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I
n part one of  this two-part article
series, we established that, for ad
valorem taxation purposes, large
construction companies are often
assessed  according  to  the  unit

valuation, while smaller companies are
assessed according to  the  summat ion
valuation. As a result, valuation analysts
working within the construction indus-
t r y  to  conduct  proper t y  assessments
should understand the subtle differences

between business enterprise valuations,
unit principle valuations, and summa-
tion principle valuations.1

As was discussed in par t  one, busi-
ness valuat ions are the broadest analy-
s i s  and  inc lude  a l l  o f  the  subjec t
construction company assets in place on
the valuat ion date and the present value
of  growth opportunities. Unit valuations
are slightly narrower in focus and value
al l  the construct ion company’s operat-
ing assets  in place as of  the valuat ion
date. Summation valuat ions value only
specified bundles of  construct ion com-
pany property, typically tangible assets,
in place as of  the valuation date. Because
each method focuses on a different bun-
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dle of  ownership interests, the value con-
clusions reached using each method will
also differ. In this part of  the ser ies, the
analy tical differences between the busi-
ness valuation, unit valuation, and sum-
mation valuat ion wil l  be identified and
discussed.

Analytical differences
Difference number one.As mentioned pre-
viously, each of  the three types of  valu-
at ion encompasses a different bundle of
ownership  interests . According ly, the
analyst would expect different quantitative
conclusions from a business enterprise
valuation, a unit principle valuation, and
a summation principle valuat ion.
The business enterprise valuation ana-

lyzes al l  of  the construct ion company’s
debt and equity securit ies. Al l  invest-
ment attributes related to debt and equity
security analysis wil l  be included in the
business value. The debt and equity secu-
r i t ies  are  t ypica l ly  va lued  on  a  mar-
ketable ownership interest level of  value.
That means these securit ies are valued
as i f  they were act ively  t raded on the
public securit ies exchanges.
Theoretically, the value of  these secu-

rities is the present value of all of the future
income expected to be generated by the
subjec t  cons t ruc t ion  company. That
expected future income wil l  come from:
1. tangible assets in place on the valu-
at ion date;

2. intangible assets in place on the val-
uat ion date;

3. expected future tangible assets not
yet in place on the valuat ion date;
and

4. expected future intangible assets not
yet in place on the valuation date.
The unit principle valuation encompasses

all of  the construction company’s oper-
ating assets in place on the valuation date.
The business value includes both oper-
at ing assets  and nonoperat ing assets .
Moreover, the business value includes
investor expectations of  future assets.
Also, it  is  notewor thy that  the unit

value may include asset categories that
are exempt f rom proper ty taxat ion in
the taxing jurisdict ion, such as working
capital  assets, intangible assets, invest-

ments in subsidiaries and joint ventures,
and the like.
The summation pr inciple  valuat ion

encompasses only the specifical ly iden-
tified taxpayer bundle of  assets that were
separately considered in the valuat ion
analysis.

Difference number two. There are dif-
fe rent  genera l ly  accepted  va luat ion
approaches, methods, and procedures
in the different types of  valuat ions. The
general ly  accepted business  valuat ion
approaches and methods include the fol-
lowing:
1. income approach
• discount cash flow method
• direct capitalizat ion method;
2. market approach
• guideline publicly traded company
method

• guideline merged and acquired
company method; and

3. asset-based approach
• asset accumulat ion method
• adjusted net asset value method.
The generally accepted unit valuation

approaches and methods include the fol-
lowing:
1. income approach
• y ield capitalizat ion method
• direct capitalizat ion method;

2. market approach
• stock and debt method
• comparable transact ion method;
and

3. cost approach
• original cost less depreciat ion
method (OCLD)

• replacement cost new less depreci-
at ion method (RCNLD)

• reproduction cost new less depre-
ciat ion method (RPCNLD).

