B D

What It’s Worth

Vol. 19, No. 10, October 2013

BUSINESS

VALUATION UPDATE

TIMELY NEWS, ANALYSIS, AND RESOURCES
FOR DEFENSIBLE VALUATIONS
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and Paul Murray, CPA

The time it takes to market and sell a privately
held business continues its downward trend.
The length of time depends on many factors,
but there are three key variables: industry, price,
and the month the sale listing appears. This is
revealed in the latest update of an ongoing study,
Marketing Period of Private Sales Transactions.

Background: The business valuation concept of
marketability deals with the liquidity of ownership
interests. How quickly an owner can convert an
investment to cash represents the period of time
it will take the seller to liquidate an investment.
The time period can vary greatly depending on
the standard of value in play. For example, lig-
uidation sales can occur quickly and can result
in much lower prices than orderly sales. Selling
periods for the latter usually are much longer
than for liquidation sales as sellers explore the
marketplace of potential buyers in the hope of
realizing prices greater than liquidation.

The certainty that the seller will realize the esti-
mated sale price (value) of an investment rep-
resents the price volatility of the investment
during the period that it is being offered for sale.
If market prices for similar investments fall dra-
matically while the marketplace is being explored,
then the seller will have lost the opportunity to
lock in the higher price that existed at the time
the sell decision was made. Conversely, if the
sale price is fixed for some reason (e.g., a listing
agreement) and market prices for similar invest-
ments rise dramatically during the marketing

period, the seller will have lost the opportunity
to realize the increased value.

In every sale transaction, the “quickly” and
“certainty” variables work together when deter-
mining the value of an investment. Relative to
immediately marketable investments, the esti-
mated freely traded value of illiquid investments
must be discounted to reflect the uncertainty
of the time and price of sale. This uncertainty
is reflected in business valuations by what is
commonly referred to as the discount for lack of
marketability (DLOM).

The economic costs of time and price uncer-
tainty can be reduced to the price risk faced
by an investor during the particular period that
an illiquid investment is being offered for sale.
Public investments with no price volatility have
no DLOM because they can be arbitraged to
negate the risk of a period of restricted mar-
keting. Conversely, volatile investments that
are immediately marketable can be sold at the
current price to avoid the risk of future volatil-
ity. The illiquidity experienced by the seller of a
nonpublic business interest during the marketing
period therefore represents an economic cost
reflective of the risk associated with the inability
to realize gains and to avoid losses during the
period of illiquidity. Longer marketing periods
expose the potential value of the business to
adverse events in the marketplace and adverse
changes in the operations of the business that
require a greater DLOM to equate the investment
to an immediately liquid counterpart.

Two databases of private company sale
transactions used. The annual update to our

Reprinted with permissions from Business Valuation Resources, LLC

bvresources.com



WHY DO PRIVATE FIRMS LINGER ON THE SELLING BLOCK?

BUSINESS VALUATION UPDATE

Publisher:

Legal Editor:
Managing Editor:
Desktop Editor:
Customer Service:

