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There has been a great deal of discussion lately 
about the future of the business valuation pro-
fession. While I applaud every effort to raise the 
technical quality of our work product, I question 
many of the paths that are being taken—including 
the recent decision by the AICPA to allow non-
CPAs to get the ABV credential (more about that 
later). 

I have been involved in the valuation profession 
for more than 40 years now, with the last 38 years 
as a full-time practitioner. I started as a sole prac-
titioner, was a partner in a small local firm, senior 
manager with a “Big Four” firm, and then spent 
the next 19 years of my career developing and 
ultimately being the senior technical partner for 
BV in a top 20 CPA firm. Now I’m a sole practitio-
ner again.

I still attend BV professional meetings each year, 
hoping to pick up new information on how to do 
some part of the valuation better, perhaps some 
innovation or use of data, and just to feel the 
pulse of the BV community. I do not like what I 
am seeing and hearing.

I started my business valuation work “pre-Pratt” 
and have had the privilege to meet and work with 
many of the giants of our profession. However, as 
I look over my shoulder, I believe that I see a path 
to the destruction of the BV practice as we know 
it today. It has already begun. Business valua-
tions by mail for $750. Can’t-miss formulas, just 
fill in the blanks. Comparable company valuations 
based on questionable databases. Practitioners 
subcontracting out major pieces of the valuation 

engagement and then just signing the report 
for their client. The proliferation of numerous 
credentials—I saw a résumé that had 16 valuation 
and litigation credentials for the professional, 
plus being a CPA and MBA. How many things can 
one person be expert in?

This paper is not focusing on “Joe the Plumber” 
who has a single truck and a part-time helper and 
basically concentrates on residential repair jobs. 
Many small business entities in the U.S. economi-
cally have little or no fair market value other than 
the liquidation of their assets. I am also not focus-
ing on the buyer who is not buying a business but 
is buying a job, working 60-plus hours per week, 
with no real profit after owner’s compensation.

What I am focusing on are the many, profitable, 
growing small to medium businesses that need 
the help of a competent business valuation pro-
fessional.

Four absolute rules of BV. I believe that, when 
I started in the BV industry, I learned four rules 
or laws that I still believe are the major drivers of 
professional valuation services today. I believe 
that if the profession is to successfully sustain 
itself as a profession and not a provider of a com-
modity service, we need to review and dissect 
these four laws and make sure we are using them 
correctly today.

The four immutable rules of business valuation 
are:

1. “A determination of fair market value, being 
a question of fact, will depend on the cir-
cumstance in each case. No formula can be 
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devised that will be generally applicable to 
the multitude of different valuation issues 
arising in estate and gift cases. Often, an ap-
praiser will find wide differences of opinion as 
to the fair market value of a particular stock. In 
resolving such differences, he should maintain 
a reasonable attitude in recognition of the 
fact that valuation is not an exact science. A 
sound valuation will be based upon all the 
relevant facts, but the elements of common 
sense, informed judgment and reasonable-
ness must enter into the process of weighing 
those facts and determining their aggregate 
significance.” 1

Let’s deconstruct this discussion and see how 
it is still vital today and why we need to make 
sure we are following the instruction the rule 
provides.

‘[F]air market value, being a question of fact, 
will depend on the circumstances in each case.’ 
Since fair market value is a question of fact, and 
depends on the circumstance in each case, by 
definition, each valuation is unique. In all the 
years I have been practicing valuation, I have 
never come across two valuations where the 
facts and circumstances were exactly the same. 
This is true even though I have valued individual 
McDonald’s, Burger King, and Pizza Hut fran-
chises. No two stores had the same facts and 
circumstances involved. Issues such as demo-
graphics, location, and local competition are 
important. So are issues such as some multi-
store operations versus a single-store operation. 
There are certainly similarities in the operations 
of a McDonald’s franchise, but the value of Fran-
chise A may be quite different than Franchise 
B. What about the Pizza Hut franchise that only 
sells pizza versus the store that has a beer and 
wine license as well? Could this have an impact 
on value? Of course!

‘Valuation is not an exact science.’ Why not? 
What is a science? Webster’s defines a science 

1 Rev Rul 59-60, Sec 3.01 1959-1 C.B 237.
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as “the intellectual and practical activity encom-
passing the systematic study of the structure 
and behavior of the physical and natural world 
through observation and experiment.” Chemis-
try is a science. Every time you mix the elements 
properly, you get a predetermined result. Every 
time you formulate H2SO4, you get sulfuric acid. 
The salt on your table is NaCl, or sodium chloride. 
These formulas just don’t change. That certainly 
is not the case with the valuation of a closely held 
entity.