The genera l ly  accepted summat ion
va luat ion  approaches  and  methods
include the fol lowing:
1. income approach
• y ield capitalizat ion method
• direct capitalizat ion method;

2. sales comparison approach
• direct sales comparison method;
and

3. cost approach
• RCNLD method
• RPCNLD method.
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An explanation of  each of  the afore-
mentioned approaches and methods is
beyond the  scope  of  th is  d iscuss ion.
However, many of  the analy t ical  differ-
ences in the implementation procedures
related to the previously l isted methods
wil l  be discussed.
It is noteworthy that the business val-

uat ion asset-based approach is not the
property valuation cost approach. Again,
a  descr ipt ion of  a l l  of  the differences
between these two different  valuat ion
approaches is  beyond the scope of  this
discussion. However, these differences are
well  documented in the valuat ion pro-
fessional l iterature.

Difference number three. In any income
approach analysis performed, the level
of  income subject  to  capita l izat ion is

fundamental ly  different  between a
business valuat ion, a unit valuat ion,
and a summation valuat ion.
In a business valuat ion, typical ly

al l  of  the company’s income is sub-
ject to capitalizat ion. This amount
includes operat ing income and non-
operat ing income. Furthermore, al l
the company’s operat ing income is
generated from the entity’s sales of

goods and services to its customers. That
is, the operating income results from the
ent it y’s  product ion of  goods and ser-
v ices.
In a unit valuat ion, typical ly only the

company’s operat ing income is subject
to capitalization. This operating income
results from the company’s production
of  goods and serv ices. However, non-
operat ing income is excluded from the
unit valuat ion analysis.
In a  summation valuat ion, t ypical ly

only the rental  income generated f rom
the rental  of  the subject  real  estate  and
tangible personal proper ty is  subject to
capitalization. This rental income could
be actual  income (from the actual  rents
generated by a shopping mall)  or hypo-
thet ical  income (from the rents  gener-
ated by the hypothet ical  lease of  an oi l
refinery). However, the summation prin-
c iple  income approach  ana lys is  does
not include the income from the prop-
er t y  owner/operator’s  produc t ion  of
goods  and ser v ices  to  the  company’s
customers.

Difference number four. In any income
approach analysis, the level of the expected
income long-term growth (LTG) rate is
fundamentally different between a busi-
ness valuat ion, a unit valuat ion, and a
summation valuation.
In a business valuat ion, typical ly the

income LTG comes from the construc-
t ion company’s long-term financial  or
strategic plan. That LTG rate can be com-
pared to guideline public company est i-
mated  LTG rate s  and/or  the  owner /
operator industr y-est imated LTG rate.
The business valuat ion LTG rate typ-

ica l ly  considers  income f rom the fol-
lowing:
1. assets currently in place;
2. direct replacement assets as assets
in place ret ire;

3. expansionary capital  expenditure
assets;

4. potential  mergers and acquisit ions;
and

5. potential  new products, serv ices,
and business l ines.
In a unit valuation, the income LTG

rate typically relates to inflation growth
only. In other words, there is typically no
real growth included in the unit value
LTG rate.
The unit value encompasses only the

construction company’s assets in place
(and their direct replacement assets). The
unit  va lue  should not  include expan-
sionary new properties, new plants, and
new facilities. That is, the LTG rate should
be supportable from the operation of  the
assets in place as of  the valuation date.
In  some indust r y  sec tors , the  unit

value LTG rate may be 0 percent. In a
rate-based regulated utility, for example,
the only way for the taxpayer company
to generate posit ive LTG is to add new
incremental assets to the company’s rate
base. Such incremental assets (and their
associated income growth) should not be
included in the unit of  operat ing assets
that are subject to taxat ion on a part ic-
ular valuat ion date.
In a summation valuation, typically the

LTG rate  re lates  to  the  rea l  or  hypo-
thet ical  lease of  the exist ing real  estate
and tang ible  persona l  proper t y  only.
That is, the summation analysis does not
include any LTG related to replacement
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assets , incrementa l  assets , merged or
acquired assets, or new business assets.

