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Praise for the
First Edition of

Business Valuation Body of Knowledge

“The beauty of this work is that it points the reader to each professional organization’s
writings on issues relating to business valuation methodologies and applications. I can’t think of
an attorney who works with business valuation professionals who should not have this book.”

Robert E. Kleeman, Jr., CPA/ABV, ASA, CVA, CFE
Clifton Gunderson, L.L.C.

“Business Valuation Body of Knowledge will quickly become one of the foremost 
authoritative sources on the ‘body of knowledge’ for business valuations. It is well organized and

written in a style which allows it to be used as both a teaching tool and as a reference manual.”

R. James Alerding, CPA/ABV, ASA, CVA
Clifton Gunderson, L.L.C.

“When you simply need an answer, Shannon has it for you. The Body is a no-nonsense 
repository of information!”

Stephen J. Bravo, CPA/ABV, CBA, CPF, PFS
Apogee Business Valuations, Inc.

“This book is a ‘must have’ for every business valuation library.… [Shannon has] done an
excellent job of compiling a core body of knowledge that is common to all of the major accredited

organizations in the business valuation profession.”

Thomas E. Hilton, CPA, CVA
Anders, Minkler & Diehl, LLP

“This book is great. I especially like the cost of capital chapter… It’s one of the few books
where there is a succinct description of the different methods to determine the cost of capital. I

thoroughly enjoyed reading it and it was a great refresher for me.”

Mary McCarter, ASA, CFA
Columbia Financial Advisors, Inc.
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Preface

The Business Valuation Body of Knowledge Workbook is designed as a hands-on practical
learning experience to supplement the Business Valuation Body of Knowledge. It is suitable as
a tutorial for beginning appraisers or as a refresher for experienced appraisers. (Even the most
experienced professionals will pick up a few things they might have overlooked. Things change
rapidly, and this workbook is up-to-date through late 2002.) It is also excellent preparation for
those sitting for business valuation credential exams given by the American Institute of Certi-
fied Public Accountants (AICPA), American Society of Appraisers (ASA), Institute of Business
Appraisers (IBA), National Association of Certified Valuation Analysts (NACVA), Canadian
Institute of Chartered Business Valuators (CICBV), or Association for Investment Management
and Research (AIMR).

This workbook is also suitable for attorneys, corporate finance officers, or business inter-
mediaries who will be using business appraisals rather than conducting them.

It can be used with either the first or second edition of Business Valuation Body of
Knowledge, although the workbook tends to put more weight on changes since the first edi-
tion. With one exception, the chapter order is the same in both editions and in the workbook.
The workbook does not include any questions for Chapter 22, “Sample Case: Shannon’s Bull
Market.”

This workbook covers all the major concepts of the core knowledge related to business
appraisal, but it does not include valuation of options or intangible assets.

Like the Cost of Capital Workbook, this book is organized in two sections:

1. Section One: Questions

2. Section Two: Answers

The answers section contains not only the answers to the questions, but also some expla-
nation where some discussion beyond the answer would provide useful insight on the subject.

As in the Cost of Capital Workbook, four different types of questions (where applicable)
are used:

1. Multiple Choice Questions

2. True or False Questions

3. Fill-in-the-Blank Questions

4. Exercises

The exercises include all the basic computational concepts commonly used by business
appraisers.

Eight hours of CPE credit are available for those who successfully complete the 40-ques-
tion self-study examination at the back of the workbook. These hours are in addition to the eight
hours of CPE credit available for the examination at the back of the Business Valuation Body of
Knowledge book. (The Cost of Capital, 2nd edition, and Cost of Capital Workbook are struc-
tured the same way, so a total of 32 hours of CPE credit may be earned by completing all four
exams.)
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I hope that readers will be enriched by this educational opportunity, and I encourage feed-
back at the e-mail address below.

Shannon Pratt
Portland, Oregon
e-mail: ShannonP@BVResources.com

xiv Preface
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Basic Formulas

BASIC PRESENT VALUE FORMULA

where:

PV = Present value
NCF1 … NCFn = Net cash flow (or other measure of economic income) expected in

each of the periods 1 through n, n being the final cash flow in the
life of the investment

k = Cost of capital applicable to the defined stream of net cash flow
n = Number of periods in the series

BASIC CAPITALIZATION FORMULA

where:

PV = Present value
NCF1 = Net cash flow expected in the first period immediately following the

valuation date
c = Capitalization rate

FORMULA FOR CONVERTING DISCOUNT RATE 
TO CAPITALIZATION RATE

c = k – g

where:

c = Capitalization rate
k = Discount rate (cost of capital) for the subject investment
g = Expected long-term sustainable growth rate in the cash flow available to the

subject investment

PV
NCF

c
= 1

PV
NCF

k

NCF

k

NCF

k
n

n=
+

+
+

+ +
+

1 2
21 1 1( ) ( ) ( )

L
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