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OVERVIEW 
 
In a family law context, certain valuation issues take on greater significance.  This paper 
is meant to address some of these issues and discuss their significance within accepted 
valuation principles and methodologies. 
 
This paper is divided into the following parts: 
 

• Part 1 contains a sample valuation report that incorporates the case study facts 
prepared for this program to demonstrate how certain valuation issues are addressed 
in the context of a family law dispute.   

 

• Part 2 expands on some of the concepts addressed in the sample valuation report. 
 

• Part 3 provides a summary of the different valuation methods used by valuators. 
 

• Part 4 consists of a glossary of some of the terms used by business valuators.   
 

• Part 5 cons ists of a checklist of information that valuators need in order to begin a 
valuation engagement.  This checklist is only a sample as the exact information 
needed to prepare a valuation report will depend on, and must be tailored to, the 
nature and circumstances of the matter itself.   

 
Also, the valuator may work with the lawyer to determine what may be needed for the 
report and to ensure that the valuator is aware of any legal precedents that may have an 
impact on the valuation report. 
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PART 1 – CASE STUDY FACTS AND SAMPLE VALUATION REPORT 

Married for 20 years, Adam and Eva Wright are currently living in the country, outside of 
Barrie, Ontario.  Due to the long hours Adam works in his company and the health issues 
Eva has, the marriage has been put under a great deal of strain and Adam wishes to move 
out shortly, with the intention of a divorce in the next year.  He has found a great cottage 
in Rosseau for himself for $1.2 million, and plans to move out in three months if his offer 
on the property goes through. 
 
Eva had been the main breadwinner during their early marriage, approximately 10 years, 
prior to Able Works becoming successful.  In fact, she invested $25,000 during the initial 
years to help establish the company and this remains as a shareholder loan of the 
company. 
 
Adam, age 49, is a business owner in a construction company, Able Works Inc., based in 
Barrie, that also does landscaping and renovation to cottage properties, mainly in the 
Muskoka and Kawartha resort lands.  He has two partners, Bob, age 27, & Earl, age 38, 
who each specialize in their respective areas of landscape architecture and fine carpentry.   
The company has been doing extremely well, built up a great reputation and they expect 
continued growth for the next five years.   There is talk between them of expansion of the 
company to provide their services to other areas of the province however they have not 
agreed upon the financing of this expansion and are discussing bringing in a consultant 
for the marketing of the company.  The three partners have equal common shares in the 
company, while their wives hold non-voting preferred shares.  Each partner contributed 
$50,000 when they joined forces 
 
Eva, age 47, was a music and math teacher at the local high school but became disabled 
two years ago with Parkinson’s Disease and is currently on LTD.  The prognosis is that 
she will not return to work and remain on LTD until age 65 when her pension will begin. 
 
There are three children, Selma, age 14 is a good student who is involved in the school 
orchestra and takes violin lessons.   Jake, age 12 is an average student and a sports fanatic 
who plays Triple A hockey, and house league soccer in the summer.  Max, age 8 is a 
challenging child but enjoys art and building things like his dad.   
 
Selma plans to pursue music as her career and is working towards attending the 
University of Toronto.  Jake has dreams of the NHL but understands he must complete 
post secondary school too but would like to go to the U.S. for his education if he is able.  
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Jake doesn’t really like school and says he will quit as soon as possible and join his dad 
in the company.  Eva is concerned that there is not enough savings to pay for the cost of 
educating the children but Adam feels they can fund it from cash flow. 
 
The following additional facts are assumed for purposes of this paper: 
 
• The date of marriage for Adam and Eva Wright is May 1, 1984 and the business was 

started after this date. 
• The date of separation for Adam and Eva Wright is May 1, 2004. 
• The non-voting preferred shares held by Eva Wright, and the other wives, are valued 

at $400,000 per wife, for a total of $1,200,000 ($400,000 x 3). 
• Adam holds the common shares of Able Works personally.  They are not held by his 

holding company.  
• Adam’s marketable securities are held by him personally and are not held by Able 

Works. 
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Date (1) ∗  
 
 
 
Addressee: client or lawyer (2) 

City, ON 
Postal Code 
 
 
PRIVATE AND CONFIDENTIAL 
 
 
Dear : 
 
Re:  Valuation of Able Works Inc. 
 
 
Introduction  (3) 
 
You have asked us, as business valuators, to provide you with a 
calculation/estimate/comprehensive (4) report on the fair market value  (5) of Able 
Works Inc. (6) (“Able Works” or the “Company”), and Adam Wright’s interest therein, 
as at May 1, 2004 (the “Valuation Date”). (7) 
 
We understand that this indication/estimate/opinion of value is required for purposes of a 
family law dispute. (8)   
 
Conclusion 
 
Based on our review and assumptions noted herein, we have estimated the fair market 
value (“FMV”) to be as follows: 
 
 
 
                                                 
∗  The explanations for the notes in brackets begin on page 16. 
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Range (9) of FMV of the Able Works Inc.  