Difference number five. In any income
approach analysis, the level of  expected
future  capita l  expenditures  is  funda-
mental ly  different between a business
valuat ion, a unit valuat ion, and a sum-
mation valuat ion.
In all types of business or property val-

uat ions, the  level  of  expected capita l
expenditures should be reconcilable to
the income expected LTG rate.
In a business valuat ion, typical ly the

expec ted  future  capita l  expenditures
both (1)  replace  the  current  levels  of
property, plant, and equipment as those
assets wear out over t ime and (2) pro-
vide for expansionary plant, property, and
equipment — needed to generate real
revenue and production growth and to
accommodate new products and new (or
acquired) l ines of  business.
In  a  un i t  va luat ion , t y p ica l ly  the

expec ted  future  capita l  expenditures
have one function: to replace the cohort
of  real estate and tangible personal prop-
erty included in the current unit as these
tangible assets wear out.
In a summation valuation, typically the

level of  expected future capital expendi-
tures is much less than in a unit valuation.
In the summation principle valuation, the
capital expenditures are intended to main-
tain the real estate and tangible personal
property in place throughout their use-
ful lives — but not to provide replace-
ment assets independently.
For al l  three types of  valuat ions, the

level of  depreciat ion expense within the
analysis should be internally consistent
with the level of  expected capital expen-
ditures.

Difference number six. In any income
approach analysis, the selected discount
rate or capitalizat ion rate is  fundamen-
tal ly different between a business valu-
at ion, unit  va luat ion, and summat ion
valuat ion.
In al l  valuat ion analyses, the selected

discount/capitalizat ion rate should be
consistent with the level of  income sub-
j ec t  to  capi t a l i zat ion . Moreover, the
se lec ted  d iscount/capi t a l i zat ion  rate
should be consistent with the bundle of

ownership interests that is the valuation
subject.
In a business valuat ion, typical ly the

discount rate is  based on the construc-
tion company’s weighted average cost of
capital (WACC). The WACC components
may come f rom publicly  t raded com-
pany and capital market return on invest-
ment data. The direct capitalization rate
is typically the WACC discount rate minus
the expected LTG rate.
In a unit valuation, typically the dis-

count rate is also based on the construc-
t ion  company’s  WACC. However, the
selection of  the WACC components may
consider the valuation attributes of  the
unit. Guideline company and capital mar-
ket return on investment data are based
on business enterprise growth rates.
As explained previously, the unit LTG

rate may be less than the company LTG
rate. Accordingly, the unit WACC com-
ponents may be adjusted for their rela-
tive growth rates. The direct capitalization
rate is typically the WACC discount rate
minus the unit-specific LTG rate.
In a summation valuation, the yield cap-

italizat ion rate is  typical ly based on the
band of  investment method. However,
both the equity y ield rate and the mort-
gage debt rate for property owners are
different from the equity return on invest-
ment and public bond interest rate for
business investors. In addition, the debt-
to-equity rat io for a company’s capital
structure is often different from the mort-
gage-to-equity ratio structure for a prop-
er t y  f inanc ing . Moreover, the  d i rec t
capitalizat ion rate could be based on a
growth-adjusted yield capitalization rate,
or it  could be extracted from compara-
ble property sales data.

Difference number seven. In any mar-
ket approach analysis, the selected pric-
ing multiples will vary between a business
valuat ion, a unit valuat ion, and a sum-
mation valuation. Of  course, in all  types
of  valuat ion analyses, the selected pric-
ing mult iples should be consistent with:
1. the level of  income that the mult iple
is applied to;

2. the expected remaining useful l ife
(RUL) of  the income that the mult i-
ple is  applied to; and
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3. the expected LTG of  the income that
the mult iple is  applied to.
In a business valuat ion, the pr icing

mult iples are typical ly extracted from
either selected guideline publicly traded
company mult iples or selected merged
and acquired (M&A) company transac-
tion multiples.
In all cases, the capital market-derived

pr ic ing mult iples  should be  careful ly
analyzed and the taxpayer-specific pric-
ing multiples should be based on the fol-
lowing:
1. relat ive growth rates;
2. relat ive profit  margins;
3. relat ive returns on investment; and
4. relat ive r isk attr ibutes.
In a unit valuation, the pricing multi-

ples may also be extracted from either
selected guideline publicly traded com-
panies or guideline M&A transactions.
However, the taxpayer-specific unit pric-
ing multiples will likely be different than
the subject-specific business pricing mul-
t iples. This is because the relat ive unit
growth rates, profit margins, investment
returns, and risk measures will be different
than the same financial metrics for the
taxpayer business enterprise. Therefore,
the unit financial metrics wil l  compare
different ly  to the guidel ine company/
transaction financial metrics than would
the business enterprise financial metrics.
In a summation valuation, the pricing

mult iples are not extracted from guide-
line public companies or guideline M&A
transact ions. Rather, the  comparat ive
pricing multiple data are extracted from
the sales of  comparable bundles of  oper-
at ing assets. In other words, the analyst
extracts pricing multiples from the sales
of comparable real estate and tangible per-
sonal property.

