PART XV: SMALL BUSINESS VALUATION

8884. How is the value of a small business determined? Why is valuing a small business different from valuation in other business contexts?

Small business value, as in other valuation contexts, is usually defined in terms of "market value" or "fair market value,” which means the amount a willing buyer would pay a willing seller for property (the individual business interests) or a business enterprise, assuming that each party to the transaction has reasonable knowledge of all material facts and that neither is under a compulsion to buy or sell. In the small business context, valuation is often problematic because, typically, there is no established secondary market in which the business interests are bought and sold, whereas a larger entity may be traded on an established market so that its fair market value is easily established by current trading prices.

Further, the business owners are typically very involved in the day-to-day operations and management of a small business—meaning that the current owners’ exit from the business can dramatically impact the business’ future operations and, thus, its current value. 

Often, valuation issues in the small business context become important when the owner-managers seek to transfer their interests in the business to related parties—typically children or grandchildren. Even if these business succession plans are structured as bona fide sales, rather than outright gifts, the IRS is more likely to closely scrutinize the transaction in order to ensure that the interests were valued based on their market value, however limited, to avoid transitioning the business using artificially low values in order to disguise a gift transaction.

Similarly, estate tax valuation is often important in the small business context because of the lack of an established market to provide an objective valuation benchmark for determining the value that must be included in a deceased owner’s taxable estate. 

Because of these factors, the IRS has recognized that there is no one exact formula that can be used in valuing a small business, and that the valuation process, by its nature, requires a fact intensive inquiry over which even independent expert appraisers might disagree.
 Despite this, a series of general principles governing valuation of small business interests has emerged to provide guidance to the small business owner. At a high level, three methods of business valuation exist: asset valuation, income valuation and market valuation. The asset valuation approach (an asset sale) is often the default if no action is taken by the business owner and/or if the business owner dies while in business. Although the details can get complicated as it applies to specific fact situations, this method simply involves taking the sum of the assets and subtracting the liabilities to find the value of the business. This method is not appropriate for certain types of businesses. In the case of professional service organizations comprised of professionals such as attorneys, doctors, accountants and financial planners, the business’ tangible assets can be of negligible value, which could cause a vast undervaluation of the business. 

Income valuation and market valuation are discussed at Q 8888 and Q 8889.

General valuation principles are discussed in Q 8885, while Q 8886 outlines the potential impact of a buy-sell agreement upon valuation. Q 8887 addresses some of the more specific issues that arise when the business interests are composed of corporate stock.

Special estate tax valuation rules are discussed in Q 8895. See Q 8852 to Q 8883 for a discussion of business succession planning in general.

8885. What general principles govern small business valuation for estate and gift tax purposes?

The fair market value of any interest in an “unmarketable business,” whether it is structured as a partnership, corporation, limited liability company, or a proprietorship, is the amount that a willing buyer, whether an individual or a corporation, would pay for the interest to a willing seller, neither being under any compulsion to buy or to sell and both having reasonable knowledge of the relevant facts. The net value is determined on the basis of all relevant factors, including the following:

(1)
The value of all the assets of the business, tangible and intangible, including goodwill (see Q 8890 and Q 8891);

(2)
The demonstrated earning capacity of the business; and

(3)
The other factors set forth in the regulations
 relating to valuation of corporate stock, to the extent applicable.

Adequately determining the value of a small business’ “goodwill” requires special attention, as it is an especially fact intensive determination. Complete financial and other data upon which the valuation is based should be submitted with the relevant tax return, including copies of reports of examinations of the business made by accountants, engineers, or any technical experts as close to the applicable valuation date as possible.

Professional appraisers, courts and the IRS generally follow the principles laid out in Revenue Ruling 59-60 when valuing the stock of a closely-held corporation or the stock of corporations where market quotations are not readily available. The factors outlined in Revenue Ruling 59-60 also apply in valuing interests of other business entities, such as closely-held partnerships or LLCs, for gift tax or estate tax purposes.

Typically, in a valuation challenge today, the courts will adopt a “winner take all” approach, rather than seeking a compromise position between the two parties’ competing valuation proposals. This is because the Tax Court has found that the “compromise the difference” approach that was historically used by the courts merely encouraged the parties to assert extreme values, forcing the courts to determine a reasonable middle ground between those two extreme positions. 