Sarah Andersen
Sylvia Golden, Esq.
Janice Prescott
Monique Nijhout
Retta Dodge

VP of Sales: Lexie Gross
President: Lucretia Lyons
CEO: David Foster

EDITORIAL ADVISORY BOARD

CHRISTINE BAKER THEODORE D. ISRAEL
CPA/ABV/CFF CPA/ABV/CFF, CVA
MEYERS, HARRISON & PIA ECKHOFF ACCOUNTANCY CORP.
NEW YORK, NY SAN RAFAEL, CA
NEIL J. BEATON JARED KAPLAN, ESQ.
CPA/ABV, CFA, ASA MCDERMOTT, WILL & EMERY
ALVAREZ & MARSAL VALUATION Gnrenic
SERVICES GILBERT E. MATTHEWS CFA
SEATTLE, WA SUTTER SECURITIES INCORPORATED
FRANCI! A
JOHN A. BOGDANSKI, ESQ. S
LEWIS & CLARK Z. CHRISTOPHER MERCER
ASA, CFA
PLSEVHSESL%% MERCER CAPITAL
d MEMPHIS, TN
ROD BURKERT
JOHN W. PORTER, ESQ.
CPA/ABY, CVA BAKER & BOYTSESQ
BURKERT VALUATION ADVISORS, LLC HOUSTON, TX
LA 2SO RONALD L. SEIGNEUR
MICHAEL A. CRAIN MBA, ASA, CPA/ABV, CVA, CFF
CPA/ABV, ASA, CFA, CFE SEIGNEUR GUSTAFSON
THE FINANCIAL VALUATION GROUP LAKEWOOD, CO
FORT LAUDERDALE, FL BRUCE SILVERSTEIN, ESQ.
e T YOUNG, CO/\%/A\%)\; STARGATT &
ASA, CPA/ABV, MCBA WILMINGTON, DE
MEYERS, HARRISON & PIA JEFFREY S, TARBELL
D, ME
PORTLAND, e
JAY E. FISHMAN HOULIHAN LOKEY
FASA, CBA SAN FRANCISCO, CA
FINANGIAL RESEARCH ASSOCIATES GARY R. TRUGMAN
BALA CYNWYD, PA ASA, CPA/ABV, MCBA, MVS
TRUGMAN VALUATION ASSOCIATES
LYNNE Z. GOLD-BIKIN, ESQ.
WEBER GALLAGHER AP R
NORRISTOWN, PA KEVIN R. YEANOPLOS
CPA/ABV/CFF, ASA
LANCE S. HALL, ASA BRUEGGEMAN & JOHNSON
FMV OPINIONS YEANOPLOS, PC.
IRVINE, CA TUCSON, AZ

Business Valuation Update™ (ISSN 1088-4882) is published monthly by
Business Valuation Resources, LLC, 1000 SW Broadway, Suite 1200,
Portland, OR, 97205-3035. Periodicals Postage Paid at Portland, OR, and
at additional mailing offices. Postmaster: Send address changes to Business
Valuation Update™, Business Valuation Resources, LLC, 1000 SW Broadway,
Suite 1200, Portland, OR, 97205-3035.

The annual subscription price for the Business Valuation Update™ is $399.
Low-cost site licenses are available for those wishing to distribute the BVU
to their colleagues at the same address. Contact our sales department
for details. Please feel free to contact us via email at customerservice@
BVResources.com, via phone at 503-291-7963, via fax at 503-291-7955 or
visit our web site at BVResources.com. Editorial and subscription requests
may be made via email, mail, fax or phone.

Please note that by submitting material to BW, you are granting permission
for the newsletter to republish your material in electronic form.

Although the information in this newsletter has been obtained from sources
that BVR believes to be reliable, we do not guarantee its accuracy, and such
information may be condensed or incomplete. This newsletter is intended
for information purposes only, and it is not intended as financial, investment,
legal, or consulting advice.

Copyright 2013, Business Valuation Resources, LLC (BVR). All rights
reserved. No part of this newsletter may be reproduced without express written

consent from BVR.

study presents our findings regarding the time
it has taken to sell different populations of pri-
vately held business.! For this purpose, we have
assumed that the asking price of each business
was reasonably estimated. We then considered
the marketing time periods of the businesses by
the industry, price, and listing date.

We obtained a database of 7,928 private company
sale transactions from Business Valuation
Resources’ Pratt’s Stats database and a data-
base of 10,381 private company sale transactions
from the BIZCOMPS database.? The population
of the Pratt’s Stats transactions occurred from
February 1992 through the end of 2011; the popu-
lation of the BIZCOMPS transactions occurred
from March 1995 through the end of 2011.2 For
each transaction, these databases report an
associated Standard Industrial Classification
(SIC) code, sale initiation date, sale closing date,
and asking price. Each Pratt’s Stats transac-
tion also listed a market value of invested capital
(MVIC). The average time that elapsed from the
initial offering date to the closing date of these
transactions is 211 days for the Pratt’s Stats
transactions (up from 200 days in the previous
study) and 214 days for the BIZCOMPS trans-
actions. The standard deviation of the reported
periods is 98.6%, or 208 days, for the Pratt’s
Stats transactions and 82.2%, or 176 days, for
the BIZCOMPS transactions. Exhibits 1 and 2
show the distribution of the amount of time it took
to consummate the sale transactions in the two
databases. The data are split into 30-day incre-
ments for presentation and analytical purposes.