Difference number eight. In any market
approach valuat ion, the selected finan-
cial  metrics wil l  be different in a busi-
nes s  va luat ion , un i t  va luat ion , and
summation valuat ion. That is, the mea-
sure of  income that the pricing multiples
are applied to are different between a
business valuat ion, unit valuat ion, and
summation valuat ion.
In a business valuat ion, the income

met r ic  subjec t  to  the  mult ip l i c at ion
process is  total  company income (both

operat ing  income  and  nonoperat ing
income from goods and services — and
other  sources) . The  common income
metrics used in the business valuat ion
market  approach analysis  include the
fol lowing:
1. earnings before interest and taxes
(EBIT);

2. earnings before interest, tax, depre-
ciat ion, and amortizat ion
(EBITDA);

3. debt-free net income (EBIT minus
taxes); and

4. debt-free net cash flow (EBITDA
minus taxes).
In a unit valuation, the income subject

to the multiplication process is the unit
operating income only (operating income
only related to the production of  goods
and services). The common income met-
r ics used in the unit  valuat ion market
approach analysis include the following:
1. EBIT;
2. EBITDA;
3. net operat ing income; and
4. net cash flow.
In a summation valuation, the income

subject to the multiplication process is the
(real or hypothetical) rental income from
the (real  or hypothet ical)  lease of  the
specific real estate and tangible personal
property. The common income metrics in
the summation valuation market approach
analysis include the following:
1. gross rental  income;
2. net rental  income;
3. net operat ing income; and
4. net cash flow.

Difference number nine. The asset-based
approach applied in a business valua-
t ion is fundamentally different from the
cost approach applied in a unit valuation
or a summation valuat ion.
In  a  bus iness  va luat ion , the  asse t -

based approach may be used to conclude
the value of  the construction company’s:
1. total  assets;
2. total  invested capital; or
3. total  equity.
The fundamental principle of  the busi-

ness valuation asset-based approach fol-
lows :  the  de f ined  va lue  of  the  to t a l
company assets minus the defined value
of  the total  company liabi lit ies equals
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the defined value of  the total  company
equity.
In  the  as se t -based  approach , tota l

assets include financial  assets, tangible
assets, and intangible assets. Total liabilities
include recorded liabilit ies and contin-
gent l iabilit ies.
In the asset-based approach, each asset

category may be valued by the applica-
t ion of  the market  approach, the cost
approach, or the income approach. It  is
common that different asset categories
wil l  be valued by reference to different
proper t y  va luat ion  approaches . Fur-
thermore, it is very common that at least
one intangible asset is  valued by refer-
ence to the income approach. That intan-
gible asset (that is often — but not always
— goodwill) may be valued using one of
these income approach valuat ion meth-
ods :  the  c api t a l i z ed  exces s  ea rn ings
method or the mult iperiod excess earn-
ings method.
In a unit valuat ion, the cost approach

is used to est imate the value of  the total
bundle of  operat ing assets included in
the  unit . Depending  on  the  ana lys t’s
applicat ion of  the cost  approach (and
particularly on the quantification of  eco-
nomic  obsolescence, i f  any), the  unit
value may include tangible assets only or
both tangible assets and intangible assets.
In a  summat ion valuat ion, the cost

approach is used to estimate the value of
the specifically identified bundle of  real
estate  and tangible  personal  proper ty
included in the summation analysis.
The unit  valuat ion and the summa-

t ion valuat ion may include any of  the
general ly accepted cost approach valu-
ation methods. However, these methods
do not encompass all of  the construction
company assets and al l  of  the construc-
t ion company liabi lit ies considered in
the  a s se t -based  bus ines s  va luat ion
approach.