The Tax Court adopted its “winner take all” approach in a 1980 valuation decision, Buffalo Tool & Die Manufacturing Company, Inc. v. Commissioner,
 finding that the parties were fully capable of reaching an agreement themselves in order to avoid the judicial process (and the related expenses) altogether. Therefore, the court reasoned that the threat that the other party’s valuation approach would be adopted in its entirety would motivate more careful analysis by the parties before resulting to judicial intervention. This is the approach that the majority of courts now take with respect to valuation decisions.

8886. How does the existence of a buy-sell agreement impact small business valuation?

As discussed in Q 8852 to Q 8867, a buy-sell agreement can function as an important business succession planning tool, as it allows the business owners to plan for the orderly withdrawal of one or more business owners and will specify a predetermined method for determining the price of the business interests. Despite this, IRC Section 2703 provides that the value of any interest must be determined without regard to any option, agreement, or other right to acquire or use the property at a price less than the fair market value of the property (without regard to the option, agreement, or other restrictions) or any restriction on the right to sell or use the property (i.e., buy-sell agreement), unless the agreement meets the following requirements:

(1)
It is a bona fide business arrangement;

(2)
It is not a device to transfer the property to members of the decedent’s family for less than full or adequate consideration; and 

(3)
It has terms comparable to those entered into by persons in an arm’s length transaction.
 

Assuming these requirements are met, it is possible that the estate tax value of a business interest (including closely-held stock) may be controlled by the price or formula contained in a buy-sell agreement. 

Though the facts of each case must be examined to determine whether the agreement price will be accepted for estate tax purposes,
 case law has established that if the following conditions are met, the agreement price will hold, even though the fair market value of the business interest may be substantially more at the valuation date than the agreement price:

(1)
The estate must be obligated to sell at death (under either a mandatory purchase agreement or an option held by the designated purchaser, see Q 8858);

(2)
The agreement must prohibit the owner from disposing of his interest during his lifetime at a price higher than the contract or option price;

(3)
The price must be fixed by the terms of the agreement or the agreement must contain a formula or method for determining the price; and

(4)
The agreement must be an arm’s length business transaction and not a gift. Thus, the purchase price must be fair and adequate at the time the agreement is made, particularly if the parties are closely related.

Therefore, the price set in a buy-sell agreement was found to control valuation issues in a number of cases involving estate tax valuation where these requirements were satisfied.
 For gift tax purposes, however, an agreement restricting lifetime sale will be considered with all other pertinent factors, and may tend to lower the value of the business interest.
 

If a business purchase agreement calls for shares to be purchased from an estate with installment purchase notes bearing a rate of interest lower than the market rate at the date of death, an executor may be allowed to discount the value of the shares by the difference between the interest rate called for in the buy-sell agreement and the prevailing rate at the date of death.

A first-offer agreement, under which survivors have no enforceable right to purchase the business interest and can purchase the interest only if the executor wishes to sell, does not fix the value of the interest for estate tax purposes.

If an agreement is between closely related persons and is found to be merely a scheme for avoiding estate taxes, the price set in the agreement will not control.
 A buy-sell agreement is not binding unless it represents a bona fide business agreement and is not testamentary in nature.
 An agreement may be found to be a scheme for avoiding estate taxes, however, even if it also serves a bona-fide business purpose.

No effect will be given to an option or contract under which a decedent is free to dispose of the interest or shares at any price he or she chooses during life.

On the other hand, an agreement that restricts sale during life, but not at death, also will fail to fix the estate tax value.

8887. How are shares of stock valued in a closely-held corporation ?

IRC Section 2031(b) governs valuation, for estate tax purposes, of unlisted stocks and securities. Essentially, this provision provides that the value of securities of corporations involved in the same or similar business may be considered in cases where the small business at issue has no readily available market price because its interests are neither listed on a public exchange nor frequently traded.