Exhibit 1 shows the distribution of sales of the
population of Pratt’s Stats sales. The peak of the
graph is 972 sale transactions, which occurred
from 61 to 90 days to sell, which is 12.3% of
the population. Database analysis indicates that

1 For a discussion of methods of estimating price
volatility for a privately held business interest, please
refer to our paper titled “Estimating Private Company
Price Volatility.”

2 Jack R. Sanders, CBA, CBI, CMEA, CVA, is the col-
lector and author of the BIZCOMPS database.

3 Any sales initiated after Dec. 31, 2009, were excluded

from both databases to avoid skewing our analysis
with only short period sales in the subsequent years.
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one standard deviation to the right of the mean
encompasses marketing periods up to 419 days,
which is 88% of the population.

Exhibit 2 shows the distribution of sales of the
population of BIZCOMPS transactions. The peak
of the graph is 1,161 sale transactions, which
occurred from 61 to 90 days to sell, which is
11.2% of the database. Database analysis indi-
cates that one standard deviation to the right of
the mean encompasses marketing periods of
up to 390 days, which is 88% of the population.

Industry variations. We separated the sale
transactions into the 10 two-digit SIC code divi-
sions corresponding to the broad industry group-
ings shown in Exhibit 3. The spread between
the fastest-selling and slowest-selling industry
groups is 76 days in the Pratt’s Stats database
and 60 days in the BIZCOMPS database.

The construction industry group had the longest
average marketing period in both the Pratt’s
Stats and BIZCOMPS databases: 248 days and
264 days, respectively. The finance/insurance/
real estate and manufacturing industry groups
also had marketing periods longer than the mean
in both databases.*

Businesses reported in the mining industry sold
relatively quickly, in an average of 172 days, but
are based on only nine translations in the Pratt’s
Stats database. The BIZCOMPS database con-
tains no mining industry transactions. The retail
and services industry groups also had marketing
periods shorter than the mean in both databases.
The Pratt’s Stats and BIZCOMPS databases had
inconsistent results relative to the mean for the
agriculture/forestry/fishing, transportation/com-
munications/electric/gas/sanitary services, and
finance/insurance/real estate industry groups.

Exhibit 1. Distribution of Marketing Periods
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Exhibit 3. Average Marketing Period by SIC Code
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Exhibit 2. Distribution of Marketing Periods Key to SIC codes
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The above results show that average marketing
periods are materially different for businesses
operating in separate industries. The widely
varying standard deviations of marketing periods
add to the differences that can be expected
when comparing one business to another.

Marketing periods by sale year. The Pratt’s
Stats database reports sale transactions com-
mencing in 1991 and extending through 2011.
The years 1991 to 1995 were not used in our
calendar-year analysis since very few transac-
tions were reported for those years. Excluding
1991 to 1995 reduced the Pratt’s Stats database
population from 7,928 to 7,848. The BIZCOMPS
database reports sale transactions commencing
in 1993 and extending through 2011. The years
1993 to 1997 were not used in the calendar-
year analysis since very few transactions were
reported for those years. Excluding 1993 to 1997
reduced the BIZCOMPS database population
from 10,381 to 10,287.

Exhibit 4 shows a recent decline in the average
selling period over time. In 2007, the Pratt’s Stats
database indicates that it took an average 228
days, and the BIZCOMPS indicates that it took
an average of 237 days, to sell a business. By
2009, the average time fell to 204 days and 202
days, respectively.

Effects of asking price. Generally, the average
number of days to sell a privately held business
increases as the asking price increases. Both the
Pratt’s Stats and BIZCOMPS databases provide
the transaction asking price. The range of asking
prices of the resulting transaction population was
from $3,456 to $70,000,000 (for Pratt’s Stats) and
from $15,000 to $35,000,000° (for BIZCOMPS,).

