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DECOSIMO ANNOUNCES BROKER/
DEALER WITH SELL-SIDE ADVISORY
FOCUS

Tom Decosimo, Mike Costello, Paul Cheney, and Frank Lamanna announce the formation of broker/

dealer Decosimo Corporate Finance, LLC (DCF), member FINRA, SIPC. DCF provides sell-side

advisory services and arranges debt and equity financing, primarily for closely-held, privately-owned

businesses. DCF investor and advisor Joe Decosimo said, “DCF is the embodiment of the approach

we have used for the past 38 years in assisting a broad range of business owners. The concepts and

skills used by DCF have been honed through our involvement in many transactions, including the

acquisition and financing of five Major League Baseball franchises.” Nick and Fred Decosimo will

join Joe on DCF’s advisory board.

In the three years prior to forming DCF, Joe and Tom, as founders and the financiers of FourBridges

Capital Advisors, were active in twelve sell-side engagements. Joe and Tom withdrew from

FourBridges in October 2008 to form DCF.

DCEF has access to the accounting and tax expertise of the Decosimo CPA firm. DCF has long-

standing relationships with entrepreneurs, strategic and financial buyers, as well as lending and

investing institutions throughout the United States and abroad.

Mike Costello noted Decosimo’s client service focus will continue in this new venture. Mike said,

“We have a way of working with our clients that is ingrained in the earliest stages of a professional’s

career. We call it Joe’s way — putting clients first, while delivering quality service.”

Tom, Mike, Paul and Frank will continue their leadership of Decosimo Advisory Services, the

division of Joseph Decosimo and Company, PLLC, of which they are principals.

Fees are charged in a variety of ways including hourly, fixed fee, or on a success-fee basis. The

amount of the fee depends on the size, complexity, and likelihood of the engagement’s successful

completion.

To discuss sell-side advisory services or the arrangement of debt and equity financing, please call

423.266.0471 or email inquiries@jdcf.com.

DECOSIMO
CORPORATE

DC F FINANCE, LLC
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THREE PHASES OF SELLING A BUSINESS

For nearly forty years, Decosimo has advised and assisted
business owners wishing to sell their companies. For the
majority of owners, selling a business is a once-in-a-lifetime
event, so it is important to leave as little as possible to
chance. Executing a well-devised plan is critical to
maximizing the ultimate proceeds from the sale of the
business. Based on our experience with over $20 billion in
transactions, we developed a three-phase process intended
to maximize sale proceeds and benefits to the current
shareholders and to minimize the time to closing and the
likelihood of busted deals. The following paragraphs

describe our process in more detail.

Phase One - The foundation on which the sell-side process
rests is an understanding of the company’s value. The
valuation process begins with a request for information
about the business, followed by a detailed interview
designed to provide information about the company’s
history, management team, ownership, products and
services, markets, customers, competition, suppliers,
facilities, manufacturing processes and capacity, capital
structure, contracts and licenses, as well as current and
expected trends, along with issues in the industry and the
economy. Once we have an understanding of how the
business works, we analyze historical and prospective

financial statements.

The valuation is an independent opinion of value prepared
by an experienced business appraiser. The valuation is
prepared in accordance with industry best practices,
including the Uniform Statement of Professional Appraisal
Practices (USPAP) and the business valuation standards of
the American Society of Appraisers and the American
Institute of Certified Public Accountants. The valuation
provides the opportunity for frank discussion between the
current owners and their sell-side advisors regarding the
value of the business, including areas of financial or

operational concern to potential buyers.

Phase Two - The second phase of the project involves
preparing to solicit buyers. This phase includes research to
determine who is interested in companies with the
investment characteristics of the subject business. While

companies who have made investments in the subject

industry in the past are candidates, the investment
community changes fast, and so does the universe of
interested parties. If appropriate, we also look for
international companies that may be interested in making

an investment in the industry.

Once potential buyers are identified, we prepare a
confidential information memorandum (CIM) that explains
the investment opportunity. The CIM is based in part on
the information gathered in performing the business
valuation. The CIM is a marketing document designed to
summarize important information about the business in
order to limit negative surprises during the due diligence
process. Based on the CIM, we also prepare an executive
summary—a teaser document designed to pique the
interest of potential buyers. The executive summary does
not disclose the company’s name; it provides only a broad
description of the business and the market, as well as
enough summary financial data to provide a sense of scale

for the transaction.

