Table of Contents

(=0 7 Yo = TR T TSP SSPPTPPPPPRTPPPR vi
ADOUL the AULNOIS ...t r b s e e s viii
T @ 1= Y /1= . AU PPPUPPPPPPPPIIR 1
Il. Disadvantages of the Asset Based Approach ...........cccccviiininiininnnnn, 3
A. Use of Average Discounts in Published Studies..............cccocciiiiinnn 4
B. Inappropriate Reliance on Case History ... 6
ll. Selecting Proper Valuation Methodology ..o, 8
A, IncomMe APProach ........cooiiiiiiiii i 9
B. Market APProach ......cccccooiiiiiiiiiiii e 10
C. Asset Based APProach ..o 12
IV. Empirical Data for Income Approach............coooiiiiiiis 15
A. Marketable SECUNLIES ..........oceviiiiiiemiiii e 16
B, REAIESIAtE ... .o ieeeeeeee et rt e e 16
1. Real Estate Investment Trusts (REITS).......cccoooeiiiimmien 16

2. Publicly-Held Limited Partnerships ...........ccoocvniiniin 18

C. Other Sources of Real Estate Returns ... 22

[ TS TU T oo s P=1 oY A S P O PO PP PPPPPUP PP TIPS 22
V. Empirical Data for Market Approach ............ccocooiniiiii 23
A. Closed-ENd FUNAS..........ooeiiiieiii e 23
B. Publicly-Held Real Estate Limited Partnerships...............cccooooiiiiinns 26
1. Comparability of Data ..o 27

2. Limited Partnership Secondary Market............ccccooeiiinniiinins 28

a) Impact of Liquidations ... 29

b) Mechanics of Buying and Selling LP Interests...............ccccoviniinnns 30

(1) ROIE OF the SEIET ... 31

(2) Role ofthe Buyer ..........coooiriiiii 31

(3) How Auctions Are Conducted ... 32

(4) Sales Proceeds and Distributions .............cocooviiinin 32

3. Addressing Criticisms of Limited Partnership Data..............cc..cc.coe 32

C. SUIMMIAIY . eeeieiteieeieeeettee et s ab s et e e e e skt sad e 40
VI. What Should Be Included in an Appraisal Report ............cccoiiiinne 441
VII. Valuation EXamPIES ........coeeieiiiiiiiiii i 43
A. FLP A - Marketable Secunities ... 43
1. Income Approach — FLP A 44

a) Determination of Discount Rate.............oconeiiniiii 44

b) Scenario 1 - Discounted Net Cash Flow Forecast.................c.ccooeee 47

c) Scenario 2 - Reinvestment of Capital Appreciation........................... 49

d) Scenario 3 - Capitalization of Net Cash Flow...............cccoiiiinis 50

2. Market Approach - FLP Ao 51

a) Selection of Closed-End Funds ... 53

b) Application of Price-to-NAV Ratios ..o, 56

3. Reconciliation of Values - FLP A.........oooiiiiiiiireeee e 59

B. FLP B — Income Producing Real Estate ...........cccoooeeeee 60



1. Income Approach —FLP B......ooorii 60

a) Determination of Discount Rate .............ccooiiiiin 60
(1) Build-Up Method — REIT Returns..........ccccoiiiiini 61

(2)  Build-Up Method — Real Estate Partnership Retums ................ 63

(3) Reconciliation of Discount Rate Computations ......................... 65

b) NCF Forecast — Income Producing Property .........c...ccccconiiiinninnnnen. 65
2. Market Approach — FLP B......cooooiiiiiiii e 67
a) Sources of Data.......cccovoeeiiiiiiiiiii 68
(1) Minority Interest Discount Database™ .................ccocciiviienen 68

(2)  Partnership Guideline Reports™ ..o 72

b) Application of Price-to-NAV Ratio — Real Estate......................c........ 73

3. Reconciliation of Values for FLP B........ccooiiiiiie, 76
C. FLP C - Non-Income Producing Property ......c.ccccoovevreiiiiiiiiiininn e 76
1. Income Approach —FLP C......corriiii e 77
a) Determination of Discount Rate ... 78
(1)  Build-Up Method — REIT Returns...........coccoiiiiiiinnes 78