Difference number 10. The analyst may
apply different cost metrics in the busi-
ness valuation, unit valuation, and sum-
mation valuat ion analyses.
The cost approach is not a general ly

accepted business valuation approach. The
cost approach may be used to value indi-
v idual tangible asset or intangible asset
categories in the application of  the asset-

based business valuat ion approach. For
this  purpose, the analyst  may use the
RCNLD method or the RPCNLD method.
Except for the company’s working cap-
ital accounts, the OCLD would rarely be
used in an asset-based approach business
valuat ion analysis.
In the unit valuat ion, the analyst may

most commonly use the OCLD method.
Since  a l l  the  const ruc t ion company’s
assets in place are valued col lect ively,
OCLD often provides a meaningful start-
ing point  (a lthough not  necessar i ly  a
s topping  point)  in  the  cost  approach
analysis.
While less common than the OCLD

method, the  RCNLD method and the
RPCNLD method may also be used in the
unit principle valuat ion.
In  the  summat ion  va luat ion , the

RCNLD and the RPCNLD methods are
commonly used. The OCLD method is
not commonly used in a summation prin-
ciple valuat ion.

Difference number 11. The company
asset RULs and the corresponding depre-
ciat ion lives and rates are often differ-
ent  in  the  bus ines s  va luat ion , un i t
valuat ion, and summation valuat ion.
In a business valuat ion, the analyst

typically uses the asset RULs, asset depre-
ciation lives, and asset depreciation rates
that the construct ion company already
uses for financial  accounting purposes.
The analyst typically assumes that the mar-
ket part icipant buyer/new owner of  the
construction company will maintain the
same depreciation policies and practices
as the current business owner/operator.
The cost  approach valuat ion is  one

relat ively small  component of  the asset-
based approach valuation of all of the com-
pany financial, tangible, and intangible
as se t s . Accord ing ly, chang ing  cos t
approach depreciat ion rates  and l ives
typical ly do not have a material  impact
on the overal l  unit  value.
In a unit valuation, the analyst may use

the company’s current RULs, deprecia-
tion lives, and depreciation rates — par-
t icularly in an OCLD method analysis.
To the  extent  that  there  is  addit ional
depreciat ion that is  not recognized in
the  OCLD measurement , that  va lue
impact  w i l l  be  recognized in the unit
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valuat ion analysis of  funct ional obso-
lescence and economic obsolescence.
If  the analyst uses the RCNLD method

or the RPCNLD method in the unit val-
uat ion, the analyst wil l  typical ly select
depreciat ion lives and rates that reflect
the physical , funct ional , or  economic
RULs of  the subject operat ing assets.
In the summation valuat ion, the ana-

lyst wil l  est imate an RUL and the depre-
ciat ion life and rate for each category of
subject property. These est imates may
not be the same as the depreciation poli-
cies and practices that the company uses
for functional accounting purposes.
The summation analysis depreciation

lives and rates are based on the analyst’s
best  est imate  of  the  subjec t  proper t y
physical, functional, or economic RUL.

Difference number 12. There are dif-
ferent measurements of  obsolescence in
the cost approach analyses included in
a business valuation, unit valuation, and
summation valuat ion.
In a business valuat ion, the obsoles-

cence should relate to — and should be
measured at — the overall business enter-
pr ise  level . That  i s , the  obsolescence
should relate to the entire construct ion
company business entity.
In  the  income approach, the  obso-

lescence is  accounted for  implicit ly  in
both the enterpr ise  income project ion
and the cost  of  equity capita l  com-
ponent of  the WACC. In the market
approach , t he  ob so l e s cence  i s
accounted for implicit ly  both in the
enterpr ise  income included in the
mult ipl icat ion  process  and in  the
s e l e c ted  pr i c ing  mu l t ip l e . In  t he
asset-based approach, the obsoles-
cence is  accounted for  explicit ly  in

the  cost  approach va lues  of  both  the
taxpayer’s  tangible  assets  and the tax-
payer’s  intangible  assets.
In the business valuat ion asset-based