How can valuation be a science? Two very com-
petent appraisers can look at the same business 
and arrive at different conclusions as to the value. 
Why is that possible? Because valuation is not a 
science. It encompasses judgmental issues. What 
is the risk involved with the specific entity? What 
is the real growth potential of both the market 
and the specific company? Can the specific 
company actually exceed the growth rate of the 
industry? Does the specific company have the 
financial strength to grow at the industry rate? 
These and a myriad of other questions are not 
scientific, they are based on the experience and 
judgment of the appraiser. 

Why does the Rev. Ruling specifically state that 
“[n]o general formula may be given that is appli-
cable to the many different valuation situations 
arising in the valuation of such stock”? The answer 
is crystal clear; no formula captures the many 
nuances found in a closely held company. From 
product to management to financial stability to 
competition, each of these factors must be ana-
lyzed and considered before reaching a conclu-
sion of value. 

2. “It is advisable to emphasize that in the valua-
tion of the stock of closely held corporations 
or the stock of corporations where market 
quotations are either lacking or too scarce to 
be recognized, all available financial data, as 
well as all relevant factors affecting the fair 
market value should be considered.” 2

2 Ibid., Sec 4.

The revenue ruling provides us with eight factors 
“to be considered.” (emphasis added) There are 
no absolutes in this list. So what are we consid-
ering? History, current and expected economic 
conditions, financial analysis, dividend capacity, 
goodwill, and comparable sales. No formulas 
are listed. Sure, we can use math for financial 
ratio analysis, but the consideration of the various 
factors again is a judgmental and common-sense 
issue.

We, as valuation professionals, are required 
to acquire as much data as possible to then 
examine and analyze that data and apply that 
data to the facts and circumstances that are part 
of our valuation engagement. True valuation 
professionals are “data junkies,” and never have 
all the data they might desire. As Colin Powell 
once commented, if the general waits until he 
has 100% of the data, the war will be over before 
a decision is made. Since we will never have all 
the data we might desire, we must go with what 
we have, using judgment, reasonableness, and 
common sense to guide us toward the conclu-
sion of value.

3. “In the application of certain fundamental 
valuation factors, such as earnings and divi-
dends, it is necessary to capitalize the average 
or current results at some appropriate rate. A 
determination of the proper capitalization rate 
presents one of the most difficult problems 
in valuation. That there is no ready or simple 
solution will become apparent by a cursory 
check of the rates of return and dividend 
yields in terms of the selling prices of cor-
porate shares listed on the major exchanges 
of the country. Wide variations will be found 
even for companies in the same industry. 
Moreover, the ratio will fluctuate from year to 
year depending upon economic conditions. 
Thus, no standard tables of capitalization rates 
applicable to closely held corporations can 
be formulated. Among the more important 
factors to be taken into consideration in de-
ciding upon a capitalization rate in a particular 
case are: (1) the nature of the business; (2) the 
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risk involved; and (3) the stability or irregular-
ity of earnings.” 3

What do Ford, General Motors, Toyota, and 
Honda have in common? They all are in the busi-
ness of manufacturing automobiles. Yet let’s look 
at their respective market valuations. At the time 
this article was written, GM stock was selling 
at a P/E ratio of 6.99, with a dividend payout of 
4.22%. Ford had a dividend yield of 5.54% yet 
was selling for a P/E ratio of 6.01. Toyota had a 
dividend payout of 2.96% with a P/E ratio of 10.3, 
and Honda had a dividend yield of 2.63% and 
a P/E ratio of 6.04. What does this tell us? Ford 
had the highest dividend yield yet the lowest P/E 
ratio. Why? The public’s perception of growth, 
future success, market, and product adaptability. 
Public perception cannot be measured with a 
formula. This is even more relevant to a closely 
held entity. No “public perception” is available. 
We don’t have analysts following the company. 
We don’t have the CFO of the company giving 
us guidance as to future earnings. Yet we must 
factor those same issues into our valuation con-
clusion. What is the risk involved? How do we 
measure the very items discussed in Rev. Ruling 
59-60? 

As contemplated in the Rev. Ruling, things can 
and do change. History may be a guide, but it is 
not an answer. Projections may be a guide, but 
are they reliable? Can a technological change 
impact the subject company? If yes, how do you 
measure the impact and factor that into your 
valuation conclusion?

