simply allocating what assets and liabilities are included in the value/sale. Thete ate a number
of ways to structure a sale and many different tax consequences for buyers/sellers. The majotity of

smaller to mid-market businesses will sell based on an asset transaction (inventory, fixed assets, and




goodwill). We’ve simply developed a model to start with this “asset value”, then add additdonal

working capital or deduct liabilities included. Any buyer or seller should discuss purchase price
allocations and tax consequences with their CPA.

Valuation Methodology

This is considered a calculation tepott, which is intended to provide an approximate indication of value
based on the performance of limited procedures. This estimate of value is a guideline and should not
be construed as a replacement for a complete, comprehensive valuation conducted by a qualified

professional.

This opinion of fair market value is based on a going concern premise with management operating in a
rational manner with a goal of maximizing owner value of the undetlying assets. Although there are
multiple approaches to value, we have selected to calculate theee methods including (1) Adjusted Asset
Method (asset approach), Discounted Future Earnings Method (income approach), and the Direct
Market Data Method (Market Approach).

VALUATION METHOD #1
Adjusted Asset Method

Methods from the Asset Approach ate often appropriate in the following situations:
¢ The company is considering liquidating ot going out of business;
¢ The company has no earnings histoty;
© The company’s earnings cannot be reliably estimated,;

¢ The company depends heavily on competitive contracts and there is not consistent,

predictable customer base (e.g., construction companies);

¢ The company derives little or no value from labor or intangible assets (e.g., real estate or

holding companies);

* A significant portion of the company’s assets ate composed of liquid assets or other
investments (e.g., matketable securities, real estate, mineral rights).

The asset approach is typically only used when the value of the business is heavily concentrated in its
tangible assets or the business is not generating a high enough return on its assets to warrant “excess

earnings” or “goodwill”.




We've calculated the asset approach based on the following information:

Assets Included in Value

Cash $0
A/R $0
Normal Operating Inventory $0
Excess Inventory $0
Other Current Assets $0
Fixed Assets $0

Other Non-Goodwill/Non-R/F Assets

Liabilities Assumed in Value

Accounts Payable Assumed by Buyer $0
Short-Term Notes Assumed by Buyer $0
Other Current Liabilities Assumed by Buyer $0
Long-Term Liabilities Assumed by Buyer (non-R/E) $0
Total Liabilities Assumed by Buyer $0

As shown above, the first value is the Adjusted Asset Method and calculates to an estimated value of $0.

10




VALUATION METHOD #2
Discounted Future Farnings Method

The discounting of future benefits to a present value is a theotetically correct method of value when
investors are seeing a return on their investment. This method is dependent upon two inputs, the
projection of the future benefits and the determination of a suitable discount rate. This method is often

used when projected cash flows are expected to be uneven because of ittegular growth or other factors.

The forecasting of earnings or cash flow and then discounting it to a present value is a valuation method
appropriate when it appears that a Company’s cuttent and historical opetations do not indicate an
expectation for stable earnings and a constant growth rate. This method provides for the recognition of a
varying pattern of financial benefits and an annually changing rate of growth.

The application of this method requites the following ctitical decisions:

1. The selection of a type of financial return to be forecast (we’ve decided to use adjusted
EBITDA);

2. A decision as to whether to use that retutn applicable to equity or invested capital (since we ate
using EBITDA, invested capital is applicable);

3. The number of years to forecast (we’ve forecasted 5 years);

4. The selection of a discount and capitalization rate to be applied to the return selected (modified
build-up rate on EBITDA).

In essence, we are simply forecasting future cash flows, discounting the retutns to their present value
based on a discount rate specific to the risk of the investment. We then calculate a terminal value with the
assumption the business will have value at the end of the forecast period. This “value” is also discounted

and added to the sum of the present value of the future cash flows.

11




The following is the calculation of the discount and capitalization rates as well as the final calculation of
value:

Financial Risk 18%
Quality of Financial Information 18%
Diversification Risk 23%
Management Risk 18%
Industry Risk 25%
Commpetition Risk 18%
Required Rate of Return on EBITDA 20%

Less: Sustainable Growth Rate

As noted eatlier, we've isolated 6 areas that typically impact most small to mid-market businesses. The
analyst has calculated the risk as being below the industry average and the discount rate on EBITDA of
20 %. To artive at a capitalization rate, we deducted a long term growth rate into perpetuity of 3 %
Once the long term growth rate is subtracted from the discount rate, the capitalization rate on EBITDA
is calculated at 17 %.