 
$5,100,000 to $6,000,000 (9) (Schedule 1) 

  
Range (9) of FMV of Adam Wright’s 
interest in Able Works Inc.  

 
$1,700,000 to $2,000,000 (9) (Schedule 1) 

  
 
We have based this estimate of value of Mr. Adam Wright’s interest in the Company on the 
following definition (5) of FMV: 
 
The highest price, expressed in terms of money or money’s worth, obtainable in an open and 
unrestricted market between informed and prudent parties, acting at arm’s length, neither 
party under any compulsion to transact. 
 
Background 
 
Able Works is a construction company based in Barrie, Ontario that also does 
landscaping and renovation to cottage properties, mainly in the Muskoka and Kawartha 
resort lands.  The Company has three common shareholders who each hold an equal 
number of shares: Adam Wright, Bob and Earl, who each specialize in their respective 
areas of landscape architecture and fine carpentry.  The Company also has three preferred 
shareholders who are the wives of the common shareholders.  The preferred shares are 
also held equally between the wives. 
 
The Company has been doing extremely well, built up a great reputation and growth is 
expected to continue growth for the next five years.   Management is considering an 
expansion of the Company’s services to other areas of the province.   
 
 
Methodology 
 
In this section, we would discuss the approach (10) used in valuing Able Works. 

 
Scope of Review and Assumptions 
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In this section, we would list the documents we reviewed and relied on in order to 
perform the valuation, and the assumptions made in arriving at our determination of the 
FMV of Able Works.  This section is very important, because if the opposing party wants 
to review our work, they will need to review the same documents as we did and assess the 
reasonableness of our assumptions. 
 
Restrictions 
 
This section restricts the use of the report to the use intended and the purpose stated under the 
heading “Introduction”. 
 
Yours very truly, 
 
MINTZ & PARTNERS  
 
 
 
CBV 
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SCHEDULE 1 

ABLE WORKS INC. 
SUMMARY OF FAIR MARKET VALUE 

AS AT MAY 1, 2004 
        
        
                
   Reference  Range of Value   
          

     Low  High   

       Able Works Inc.        

       Fair Market Value Schedule 2  $5,100,000  to  $6,000,000   

                
        
        
        
                
   Reference  Range of Value   
          

       Adam Wright's One-Third Interest in    Low  High   

       Able Works Inc.        

       Fair Market Value Schedule 2  $1,700,000  to  $2,000,000   
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SCHEDULE 2 

ABLE WORKS INC. 
CALCULATION OF ESTIMATED FAIR MARKET VALUE 

AS AT MAY 1, 2004 
  
      Range of Value 
      Low  High 
         
Indicated after-tax earnings from 
operations  (1) $900,000  $1,200,000
         
Capitalization 
multiple   (2) 7.0 6.0 
           
Estimated en bloc fair market value of Able 
Works Inc.  $6,300,000 $7,200,000
         
Mid-point      $6,750,000  
         
Less: value of non-voting preferred shares  (3) (1,200,000) (1,200,000)
           
Fair market value of common shares   $5,100,000 $6,000,000
         
Percentage of shares held by Adam 
Wright   33.33%  33.33%
           
Pro-rata value of Adam Wright's one-
third share   $1,700,000 $2,000,000
         
Less: minority discount at 0.0%  (4) 0  0 
         
Fair market value of Adam Wright's one-
third share  $1,700,000 $2,000,000

         
         
Rounded     $1,700,000 $2,000,000

         
Mid-point 
(Rounded)     $1,850,000  

         
         

(1) Source: Schedule 3. 
(2) Estimated.  Would normally be developed based on industry research and market conditions as at the 

Valuation Date. 
(3) It is assumed that each of the 3 wives owns preferred shares valued at $400,000.  Therefore, in order  

to value the common shares, we need to deduct the value of the preferred shares, which is $400,000  

x 3 = $1.2 million. 

(4) Normally, a minority discount is recorded to reflect the disadvantages of holding a non-controlling  

 interest in the Company.  However, in a family law context, a minority discount is often not recorded.  
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SCHEDULE 3 

ABLE WORKS INC. 
DETERMINATION OF MAINTAINABLE AFTER-TAX EARNINGS 

               
               
      April 30 
      2004   2003  2002   2001  2000 
               
Income (Loss) Before Taxes   (1) $1,574,000  $1,324,000 $1,074,000  $824,000 $724,000
               
Add / Deduct:              
 Management salaries - bonus  (2) 150,000  150,000  150,000  150,000  0 
               
      150,000   150,000  150,000   150,000  0 
               
               
Adjusted Earnings Before Taxes   $1,724,000  $1,474,000 $1,224,000  $974,000 $724,000

               
               