4. “Because valuations cannot be made based 
on a prescribed formula, there is no means 
whereby the various applicable factors in a 
particular case can be assigned mathemati-
cal weights in deriving the fair market value. 
For this reason, no useful purpose is served 
by taking an average of several factors … 
and basing the valuation on the result. Such a 
process excludes active consideration of other 

3 Ibid., Sec 6.

pertinent factors and the end result cannot 
be supported by a realistic application of the 
significant facts in the case except by mere 
chance.” 4

Again, we have the specific reference to the fact 
that there cannot be prescribed formulas. In over 
40 years of business valuation, the one truth I 
truly understand is that no two businesses are 
exactly the same. I don’t care whether they are 
car dealers, hamburger stands, or widget man-
ufacturing entities. Each business has unique 
characteristics that need to be understood and 
applied to the information prior to reaching the 
conclusion of value. 

I believe that this is true with statistical analysis. 
When we apply the statistical analysis to the data, 
what are we really achieving? An idea that the 
data are meaningful? That we have outliers? That, 
statistically, our answer should fall somewhere 
within the “range” that the statistics provide? 
While helpful, all the statistics in the world only 
provide us with additional information to be con-
sidered. They don’t provide us with the answer; 
they are but just one tool available to the valua-
tion professional.

Now that I have discussed the four laws, let’s 
discuss how they impact the current business 
valuation climate.

there is no magic bullet. Current practitioners 
seem to me to be searching for the Holy Grail. 
There is no such thing as the “perfect valuation.” 
It didn’t exist 30 years ago, it doesn’t exist today, 
and I doubt it will exist in the next 25 years. I hear 
questions such as:

• How do we get bulletproof data? What do I 
do if the data are flawed?

• Where can I find a formula that will calculate 
the valuation? 

4 Ibid., Sec. 7.
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• Why is determining a capitalization rate so 
difficult? Isn’t there a better formula to use? 
Where can I get the “beta” for a closely held 
firm? Is “beta” applicable to a closely held 
entity? 

• How can I be more precise in my conclusion 
of value? I don’t want my valuation opinion 
to be questioned.

• Why does the engagement take so much 
professional time? 

I’m sorry if this disappoints you, but there is no 
magic formula, no hard and fast rules, and no 
single publication where you can get the perfect 
answer to your valuation. I can’t point to a single 
class or textbook that will cover all the issues. It’s 
great to take a class on how to value a widget 
manufacturer, but, without a basic understand-
ing of the valuation process, the how-to class 
is useless. When I performed my first valuation 
in the late 1970s, I purchased every publication 
available relative to valuation of closely held busi-
nesses. That amounted to about four inches of 
shelf space. Now I look at my library, and I am 
shocked at the volume of information I have. And 
that doesn’t include all the information I have 
online that doesn’t require shelf space. 

experience comes in years, not in a spread-
sheet. I’m sorry to report that you cannot have 
10 years’ experience if you have only been prac-
ticing for five years. The math is working against 
you. Don’t get me wrong, every one of us in the 
BV profession had to start somewhere, and all 
of us were neophytes. Every time you work on 
a valuation engagement, your depth of under-
standing should be increasing. Filling out spread-
sheets, just entering data, does not expand on 
the body of knowledge that is necessary to be an 
accomplished business valuation expert. I hate 
to disagree with many of the governing bodies 
of our profession, but taking a one-day valuation 
course will not provide you with the skills you 
need to complete a full USPAP-compliant valua-
tion report. We seem enamored with the idea of 

taking CPE, getting “credentials,” and occasion-
ally completing a BV engagement makes us an 
expert in the profession. That is a start, but it is 
not the end result. The true expert in the profes-
sion has years of experience and understands 
that other similar professionals may not agree 
on all the positions taken but is willing to discuss 
those differences intelligently. I don’t hold a lot 
of stock in the CAPM method. I don’t believe 
you can accurately determine a “beta” for most 
closely held entities. Others in the profession dis-
agree with me. That is what makes a profession 
strong: the honest discussion of ideas and con-
cepts and the understanding of both your and 
the opposing opinion. Look at the many years 
of work on the taxation of pass-through entities. 
Is there a hard and fast rule today? No, the dis-
cussion is still evolving, and that is good for the 
profession. 

training should be rigorous and ongoing. We 
as a profession need to take a hard look at our 
training, from the brand-new valuation analyst 
to the old experienced veteran. Training must 
be logical. You must start with the basic con-
cepts, slowly move to the intermediate issues, 
and finally become familiar with the “state of 
the art” or “emerging” issues. I don’t think we 
do that today. The profession seems to be more 
focused on revenues from training, rather than 
training for professionals. I have some of the 
same criticism of the credentialing process. I 
won’t endorse or condemn any specific pro-
grams, but I do question the sanity of anyone 
presenting a multiday course, with no interven-
ing time to apply the information, that ends with 
an exam that earns a credential. Humans can be 
very good at reading information and regurgitat-
ing that info on an exam form. That doesn’t mean 
the individual “understands” the concepts and 
applications of the  information. I am continually 
shocked when I talk to a young BV professional 
that can talk the talk but, when pressed, can’t 
walk the walk. I was recently shocked to see a 
major professional group offer a CPE program 
to “credentialed individuals” on how to complete 
the initial engagement. Credentialed yet never 
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has completed a BV engagement? How is this 
possible?