Phase Three — The third phase involves conducting a
controlled sale process for the business, analyzing and
comparing competing offers, hosting buyer due diligence,

and closing the deal. Potential buyers are contacted by
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phone and qualified in a discussion consisting of questions
about the party’s history of acquisitions, their business lines,
their capitalization, and their ability to close a transaction. If a
potential buyer lacks the necessary components to complete
the transaction, they may be eliminated from the list of top
prospects. Should the potential buyer meet the criteria of a
serious buyer, they are emailed an executive summary, along
with a non-disclosure agreement (NDA). Once the NDA is
returned, the CIM is sent, along with the procedures letter,
which gives clear instructions concerning the letter of interest
deadline and the details relating to the letter’s required terms,

should the potential buyer wish to proceed.

The letter of interest addresses issues including:

o A specific value range

o Acquisition structure such as cash, stock or seller
financing

« Management issues such as employment agreements,
covenants not to compete, and consulting agreements

o Capital sources

« Closing contingencies

o Due diligence

« The approval process

o Timing

Concurrently, the data room is prepared. This room contains
the backup information that a serious interested party (who
ultimately presents a competitive letter of interest) will want to
review during the due diligence process. Much of the
information for the data room will have been acquired and

organized during the valuation.

Based on the number and quality of the letters of interest
received, as well as followed-up inquiries, negotiations will
begin with selected potential buyers in order to determine one
or more interested parties that may be invited to the data
room and to engage in management interviews. The goal of
the process will be:
o To narrow the list of interested parties to only those
that have the ability to close and to do so promptly
o To ensure the seller understands the letters of interest
terms
o To assure that these terms will ultimately be

transferred appropriately to a letter of intent.
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The two or three potential buyers (finalists) who have
submitted the most compelling letters of interest are invited to
conduct due diligence, which takes place in the data room—a
physical room either off site or a virtual room accessed
electronically. Many potential transactions have fallen apart
due to poorly prepared data rooms or due to data that
conflicted with the CIM. By properly organizing the data in
Phase One, this risk is substantially reduced.

On completion of due diligence, a single letter of intent is
negotiated from the finalist. The letter of intent resembles a
written contract, but is not completely binding. The portions
of the letter that are binding include such items as non-
disclosure agreements, a covenant to negotiate in good faith,
or a “stand-still” or “no-shop” provision promising exclusive
rights to negotiate. This letter’s negotiations ultimately drive

both sides toward closing.

Closing involves the selling company’s attorney, as well as a
specialized transaction attorney hired specifically for this
process. Of course, the selling company’s accountants will play

a crucial role throughout this process.

Phase Three can take up to four months, as it is not unusual
that the selected potential buyer will want between 45 and 60
days to close. Therefore, as a rule of thumb, we tell our clients
to be prepared for a nine-month process in total—Phase One
through closing. Of course, process timing can vary either

way.

Selling a business requires a disciplined process executed by
experienced people. DAS professionals have been involved in
assisting clients buy and sell hundreds of businesses. We
believe there is no substitute for expertise in valuing
businesses, understanding of both sellers and buyers needs,
experience assisting with financing, and adherence to a
disciplined process. To discuss the potential sale of a business

in confidence, please contact us at 800.782.8382.

TOM DECOSIMO
CPA¥ABV, ASA

PAUL CHENEY
CPA¥ABV
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Decosimo Advisory Services
professionals frequently speak at
seminars and industry associations
on the topics of valuation, litigation
support, and forensic accounting.

To schedule one of our
professionals to speak, contact Je!
Lemon at 423.756.7100, ext 1330, or
je"emon@decosimo.com.

PAST
ENGAGEMENTS

* May 14, 2009 : Tennessee Society
of CPAs’ Chattanooga Chapter,
Chattanooga, TN: Pam Mantone,
CPA-+CFF, CFE, FCPA Analyzing
Financial Information - Tools for
Finding Those OQuestionableO
Transactions

* May 27-30, 2009 : National
Association of Certified
Valuation Analysts’ 16th Annual
Consultants Conference, Boston
MA: Mike Costello, CPA*ABV
CFF, CFE, ASA Daubert
Challenges: What Every Expert
Needs To Know; Brent McDade,
ASA, CBA, BVAL Impact of
Guaranteed Debt , and with co-
presenters Robert Vance and
Miles Mason, Sr., Mock
Deposition for a Business
Valuation Engagement

FUTURE
ENGAGEMENTS

September 2, 2009:

Chattanooga Bar Association,
Chattanooga, TN: Mike Costello
Law Firm Accounting

Procedures

October 11-14, 2009: Medical
Group Management Association
2009 Annual Conference,
Denver, CO: David Cranford,
CPA, with co-presenter Alan
McMurray Breaking Up is Hard to
Do: Recognizing the Warning

Signs Leading to Practice
Dissolution

October 18-19, 2009 : Tennessee
Society of CPAs’ Business
Valuation, Forensics, & Litigation
Conference, Nashville, TN: Mike
Costello Daubert Survival

Tactics; Pam Mantone Analyzing
Financial Information-Tools for
Finding Those OQuestionableO
Transactions

November 10, 2009 : Tennessee
Society of CPAs’ Knoxville
Chapter, Knoxville, TN: Pam
Mantone Analyzing Financial
Information-Tools for Finding
Those OQuestionableO
Transactions

November 15-17, 2009
American Institute of CPASs’
National Business Valuation
Conference, San Francisco, CA:
Mike Costello Daubert
Challenges: What Every Expert
Needs to Know, Niche Vignettes:
Retail and with co-presenters
Ron Seigneur and Jim Anderson
Business Opportunities in

Mergers and Acquisitions ; Brent
McDade, Valuing Debt , Niche
Vignettes: Automobile

Dealerships , and with co-
presenters Robert Vance and
Miles Mason, Sr., Mock

Deposition for a Business

Valuation Engagement
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TWO DECOSIMO PROFESSIONALS ADDRESS TOP
BUSINESS VALUATION CONFERENCE

Decosimo Advisory Services Principal Mike Costello,
CPA«ABV.«CFF, CFE, ASA, and Managing Director Brent
McDade, ASA, CBA, BVAL, traveled to Boston, May 27-30, to
present at the 16th annual Consultants’ Conference hosted by the
National Association of Certified Valuation Analysts (NACVA)
and the Institute of Business Appraisers (IBA). Mr. Costello’s
presentation, titled "Daubert Challenges: What Every Appraiser
Needs to Know," addressed the Daubert v. Merrell Dow
Pharmaceuticalsiling as it pertains to the admissibility of
financial expert testimony. Participants left the session with a
knowledge of key cases regarding the admissibility of expert
testimony and advice on how to avoid or overcome a Daubert

challenge if one arises.

McDade led a group discussion titled “Impact of Guaranteed
Debt,” which featured some of the industry’s foremost thought
leaders on the topic. The session included perspectives from both
experts appearing in the controversial Baldwin v. Badedecision.
The often-animated discussion summarized the current body of
knowledge on guaranteed debt, illustrated the methods currently
in use, and challenged the participants to think abstractly about
topics such as how debt guarantees affect value on a controlling
interest basis as opposed to a minority interest basis, and whether
or not the fair market value standard includes an assumption of

debt guarantees.

Mr. McDade also co-presented with Robert Vance and Miles
Mason, Sr. a “Mock Deposition for a Business Valuation
Engagement,” which illustrated the right (and wrong) ways to
answer common deposition questions. Despite the subject’s
serious nature, the mood of the presentation was often light, as
the participants demonstrated how hapless appraisers might fall

into difficult traps during their testimony.

McDade said, “It was an honor to speak at such a prestigious
conference of our peers. Many of our industry’s pioneers were in
attendance and it’s always great to reconnect with friends”
Costello added, “T always enjoy meeting new professionals in our
field and learning from others in attendance. Beyond that, to be

able to address the group was a real privilege”

NACVA trains and certifies financial professionals in business and
intangible asset valuation, as well as financial forensic services,
including damages determinations of all types, along with fraud

detection and prevention. The IBA is the oldest professional

business appraisal society. Since 1978, the Institute has been a

leader in business appraisal accreditation and education.

Mike Costello has more than 30 years of experience in business
valuations, acquisitions and divestitures. His appraisals have been
used in a variety of court cases. He is a certified fraud examiner
and recently passed the Financial Industry Regulatory Authority
Series 7, 63 and 24 licensing exams. Brent McDade’s experience
includes the appraisal of equity securities, debt instruments, and
derivatives. He has provided valuation services related to mergers
and acquisitions, buy-sell agreements, fairness opinions,
Employee Stock Ownership Plans, estate and gift tax matters,

shareholder disputes, and marital dissolutions.