Range of Adjusted Earnings Before Taxes (3) $1,500,000 $2,000,000      
               
Income Taxes - Rounded   (4) (600,000) (800,000)      
               
Maintainable After-Tax Earnings   $900,000  $1,200,000      

               
               
(1)Source: Schedule 4.             
(2)Actual bonuses are added back since the amount deducted most likely does not represent the estimated market value of 

bonuses that would be paid to a third party.            
(3)Estimated.              
(4)Based on a tax rate of 40.0%.             
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SCHEDULE 4 

ABLE WORKS INC. 
SUMMARY OF INCOME STATEMENTS (1) 
FOR THE FISCAL YEAR ENDED APRIL 30 

            
            

   2004   2003   2002  2001  2000 
            
REVENUE  $8,000,000  $7,000,000  $6,000,000 $5,000,000  $4,000,000
            
OPERATING EXPENSES            
 Materials and direct labour  5,200,000  4,550,000  3,900,000  3,250,000  2,600,000 
 Management salaries  276,000  276,000  276,000  276,000  276,000 
 Management salaries - bonus  150,000  150,000  150,000  150,000  0 
 Selling, general and administrative  800,000  700,000  600,000  500,000  400,000 
            
   6,426,000   5,676,000   4,926,000  4,176,000  3,276,000 
            
INCOME BEFORE TAXES   1,574,000  1,324,000  1,074,000  824,000  724,000 
            
PROVISION FOR INCOME TAXES  630,000  530,000  430,000  330,000  290,000 
            
NET INCOME   $944,000  $794,000  $644,000 $494,000  $434,000

            
            
(1) Source: Unaudited financial statements.   
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SCHEDULE 5 
ABLE WORKS INC. 

  SUMMARY OF BALANCE SHEET (1) 
 AS AT APRIL 30 

   
   
  2004 
   
ASSETS   
   
Bank accounts  $9,600 
Investments (GICs)  300,000 
Accounts receivable  1,555,000 
Inventory  500,000 
    
  2,364,600 
   
Equipment - net book value  2,780,000 
Warehouse  810,000 
Goodwill  30,000 
   
  $5,984,600 

   
   
LIABILITIES    
   
Accounts payable and accrued liabilities   $250,000 
Bank loan - operating  325,000 
    
  575,000 
   
Vehicle loans  172,000 
Warehouse mortgage  340,000 
Due to shareholders  150,000 
    
  1,237,000 
   
   
SHAREHOLDERS' EQUITY   
   
Capital stock - 30 common shares  30 
Capital stock - preferred shares - 6.5%  1,200,000 
Retained earnings  3,547,570 
   
  4,747,600 
   
  $5,984,600 

   
   
(1) Source: Unaudited financial statements.   
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SCHEDULE 6 

ABLE WORKS INC. 
TANGIBLE ASSET BACKING AND GOING CONCERN VALUE  

AS AT MAY 1, 2004 
        

     May 1, 2004  
  April 30  Valuation  Tangible   

  2004 (1)  Adjustments   Asset Backing (2)  
        
ASSETS        
        

Bank accounts  $9,600  $0  $9,600  
Investments (GICs)  300,000  0  300,000  

Accounts receivable  1,555,000  0  1,555,000 (3)

Inventory  500,000  0  500,000  

Equipment - net book value  2,780,000    2,780,000 (4)

Warehouse  810,000  190,000  1,000,000 (4)

Goodwill  30,000  (30,000)  0 (5)

        
  5,984,600  160,000   6,144,600  
        
LIABILITIES         
        
Accounts payable and accrued liabilities    250,000  0  250,000  
Bank loan - operating  325,000  0  325,000  
Vehicle loans  172,000    172,000  
Warehouse mortgage  340,000    340,000  
Due to shareholders  150,000    150,000  
        
  1,237,000  0   1,237,000  
        
TANGIBLE ASSET BACKING  $4,747,600  $160,000   $4,907,600  

        
        
ROUNDED     (a) $4,908,000  

        

GOING CONCERN VALUE (6)     (b) $6,750,000  

        
GOODWILL     (b - a) $1,842,000  

        
See notes on next page. 
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ABLE WORKS INC. 
        
Notes to Schedule 6:        
        
(1) Source: Schedule 5.        
(2) The book value of the assets and liabilities is assumed to approximate their fair market value except where   
      otherwise noted.        
(3) We would need to determine if the accounts receivable are 100% collectible.  Any portion not collectible would  

      be deducted.        
(4) Need to adjust the values of the equipment and warehouse to their fair market value.  We have assumed that the  

      warehouse has appreciated in value.  The fair market value should be net of taxes.    
(5) Goodwill has no tangible value.        
(6) Source: Schedule 2.        
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NOTES:  
 

1. The date of the report should be the last day of work performed on this file and the date when 
relevant information (including discussions with management or outsiders) was last obtained 
and analyzed.  This date is important, as there may be circumstances where additional 
information exists that may affect the value conclusion but does not become apparent to the 
valuator until after this date. 
 