Revenue Ruling 59-60 contains a broad discussion of factors that the IRS believes should be considered in valuing shares of stock in closely-held corporations or in corporations where market quotations are either lacking or too scarce to be recognized.
 The IRS has found that in these cases, all available financial data, as well as all relevant factors affecting the fair market value, should be considered. The following nonexhaustive list of factors are important in this analysis:

(1)
The nature of the business and the history of the enterprise from its inception;

(2)
The economic outlook in general and the condition and outlook of the specific industry in particular (see Q 8892);

(3)
The book value of the stock and the financial condition of the business;

(4)
The business’ earning capacity;

(5)
The business’ dividend-paying capacity;

(6)
Any goodwill or other intangible value that can be attributed to the business (see Q 8890 and Q 8891);

(7)
Sales of the stock and the size of the block of stock to be valued (see Q 8894); and

(8)
The market price of stocks of corporations engaged in the same or a similar line of business having their stocks actively traded in a free and open market, either on an exchange or over-the-counter (see Q 8888).

In general, when valuing an operating company that sells goods and services, primary consideration is given to earnings, and when valuing a company that merely holds investments, primary consideration is given to asset values. However, if a company is not easily characterized as one or the other, both earnings and assets must be considered.
 For a discussion of the impact of a buy-sell agreement on valuation, see Q 8545. 

8888. What is the market valuation approach used in valuing closely-held business interests?

The market valuation approach to valuing closely-held business interests attempts to determine the value of stock in a closely-held corporation by comparing it to the price of publicly traded shares in a comparable business. Revenue Ruling 59-60 guidelines (discussed in Q 8887) suggest that comparable business entities in the same or similar line of business must be identified as a starting point in this analysis. Once one or more comparable entities are located, their price/earnings (P/E) ratio must be determined. The P/E ratio is the price per share divided by the earnings of the applicable stock over the most recent 12 month period. This ratio illustrates the investor interest in the stock based on its current selling price on a recognized exchange or on the over-the-counter market.
When evaluating stock of a comparable publicly traded company, it should be remembered that only a small portion of the capital stock issued and outstanding is traded daily. As a result, such trades represent only minority-interest trading. Nevertheless, the P/E ratio of stock in a comparable publicly traded company is relevant because unlike closely-held shares, publicly traded stocks have daily marketability through their respective exchanges, so price is always a known factor.
P/E ratios may fluctuate due to special situations—extraordinary losses or gains may occur in one year or the sale of a subsidiary may cause fluctuations. Moderate P/E fluctuations should be disregarded. However, if a company exhibits wide variations due to extraordinary losses or gains, it may be too volatile to be used as a meaningful basis for comparison.
Marketability Discount 

The discussion concerning market valuation assumes that what is being sold or purchased is some type of minority share value with daily marketability. However, there is rarely a ready market for shares in a closely-held company. In addition, most closely-held companies do not provide financial data to the public and may not even provide it to minority shareholders. Finally, closely-held companies frequently place restrictions on stock.
All these "unknowns" work to limit the marketability of closely-held stock and introduce a marketability discount. Such discounts may range anywhere from 10 percent to 50 percent or more. (The larger discounts usually apply to minority blocks as opposed to controlling interests.) Marketability discounts must be determined on a case by case basis. Ultimately, the exact amount of the discount may not be known until the seller and buyer agree on a price per share. Nonetheless, it should be remembered that closely-held stock will almost always be valued at a lower rate than comparable publicly traded stock because of the marketability discount associated with closely-held companies (see Q 8884). See Q 8894 for a detailed discussion of the application of control premiums and minority discounts in small business valuation.
8889. What is the income valuation approach that is used in valuing closely-held business interests?

The income approach to valuing closely-held business interests is primarily based on an estimation of future earnings capacity. The first step in the process of calculating future earnings is to obtain any financial plans prepared by the company. The next step is to project the company’s cash flow for a minimum of five years. These projections should be based on information about the recent past, including the company’s profit-and-loss statements. Company sales and income are also frequently used to predict future cash flow.
In cases where the company has an erratic history of sales and earnings, the process may become more complex. In these situations, the reason behind the irregular financial past must be determined. An important element in this analysis involves determining whether the company is operating in a cyclical industry prone to yearly swings in sales and income. If so, other industry firms can be expected to show similar cyclical behavior. Recognizing an industry cycle should provide clues to future financial performance.
If the industry is non-cyclical, firm records must be reviewed to determine the specific reasons or events that caused the erratic history. Questions to ask include: 
(1)
Does the company face heavy debt?

(2)
Is management lacking in experience or depth?

(3)
Have products not been brought to market in a timely manner?

(4)
Has growth been too rapid?

