Valuation Report
Guide

Our guide to help you better interpret
and understand the 29-page
valuation report
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Background

The 29 Page Business Valuation Report is a deep analytical dive into the value of the business providing much

more than just a “valuation number” as you’ll be able to facilitate indepth discussions around the four
conclusions of value as well as each KPI compared year over year and the industry average. Below is a
breakdown of the contents of the report and how to present each subject.

Report Breakdown

Page 2: Provides background information on the
report and contents

Page 3: Background on the importance of business
valuation and events that drive this activity

Page 4: Definitions around Asset, Equity, Enterprise
Values and which conclusion is most important

Page 5: Insight into BizEquity’s methodology

Page 6: Monetary values of each conclusion of
valuation
e Before presenting to client determine which
conclusion makes sense given the circumstance
¢ In most cases, the majority of time will be spent
on this page

Pages 7-8: Financial summaries based on the data
entered into the platform

Pages 9-11: KPI Breakdown comparing each KPI
year over year
e Important to note that 3 years of financials must
be entered for the year over year graph to
populate

Pages 12-24: KPI’s compared graphically to the
industry average
¢ Show you what each mean, why they matter, and
give an example of each

About Your Valuation Report

This dynamically driven and customized report was
generated to provide the business owner, and entrepreneur
or his or her advizor with general estimates of fair market
wvalue and liguidation value under relevant transaction
conditlons assumed for the profiled business at a fair price
and in real-time. The results presented will provide the
reader with estimates which reflect both the “sale of assets”
and “the sale of equity” {on a going concern basis) as well as
estimates which refiect the “liquidation value” and the so-
called “enterprise value® of the subject company. For more
specific information about business valuation, please see
our About Business Valuation pages.

in ing your busi we have four
distinct and useful estimates of value in addition to as
'many as 30 performance related metrics:

Key Performance Indicators

The metrics known as Key Performance in
were caloulated based on the analysis of
data which you input to various industry

measures of the overall financial and o
and growth of your business and they sf
regularty in order to identify meaningfu
flags" which require comrective action. The: 2
measures are commonly utilized by business coaches,
financial professionals and potential business acquirers in a
wariety of real world settings.

T this o, th ing color system is
used to denote business performance:
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Key Performance Indicators (Relationship Breakdown)

1) Interest Coverage

EBIT to Interest Expense

Affected by pretax income plus interest expense
divided by interest expense

2) Fixed Assets Turnover

Affected by total revenues divided by fixed
assets (book value as entered into BS)

3) Receivables (Conversion)

Affected by accounts receivable and total
revenues

4) Inventory Turnover

Affected by total revenues divided by inventory

5) Return on Equity

Affected by pretax income and total equity - and
'lcotl:iall equity is equal to total assets minus total
iabilities

6) Debt-to-Equity

Affected by total liabilities divided by total equity
- and total equity is equal to total assets minus
total liabilities

7) Cash-to-Debt

Affected by cash divided by total liabilities

8) Income to Revenue (Pre-Tax)

Affected by pretax income divided by total
revenues

9) Cash Flow to Revenue

Affected by “discretionary earnings” divided by
total revenues - and discretionary earnings are
equal to the sum of pretax income plus owner
compensation plus interest plus depreciation
and amortization expense OR EBITDA plus owner
compensation

10) Receivables to Income (Pre-Tax)

Affected to total accounts receivable divided by pretax
income

11) Inventory to Income (Pre-tax)

Affected by total inventory divided by pretax income

12) Fixed Assets to Income (Pre-tax)

Affected by total fixed assets (book value) divided by
pretax profits

13) Total Debt to Income (Pre-tax)

Affected by total liabilities divided by pretax income

KPI Overview

In order to better understand your company’s operations, we have calculated a variety of Key Performance Indicators
KPts] for your review and comparison to industry benchmarks. in terms of valuation outcomes fior your firm, key
factors indude size, profitability and growth.

The next three pages provide an Overview of KPIs; the subsequent group of pages go into further detail about
individual Indicators.

Cash Flow-to-Revenue 14%
Cash-to-Revenue 11%
Receivables [Conversion) 6
Inventory-to-Revenue 0%
Fixed Assets-to-Revenue 1%
Total Debt-to-Revenue %

Financial Metrics Compared to Revenue

ar
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Which Business Value Conclusion is Most Important?