2. The report should be addressed to the party who retained us: either the lawyer, or the client (if 
retained by the client directly).  
 

3. In accordance with the Standards and Recommendations of the Canadian Institute of 
Chartered Business Valuators (the “CICBV”), the valuation report should be divided into 
specific sections, which includes the sections shown in this sample report.  Some CBVs prefer 
to place the “Conclusion” section immediately after the “Introduction” section, since this 
section contains the most important information – the value of the entity under review and the 
value to be included in the husband or wife’s Family Law Financial Statement (“FLFS”).  (We 
have referred to the financial statement used for family law purposes as “FLFS” to distinguish 
it from the corporate financial statements used for a business entity.)   
 

4. Valuators can issue different types of reports, which include a calculation, estimate or 
comprehensive valuation report.  The type of report issued will depend on the level of work 
and analysis agreed upon prior to commencing the engagement.  A comprehensive report 
provides the highest level of assurance, but is more costly because of the level of work and 
time and effort required, while a calculation of value provides the least amount of assurance.  
An estimate report provides a moderate level of assurance.  The level of assurance required is 
agreed to in the engagement letter with the lawyer or client.  If the report is to be used in court, 
a comprehensive report is may be required as the report may be subject to more intense 
scrutiny.  However, as most family law disputes settle prior to court, a calculation or estimate 
of value may be sufficient for negotiation/mediation purposes. 
 

5. The value term used in the report must be defined as there are many definitions of value, two 
of which are FMV and fair value.  While there is no clearly recognized consensus on the 
definition of fair value, precedents established in various courts certainly have not equated it to 
FMV. 
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Fair value is generally interpreted to mean FMV without the application of a discount to 
reflect the fact that the shareholding being valued is a minority shareholding, and lacks the 
ability to control the business entity.  In some cases, fair value may be interpreted to mean 
FMV but with a premium added.   
 
On the other hand, under the FMV standard, a reduction in value through a minority discount 
is usually recognized in North America for closely-held, minority interests.  Therefore, in a 
family law context, the value basis may be fair value for reasons of fairness.  The difference 
between FMV and fair value may only be relevant where one party holds less than a 
controlling interest in the business interest to be valued. 
 

6. It is important that the business entity to be valued is specified in the valuation report.  This is, 
again, agreed to in the engagement letter.  In this case, we are valuing the operating company, 
Able Works, not including Adam’s holding company.  

7. The valuation date is relevant because value is determined at a specific point of time.  It is 
generally accepted that hindsight (retrospective evidence) is not admissible, except in very 
limited circumstances, and is decided on a case-by-case basis.  Therefore, any changes to the 
value of the practice after the valuation date would not be considered in our valuation of the 
practice, unless the circumstances warranted this. 

In this case, the valuation date is the date of separation which is May 1, 2004.  The valuation 
date is not the current date. 
 

8. The purpose of the valuation report must be disclosed in the report in accordance with CICBV 
Standards and Recommendations.   

 
9. Value is usually expressed in ranges, rather than one specific number.  In preparing any report, 

a valuator must follow the Standards and Recommendations of the CICBV to ensure that the 
valuation report and the valuation conclusion are properly supported with sufficient evidence 
obtained through such means as inspection, inquiry, computation and analysis. 
 

10. The different approaches or methods used to value a business entity are discussed in more 
detail on page 22.  The approach selected will depend on various factors, such as whether the 
company is an operating company or a real estate or investment holding company. 
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PART 2 – VALUATION ISSUES IN A FAMILY LAW CONTEXT 
 
This section of this paper will discuss certain valuation issues that take on greater 
significance when valuations of privately-held businesses are required in the context of a 
family law dispute. 
 
The issues addressed in this paper are summarized as follows:  
 
1. The Definition of Value or the Value Term Used. 
2. Income Taxes and Other Costs of Disposition. 
3. Use of Hindsight. 
 
 
1. The Definition of Value / The Value Term 
 
In Notional Market valuations of privately-held business interests, (that is, valuations 
determined in the absence of open market negotiations), the value term (basis of 
measurement) most frequently used is FMV which is usually defined as: 
 

“The highest price available in an open and unrestricted market between informed 
and prudent parties acting at arms- length and under no compulsion to act, 
expressed in terms of money or money’s worth.”1 

 
However, in a family law context, the value term to be used is not so evident.  The 
Family Law Act (the “Act”), refers to the term “value” but does not define it.  The Act 
does not specify whether the term “value” should refer FMV, fair value, market value, 
value to owner or some other type of value.   
 
Family law courts have recognized “value” to mean FMV or “fair value”.  Fair value, as 
discussed in Note 5 on page 16, is generally interpreted to mean FMV without the 
application of a discount to reflect the fact that the shareholding being valued is a 
minority shareholding, and lacks the ability to control the business entity.  In some cases, 
fair value may be interpreted to mean FMV but with a premium added.   
 
