Quality of
Earnings
Applying Diverse
Experience to Quality

Thousands of Transaction
Advisory Assignments

Protecting Your Constituents,
Investors and Deal

Comprehensive & Battle
Tested in Court

We examine deals from
tax, accounting, valuation,
compensation, deal structure,
and strategic asset perspectives

Not Just Accountants –
We are: CFAs, ASAs, ABVs,
CFFs, CPAs, CVAs, PhDs,
Economists and Engineers

“Better, Faster, Cheaper”
For Over 30 Years

How to Focus on “Quality” in Quality of Earnings Report
Not Losing Site of the Basics
Quality Issue #1

What Drives EBITDA
Examine the key value drivers of sales growth and profit margins to determine what really drives
and impedes EBITDA. Understanding these and any other value drivers requires an in-depth
analysis of their contributing elements. This can be illustrated using a generic products company.

Quality Issue #2

Quality Issue #3

Quality Issue #4

Test the Business Plan
Assumptions

Balance Sheet Review for
Potential Effects on Profits

Funding Capacity, Leverage
and Financial Structure

Test the earnings sensitivity to changes
in operating and financial parameters.
Testing needs to reflect:

Review the balance sheet for
anything relevant in understanding
the company’s past and future
performance. Such as:

Review the business’ funding capital
structure, return on debt and equity and
income taxes. The following areas must
be examined:

• Key metrics that drive growth and
profitability
• Cyclicality of sale and inventory
buildup
• Working capital needs
• Capital requirements
• Tax assumptions
• Returns to Shareholders

• Atypical working capital

• Cash reserves and borrowing facilities

• Inventory turn and obsolescence

• Borrowing costs

• Receivables issues

• Debt service and covenants

• Vendor payables and accruals

• Cyclical funding needs
• Financial leverage risk
• Taxation
• Returns to shareholders

ValueScope’s
Unique Expertise
ValueScope is a team of experienced
valuators and financial economists. We
are Certified Public Accountants; but
we are also CFAs, ASAs, ABVs, CFFs,
CVAs, PhDs, economists, engineers,
board members and former corporate
executives.
We’ve run large project teams and
successful companies. We’ve turned
around struggling business units. We
have invested in, bought, and sold
businesses. Depth and breadth of talent

is what sets us apart. When we applied
academic rigor to valuation analyses, we
changed the valuation industry forever.
Today, we remain at the forefront —
offering sophisticated financial and
econometric analyses supported by
robust theory and empirical data.

Our expertise assures
you that our Quality of
Earnings reports go beyond
the traditional assessment
of the sustainability and
accuracy of historical
earnings and achievability
of future projections.

As a result of decades long experience
with the multitude of factors affecting
sustainable EBITDA and cash flow, we are
able to better assess the issues which will
impact your pricing, structure and risk of
any prospective deal. Many of the issues,
such as transaction terms and pricing,
executive compensation, intercompany
transfer pricing, investor and shareholder
claims, and budgeting and projections,
have been litigated utilizing ValueScope
as an expert witness, be it in the U.S. Tax
Court, federal, or state courts. We have
therefore addressed some issues relating
to Quality of Earnings at the highest level
of scrutiny, with significant success.

Our deep, broad expertise is further defined:
EXECUTIVE COMPENSATION
• Peer group comparative analysis
• Multi-level corporate structures
• Cash & long-term incentives
• Benefits packages
• Perquisites
• Performance analysis
• Annual and long-term metrics

CREDIT RISK ANALYSIS

DERIVATIVE SECURITIES
• Waterfall analysis for multi-level cap
tables
• Probability weighted expected
return method
• Valuation of embedded securities
• Monte Carlo simulation

TRANSFER PRICING
• Market-based techniques
• Benchmarking studies

• Merton Model

• Inter-company pricing policies

• KMV Model

• Cost sharing agreements

• Cash coverage analysis

• Functional and economic analysis

• Credit score / rating analysis
• The 5 C’s of credit analysis

FINANCIAL FORENSICS
• Financial auditing skills to identify
criminal financial activity
• Tracing fraudulent activities
• Fraudulent transfer analysis
• Money laundering and Ponzi
schemes

TRANSACTION ANALYSIS
• Fairness & solvency opinions
• Contingent consideration valuations
• Purchase price allocations
• Goodwill impairment
• Voting premiums & discounts
• Intangible asset valuation
• Analyzing accounts receivables
• Customer turn analysis

IP AND INTANGIBLE
ASSET VALUATION
• Contract-related (e.g., favorable
supplier or other product/service
contracts)
• Customer-related (e.g., customer
lists and customer relationships)
• Data processing-related (e.g.,
computer software, automated
databases)
• Engineering-related (e.g., patents,
trade secrets)
• Goodwill-related (e.g., goingconcern value)
• Human capital-related (e.g.,
employment agreements, a trained
and assembled workforce)
• Internet-related (e.g., domain
names, process applications,
services and delivery systems)
• Literary-related (e.g., literary
copyrights, musical composition
copyrights, movies, plays)
• Location-related (e.g., leasehold
interests, certificates of need)
• Marketing-related (e.g., trademarks
and trade names)
• Technology-related (e.g.,
engineering drawings and technical
documentation)
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Technology
Telecommunications
Software
Media
Entertainment
Wholesale
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Energy
Oil & Gas
Transportation
Aircraft
Manufacturing
Distribution
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Retail
Insurance
Professional Services
Healthcare
Human Resources
Consumer Products

Resources Support
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Financial Services
Brokerage
Banking
Construction