One of the areas of CPE that I do not see anybody 
providing is CPE for the advanced practitioner. 
Many years ago, the AICPA BV conference was 
the leading “advanced” conference on BV issues. 
Now it is advertised as an intermediate confer-
ence, and a great many of the faculty are part-
time practitioners, that may or may not be past 
the intermediate level of competence. It is the ad-
vanced practitioners that are the thought leaders 
for the future growth of the profession. Unless 
we are projecting that the BV profession will be a 
large group of part-time, intermediate-level prac-
titioners in the future, where are we developing 
those future leaders?

Judgment, common sense, and reasonableness. 
When I was with the large CPA firm, I used to 
ask my staff members one question about their 
valuation conclusion. The question was: Would 
you put your money in this deal at that price? If 
the answer was no, then how can you justify the 
value? 

We talked about training above. There is a need 
to continually increase your skills, whatever level 
you are at. There is always something new to 
learn. Sometimes, you learn that the proposi-
tion being put forward doesn’t work. That’s OK. 
I can’t begin to describe the changes in the BV 
profession over the last 40 years. Even today, 
there are still issues that are unsettled. Is a sub S 
more valuable that a C corp? Should there be a 
discount for lack of marketability where a sale is 
not a foreseeable event? If I use publicly traded 
information, is that really a minority value? 

The one thing I can state has not changed is the 
need for practitioners to use their mental capa-
bilities. Data are data. They must be converted 
into something usable to produce a valuation 
conclusion. The data and conclusion must be 
reasonable. The valuation professional must use 
his or her judgment in many areas of the engage-
ment. And the final work product must make 

sense, to both the preparer of the valuation, as 
well as to the user of the valuation.

We provide an opinion, not a factual determi-
nation of the value of an entity. This opinion is 
based on the data, the facts and circumstances 
of the specific engagement, and the appraiser’s 
judgement, experience, and common sense. I 
don’t know why there is a move to remove the 
human element from the equation, but I believe 
that, if we remove the human element, our valu-
ations will be nothing more than computer-gen-
erated non-sense.

the full-time vs. part-time debate. I have com-
mented on this in past writings and still strongly 
feel that the BV practice has become so com-
plicated and demanding that it is difficult, if not 
impossible, to provide these services part-time. 
What has happened to the “part-time” auditor? 
How does that auditor keep up with the profes-
sional standards, the CPE, and the expertise re-
quired to produce a quality audit? The same is 
true in the tax practice. When it comes to CPE, 
and the need to get 40 hours per year, where 
do we spend our time to get that 40 hours? Tax? 
Audit? BV? Is the goal to become marginally com-
petent in many areas, or to become very compe-
tent in a single area? What makes us believe that 
business valuation is simple enough that we can 
practice in audit or tax and then do justice to a 
part-time BV practice? 

Credential madness. It is time to stop the 
“madness” of credentials. NACVA published a 
chart that lists 12 designations in valuation or 
forensic accounting. Add to that subspecialties 
such as divorce, expert witness certifications, 
and others, and we have more than 16 certifica-
tions in this practice area. Who are we kidding? 
It is high time that the profession looks long and 
hard at the issue of certifications. Are they for the 
public’s benefit? Or are they for the purposes of 
generating revenues for the groups granting the 
certification? Worse yet, each of the credentialing 
organizations tout their credential as the most 
stringent, or the “best.” They can’t all be right. 
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Does the public really understand the difference 
between ABV, ASA, CVA, etc.?

Since first writing this article, the AICPA made a 
decision that needs to be mentioned here. On 
May 22, the AICPA Council (the organization’s 
governing body) unanimously passed a resolu-
tion to open up the ABV credential to non-CPAs.5 
Currently, to get the ABV designation, you must:

• Hold a CPA certificate;

• Have 75 hours of CPE in business valuation;

• Have 150 hours of business valuation experi-
ence; and

• Pass the ABV exam.

Under the new proposed non-CPA “qualified 
finance professionals,” those individuals must:

• Have 75 hours of CPE in business valuation 
education;

• Have 1,500 hours of business valuation ex-
perience; and

• Pass the ABV exam. 

