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Five Critical Factors that Affect Business Valuations 

 

A spouse's ownership interest (100% or partial) in a business adds significant complications to a 

Maryland divorce property settlement. In cases where the interest may be a significant asset in 

calculating total Marital Property, attorneys will most often ask that a Business Valuation 

Report (BV) be prepared by independent expert. The determination of “fair value” and the 

extent to which it may be Marital Property as identified in the report is subject to assumptions 

and analytics performed by the preparer of the BV.  

 

This report offers suggestions as to the areas of the report that should be considered when a 

report is reviewed. 

 

1. Does the report meet Valuation Standards? 

 

These valuation organizations have issued standards for valuation engagements:  

 

• American Institute of CPAs (AICPA) 

• American Society of Appraisers 

• Institute of Business Appraisers 

• National Association of Certified Valuation Analysts (NACVA) 

 

As members of the AICPA, Faggio Financial issues reports that meet the AICPA standards. 

These standards provide for two levels of service, a “valuation engagement,” and a 

“valuation engagement,”.” The “valuation engagement” leads to a “conclusion of value.”  

 

The “calculation engagement” is much more limited in scope of work performed by the 

valuation expert and results in a “calculated value.” By way of comparison, the “calculation 

engagement” does not include all of the procedures required for a “valuation engagement.” 

 

 

2. Which Valuation Approach was used? 

There are three general approaches used to value a business or business interests – the 

income approach, the market approach, and the asset approach. The selection of the 

most appropriate approach or approaches to use requires careful analysis of the 

operating and financial characteristics of the entity being valued. The valuation report 

should provide an in-depth discussion of the relevance and applicability of each of the 

approaches and how that relate to the facts and circumstances of the company being 

valued along with the appraiser’s conclusions as to why the approach or approaches 

provide a meaningful indication of value. 
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3. Valuation Adjustments 

 

Another key element of the final valuation conclusion is the application (by the valuator) 

of adjustments for lack of liquidity (discount for lack of marketability) and lack of control 

risks (minority discounts). 

 

The report should itemize the relevant factors that influence the marketability of the 

ownership interest including: the level of ownership being valued, any restrictive 

covenants in the company’s organization, by-laws or other governance documents, the 

existence of any buy-sell agreements, and any regulatory or licensing issues that could 

impact the marketability of the ownership interest being valued (“subject ownership 

interest”). The report should provide a poignant discussion of the company and 

ownership factors considered and lucidly establish how each of the factors will impact 

the marketability of the subject ownership interest. 

 

The “minority discount” is intended to account for risks of a fractional ownership 

interest that lacks the ability to dictate or influence key management decisions. There 

are several methods to determine these discounts that fall outside the scope of this 

article. The author recommends that the valuator be questioned as to why a particular 

method was chosen over others. 

 

 

4. Rate of Return and Discount Rate  

 

The rate of return used by the valuation analyst will have a material impact on the final 

valuation conclusion. The significance of these factors to the calculated value cannot be 

overemphasized. The higher the rate of return of discount rate used, the lower the 

calculation of value will be. Small changes in the rate of return can cause large changes 

in the calculated value. Because of this mathematical fact, the development of the rate 

of return, the justification for the components used in its determination, and the 

absolute level of the rate of return should be carefully reviewed and discuss with the 

valuation analyst. 

 

5. Consistency of the Valuation Assumptions and Calculations 

 

All of the various components of a valuation analysis are interrelated, and they should 

be reviewed to determine if the relationships presented or implied in the analysis are 

logical. For example, to establish the estimated future earnings, the expected growth 

potential for those earnings, and the risk-adjusted rate of return demanded by future 

investors, the company’s market area, customer base, size, market share and 

competition should all be considered. The interrelationships of all those variables should 

be reviewed for consistency and logic. 
 


