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Sample Company LLC
Balance Sheets - Historical & Common-Size

$ % $ % $ %
Assets

Current assets
Cash 171,221 20.2% 94,751 11.2% 63,607 7.5%
Trade receivables 43,335 5.1% 35,668 4.2% 38,126 4.5%
Inventory 493,293 58.2% 539,741 64.0% 540,381 63.4%
Prepaid expenses 19,955 2.4% 23,119 2.7% 29,849 3.5%

Total current assets 727,804 85.9% 693,279 82.1% 671,963 78.9%
   

Property & equipment - net 119,302 14.1% 149,854 17.8% 180,009 21.1%

Other assets 0 0.0% 0 0.0% 0 0.0%
Total assets 847,106 100.0% 843,133 99.9% 851,972 100.0%

   
Liabilities

Current liabilities
Accounts payable 0 0.0% 11,373 1.3% 11,061 1.3%
Notes payable - short-term 34,854 4.1% 34,854 4.1% 44,890 5.3%
Sales tax payable 380 0.0% 182 0.0% 158 0.0%
Payroll withholdings & taxes payable 1,839 0.2% 1,279 0.2% 1,238 0.1%

Total current liabilities 37,073 4.3% 47,688 5.6% 57,347 6.7%

Long-term liabilities 188,953 22.3% 244,345 29.0% 252,162 29.6%

Total liabilities 226,026 26.6% 292,033 34.6% 309,509 36.3%

Equity
Beginning 551,100 65.1% 542,463 64.3% 542,462 63.7%
Net income (loss) 71,646 8.5% 6,591 0.8% 3,496 0.4%
Adjust to tax return 0 0.0% 0 0.0% 0 0.0%
Contributions (withdrawals) (1,666) -0.2% 2,046 0.2% (3,495) -0.4%

Total 621,080 73.4% 551,100 65.3% 542,463 63.7%
Total liabilities & equity 847,106 100.0% 843,133 99.9% 851,972 100.0%

12/31/2010 12/31/2009 12/31/2008
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Sample Company LLC
Income Statements - Historical & Common-Size

$ % $ % $ %

Sales 1,699,436 100.0% 1,392,829 100.0% 1,703,786 100.0%
Cost of sales:

Direct labor 274,667 16.2% 267,600 19.2% 248,791 14.6%
Payroll taxes 38,513 2.3% 32,093 2.3% 26,200 1.5%
Purchases 883,763 52.0% 717,446 51.5% 1,023,102 60.0%
Recondition & parts 97,535 5.7% 45,361 3.3% 42,837 2.5%
Other 7,105 0.4% 4,219 0.3% 4,039 0.2%

Total 1,301,583 76.6% 1,066,719 76.6% 1,344,969 78.8%
Gross profit 397,853 23.4% 326,110 23.4% 358,817 21.2%

Operating expenses
Depreciation 63,864 3.8% 65,192 4.7% 74,795 4.4%
Bad debts 0 0.0% 0 0.0% 5,500 0.0%
Officer's compensation 0 0.0% 0 0.0% 0 0.0%
Other salaries & wages 8,895 0.5% 0 0.0% 0 0.0%
Repairs & maintenance 16,716 1.0% 10,072 0.7% 13,547 0.8%
Supplies 13,404 0.8% 5,699 0.4% 5,921 0.3%
Payroll & other taxes 844 0.0% 154 0.0% 245 0.0%
Property taxes 23,800 1.4% 22,453 1.6% 21,184 1.2%
Licenses & permits 524 0.0% 511 0.0% 180 0.0%
Interest expense 8,806 0.5% 10,951 0.8% 15,110 0.9%
Advertising 2,214 0.1% 500 0.0% 2,850 0.2%
Employee benefits 64,584 3.8% 81,523 5.9% 79,455 4.7%
Uniforms 3,093 0.2% 2,499 0.2% 2,823 0.2%
Gas & oil 24,914 1.5% 38,732 2.8% 43,069 2.5%
Dues & subscriptions 488 0.0% 867 0.1% 252 0.0%
Insurance 45,248 2.7% 36,159 2.6% 36,463 2.1%
Telephone & cable 8,236 0.5% 8,505 0.6% 10,721 0.6%
Miscellaneous expenses 1,002 0.1% 886 0.1% 1,964 0.1%
Professional fees 5,455 0.3% 6,075 0.4% 5,335 0.3%
Utilities 16,892 1.0% 18,819 1.4% 32,953 1.9%
Office & computer expenses 17,228 1.0% 9,922 0.7% 2,954 0.2%
Travel & entertainment 0 0.0% 0 0.0% 0 0.0%
Vehicle expenses 0 0.0% 0 0.0% 0 0.0%