(5)
Was expansion poorly planned?
A problem in any of these areas may signal problems in the future as well.
When predicting cash flow, the standard practice is to forecast five years into the future and discount each year’s cash flow back to present value, by using a market-indicated rate of return. Risks faced generally by the industry in which the company operates should also be factored into this equation. The fifth year value of the company must be estimated by capitalizing the fifth-year cash flow, using an appropriate rate of return that considers both company and industry risk. The fifth year value is translated into present value by using a discount rate derived from the market rate. 
The sum of the discounted cash flows for five years and the present value of the capitalized fifth year results in the fair market value of the company under this valuation approach.
8890. How is “goodwill” important in valuing small business interests?

Goodwill is an intangible business asset that includes attributes such as the business’ reputation, client and supplier relationships and potential for repeat business. In the closely-held business context, IRS Revenue Ruling 59-60 specifically identifies goodwill as a factor that must be valued in order to determine the company’s overall fair market value. 
An important consideration in determining the presence of goodwill, and whether this goodwill is transferable, involves whether the general performance of the business depends upon a certain individual or a group of individuals. If this is the case, this goodwill may be lost if the business is sold without the continued participation of these individuals.
 
Though the IRS has recognized that the personal skill of one owner or a group of owners often cannot (or will not) be sold along with the business,
 it has recognized that such skill can add substantially to the value of the business by enhancing the reputation of that business.
 However, in order for the value of the business to be increased by the goodwill established by departing business owners, the IRS requires that those departing owners relinquish all rights to that goodwill. Therefore, for example, if a business owner or group of owners sell their business without allowing the purchasers to use their existing business name, no goodwill has been transferred that would increase the value of the business.

8891. What factors are used in determining the intangible value of a small business?

As is typical in small business valuation, the IRS has indicated that the extent to which a business’ value is attributable to intangible value in the form of goodwill must be determined on a case by case basis.
 At its most basic level, the value that exceeds the value of the business’ tangible assets is attributed to its goodwill. Goodwill is determined by deciding how much a purchaser would pay for this excess value, which is the product of intangibles such as reputation and market position (see Q 8890).
Because of the fact-intensive nature of the inquiry, there are no specific factors that must be considered in determining the goodwill of a small business. Often, the value of goodwill will depend upon the business’ earning capacity and projected future earning capacity, but it can also include value attributable to the business’ prestige, whether it owns a trademark or brand name and its record of successful operation over a prolonged period of time.
 
A business that derives much of its success from the services provided by its owners, such as a group of doctors or accountants, will often assign significant value to the goodwill generated by the reputations of these professionals. Conversely, if the business is primarily asset-driven, where the physical equipment or structures producing a product may be more important than the personal services of a business owner, goodwill may be assigned a lesser value. However, even in a product-driven business, if the reputation of concrete products produced by the business provides motivation for repeat business, the business’ goodwill should be assigned a higher value.
The courts have held that the value of personal relationships established by a shareholder-employee or other business owner are generally not corporate assets, and therefore may not be considered in determining the value of goodwill, unless the individual has committed to continuing services to the business, whether contractually or otherwise. In this context, non-compete agreements and traditional employment agreements may be useful in establishing such a commitment.
 
Because the standards for valuing goodwill are so amorphous, the IRS has proposed a formula that may be used to value goodwill in the event that the parties are unable to assign value based upon past earnings performance and perceived reputational value. Under this formulaic approach, the owners must first determine the return on the average annual value of the business’ tangible assets over a period of time (the IRS recommends five years). The percentage of returns that are based on tangible assets is subtracted from the total average earnings of the business over the same period of time. The remaining value is considered to represent earnings from the business’ intangible assets, including goodwill. This value is then capitalized (at a suggested rate of 15 to 20 percent, depending upon the individual level of business risk) to allocate a value to those intangible assets.

Any abnormal years should be excluded from the period used for averaging under this formula. In determining the rate of capitalization that is most appropriate, the IRS has indicated that the owners must consider factors such as (1) the nature of the business, (2) the risks involved in the business and (3) the stability or irregularity of earnings.
It is important to note that the IRS only recommends use of this formula if the parties are unable to otherwise realistically assign value to a business’ goodwill through another reasonable approach that is based on factors more specific to the particular business.
8892. What types of external risks are important in determining the value of a small business?

As in any other business context, the value of a small business may be substantially impacted by external pressures and risk factors. As such, the IRS recognizes that the general economic outlook and industry-specific risk factors must be considered in determining the overall value of the business.
 
