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During a recent media briefing by senior 
members of Valuation Research Corp. (VRC), 
an impressive note was struck when they talked 
about their involvement in the profession. Of 
course, the firm is well respected for the valuation 
work its professionals do, but a distinguishing 
feature is the role it plays in the development of 
the valuation profession itself. 

VRC is a global firm with 1,300 professionals, 150 
of which are U.S.-based. About two-thirds of its 
business is deal- and transactions-oriented, such 
as M&A advisory, purchase price allocations, 
ongoing impairment testing, and the like. Last 
year, the firm was involved in 600 deals. A third of 
its business is related to financial services firms, 
such as lenders, insurance companies, hedge 
funds, and pension funds. Its other clients are 
primarily private equity and venture capital firms 
as well as public companies, so a lot of valuation 
work is related to securities. Last year, the firm 
valued over 5,000 securities. 

Giving back. The professionals at VRC have a 
long and remarkable history of giving their pre-
cious time to help advance the business valuation 
profession. PJ Patel, who is co-CEO of the firm, 
has participated in industry groups on valuing 
intellectual property, intangibles, and customer 
relationships. He is the chair of the Appraisal 
Issues Task Force, a group that meets with regu-
lators, and he is a member of other groups such 
as the Business Valuation Resources Panel of The 
Appraisal Foundation (TAF). Patel and Charles 
Sapnas, a managing director, co-wrote a paper 
on inventory valuation that the AICPA used in its 
development of current guidance on the topic. 

Patel served on a TAF working group that devel-
oped best practices in valuing customer relation-
ships. John Czapla, a senior managing director, 
recently co-wrote commentary on the AICPA’s 
guidance, Valuation of Portfolio Company Invest-
ments of Venture Capital and Private Equity Funds 
and Other Investment Companies. They all have 
given numerous presentations at conferences 
and on webinars, and they have written many 
articles, some of which have graced the pages 
of BVU. 

Regulators pleased. Back when the SEC and 
other regulators saw the business valuation 
landscape as “an alphabet soup in chaos,” a task 
force was created to respond to their concerns. 
Known as the Appraisal Issues Task Force, it con-
sists of individuals from valuation firms, audit 
firms, VPOs, and other stakeholders. Since the 
task force was formed, the profession has taken 
efforts to become less fragmented and to regu-
late itself more vigorously. One example of this 
is the Certified in Entity and Intangibles (CEIV) 
credential, created jointly by the AICPA, ASA, 
and RICS. Regulators have expressed approval 
over the efforts made so far, and the task force 
continues to meet three times a year with the SEC 
and FASB, says Patel, who is chair of the group. 
He also noted that the AICPA was about to launch 
the Certified in Valuation of Financial Instruments 
(CVFI) credential, which is “needed,” he says. 

Transactions work. Sapnas specializes in busi-
ness enterprise valuations, purchase price al-
locations, impairment analyses, and intellectual 
property valuations for financial reporting and 
tax purposes. He also frequently works with 
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private equity and venture capital investors. 
One trend he’s seen in the structuring of acqui-
sitions is that they now involve more complex ele-
ments of contingent consideration, or earnouts. 
Therefore, determining the value of the purchase 
consideration has become more complicated, 
requiring valuation methodologies that involve 
probability and option models. He pointed out 
that TAF recently issued a Valuation in Financial 
Reporting (VFR) advisory on valuing contingent 
consideration,1 which must be reported at fair 
value as part of the purchase price in an M&A 
transaction. The application of the concepts 
in the VFR regarding the valuation of options 
extends beyond just contingent consideration, 
so this is something to take a look at. 

At the briefing, Sapnas was asked how probabili-
ties are assigned to elements of contingent con-
sideration. He noted that, in some cases, there 
are data to use for probability estimates, so, if 
an earnout for a pharma company is based on, 
for example, the approval of a new drug, indus-
try data regarding approvals can be used in the 
probability estimation. Another question: How 
much of the contingent consideration is actually 
paid out over time? There are no real data or re-
search on this, but, in their experience, the vast 
majority of earnouts get paid out. 

Deal trends. VRC has seen an increase in the 
number of deals it has been involved with, going 
from 400 in 2016 to 600 in 2018, according to 
Patel. It has also seen multiples in the double 
digits, and there’s some anxiety about the high 
levels of multiples. In terms of contingent consid-
eration, it sees that most deals include it. About 
half of the deals private equity firms they deal with 
are doing are “add-on” deals, meaning they are 
leveraging the investment in a portfolio company 
they already own by acquiring a complementary 
or similar company. The other half of the deals 
involve acquiring a company in an entirely new 
industry, known as a “platform” investment. 

1 appraisalfoundation.sharefile.com/share/view/
s89a36f672e344eeb.
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client angst. One thing that keeps financial 
services clients up at night is whether the 
credit cycle has ended, says Czapla. He heads 
the company’s Portfolio Securities Valuation 
Practice and focuses on valuations of complex 
securities, intellectual property, and solvency 
and fairness opinions. No one really knows 
when the credit cycle will end, but it appears 
that the cycle may be in its ending phase. 
Some say the end will come in 2020, but the 
one-year-off prediction has been made before. 
Then the credit cycle expanded, easy access 
to credit helped boost earnings and prompt-
ed companies to take on debt, which affects 
credit risk. The Fed’s tightening of financial 
conditions by raising interest rates and shrink-
ing its balance sheet leads to contraction and a 
possible slowdown in earnings and economic 
growth. 

Tax reform. Sapnas noted that the new bonus de-
preciation rules have had a significant impact on 
acquisitions. In an asset deal, the buyer can now 
depreciate 100% of qualified property, where, in 
the past, it was available only on new property. 
This can mean a good deal of upfront tax savings 
if the acquired firm is heavy in fixed assets, such 
as a manufacturing company. Of course, tax 
reform’s lower tax rates and interest expense 
limitation have also impacted deals. Patel also 
noted that VRC has seen more intellectual prop-
erty assets coming back to the U.S. under new 
favorable provisions in tax reform. Previously, 
companies had transferred IP assets to lower tax 
jurisdictions in foreign locations. 

To read more perspectives from VRC profession-
als on a wide range of valuation topics, go to its 
website at valuationresearch.com. ◆
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