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Recently I have encountered a number of business appraisals that used a weighted 
historical average as an income forecast. This led me to wonder why some appraisers feel that 
this is appropriate. 

I have come up with the following possible reasons: 

1. Belief that an income forecast is not necessary. 
2. Income forecasts are speculative. 
3. Management may not develop income forecasts. 
4. A weighted historical average is easy to compute 
5. CPA rules are cwnbersome to comply with if the appraiser is also a CPA. 
6. Income forecasts are difficult and time consuming to develop. 
7. The appraiser may not know how to support an income forecast. 
8. Concern that the income forecast will be wrong. 

Let's examine each of these possible reasons. 

1. Belief that an income forecast is not necessary. 

According to Revenue Ruling 59-60,
 
The fair market value of specific shares of stock will vary as general
 
economic conditions change from "normal" to "boom" or "depression,"
 
that is, according to the degree of optimism or pessimism with which
 
the investing public regards the future at the required date of
 
appraisal. Uncertainty as to the stability or continuity of the future
 
income from a property decreases its value by increasing the risk of
 
loss of earnings and value in the future. The value of shares of stock of
 
a company with very uncertain future prospects is highly speculative.
 
The appraiser must exercise his judgment as to the degree of risk
 
attaching to the business of the corporation which issued the stock, but
 
that judgment must be related to all of the other factors affecti ng value. J
 

A forecast is the appraiser's attempt to illustrate his or her opinion of the expected future 
earnings of a business upon which an estimate of value will be based. 

-Also, according to Revenue Ruling 59-60, 

Valuation of securities is, in essence, a prophecy as to the future and 
must be based on facts available at the required date of appraisal. As a 
generalization, the price of stocks which are traded in volume in a free 
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