We combined the two databases and split the
transactions into 20 groups based on asking
price of approximately equal numbers of sales.
Exhibit 5 shows the average days to sell for each
asking price group.

When the asking price is under $55,000, the
average days to sell is 174 days for the Pratt’s

5 One transaction had an asking price of $0 and was
excluded from this calculation and Exhibit 6.

Exhibit 4. Average Marketing Period by
Year of Sale Initiation
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Stats database and 168 days for the BIZCOMPS
database. The length of the marketing period
gradually increases until the asking price is
greater than $1,500,000 when the average days
to sell is 268 days for the Pratt’s Stats database
and 300 days for the BIZCOMPS database.

Seasonality influence. We considered whether
the time of year a sale transaction is initiated
makes a difference in the length of marketing
periods. To analyze this factor, the sale trans-
actions were grouped based on the month the
company was listed for sale.

Exhibit 6 shows that the sales reported by Pratt’s
Stats and BIZCOMPS show similar effects of
seasonality.

On average, sale transactions in the Pratt’s
Stats database originally listed in August took
the longest time to sell, with a mean of 223 days.
Sales transactions in the BIZCOMPS database
originally listed in July took the longest time to
sell, with a mean of 222 days. Listings in March
for the Pratt’s Stats database and February for
the BIZCOMPS database had the highest volatil-
ity of time to sell. The months with the shortest
marketing periods based on listing date were
December, January, April, and November for the
Pratt’s Stats database (averaging 197, 202, 203,
and 205 days, respectively), and January and
November for the BIZCOMPS database (aver-
aging 192 and 202 days, respectively). Possible
explanations for these phenomena are proximity
to year-end numbers for November, December,
and January listings and proximity to completion
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Exhibit 5. Average Marketing Period by Asking Price
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of tax filings for April listings. Such proximity
tends to offer buyers enhanced transparency
through more timely financial reporting.

Other factors. Our earlier studies disputed the
notions that GDP, inflation, money supply, and
demographics explain the marketing periods
of privately held businesses. The present study
confirmed our prior results. Correlation analysis
of selling time against these macroeconomic
factors yielded low R-squares, suggesting that
annual fluctuations in inflation, real GDP, nominal
GDP, money supply, and demographics provide
little explanation of the variations in private busi-
ness marketing periods. For example, there was

Exhibit 6. Average Marketing Period by Month
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a recession from March 2001 to November 2001
that possibly explains the longer selling times for
those sales that were listed in 2000 and closed
in 2001. But the explanation is seemingly con-
tradicted by the decline in the average number
of days to sell businesses listed in 2001. Despite
the recession, the average business sold faster
during 2001 than in 2000. A major recession
also started in December 2007. This possibly
explains the longer selling times for those sales
that were listed in 2007, but the shorter selling
times of the 2008 and 2009 periods (still in reces-
sion) contradict the explanation. Our conclusion
is that the general state of the economy is not a
reliable predictor of the time it will take to sell a
|business.

Conclusion. There is no doubt that many factors
contribute independently to the length of time
that it takes to sell a privately held business, but
industry, price, and month of listing appear to
be key contributors. Business appraisers should
explore these variables in reaching marketing
period conclusions. Broader economic and
demographic factors do not appear to be reliable
determiners for the period of time needed to sell
a privately held business. Business appraisers
should also be aware that the Pratt’s Stats or
BIZCOMPS databases result in different mar-
keting period conclusions for some marketing
period measurements. This fact may open the
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appraiser to criticism if care is not used in deter-
mining the selection of a particular database.

This article presents selected findings from
the study The Marketing Period of Private Sale
Transactions: Updated for Sales Through 2011. For
the complete version, please contact the authors.

Marc Vianello, CPA, ABV, CFF, and Paul
Murray, CPA, are with Vianello Forensic
Consulting LLC. Vianello is managing member
and can be reached at vianello@vianello.biz.
Murray is a consultant and can be reached at
murray@vianello.biz.
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