Total operating expenses 326,207 19.2% 319,519 23.0% 355,321 20.4%
Net income 71,646 4.2% 6,591 0.4% 3,496 0.8%

2010 2009 2008
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Sample Company LLC
Cash Flow Statements - Comparative Historical

Net income 71,646 6,591 3,496

Non-cash items
Depreciation - regular 63,864 65,192 74,795

Add (deduct) change in:
Trade receivables (7,667) 2,458 0
Inventory 46,448 640 (95,673)
Prepaid expenses 3,164 6,730 0
Accounts payable (11,373) 312 0
Sales tax payable 198 24 0
Payroll withholdings & taxes payable 560 41 0

Capital expenditures - net (33,312) (35,037) 0
Debt proceeds (repayments) (55,392) (17,853) (17,838)

Net cash flow to equity 78,136 29,098 (35,220)

2009 20082010
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Sample Company LLC
Adjustments to Earnings

Adjusted Pre-Tax Earnings

Net income 71,646 6,591 3,496

Adjust owner's compensation to 50% of SDE (72,158) (41,367) (46,701)
Non-recurring items 0 0 0
Non-operating (discretionary) items 0 0 0
Adjusted pre-tax earnings (512)             (34,776)       (43,205)         

Adjusted Cash Flow 

Cash flow to equity 78,136 29,098 (35,220)

Adjust owner's compensation to 50% of SDE (72,158) (41,367) (46,701)
Non-recurring items 0 0 0
Non-operating (discretionary) items 0 0 0
Adjusted cash flow 5,978           (12,269)       (81,921)         

Seller's Discretionary Earnings

Net income 71,646 6,591 3,496

Depreciation 63,864 65,192 74,795
Interest expense 8,806 10,951 15,110
Non-recurring items 0 0 0
Non-operating (discretionary) items 0 0 0
Sellers' discretionary earnings (SDE) 144,316 82,734 93,401

2009

2009

2009

2010 2008

2010 2008

2010 2008
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Sample Company LLC
Private Company Transactions

BizComps 
NAICS 44131 - Auto parts & accessories stores
Additional search criteria:

Annual sales between $500,000 & $2.5 million
Keywords: wholesale, distributor

Search results
Number of transactions 5
Averages:
   Annual revenue (AR) 1,412,400
   Seller's discretionary earnings/cash flow 229,000
   Sales price (SP) 416,800
Ratios:
   SP to AR 0.30
   SP to SDE 1.82

Percentage of Annual Revenue
2010

Sales 1,699,436

Sales Price to Annual Revenue Ratio 0.30

Value of FF&E and Goodwill 509,831

Add (deduct):
Current assets 627,650
Total liabilities (226,026)

Value of Total Entity 911,455

Multiple of SDE
2010

SDE 144,316          

Sales Price to SDE Ratio 1.82

Value of FF&E and Goodwill 262,655

Add (deduct):
Current assets 627,650
Total liabilities (226,026)

Value of Total Entity 664,279

�
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Sample Company LLC
Capitalization Rate

Specific Company Risk Premium

Notes
Market & Customer Base

Market & industry trends 5 1 5 Recovering
Sales & marketing strategy 5 1 5 Exisitng customers, reputation
Number & concentration of customers 5 1 5 Good but regional
Ability of customer to switch 4 1 4 Based on parts availability
Customer retention/relations 4 1 4 Well-established
Reliance on relationships with key people 4 1 4 Not significant
Ease of getting new customers 5 1 5 Based on parts availability
Competition 5 1 5 Moderate
Selling proposition 4 1 4 Exisitng customers, reputation
Ability to expand 5 1 5 Limited
Years in business 4 1 4 Well-established
   Total 50 11 50
   Weighted average 4.5

Financial Performance
Liquidity 3 1 3 Very good
Efficient use of assets 4 1 4 Good
Efficient use of debt 3 1 3 Very good
Sales trend 3 1 3 Very good
Profit trend 3 1 3 Very good
   Total 16 5 16
   Weighted average 3.2