approach, obsolescence is  of ten mea-
sured by the income shortfal l  method.
This analysis compares the entity’s actual
return on assets to the entity’s required
return on assets. The calculat ion of  the
return on assets  should include a fair
rate of  return on all  the business entity’s
asset categories. These business entity asset
categories include working capital (finan-

cial  assets, real  estate and tangible per-
sonal property, and intangible assets).
In a summation valuat ion, the obso-

lescence should relate to — and should
be measured at — the taxpayer unit of
operat ing assets level. That is, the obso-
lescence should relate to the taxpayer
unit  of  tangible  assets  and intangible
assets in place as of  the valuat ion date.
In the income approach, the obsoles-

cence is accounted for implicitly both in
the unit operating income and the unit
d iscount/capit a l i zat ion  rate . In  the  
market  approach, the  obsolescence  is
accounted for implicitly both in the unit
operating income and in the selected pub-
lic company/transaction pricing multiples.
In the cost approach, the obsolescence is
accounted for explicitly in the unit prin-
ciple valuation of  the tangible assets and
identifiable intangible assets.
In the unit valuation cost approach,

obsolescence is often measured by the
income shortfall method. This analysis com-
pares the unit’s actual return on assets
to the unit’s required return on assets.
The calculation of  the return on assets
should include a fair return on al l  the
unit’s real estate, tangible personal prop-
erty, and identifiable intangible assets.
In a summation valuat ion, the obso-

lescence should relate to — and should
be measured at — the specific real estate
and tangible personal property level.
In the income approach, the obsoles-

cence is  accounted for implicit ly both
in the specific property rental  income
subject to capitalizat ion and in the spe-
cific property y ield/capitalizat ion rate.
In the sales comparison approach, the obso-
lescence is accounted for implicitly both
in the specific property rental  income
subject to the multiplication process and
in the selected transaction-derived pric-
ing mult iple. In the cost approach, the
obsolescence is accounted for explicit ly
in the summation principle valuation of
the indiv idual real  estate and tangible
personal property.
In  the  summat ion  va luat ion  cos t

approach, the obsolescence should be
specific to the individual property. This
obsolescence may be measured by reference
to the income shortfall method (in addi-
t ion to other methods). In the income
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shortfal l  method, the analyst compares
the property’s actual return on invest-
ment  to  a  marke t -der ived  re turn  on
investment. Both the actual and the mar-
ket-derived returns on investment should
relate specifically to the subject property
category.

Difference number 13. The valuat ion
synthesis and conclusion (or valuat ion
reconciliat ion process) is  different for a
business valuation, a unit valuation, and
a summation valuat ion. There are two
pr incipal  procedures  in the valuat ion
synthesis and conclusion (VSC) process.
First, the analyst considers the value

indications from each valuation approach
and method performed. The analyst con-
siders whether al l  the value indicat ions
are internally inconsistent. In part icu-
lar, the analyst looks for — and attempts
to explain — any aberrational value indi-
cations between the valuation approaches
and methods.
Second, the analyst assesses the var-

ious  va luat ion analyses  and ass igns  a
weight ing (implicit ly  or  explicit ly)  to
the value indicat ions in order to reach
a final value conclusion. The assessment
process considers both the quality and
quantity of the availability for each analy-
sis and the analyst’s  level  of  confidence
in each valuation analysis and in each value
indicat ion.
In a business valuat ion, the analyst

assigns the most weight to the valuation
approaches  and methods  that  market
participants primarily rely on in their trans-
act ional analyses. The analyst wil l  con-
sider the size and type of the construction
company, the  cons t ruc t ion  indus t r y
dynamics, the quant ity and quality of
public company and M&A transactional
data, and the purpose and object ive of
the valuat ion.
In a unit valuation, the analyst will con-

sider the composition of  the bundle of
operating assets included in the taxpayer
unit. The analyst will consider the size of
the subject unit, the industry that the unit
operates in (i.e., the valuation approaches
relied on by the market participants in
that industry), the quality and quantity
of  available empirical data, and the pur-
pose and objective of  the unit valuation.

