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To Calculate or Not to Calculate: Revisiting the AICPA’'s SSVS-1

By Nathan DiNatale, CPA/ABV, CVA

Since its release in 2007, there has been some
misunderstanding about the AICPA’s Statement
on Standards for Valuation Services or “SSVS.”
This frequently misunderstood and often mis-
interpreted guidance has CPAs and valuation
analysts wondering when and how it applies to
the services they perform. Questions such as
“is this a calculation engagement or a valuation
engagement?” and “what information do | need
to include in my report when preparing for litiga-
tion?” are all too common in applying the new
standard. In this day of dueling experts, IRS
examinations, and litigation scrutiny, valuation
experts should brush up on this standard and
be prepared to defend their report.

Types of Engagements. SSVS spells out two
distinct types of engagements that a valuation
analyst can employ to estimate the value of a
company: a valuation engagement and a cal-
culation engagement. A valuation engagement
results in a conclusion of value while a calculation
engagement results in a calculated value. The
SSVS defines each of these as follows:

a. Valuation engagement—A valuation analyst
performs a valuation engagement when (1) the
engagement calls for the valuation analyst to
estimate the value of a subject interest and (2)
the valuation analyst estimates the value and
is free to apply the valuation approaches and
methods he or she deems appropriate in the
circumstances. The valuation analyst expresses
the results of the valuation as a conclusion of
value; the conclusion may be either a single
amount or a range.

b. Calculation engagement—A valuation analyst
performs a calculation engagement when (1) the
valuation analyst and the client agree on the val-
uation approaches and methods the valuation
analyst will use and the extent of procedures the
valuation analyst will perform in the process of
calculating the value of a subject interest (these
procedures will be more limited than those of
a valuation engagement) and (2) the valuation
analyst calculates the value in compliance with
the agreement. The valuation analyst expresses
the results of these procedures as a calculated
value. The calculated value is expressed as
a range or as a single amount. A calculation
engagement does not include all of the pro-
cedures required for a valuation engagement
(paragraph 46).

To summarize, the valuation engagement gives
valuators the freedom to apply the valuation
approaches and methods they deem appropri-
ate, while the calculation engagement relies on
the client providing input regarding the valuation
procedures to be performed and methodologies
to be used in the valuation.

In my opinion, each of these engagements has
its proper place. Valuation analysts are often
required to value a business to reconcile a
dispute, to determine the value of stock options,
or for estate and gift tax purposes, to name a
few. In these scenarios, valuation analysts are
tasked with determining the value of the business,
or pro rata share, in an objective manner, using
the most appropriate valuation methods based
on the company-specific information and their
own valuation expertise. The resulting conclu-
sion of value is an unbiased, undirected opinion.
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In such a scenario, where a third party is relying
on the independence and objectivity of the valu-
ation analyst’s opinion, a valuation engagement
is more appropriate.

Alternatively, a calculation engagement is more
appropriate when third-party reliance is not
present. Calculation engagements closely resem-
ble agreed-upon-procedure engagements, where
the client retains the ability to dictate the proce-
dures followed. Ultimately, the valuation analyst’s
choice of engagement should be documented in
the engagement letter with the client.

Minimum Requirements. In performing the
engagements discussed above, the valuation
analyst must include the minimum requirements
for each. According to SSVS, in a valuation
engagement the valuation analyst should:

* Analyze the subject interest;

 Consider and apply appropriate valuation
approaches and methods; and

* Prepare and maintain appropriate
documentation.

While these three basic requirements oversim-
plify the amount of research, financial analysis,
and calculations required in even the small-
est company valuation, they are detailed in the
SSVS so that even the most inexperienced valu-
ation analyst has a road map to follow. In addi-
tion, they mimic the general requirements of both
the National Association of Certified Valuation
Analysts (NACVA) and the American Society of
Appraisers (ASA) reporting requirements.