The next step is to calculate the present values of the future cash flows. The formula for this calculation
is shown below:

VALUE (1 + DISCOUNT RATE) TIME

The above formula would be calculated for forecast year 1 through 5. However, the Terminal Value
needs further explanation. This value is based on what the company could expect to be sold for after the
income stream has stabilized. Hssentially, the formula for detetmining the tetminal value becomes the
single-period capitalization method. The projected income stream for the year of stabilization is
increased by one year’s long-term growth rate and then divided by the capitalization rate. The
capitalization rate, as stated eatlier, is the discount rate less the estimated long-term sustainable growth
rate. The present value of the future cash flows plus the present value of the terminal value is shown on
the next page.

12




Present Value - Year 1 $38,411

Present Value - Year 2 $31,400
Present Value - Year 3 $28,024
Present Value - Year 4 $23 587
Present Value - Year 5 $20,246
Present Value - Terminal Value $122,665
Estimated Value Before Adjustments $264,333

Add: Current Assets Less Opetating Inv. $0

Deduct: Liabilities Assumed $0

d Value Afer Adjustments

Once we add the present value of the future cash flows to the present value of the terminal value, we
artive at an estimated value of $264,333. After adjusting for excess assets and deducting for liabilities
included in the value, we arrive at an estimated value of $264,333.

13




VALUATION METHOD #3

Comparable Transaction Method

The Direct Market Data Method, DMDM, develops a value based on the transaction values for which
similar privately held businesses have been sold. The method assumes that if you take a large group of
transactions of similatly structured businesses, the central tendency of the value ratios in such groups
represents the value determined in a free and open matket or Fair Matket Value. The size of the group

has been demonstrated to require more than five transactions.

I have used the BankerValuation transaction database, which was first published in 2009 (by GCF
Valuation) and now contains ovet 8,000 transactions. The information was gathered from SBA lenders

and involves transactions specifically financed by SBA lenders.

The analyst searched similar NAICS codes as well as key words and revenue / profitability size. The final
search of the database produced 15 transactions with median revenues of $1,270,000 and “SDE” of
$191,116. BankerValuation calculated a ptice to tevenue multiple of 0.58, and price to SDE multiple of
2.86, and a price to EBITDA multiple of 4.20. A summaty of the methodology is presented below with

the uset’s confidence level and final estimated value:

VALUE CONFIDENCE
Weighted Revenue $478,827
x Muldplier of Revenue 0.58
Estimated Value Before Adjustinents $279.587 34 %
Weighted Seller Discretionaty Earnings $43,899
x Multiplier of SDE 2.86
Estimated Value Before Adjustments $125,550 33 %
Weighted EBITDA $43,899
x Multiplier of EBITDA 4.20
Estimated Value Before Adjustments $184,497 33 %
100 %
Estimated Value Before Adjustments $197,375
Add: Cutrent Assets Less Operating Inv. $0

Deduct: Liabilities Assumed $0

As shown above, the Market Approach results in a value prior to excess assets and liabilities of $197,375
and a value after excess assets and liabilities of §197,375.

14




LCONCILIATION OF VALUES

Uniform Standards of Professional Appraisal Practice (USPAP) cleatly indicates that an appraiser cannot
simply take a mathematical average or make some other set calculation to arrive at a final value, Instead,

“The appraiser must evaluate the relative reliability of the various indications of value. The value

conclusion is the result of the appraiser’s judgment.”

Although not a formal appraisal, the analyst has used best judgment to come to the following confidence
levels.

VALUE CONFIDENCE EXTENSION

Asset Approach $0 0% $0
Income Approach $264,333 50 % $132,166
Market Approach $197,375 50 % $98,688

Based on the confidence level of the analyst, the calculated value is estimated to be $230,854. This is an
estimated value based on a limited amount of information and is not consideted an appraisal, but an
estimate or calculation. The calculation above includes all assets and liabilities included on page 10.

15
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