In the summation valuat ion, the ana-
lyst wil l  consider the specific real  estate
and  persona l  proper t y  subj ec t  to
appraisal. The analyst will weigh the val-
uation approaches — and the value indi-
cat ions — so as to emulate how market
part icipants would analyze and trans-
act  that  par t icular  bundle of  real  and
personal property.

Difference number 14. In the VSC process,
the analyst will specifically recognize the
dif ferent  bundles  of  ownership r ights
included in a business valuation, a unit
valuation, and a summation valuation.
The analyst will assign a weighting to the
valuation approaches and value indica-
tions that best reflects the three funda-
menta l ly  d i f ferent  bund les  of  as se t s
included in these three fundamental ly
different types of  analyses.
The subjects  of  the business  valua-

t ion are the debt and equity securit ies
of  the construct ion company. The ana-
lyst will typically assign the most weight
to the valuat ion approaches and meth-
ods that directly conclude the value of
the  cons t ruc t ion  company  debt  and
equity securit ies. In part icular, the ana-
lyst  w il l  consider how market par t ici-
pants would price the purchase or sale
of  an ownership interest bundle of  debt
ins t ruments  and equit y  ins t ruments .
These ownership interests  include the
income that wil l  be generated by :
1. al l  of  the working capital, tangible
assets, intangible assets, and
other/investment assets in place;

2. the company’s net asset investment
attr ibutes; and

3. the present value of  future income
from future tangible and intangible
assets.
The subjects of  a unit valuation are the

operating assets of  the construction com-
pany that are in place as of  the valuation
date . The  bund le  of  operat ing  asse t s
includes al l  the working capital/finan-
cial  assets, real  estate and tangible per-
sonal property, and intangible assets that
are operated by the going-concern com-
pany. However, it  is  noteworthy that not
a l l  of  these  unit  pr inciple  bundles  of
assets may be subject to property tax in
a part icular taxing jurisdict ion.
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The analyst wil l  g ive more weight to
the valuat ion approaches and methods
that directly value the intended bundle
of  operat ing assets. Moreover, the ana-
lyst  w il l  g ive less weight to the valua-
tion approaches and methods that include
ex t r aneous  ownersh ip  inte re s t s  and
investment attr ibutes or exclude asset
categor ies  intended to be included in
the subject bundle of  assets.
The subjects of  a summation valuation

are specifically identified bundles of  real
estate and tangible personal property.
The analyst  w i l l  consider how market
par t icipants would price the purchase
or sale of  that particular bundle of  assets.
Furthermore, the analyst wil l  assign the
most weight to valuation approaches and
methods that directly value the subject
(and only  the  subject)  ident if ied rea l
estate and tangible personal property.

Summary and conclusion
Particularly within the context of  prop-
erty taxation, tax assessment authorities,
construction company property owners,
tax counsel, and analysts sometimes con-
fuse business valuations, unit valuations,
and summation valuations. This confu-
sion of ten occurs  in  the construct ion
industry where industrial or commercial
properties are valued by reference to the
unit principle of  property tax valuation.

However, analysts should understand
that  there are different — but general ly
accepted — valuat ion approaches and
methods that  apply in business  valua-
t ions, unit  valuat ions, and summation
valuations. Moreover, analysts — and con-
struct ion company owners and execu-
tives — should understand that there are
analy t ica l  di f ferences  in  the  appl ica-
t ion of  these three fundamental ly  dif-
ferent  t ypes of  valuat ion analyses. The
most important difference (that  is  both
conceptua l  and prac t ica l)  i s  that  the
three different t ypes of  valuat ions ana-
lyze and appraise  three fundamental ly
dif ferent  taxpayer  bundles  of  owner-
ship interest .
This  discuss ion descr ibed some of

the ways to reconci le  these three dif-
ferent  taxpayer  bundles  of  ownership
interests . With regard to construct ion
industry property valuations, tax assess-
ment  author i t ies , const ruc t ion  com-
pany  proper t y  owner–operators , t ax
counsel , and analysts  should be aware
of  these differences between business
enterpr i se  va luat ions , uni t  pr inc iple
va luat ions , and summat ion pr inciple
valuat ions. n

NOTES
1 Reilly, R.F., Differences between business valuations,
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