In this analysis, it is important to identify industry trends that have emerged, and whether the business’ management is aware of these trends and planning to take advantage of them in their future business plans. While general economic outlook is an important consideration in assigning value to a business, the parties must also consider whether the small business in question tends to prosper in proportion to general economic conditions, or whether its performance is counter-cyclical. If the business’ performance is counter-cyclical, valuation must account for the fact that a general market downturn could represent a period of growth within the industry that the business operates.
Investor perceptions toward the industry in which the business operates can also serve as a predictor of current and future business value. To this end, examination of comparable businesses that are traded more regularly can aid in determining the potential for increased value in the small business based on industry performance. The IRS, therefore, recognizes that the market prices of stocks of corporations engaged in the same or similar lines of business with actively traded stock, either on an exchange or over-the-counter, can be important in determining investor perceptions that can influence future value.

Further, it is important to identify the business’ position in the industry with respect to its competitors. In this analysis, whether the individual business is more or less successful than competitors is important, but it is also important to determine whether the industry in which that business operates is competitive with respect to other industries. It must also be determined whether a company that is more successful than its competitors is poised to continue this success. For example, if a company’s success is based largely upon the fact that it has developed a product that is new to the market, whether it can maintain this advantage is critical to anticipating future success.

The courts have also made clear that, in any analysis that determines value partially based upon other business’ performance, the comparable businesses that are selected must be appropriately comparable to the small business valuation at issue. For example, the performance of the securities of a holding company, where the primary issue is asset performance, are not appropriately comparable to the potential performance of an operating company, where the primary concern is earnings capacity, and thus should not be used to determine value.

While there is no formula for determining the impact of various external factors upon the value of a particular small business, the fact-intensive inquiry generally includes an evaluation of the following nonexhaustive list of issues: 
(1)
Status of the local labor market; 
(2)
The company's reliance on other entities for goods or services; 
(3)
The risk or anticipation of merger or acquisition; 
(4)
The existence of pending or potential litigation, 
(5)
The local, regional and national economies and forecasts; and 
(6)
The nature and extent of competition within the company's field.

Both the relevance and the weight accorded to any one of these factors will depend upon the nature of the business and the industry and geographic location in which it operates.
8893. How does the current management structure of a small business impact valuation?

Generally, a small business whose future prospects are completely dependent on the current management team is at a much greater risk and, as a result, less valuable than a company with good management backup and a well organized system of delegation. The organizational structure of the small business and the degree of control that the business owners exercise over the actual operations are important in determining the impact that the current management structure will have on the value of the business. 
As discussed in Q 8890 and Q 8891, in a business where emphasis is placed on the performance of services by specified individuals, rather than the supply of goods through use of tangible assets owned by the business, the presence or absence of these individuals has a much more substantial impact on the business’ value.
 Similarly, where, as many small businesses, operations are directed entirely by a small group, retention of these individuals can be key to maintaining the value of the business. The loss of individuals who have been key to a business’ success can reduce the value that should be assigned to that business, especially if there is no succession plan in place.

The IRS has recognized, however, that such losses can be offset, such as through the use of insurance funding, as in a buy-sell agreement where the company has purchased insurance to help sustain operations if a key owner dies or otherwise withdraws from the business (see Q 8855).
 Such an offset must, therefore, be taken into account when assigning weight to the valuation impact of the current management structure, whether through the retention or loss of certain individuals’ services.
8894. How can a majority or minority interest impact the value of a small business interest?

If a block of stock represents a controlling interest in a corporation, a “control premium” may add to the value of the stock. If, however, the shares constitute a minority ownership interest, a “minority discount” is often applied to the value. For example, in Martin v. Commissioner,
 discounts were applied to shares of stock representing a minority interest in a holding company that, in turn, held minority interests in seven operating companies. In this case, lack of control over both the holding and operating companies, combined with a lack of marketability (see Q 8888), led the court to allow a combined 70 percent discount in valuing the interests. 

A premium may also attach for swing vote attributes where one block of stock may exercise control by joining with another block of stock.
 The IRS has valued stock included in the gross estate at a premium as a controlling interest, while applying a minority discount to the marital deduction portion which passed to the surviving spouse.
 