ADVISOR SPOTLIGHT:
TOM DECOSIMO, cpra¥aBv, ASA

Tom is a principal with
, Decosimo Advisory Services
y (DAS) and CEO of Decosimo
‘ Corporate Finance, LLC,
member FINRA, SIPC. Early in
}*\ , his accounting career, Tom
[ worked with Paul Cheney
advising strategic and financial buyers of soft drink
bottlers, helping them acquire and finance over 100
separate bottling companies. Tom provides business
valuation and transaction advisory services that
include sell-side advisory, preparing complex
financial forecasting models and business valuations,

as well as assisting business owners in obtaining
debt and equity financing. During the last three
years, he and his team closed nine transactions
totaling over $300 million.

A University of Tennessee graduate and a life-long
student of history, Tom is active in civic affairs and
chairs the Richmont Graduate University Board of
Trustees. Richmont provides graduate counselor
education, graduate training in psychology and
practical theology instruction. Husband of Anita,
father of two college students, Garnett and Alex, and
caretaker of two Brittany Spaniels, Tom plays tennis,
is tortured by golf, and enjoys traveling in ltaly,
where he attempts to put his Italian language study
into practice.



VOL 1, ISSUE 3

INVESTMENT BANKING -
BANK ON HISTORY
REPEATING ITSELF!

In the wake of recent failures in the investment banking industry,
the question of what our financial system will look like in the near
future is intriguing. A recent article titled Investment Banking:
Back to the Fututeliscusses the outlook for investment banking
by gleaning insight from its past. The article interviews Dr.
William J. Wilhelm, Jr., a professor of finance at the University of
Virginia’s McIntire School of Commerce. Dr. Wilhelm is an
investment banking specialist and co-author of Investment
Banking: Institutions, Law and Politics

Historically, investment banks were almost purely advisory
businesses (similar to Decosimo Corporate Finance, LLC). These
banks rarely, if ever, risked their own capital and often had almost
no capital to risk. The article states, “This model, characterized by
deal brokering, privileged information, tight networks, and tiny,
often family-run partnerships, had flourished for hundreds of
years” During those years, investment banking was “a business of
personal relationships, knowledge born of long experience, trust,

and, perhaps most significantly, reputation.”

In the past fifty years, there has been a dramatic departure from
the historic structure of the investment banking business.
Wilhelm believes that the industry’s rapid expansion during this
time period (into the large, publicly traded banks we know today)
was due to major advances in financial theory and computing
power. Among the financial theories that influenced the change
was Harry Markowitz’s portfolio theory (1952) and option pricing
theories such as the Black-Scholes model, which became heavily
used by securities traders during the 1950s, 60s, and 70s. When
banks began using these theories in conjunction with newly
developed computing power, it enabled them to continually assess
the risk and return of large numbers of securities. Wilhelm says
the large investment banks “took a kind of knowledge that had
previously been difficult to replicate—the kind of knowledge that
was picked up on the job, and was really the product of human
judgment and experience—and turned it into mathematical

formulae that could be taught in a classroom?”

As a result of this shift, investment banking became a commodity
business, which encouraged economies of scale. Therefore, during
the 1960s, Wilhelm says, “The only way to stay profitable was to
push a lot of transactions through the computer...a lot of firms fell

by the wayside because they weren't quick enough in adopting the
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new technology...the ones that remained went public...they
abandoned their private partnership structures and increased

their scale dramatically”

The evolution of large investment banks, which engaged heavily in
trading, caused the old business model to fissure into two separate
focus areas. One was characterized by the high volume trading
that resulted from the complex trading models made possible by
advances in financial theory and computing power. The other was
the old-fashioned, relationship driven transaction and advisory

services that bankers had previously performed.

In the changed landscape, the bankers now brought the capital to
the table through their relationships (and their own pocketbooks),
and the traders would use that capital in execution. Wilhelm says
the traders were essentially gambling with the capital that the
bankers provided, putting at risk the relationships and reputation

on which the bankers had historically depended.

The commoditization of investment banking services grew further
in the 1990s with the entrance of commercial banks into the
industry. This heightened competition forced investment banks to
find a way to boost returns through riskier investments. “The
obvious way, for the traders,” Wilhelm says, “was to lever up. And

it’s been spiraling that way ever since””

The family-owned, relational investment advisors of the early
1900s had been replaced by large, publicly-held corporate banks
whose executives were incentivized to increase near-term profits.
These incentives pressured banks to rely on trading and trading
theories, resulting in increased use of leverage and riskier

securities such as subprime debt and commaodities.

Wilhelm believes that this reliance on risker investments
contributed to the financial collapse. “I think it’s quite plausible
that senior management at some of these big banks really didn't
have a grasp of what their traders were doing, and the amount of
risk they were taking, and the extent to which a slipup could bring
down the bank...They had very sophisticated tools for measuring
risk, but those tools had limits. I'm not convinced they

understood those limits.”