Operations & Management
Quality & availability of information 5 1 5 Average
Operating systems & procedures 5 1 5 OK
Reliance on key people 5 1 5 Moderate
Management capabilities 5 1 5 OK
Staff turnover 3 1 3 Not significant
Working conditions 5 1 5 OK
Ability to hire new staff 5 1 5 Average
Supplier relations 4 1 4 Good
Environmental impact 6 1 6 Some image problems
   Total 43 9 43
   Weighted average 4.8

Location & Facilities
Equipment condition 5 1 5 OK
Building condition 5 1 5 OK
Available capacity 5 1 5 OK
Geographic location 5 1 5 OK
   Total 20 4 20
   Weighted average 5.0

Macro
Economic conditions & outlook 6 1 6 Uncertain
Regulatory environment 6 1 6 Stable but vulnerable
Exposure to liability 5 1 5 Moderate
   Total 17 3 17
   Weighted average 5.7

Total 129 29 129
   Weighted average 4.4

* Risk factor 
2 = very low, 3 = low, 4 = below average, 5 = average, 6 = above average, 7 = high, 8 = very high

Summary

Required rate of return - private equity** 25.0%

Specific company risk premium 4.4%

Capitalization rate 29.4%

** The Pepperdine private cost of capital survey, Fall 2010 

Risk 
factor* Weight

Weighted 
risk
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Sample Company LLC
Capitalization of Benefits (Cash Flow) Method

Adjusted Cash Flow to Equity
2010 5,978          
2009 (12,269)       
2008 (81,921)       
Total (88,212)       

Average (29,404)       

Capitalization Rate 
 29.4%

Value of operating assets = (100,014)     

Add: 
Non-operating assets 0

Value of Total Entity (100,014)     

���



���������	

Sample Company LLC
Adjusted Net Assets

12/XX/2010

Assets
Current assets

Cash 171,221 a (74,989) 96,232
Trade receivables 43,335 b (25,165) 18,170
Inventory 493,293 493,293
Prepaid expenses 19,955 19,955

Total current assets 727,804 (100,154) 627,650

Property & equipment - net
Building & improvements 47,883 c (47,883) 0
Equipment 24,156 d 336,844 361,000
Vehicles 47,263 e 77,737 125,000
Office 0 0

Total property & equipment 119,302 366,698 486,000

Other assets 0 0
Total assets 847,106 266,544 1,113,650

Liabilities
Current liabilities

Accounts payable 0 0
Notes payable - short-term 34,854 34,854
Sales tax payable 380 380
Payroll withholdings & taxes payable 1,839 1,839

Total current liabilities 37,073 0 37,073

Long-term liabilities 188,953 188,953

Total liabilities 226,026 0 226,026
Net assets 621,080 266,544 887,624

Notes
a - Adjust cash to balances per bank as of 12/XX/2010
b - Adjust A/R to balances with due dates after 6/30/2010
c - Remove real estate excluded from business value
d - Adjust equipment to 50% of original cost of $722,034, rounded
e - Adjust vehicles to 50% of original cost of $249,109, rounded

Fair market 
value

Market value 
adjustments

Book value

�	
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Sample Company LLC

Components

Total Assets 
Total Real Estate Adjusted

2010 847,106 47,883 799,223
2009 843,133 53,533 789,600
2008 851,972 59,183 792,789
Total 2,542,211 160,599 2,381,612

Average 793,871

Industry Return on Assets 
Sageworks, NAICS 42314

Sales $1 > $10 million, all years 5.90%

Adjusted Pre-Tax Earnings 
2010 (512)
2009 (34,776)
2008 (43,205)
Total (78,493)

Average (26,164)

Capitalization Rate Conversion
Capitalization rate - Cash flow 29.4%
Cash flow 
 (29,404)      
Pre-tax earnings x (26,164)      
Capitalization rate - Excess earnings rate = 26.2%

Calculation
Total assets 793,871
Industry return x 5.9%
Expected earnings = 46,838
Pre-tax earnings (26,164)
Excess earnings (pre-tax less expected) (73,002)
Capitalization rate 
 26.2%
Value of intangible assets = 0

Plus: Value of tangible net assets + 887,624

Value of Total Entity = 887,624

Excess Earnings Method
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