The answer to this question depends chiefly upon the purpose for the valuation engagement. If you are
negotiating the sale/purchase of a business via an asset sale, then it is the asset value which is most relevant. If
you are filing an estate/gift tax return, it is the equity value which is most important. When evaluating middle-
market companies for M&A purposes, both equity and enterprise value will be useful. If your business is rapidly
deteriorating and you are contemplating a reorganization, then liquidation value may be of most relevance.

Asset Sale Value

Your Valuation

When valuing the entire company (100% control
. L . . Vertex Inc.
interest), it is typically necessary to distinguish Ing::g;fs?i‘;i_Ma“agmnmm:ﬂ_g S
between the value of "assets" (asset sale) and the

" o . Equity Value (Latest vatuation)
value of "equity" (stock sale). In practice, owner-

operated businesses are either sold on an "asset sale ST: 807 366 2 Seposts, ) nd s i
basis" or on a "stock sale" basis with the purchase
agreement reflecting the unique aspects of each Valuation History R
scenario. A variety of factors will determine the .
chosen mode of sale, with buyer and seller - |
negotiating price and an array of other "terms and el — —
conditions" including the type of sale. Other "value ) S [ \
types" exist such as enterprise value and liquidation e
value, but it is the asset sale and equity sale
. . . Asset Sale Value Enterprise Value Liquidation Value
framework which accompanies actual business
transactions $6,474,087 $6,707,662 $1,229,950
-.r!\s ‘COmmon tra"saction.-u.'i.emed This fair market value estimate is .'he liquidation value condlusion i
. e s ey e, orbevaieolbelmrecauype  iatency anth immecioe e of
Calculation: Value of Inventory PLUS Value of F,F&E fcures s ecuipment and slong o deb, e rctecs e all s oo ffthehance st
. intangible assets ranging from wvalue of the entire capital structure at or near “fire sale” level coupled
PLUS Value Of Intangl bles customer base to goodwill {equityholders and debtholders) or with the nearty

“enterprise”. retirement of all Eabilities. This Sgurs
does not include accounts receivable.

Equity Sale Value

Asset Sale Equity Sale

The seller keeps the i iri . .

cash and receiables If b;’:’:”s ac?mru;g Involves the full transfer of the legal entity including
: ) ‘0‘ ) aseman current tax attributes. Buyer operates business from

but delivers the liabilities, on and off historical leeal entit

business free and the balance sheet. Istoricatiegat entity.

clear of all debt. . L .
Calculation: Asset Sale Value PLUS Liquid Financial

Assets LESS Liabilities
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Enterprise Value

In middle-market transactions, it is also helpful to distinguish between equity value and enterprise value.
Enterprise value is a reflection of the firm’s value as a functioning entity and it is helpful in that it facilitates the
comparison of companies with varying levels of debt.

Calculation: Equity Value PLUS Long Term Debt LESS Cash

Conclusion

We hope that you found this BizEquity Valuation Report Guide to be an instructive resource to help you
navigate, breakdown, and better understand the different business value's and KPIs of the business that was
conducted. With this report guide, we've helped you arm yourself with critical valuation knowledge and help
you answer the most important question about a commercial entity: What's it worth?

If you have more specific questions about your valuation report, please feel free to contact us at:
support@bizequity.com or 844.BIZ.EQTY

Value Map

Exponential Business Value

Businesses of all types and sizes get business valuations because they are interested in discovering what their mos: valuabie
assetis worth. Taking this first step is a critical one, but only the first. Having “discovered™ the business value. the next steps
towards proactively managing value involve monitoring and optimizing the value of your company.

xX 3X 5X 10X

Discover Monitor Optimize

LEVEL1 LEVEL 2 LEVEL 3 LEVEL 4

< $500K $500K- $2MM $2MM- $10MM $10MM+

©urgoal is to help entreprenevrs “climb the valuation
mountsin® illustrated above to the highest level possible by
ntemalizing certain key valuation and operational concepts :
associated with discovering, monitoring and optimizing SMINgs are worth a
business value. Every business will go through stiages of Achieving “exponentia lue growth is possi

development and hopefully growth, and we want obe a dual impact of higher eamings. e.g higher eamings will
driver of this process. Once the basics of business valuation directly increase value 3t any multiols - AND Righer esmings
are understood, the path towards enhancing value will will alone lead o 2 igher valuation muttiple

become clearer and more “real” in the eyes of the wner.
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