(2) Build-Up Method — Publicly-Held Limited Partnership Returns . 79

(3)  Reconciliation of Discount Rate Computation ........................... 81

b) NCF Forecast — Nonincome Producing Property.............c.cccoceeneni. 81
(1) Scenario 1 — Three Year Liquidation Horizon.................cccoeee... 82

(2)  Scenario 2 — Five Year Liquidation Horizon .................cccooeo 83

(3) Scenario 3 — Ten Year Liquidation Horizon.............cccooonnnnn. 83

(4) Reconciliation of Income Approach Scenarios..............ccceceeeee. 84

2. Market Approach —FLP C......ooiiiiiicee e 85
a) Selection of Guideline Entities ..o 86
b) Selection of Price-to-NAV Ratio........ccccooeiiiiii 88
3. Reconciliation of Values for FLP C ... 88
D. FLP D - MiX Of ASSEIS......utttieiiieiiiiiiieeieeeeeee e 89
1. Income Approach — FLP Do e 90
a) Determination of Discount Rate ..o 90
b) Net Cash Flow Projection ... 92
(1) SCENAMO T ...ceiiiiiiiiiiiiiiie e 92

(2)  SCENAMO 2...eiiieiiiiiiiiiiieiee e 94

(3) Reconciliation of Scenarios1and 2..........cccoooiiiiiiininee. 95

2. Market Approach - FLP D ... 95
a) Selection of Comparable Entities..............cccooiiin 96
(1)  Closed-End Funds...........cccoomimmiiiiii e 96

(2) Publicly-Held Limited Partnership Interests....................c....... 102

b) Application of Price-to-NAV Ratios ... 105
E. FLPE —Oil & GAS ......cccovueuiieiiiiieeimieieriireeee e e seeass s ss e e s e nenaaasees 106
1. Income Approach — FLP E ... 106
a) Determination of Discount Rate...........cc.cocoiiiis 107
b) NCF FOrecast .......coovvviiiaiiiiiic et 108
2. Market Approach —FLP E.........cooeee e 108
a) Selection of Oil and Gas Partnerships.............ccocoiiniiiinn 109

b) Application of Price to NAV Ratios...........ccccoooniis 113



3. Reconciliation of Values for FLP E......cooriciii e, 113

VI, Unique Appraisal ASSIGNMENtS ..., 115
A. Family Limited Partnerships with Nonmarketable Securities.................. 115
B. Valuing General Partnership Interests.................cc, 116
C. Valuing Assignee Limited Partnership Interests .............c..ccccoooi 118
D. Valuing Multiple or Tiered Limited Partnerships ............ccccovniniennnnnnns 119
E. Valuing Family Limited Partnerships with Promissory Notes................. 120

IX. Discount for Lack of Marketability .............c..ocoveiiiiiiieiine, 123
A. Discounts Observed in Publicly-Held Limited Partnerships ................... 123
B. Use of Average or Fixed Discounts .................ccoooiinn, 124
C. Empirical Approach for Determining DLOM...........ccccciiiiiniininnen, 125

1. Study A — Private Equity vs. Public Equity Returns............................ 125

2. Study B — Restricted Stock Returns.........c..c..oocoiii, 127

3. Study C-Long Termvs. Short TermBonds ...............ccevn 129

4, CONCIUSION ....cooieiiiiieieeeee et e e e e n e nas 131

D, EXAMPIES .ot 133

1. FLP A - Marketable Securities ...........oovveeemimiiiiiiiiiiiicieeeniis 133

2. FLP B - Income Producing Real Estate................cccoooivimnin. 135

3. FLP C - Nonincome Producing Real Estate........ccccccooiiiieiin s 138

4. FLP D — MiXed ASSELS ...oovvueuiieiiieaiieeeee e 139

5. FLPE=001and Gas.........couuuuiuumiimmiiirii ettt 141

E. Conclusion on Lack of Marketability ... 143

D S S 101 41 1 2T o 144
D T 0701 o ol [VE=3 o o [N PSP P PP 145