The situation is further complicated by the FLFS.  Under the “Securities” section and the 
“Business Interests” section of the FLFS, applicants are instructed to give their best 

                                                 
1 The Canadian Institute of Chartered Business Valuators, “International Glossary of Business Valuation 
Terms”, p. 4. 
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estimate of “market value” if the business was “sold on the open market”. Although the 
form and format of the financial statement are approved for court purposes, it is generally 
accepted by valuators that the use of the term “market” is not meant to be considered as 
the value basis in all cases.  Rather, it should be considered as a starting point for the 
determination of the value of the business.  
 
When a privately-held business interest is being valued in a family law context, FMV or 
fair value, rather than market value, are often used as the value terms.  The difference 
between the terms is that FMV and fair value contemplate a market transaction when the 
market is not experiencing a temporary boom or bust.  In contrast, market value is the 
highest possible price an owner could sell an asset for under the existing market 
conditions.  Sporadic market booms and busts are therefore a valid consideration in the 
determination of market value. 
 
Another value term that is sometimes referred to in a family law context is value to 
owner.  This value term is generally defined as the value of an asset to its owner, and this 
value may be equal to, or greater than, the fair market value of that asset as it may 
encompass the lost income stream or benefits of one spouse to the other.  This definition 
of value may also apply to the value of a spouse’s interest in a trust. 
 
It should be noted that FMV, fair value, or any other value term as defined, can be 
significantly different from the actual price paid for a business in an actual open market 
transaction. This is because, in the open market, the vendor and the purchaser may have 
different negotiating abilities, different levels of knowledge and information, or different 
forms of payment may be accepted other than cash (such as shares or debt).  There may 
also be emotional considerations that override objective analysis and evidence.   
 
On the other hand, in determining FMV, a valuator assumes that the vendor and 
purchaser have equal negotiating abilities, equal access to information, equal 
knowledge levels, and that the transaction is paid for in cash, as implied by the above 
definition of FMV. 

 
2. Income Taxes and Other Costs of Disposition 
 
In the calculation of a spouse’s net family property under the Act, one must deduct 
liabilities at the dates of marriage and separation, as well as the current (FLFS) date.  
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Liabilities include contingent liabilities and contingent income taxes that may not be 
immediately payable, but would be in the event that the property is disposed of. 
 
If only one spouse owns the property, then the actual tax burden will fall exclusively on 
that spouse, if these costs are not properly reflected in the valuation of net family 
property. 
 
In Ontario, the Act is silent on the issue of the treatment of tax costs and other expenses 
that should be accounted for where specific assets are notionally disposed of when 
determining the equalization calculation.   
 
Each of the following alternatives can be considered: 
 

i. No disposal or income tax costs reflected in the valuation. 
ii. Deduction of the face value of income taxes and disposition costs that would be 

payable if all of the family property was disposed of on the valuation date.   
iii. Same as (ii) above but using the present value of the taxes and disposition costs.   
iv. Deduction of only those income taxes that are more than likely going to be paid in 

the foreseeable future.   
v. Deduction of only those taxes that must necessarily be paid by the payor in order 

to raise the necessary funds to make the equalizing payment.   
 
Since the decision of how to account for a deduction for notional or contingent costs of 
disposition is a legal matter, the valuator should obtain direction from the lawyer.  If the 
notional or contingent costs of disposition are included in the valuation report, care 
should be taken to disclose the definition of value and to consider the appropriateness of 
deducting notional or contingent costs in determining value and the methodology used to 
estimate these costs (for example, percentage of FMV).   
 
4. Use of Hindsight  
 
One of the most basic principles followed by business valuators, when valuing privately-
held business interests, is the following: 
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“Value is determined at a specific point in time.  It is a function of facts known, 
and forecasts made, only at that point in time.”2 

 
The precise point in time that value is to be determined can have a significant impact on 
the monetary value of the asset, which affects the parties’ net family property.  Therefore, 
value must be determined on the facts known or foreseeable on the date of valuation and 
not on the facts and events that may occur after this date.   
 
Accordingly, this leads to one other principle followed by business valuators: 
 

“Except in limited circumstances, hindsight (or retrospective) evidence is 
inadmissible.”3 

 
That is, in general, the use of hindsight in determining the FMV of a business is not 
permitted by the Standards and Recommendations of the CICBV.  However, there may 
be instances where the courts permit hindsight, and so the final decision on whether 
hindsight should be used in the determination of value should be made in consultation 
with the family law lawyer. 