However, the fact that an interest being valued is a minority interest does not always mean that a minority discount is available. Courts have held that, even though the interests at issue are minority interests, a minority discount is not appropriate if there is nothing lost through the minority ownership position. For example, in a case where the decedent owned minority interests in five partnerships, no discount was available because the partnership agreement required the partnerships to distribute cash flow annually based on a predetermined formula. Therefore, the majority partners would not be able to prevent or alter the partnership distributions and there was no risk that the minority owner would not receive an annual payout.

If a donor transfers shares in a corporation to each of the donor’s children, the IRS will no longer consider family control when valuing the gift under IRC Section 2512. Thus, a minority discount will not be disallowed solely because a transferred interest would be part of a controlling interest if such interest were aggregated with interests held by family members.
 Accordingly, a minority discount has been allowed even when the person to whom the interest was transferred was already a controlling shareholder.

The Tax Court has determined that an estate would not be allowed a minority discount where the decedent transferred a small amount of stock immediately prior to death for the sole purpose of reducing her interest from a controlling interest to a minority interest for valuation purposes.
 Also, a partnership or LLC may be included in the gross estate under IRC Section 2036 without the benefit of discounts if a decedent transfers all of his or her assets to the partnership or LLC and retains complete control over the income of the partnership or LLC.

8895. What special estate tax valuation issues must be considered in the small business context?

In recognition of the limited marketability of closely-held family businesses, and in an effort to encourage the continued operation of these businesses after the death of the business owner, Congress enacted IRC Section 2032A to potentially ease the estate tax liability of successors to family businesses. If the family business includes ownership of real estate used in the business, the estate may be able to take advantage of this special use valuation provision in valuing the real property for inclusion in the gross estate. 
Generally, real property is valued on the basis of its “highest and best use,” which typically leads to a valuation that reflects the upper limit of the property’s potential value. However, a “current use” approach is available for qualified real property used for farming purposes or in certain trades or businesses. “Qualified real property” used in a closely-held business may also qualify for special use valuation.
 An estate’s executor can elect to value qualified real property used in a closely-held business on the basis of its actual use in the business, rather than its highest and best use, if the requirements of IRC Section 2032A, discussed below, are satisfied. 
Planning Point: As it applies to real property, farmers and ranchers often feel asset rich and cash poor. The estate tax issues they face are significant and not easily solved. One option to consider are “land grant” non-profit organizations that preserve the ranching/farming heritage and avoid liquidation due to taxes.
The aggregate decrease in the business value permitted through special use valuation under Section 2032A is $1,090,000 for decedents dying in 2014, as indexed annually for inflation.

Section 2032A valuation may be elected if: (1) the qualified property is owned by a U.S. citizen or resident and (2) the executor makes the election under Section 2032A(d)(2).
 Qualified real property is real property located in the United States where the following additional conditions are satisfied: 
(1)
Substantial and historical usage. The IRC Section 2032A election is only available to estates in which a farming or other closely held business comprises a substantial part of the estate. The following requirements apply:
(a)(i) 25 percent or more of the adjusted value of the decedent's gross estate must consist of the adjusted value of real property used in the business, and (ii) 50 percent or more of the adjusted value of the gross estate must consist of the adjusted value of real or personal property used in the business;
 and
(b)
During the eight years immediately preceding the decedent’s death, the decedent, or a member of his family, must have (i) owned and used the property
 and (ii) materially participated in the business.
 
(2)
Future usage to prevent recapture. Because IRC Section 2032A is intended to encourage continued future use of the property, each person with an interest in the property must sign a written consent to a special recapture tax set forth in 2032A(c).
 This requirement is imposed in furtherance of the goal of encouraging the decedent’s heirs to continue the business rather than being forced to sell in order to meet tax liabilities.
 
The recapture tax is imposed if the heir (1) disposes of any interest in the qualified small business property to a non-family member or (2) ceases to use the property for a qualified use (meaning use within the closely-held business) within 10 years of the death of the decedent and before the death of the qualified heir. 
 Essentially, a “qualified heir” is an heir who is either (1) a surviving spouse; (2) an heir who has not yet reached the age of 21; (3) a disabled individual; or (4) a student.
 
The numerous requirements imposed under IRC Section 2032A, along with its limited applicability in the estate tax context, naturally mean that the valuation approach will only be useful in limited circumstances.
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