The requirements for the calculation engage-
ment are more relaxed. The valuation analyst
must provide an analysis of the subject inter-
est and comply with the same documentation
requirements as a valuation engagement, but
only has to discuss the valuation approaches or
valuation methods agreed upon with the client.
This engagement does not specifically require
the consideration of all valuation approaches or
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methods. To reiterate, calculation engagements
have a very limited use, in my opinion, and are not
appropriate when the valuation will be relied upon
by third parties, such as the fair value standards
under generally accepted accounting principles
(GAAP), estate and tax purposes in accordance
with the IRS, and litigation.

Choosing the Engagement Type. There are
a few things to keep in mind when determining
which engagement is the most appropriate for
your client. First, a calculation report is nothing
more or less than specific valuation approaches,
valuation methods, and the extent of valuation
procedures that the valuation analyst and client
have agreed upon. The valuation analyst is not
free to perform an unbiased estimate of value.
In addition, keep in mind that the calculation
engagement does not include all of the proce-
dures necessary for a valuation engagement.
The procedures have been specifically limited by
the client for a particular purpose, thus restric-
tingthe valuation analyst in the performance
of the valuation. On the other hand, the valua-
tion engagement includes all of the procedures
necessary to render an opinion of value that is
solely the analyst’s, without restriction to the pro-
cedures performed.

Regardless of which type of engagement you
choose, the SSVS applies to all AICPA members
and all engagements that require the valuation
analyst to estimate value. However, the following
exemptions apply:

a. The SSVS is not applicable to a member
who participates in estimating the value of
a subject interest as part of performing an
attest engagement defined by Rule 101 of
the AICPA Code of Professional Conduct
(for example; as part of an audit, review, or
compilation engagement).

b. The SSVS is not applicable when the
value of a subject interest is provided to
the member by the client or a third party
and the member does not apply valuation
approaches and methods, as discussed in
this Statement.

c. The SSVS is not applicable to internal use
assignments from employers to employee
members not in the practice of public
accounting, as that term is defined in the
AICPA Code of Professional Conduct
(AICPA, Professional Standards,
vol. 2, ET sec. 92. 25).

d. The SSVS is not applicable to engagements
that are exclusively for the purpose of deter-
mining economic damages (for example, lost
profits) unless those determinations include
an engagement to estimate value.

e. The SSVS is not applicable to mechanical
computations that do not rise to the level of
an engagement to estimate value; that is,
when the member does not apply valuation
approaches and methods and does not use
professional judgment.

f. The SSVS is not applicable when it is not
practical or not reasonable to obtain or use
relevant information; as a result, the member
is unable to apply valuation approaches and
methods that are described in this Statement.

Litigation Considerations. In connection with
the SSVS, valuation analysts may issue three
types of reports to communicate the results of an
engagement. For a valuation engagement, they
may issue a detailed report or a summary report,
and for a calculation engagement, they may issue
a calculation report. Regardless of which type of
engagement is chosen, there is a general report-
ing exemption for certain controversial proceed-
ings. In other words, while the valuation analyst
still needs to complete the work required under
the applicable engagement chosen, the report
does not have to follow a prescribed format or
include specific information to be in accordance
with the SSVS.

Summary. While it is important to understand
the standard and the requirements applicable to
each type of engagement, it is equally important
to remember these differences when proposing
on a new valuation. If you are performing all of
the required procedures, providing an unbiased
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opinion and not being restricted, then the most
appropriate engagement is a valuation engage-
ment. Without the ability to form an unrestricted
opinion, valuation analysts have been limited by
the party they represent. This imposed limitation
may or not may not have a significant impact on
the opinion, but be aware that this type of opinion
is not appropriate for most compliance purposes
and is certainly not the best choice when repre-
senting a client in litigation. Thus, the engage-
ment you choose will not only impact the level
of work and fees, but it could lead to additional
scrutiny if the valuation is contested.

Nathan DiNatale, CPA/ABV, CVA, is a senior
manager in the firm SC&H Group LLC, located
in Sparks, MD.
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