In situations where the valuation date is prior to an important event, such as an 
unsolicited offer to purchase the business (which could increase the value of the business 
substantially), or a government budget (which could decrease the value of the business if 
corporate taxes are increased), the valuation should be carried out without reference to 
the event, based on the information available at the valuation date, unless otherwise 
advised by the lawyer.  The information that should be reviewed would include the 
financial results of the business itself, as well as any information and/or assumptions with 
respect to the industry in which the business operates and the economy in general.  

 

                                                 
2 Ibid., p. 117. 
3 Ibid., p. 134. 
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PART 3 – VALUATION METHODS 
 
Part 1 of this paper discussed the valuation method that may be used by business 
valuators to determine the value of a medical practice.  This section describes some of the 
other methods of quantifying value available to valuators.  
 
There is no single standard or specific approach that can be used to value a business.  The 
particular approach to be used, and the factors that need to be considered, will vary in 
each case and will depend upon the particular facts and circumstances relative to the  
business being valued.  The valuation method selected will also depend on the particular 
definition of value agreed to between the valuator and the family law lawyer. 
 
Before a valuation method can be selected, a valuator needs to determine whether the 
business being valued is a going concern or not.  That is, the valuator needs to determine 
whether the business is viable and will continue operating into the foreseeable future. 
 
Some of the commonly used methods to value a going concern are: 
 
1. Capitalized earnings 
2. Capitalized cash flows 
3. Discounted cash flows 
4. Adjusted book value 
5. Rules of thumb    
6. Comparison approach 
 
If the business is not a going concern (i.e, not viable), then the method usually selected is 
the liquidation method.  
  
 
1. Capitalized Earnings 

 
Under this approach, estimated future after tax net income from operations is 
multiplied by the selected capitalization rate (see glossary for definition), producing a 
capitalized value for the business.  Net redundant assets (see glossary for definition) 
are then added to this value to arrive at an overall FMV for the business.  
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Ø Strengths:  
ü This method is widely accepted and better understood than other methods, and 

is useful for valuing mature, stable businesses. 
ü The information needed for this method, such as industry multiples, is usually 

easy to obtain.     
 

Ø Weaknesses:  
ü Earnings may differ from cash flows due to non-cash items on the income 

statement such as depreciation. 
 

 
2. Capitalized Cash Flows 

 
This approach is similar to the capitalized earnings method, except that estimated 
future after tax cash flows from operations (instead of earnings) are multiplied by the 
selected capitalization rate (see glossary for definition), producing a capitalized value 
for the business.  Net redundant assets (see glossary for definition) are, again, added 
to the capitalized value obtained to arrive at an overall FMV for the business. This 
approach tends to be more precise than the earnings approach in cases where the 
business being valued is capital intensive and the depreciation of the capital 
equipment may not accurately reflect actual cash outflows (expenditures).  

 
Ø Strengths:  
ü This method allows purchasers to better assess the future expected cash flows 

from the business. 
ü This method provides a better measurement of cash return on capital.     

 
Ø Weaknesses:  
ü Annual fluctuations in cash flows are not taken into consideration. 

 
 
3. Discounted Cash Flows 

 
This approach requires the preparation of projected cash flows for a specified number 
of years.  These future cash flows are discounted (present valued) to determine the 
value, as at the valuation date, of the cash flows that will be received in the future. 
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Discounting future cash flows recognizes the fact that a dollar received today is worth 
more than a dollar received at some point in the future because the dollar received 
today can be invested, earn income and grow.  Furthermore, a dollar received today 
has greater value because we must account for the risk that the dollar to be received in 
the future will not be received for whatever reason.  

 
Ø Strengths:  
ü This method focuses on what a business is worth on a go-forward basis, rather 

than relying on historical information. 
ü It takes into account fluctuations in annual cash flows.     
ü It is useful for start-up companies that do not have any historical earnings, or 

high-growth companies where historical earnings may not be a good indicator 
of future earnings.  

 
Ø Weaknesses:  
ü Many small businesses do not have the expertise to prepare accurate 

projections or forecasts. 
ü This method is generally not well understood and is more difficult to apply 

than other methods. 
 

 
4. Adjusted Book Value 

 
This approach is used to value a going concern where the value of the business is 
related to the increase in value of its underlying investments, such as real estate or 
marketable securities, and not just to the business’ operating cash flows.  
 
The net book value of the business’ assets and liabilities (from the financial 
statements) are adjusted to their FMV.  For example, the net book value of any real 
estate is adjusted to its appraised value.   

 
Ø Strengths:  
ü This method allows the valuation of businesses where earnings or cash flows 

are not good indicators of the return on investment a business is providing. 
 
 
 



Steven D. Rayson, CBV  25

Ø Weaknesses:  
ü The valuator may need to rely on the work of other specialists, such as real 

estate or equipment appraisers. 
 

 
5. Rules of Thumb 

 
This method involves the application of a multiple to some base, such as revenues, 
cash flows, asset values, number of subscribers, etc.  Rules of thumb (“ROT”) should 
only be used to support other valuation methods.   