On June 18, an open letter to the AICPA was 
released that 32 prominent business valuation 
professionals, including many individuals that 
were part of the creation of the ABV credential, 
signed.6 The open letter makes the following 
points to the AICPA:

• The AICPA did not reach out to current ABV 
holders for comment. In fact, the entire 
process was kept secret until the council 
was asked to vote on the change.

5 See AICPA Website, May 25, 2018 announcement, 
“ABV Credential Opened to Qualified Finance 
Professionals.”

6 The entire letter can be seen at bit.ly/2MA4ESX.

• The issue of licensing is not addressed. 
Currently, CPAs are licensed by the states 
where they practice. These state agencies 
have enforcement power over the activities 
of CPAs. Non-CPAs will not be subject to 
enforcement activities because they will not 
be licensed and therefore are not under the 
jurisdiction of the state regulatory agencies.

• There has been no transparency in this sub-
stantial change to an existing credential.

• There is a complete “failure to uphold the 
standards of the profession.” Ethics, conflict 
issues, and the like are not addressed at 
all, let alone the enforcement of the profes-
sional conduct of the non-CPA practitioner.

• Lastly, the open letter asks the AICPA to 
reconsider its decision and get the input of 
the current ABV holders and the leaders of 
this portion of the profession.

A survey has been set up for comments from the 
current ABV holders and others that this change 
impacts, so please make your position known.7

I have grave concerns about this issue. As dis-
cussed above, the AICPA CPE Business Valuation 
conference has deteriorated from an advanced, 
cutting-edge program to a program the AICPA 
describes as intermediate. This does not give me 
great comfort that current CPAs are receiving 
the best business valuation education. How will 
the AICPA regulate the business valuation train-
ing of non-CPAs? Let me be perfectly clear. I am 
not suggesting that, if you are not a CPA, you 
cannot become a BV professional. I have been 
an ASA for more years than I have held my ABV, 
and I received my ABV as part of the initial class. 
A path currently exists for non-CPAs to obtain a 
valuation credential. 

7 A link to a survey on this issue can be 
found at bvresources.com/articles/bvwire/
make-your-voice-heard-in-the-aicpa-abv-controversy.

http://bvresources.com
http://bit.ly/2MA4ESX
https://www.bvresources.com/articles/bvwire/make-your-voice-heard-in-the-aicpa-abv-controversy
https://www.bvresources.com/articles/bvwire/make-your-voice-heard-in-the-aicpa-abv-controversy
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I see no compelling reason for this change, other 
than a revenue-generation issue for the AICPA. I do 
not believe it is in the public interest or the best in-
terest of the CPAs, whether they practice valuation 
or not. Clearly, the AICPA did not properly vet this 
proposal with current ABV holders or others that 
this change impacts. I did not learn about the issue 
until the day the vote was taken at council, and then 
only because a member of council, who happens 
to hold the ABV, posted a message on LinkedIn. He 
had no advance notice of the issues either.

I also suggest you read the articles that have 
further discussion of this issue.8 

What do i suggest? I view this paper as a call to 
arms, both to the older, experienced practitio-
ners and to those practitioners that hope to make 
BV a full-time career. 

It is time to remake our CPE, to recognize that, in 
between those theoretical training sessions, the 
practitioner needs time to apply those concepts 
in the real world. It is one thing to understand 

8 “AICPA’s move to allow non-CPAs to get ABV sparks 
strong reaction,” BVWire, June 20, 2018; “CPAs object 
to AICPA offering ABV credential to non-CPAs,” 
AccountingToday, June 21, 2018.

the concept; it is another totally different ability 
to apply the theory to the real world. Then, and 
only then, is it time for the practitioner to move 
on to the next level of training.

Lastly, I ask all of you to get involved. Change 
will only come from the inside. The status quo 
is a long-term recipe for disaster. I am reaching 
the end of my practice. I have numerous years of 
full-time experience. I have taught BV courses to 
CPAs and attorneys. Where is the next genera-
tion of full-time professionals? Are you willing to 
address the hard issues relating to CPE, full-time 
practice, and certifications? For the good of the 
profession, I hope the answer is a resounding 
yes. I also encourage you to make your thoughts 
known about opening the ABV credential to non-
CPAs. ◆

Robert E. Kleeman Jr., CPA/ABV, ASA, is man-
aging director of OnPointe Financial Valuation 
Group LLC based in Englewood, Colo. Kleeman 
has more than 40 years’ experience as a CPA and 
in the valuation of business interests, including 
both publicly and closely held businesses and in-
tangibles. Kleeman also has extensive experience 
as an expert witness and has provided testimony 
regarding business valuation and commercial 
damage issues.
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