LAWYERS

WEEKLY

www.valawyersweekly com

THE ABC’'S OF SELECTING A BUSINESS VALUATION EXPERT

By HAROLD G. MARTIN, JR.

Attorneys who practice in areas such as
corporate law, trusts and estates, litigation,

and marital dissolution often will be
confronted with the need to value an
ownership interest in a closely-held
business.

Because such interests are not traded on a
public exchange such as the NYSE, AMSE,
or NASDAQ, their value cannot be
determined by reading the financial pages
of a publication such as the Wall Street
Journal. The valuation of the interest must
be performed by a qualified business
valuation expert. Recent tax court cases
such as Estate of Kaufman (TCM 1999-
119), and litigation cases such as Daubert
v. Merrell Dow Pharmaceuticals, Inc. (113
S. Ct. 2786, 125 C. Ed., 2d 469 (1993) and
Kumho Tire Co., v. Carmichael (119 S. Ct.
1167 (March 23, 1999), have made it even
more important to select an expert with the
appropriate qualifications.

How do you go about finding the right
expert?

One of best places to find an expert is
through a referral from a trusted
professional colleague who has actually
worked with the expert or is familiar with the
expert's reputation. However, in the event
you do not have the benefit of a direct
referral, you may need to consider other
sources such as referrals from other
professionals (Certified Public Accountants,
bankers, insurance agents) or member
directories of valuation organizations.

Regardless of how you identify the expert,
you will still need to make sure the expert
possesses the necessary professional

qualifications and that his expertise
matches the needs of your particular
assignment.

In assessing the appraiser’'s qualifications,
you should consider the appraiser's
curriculum vitae for relevant professional

certifications, valuation experience,
continuing professional education, and
professional activities, including
professional memberships, teaching
experience, speaking engagements,

published books and articles.

You should also consider whether or not the
appraiser’s professional organization
requires adherence to established
professional standards. In your search, you
may be confronted with a long list of initials,
such as CPA/ABV, ASA, CFA, CBA, and
CVA.

The following summary will assist you in
deciphering what this “alphabet soup”
means.

CPA / ABV - Certified Public Accountant /
Accredited in Business Valuation
American Institute of Certified Public
Accountants

1211 Avenue of the Americas

New York, NY 10036-8775

888-222-7221

www.aicpa.org

Mfeldman@aicpa.org

The American Institute of Certified Public
Accountants (AICPA) is the national
professional association for Certified Public
Accountants (CPAs) and has over 330,000
members.

CPAs have historically been engaged to
provide audit, accounting, tax, and
consulting services.

However, in recent years CPAs have
expanded their service offerings, especially
in niche areas such as business valuation
services.

A CPA engaged to conduct a valuation can
provide breadth of knowledge of various
disciplines that other professionals lack,
including an understanding of accounting
and tax issues, financial statement analysis,
and business management. However, as
noted in AICPA Consulting Services
Practice Aid 93-3, Conducting a Valuation
of a Closely Held Business, “although
accountants have a thorough understanding
of financial statements and related matters,
they also need to be proficient in the area of
appraisals to competently complete an
engagement. Usually, being proficient
requires an in-depth knowledge of finance,
economics, and security analysis and an
understanding of appraisal principles and
methods. In order for the practitioner to
obtain the competency required to accept a
business valuation engagement,
appropriate education is required.”

To provide assurance that CPAs are
positioned as major providers of valuation
services, in 1996 the AICPA introduced the
Accreditation in Business Valuation (ABV)
program.

Accreditation  requirements include 1)
passing a comprehensive eight hour written
examination covering the body of valuation
knowledge, including security —market
operations, research techniques and tools,
company, industry and economic data
analysis, valuation calculations and
conclusions, and reporting standards and

report preparation; 2) participation in 10
valuation projects, 3) being a member in
good standing of the AICPA; 4) holding a
valid CPA certificate or license; and 5)
holding a college degree or the equivalent.

Through 1999 the AICPA offered an eight-
day Certificate of Educational Achievement
Program in Business Valuation. Beginning
in 2000, the AICPA will offer two three-day
Fundamentals in Business Valuation
program, as well as advanced courses in
specialized valuation topics. For ABVs to
maintain a high level of competence, the
AICPA also has a mandatory re-
accreditation cycle  which requires
CPA/ABVs to complete  continuing
professional  education and  provide
evidence of continued substantial
involvement in the discipline.

ASA - Accredited Senior Appraiser
The American Society of Appraisers
555 Herndon Parkway, Suite 125
Herndon, VA 20170

703.478.2228

Www.appraisers.org.

The American Society of Appraisers is the
oldest and one of the most widely
recognized organizations dedicated to
valuation. It is the only major appraisal
organization representing all of the
disciplines of appraisal specialists. In
addition to business valuation, other
disciplines include appraisal review and
management, gems and jewelry, machinery
and technical specialties, personal property,
and real property.

The American Society of Appraisers awards
two designations:  Accredited  Senior
Appraiser (ASA) and Accredited Member
(AM). The ASA is considered by many
practitioners who value closely held
businesses to be one of the premier
professional credentials because of its
stringent accreditation requirements and the
mandatory professional standards to which
all members must adhere. Accreditation
requirements include completion of five
years of full-time appraisal experience in the
discipline in which the designation is being
granted, as well as a college degree,
passing of intensive written and oral
examinations covering general valuation
theory, technical expertise and principles
and ethics of appraising, and submission of
two appraisal reports that meet an
examining committee’s standards. The AM
designation has the same requirements as
the ASA, except that only two years of
experience are required. The American