 
Ø Strengths:  
ü This method may act as a useful guide for valuing businesses in the service 

industry, such as insurance agencies, nursing homes, radio broadcasters, etc. 
 
Ø Weaknesses:  
ü Caution must be exercised because some rules of thumb may become obsolete 

as the nature of an industry changes. 
ü This method does not account for the specific performance of the business 

being valued, nor its individual operating and financial structure. 
 

 
6. Comparison Approach  

 
The value of a business is estimated using information obtained from public equity 
markets or recent, publicly-disclosed transactions involving similar companies. 

 
Ø Strengths:  
ü This method may act as a useful guide for valuing businesses in very limited 

circumstances. 
ü It uses information directly from the markets. 

 
Ø Weaknesses:  
ü No two businesses are comparable in every respect. 
ü Information on comparable companies may be difficult to obtain in Canada 

because of the relatively small size of our equity markets and limited number 
of transactions disclosed to the public involving privately-held businesses. 
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7. Liquidation Approach  
 
This method is used where a business is not viewed as a going concern because it is 
not earning an economic return on the invested capital and is not expected to earn an 
acceptable return in the foreseeable future.  It is based on the liquidation value of its 
assets net of its liabilities, and net of the costs related to the disposal of the assets and 
wind-up of the business.  Severance packages and legal costs should also be 
considered.  The valuator also needs to consider the time frame of the liquidation.  
That is, whether an immediate (“fire sale”) liquidation or an extended (orderly) 
liquidation period is assumed since the value determined under a fire sale scenario 
may be lower than that determined under an orderly liquidation scenario.  
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PART 4 – GLOSSARY OF TERMS 
 
This glossary defines terms used in this paper if a definition has not already been 
provided or requires further clarification.  
 
Capitalization Rate 
 
A rate of return, usually expressed as a percentage, that is used to convert an estimate of 
earnings or cash flows into value.   
 
Going Concern  
 
An ongoing operating business enterprise. 
 
Going Concern Value 
 
The present value of all future benefits expected to accrue from owning a business 
interest, where the business is expected to continue operations into the future. 
 
Goodwill 
 
The difference between going concern value and the tangible asset backing of a bus iness 
interest.  This goodwill can be considered to be of a commercial, personal or individual 
nature.  
 
Intangible Assets 
 
Non-physical assets (such as franchises, trademarks, patents, copyrights, goodwill, 
mineral rights, and contracts as distinguished from physical assets) that grant rights, 
privileges, and have economic benefits for the owner.  
 
Minority Discount 
 
The reduction or discount from the pro rata value per share to reflect the disadvantages of 
owing a non-controlling shareholding interest. 
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Minority Interest 
 
An ownership interest less than 50% of the voting interest in a business interest. 
 
Notional Market 
 
A term used to describe circumstances where it is necessary to determine fair market 
value, fair value, or some other value term in the absence of open market negotiations. 
 
Premium for Control 
 
The premium added to a pro rata value per share to reflect the advantages of owing a 
majority (control) shareholding interest. 
 
Present Value  
 
The characteristic that a sum of money received or paid out in the future is not worth as 
much as the same sum of money received or paid out today, is referred to as the time 
value of money or the present value. 
  
Redundant Assets  
 
Assets which are not used in the day-to-day operations of the business and can be 
separated from the business without affecting the business’ operations or the risk the 
business may be subject to.  
  
Tangible Asset Backing (“TAB”) 
 
The aggregate value of all tangible and identifiable intangible assets, where the value has 
been determined under a going concern assumption, minus all liabilities.  Tangible assets 
may include furniture, equipment and real estate.  Identifiable intangible assets may 
include copyrights, patents and trademarks. 
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PART 5 - DOCUMENTS AND INFORMATION CHECKLIST 
 
Prior to commencing the work, the valuator and the law firm should discuss, and agree 
to, who will be responsible for obtaining this information.  As well, to avoid costly 
valuation updates, the lawyer must resolve any issues with respect to the date of 
separation, as this date may be in dispute between the spouses. 
 
This checklist assumes that the business being valued existed prior to the date of 
marriage. 
 
Please note that this list may not be comprehensive.  A more detailed list would be 
prepared once the initial information about the Company is made available. 
 
 
FINANCIAL DOCUMENTS 
 
1. Forecasts, projections and budgets in existence as at the dates of marriage, separation 

and current. 
 
2. Copies of corporate income tax returns with supporting schedules for the three years 

prior to the dates of marriage, separation and current.  Enclose information as to what 
years are open for assessment, major reassessments, if any, etc. 

 
3. The financial statements (consolidated and unconsolidated) of the Company and all 

subsidiaries for the five years prior to the dates of marriage, separation and current. 
 
4. The unaudited interim statements for the Company and any subsidiaries from the last 

audited statement to the dates of marriage, separation and current. 
 