Of course, Wilhelm says investment bankers should not abandon
the modern theories. “Just as engineers must understand the
complexities of the rules and tools that make their work possible,
so must financiers...It’s not the tools that get you in trouble...It’s
the clumsy use of tools, the mindless taking of risk, and the
incentivizing of risk” At the same time, Wilhelm does not believe

overregulation is the answer. Wilhelm says, “Engineers are trying
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to build bridges...and bridges fall sometimes. But that doesn't stripped away, leaving the large banks to process transactions and

mean you get rid of bridges.” run clearing operations.

Wilhelm believes the future of the financial industry is a “return to Decosimo Advisory Services' professionals have earned the

smaller, more specialized investment banking institutions, in credentials that signify a command of the analytical techniques

which reputation and relationships will once again govern banks’ and modern theories that comprise the science of valuation, while
actions” He saw evidence of this return prior to the financial employing the principles of personal interaction that have been
collapse, since “a growing fraction of merger and acquisition gained through participation in numerous, actual transactions
services has been delivered by boutique firms” Now, many of the over many years. If you would like to discuss a business valuation
top investment bankers are leaving the troubled, big banks for in confidence, we can be reached at 800.782.8382.

such boutique investment banks.

“There’s a certain amount of the business that’s still based on
human knowledge and judgment—on softer, tacit skills...and _
those sorts of skills can be very difficult to incubate in large public : & ANDREW GARDNER
DAS FINANCIAL ANALYST

companies,” Wilhelm says. As a result, he predicts that the

investment advisory and trading roles of the big banks will be

IMcIntire School of Commerce. CommerceUVASpring 2009.
Investment Banking: Back to the FuidreWilliam J. Whilhelm Jr.

NEW ACCOUNTING STANDARDS CODIFICATION LIKELY TO CAUSE CONFUSION

The Financial Accounting Standards Board recently released the Accounting Standards Codification (ASC), a
document that changes the structure of current United States Generally Accepted Accounting Principles (GAAP).
The problem, from business managers’ point of view, is the new organization system will alter the vocabulary
between them and their accountants.

In our experience, business owners are just now familiarizing themselves with all of the new accounting
pronouncements that have resulted from the shift to fair value accounting. On top of that, this new nomenclature is
sure to be a source of frustration for non-accountants, as it seems the vocabulary has changed even before there is
widespread understanding of the new requirements they describe.

There is some good news:
1. ASC does not change current GAAP, so the underlying requirements are substantially the same.

2. ASC simplifies the organization of the thousands of authoritative accounting pronouncements issued over
the past 60+ years by multiple organizations.

3. ASC simplifies the GAAP hierarchy to two levels: Authoritative (itself and SEC pronouncements) and non-
authoritative (all else).

In order to assist our clients and friends in better understanding the language of their auditors and accountants, we
have prepared the following translation from the old nomenclature to ASC.

TRANSLATION FROM NUMBERED ACCOUNTING PRONOUNCEMENTS TO ASC

OLD NAME NEW NAME
SFAS 123R Topic 718 Compensation - Stock Compensation
SFAS 141R Topic 805 Business Combinations
SFAS 142 Topic 350 Intangibles - Goodwill and Other
SFAS 157 Topic 820 Fair Value Measurements and Disclosures
SFAS 159 Topic 825 Financial Instruments

Of course, this table lists only a few of the current accounting issues and their new names under ASC. To discuss the
new system in detail, please contact us at 800.782.8382.



BULLS AT REST

While the Bulls on Wall Street continue to
rest and ponder their future, our clients are
busy using their entrepreneurial talents to
pull the country out of recession. At
Decosimo Advisory Services, we believe in
the power of the entrepreneurial spirit and
are here to assist with business valuation,
litigation support, and transaction advisory
services. As our clients know, there is more
to business valuation than the science of
mathematics, Pnance, and statistics. There is
also the art of applying informed judgment,
reasonableness, and common sense. In
recognition of this merging of science and
art, this quarterOs artwork from Cessna
Decosimo and Elizabeth Rogers features
CessnaOs sculptures of three minotaur,
created earlier this year.

Cessna Decosimo and Elizabeth Rogers work as professional

artists in Chattanooga, Tennessee. Visit their websites at
cessnadecosimo.com and elizabethrogers.net.

Photo: Dan Reynolds, www.danreynoldsphoto.com
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