5. Any information with regard to research and development or development costs 

associated with the Company’s trademarks. 
 
6. A breakdown of sales by product and geographic region. 
 
 
CORPORATION DOCUMENTS 
 
1. Incorporation documents, letters patent, and Company’s by-laws. 
 
2. Extracts or copies of shareholders’, directors’ and committee minutes and resolutions 

for the three years prior to the dates of marriage, separation and current. 
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BUSINESS OWNERSHIP DOCUMENTS 
 
1. Shareholder or employee stock option agreements or stock purchase plans in force as 

at dates of marriage, separation and current. 
 
2. Corporate organization chart. 
 
3. Agreements or other documents that relate to the sale or transfer of ownership of 

shares, including any restrictions on the sale or transfer of shares. 
 
 
COMPANY PROFILE (Can be provided by way of interview) 
 
1. A summary of the Company’s development from inception to the dates of marriage, 

separation and current, detailing types of work done, changes in the Company’s 
plans, outlook for the future, etc. 

 
2. The Company’s marketing strategy and analysis of marketing costs. 
 
3. Major customers (those accounting for more than 10% of total sales volume). 
 
4. Information on market trend and the historical and anticipated future trend or market 

share of the business and/or major product lines. 
 
5. The goals, strategies, objectives and policies of the Company. 
 
6. Any other information which can be obtained from the Company which would assist 

in completing the Company Profile section of the valuation report. 
 
7. Recent articles about the Company in recognized publications. 
 
8. Details of any intangible assets such as licenses, patents and/or trademarks. 
 
 
APPRAISALS AND AGREEMENTS 
 
1. Pension Plan (if applicable), particularly actuarial valuations and comments on any 

unfunded liabilities – past or present service – and plans for funding the same. 
 
2. Franchise, patents, trademarks, distribution and royalty agreements. 
 
3. Lease agreements or lease options. 
 
4. Purchase/sales options (equipment, land, etc.). 
 
5. Contracts with major customers. 
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6. Contracts with major suppliers. 
 
7. Agreements, if any, outside the normal course of business. 
 
8. Debt or loan agreements. 
 
 
MANAGEMENT 
 
1. Management organization chart. 
 
2. Brief description of age, experience and qualifications of management staff. 
 
3. Details of remuneration of management (including bonuses) for the period for the 

three years prior to dates of marriage, separation and current. 
 
4. Access to management personnel. 
 
 
EMPLOYEES 
 
1. Number of employees and important changes in labour force during the three years 

prior to dates of marriage, separation and current. 
 
2. Key employees on whom earnings continuity depends and, more specifically, 

comments on whether replacements are readily available. 
 
 
PURCHASING 
 
1. List of major suppliers (those accounting for more than 10% of total cost of materials 

sold). 
 
2. Alternative sources of supply for materials and services critical to the continuing 

operations of the business. 
 
 
CAPITAL (FIXED) ASSETS 
 
1. Schedules of capital assets detailing age and condition, depreciation policy and 

insurance coverage as at the dates of marriage, separation and current. 
 
2. Major capital commitments and capital expenditures anticipated or programmed at 

the dates of marriage, separation and current, including indication of the source of 
financing for these projects. 
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3. Schedule of major differences between book and tax basis of capital assets. 
 
 
OPERATIONS REVIEW 
 
1. Brochures explaining Company’s products. 
 
2. Details on any backlog of contracts, stating type of contract. 
 
3. Information on research and development program, including product research, 

facilities and past success. 
 
4. Information (can be provided during interview) regarding the time spent on an annual 

basis by the owners/senior management on the following areas:  
 

i.) product development 
ii.) production 

iii.) sales 
iv.) marketing 
 
 

INDUSTRY INFORMATION 
 
1. List of major competitors and relative market shares. 
 
2. A description of the nature of the industry in general. 
 
3. Names of trade associations, or similar industry associations. 
 
4. Any other information which would assist in completing the industry overview 

section of the valuation report. 
 
5. Names of public companies comparable to Company being valued. 
 
6. Recent articles in recognized publications about comparable companies 
 

 
OTHER 
 
1. Copies of valuation reports previously commissioned by the Company. 
 
2. Copies of management consulting or engineering studies on the Company or the 

business. 
 
3. Letters of inquiry or formal offers from prospective purchasers during the five years 

immediately preceding the dates of marriage, separation and current. 
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4. Details of any share transactions involving the Company or any of its subsidiaries 
during the five years immediately prior to the dates of marriage, separation and 
current. 

 
5. Any information which the Company may have concerning take-overs or 

amalgamations of other companies in the industry or a related industry. 
 
6. Information from the Internet about the Company, industry or economy. 
 
7. What are the client’s intentions with respect to the sale of the Company? 
 
8. Need to verify who will be paying the valuator’s account – the lawyer or the client? 
 
9. Access to the accountant of the Company being valued. 


