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September 12, 2019 
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This letter presents our opinion of fair market value of the enterprise value and of the total equity of Nice Ride Minnesota.  This opinion of fair 
market value has an effective date of July 2, 2018.  We determined the fair market value of the enterprise value and of the total equity to be as 
follows: 
 

Enterprise Value 

Total Equity Value 

$1.7 MILLION 

$2.0 MILLION 

This letter should not be considered independent of the subsequent report.  The report contains detailed narrative of our process, analysis, 
methods, and conclusion presented above.   

 
With kind regards,  

 

 

Chartwell Financial Advisory, Inc. 
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Scope of Valuation 

Chartwell Financial Advisory, Inc. (“Chartwell”) was retained by Nice Ride Minnesota (the “Company” or “Nice Ride” or “NRM”) to provide its 
opinion of the fair market value of the enterprise value and of the total equity (100% ownership interest assumption) of Nice Ride.  Our opinion 
of value is effective as of July 2, 2018 (the “Valuation Date”).  The intended use of the appraisal is for corporate planning.  More specifically, the 
appraisal is to be used to demonstrate fair market value of the Company as of the date of an arrangement (the “Transition”) entered into between the 
Company and Motivate International Inc. (“Motivate”) and is in connection with an inquiry conducted by the Attorney General of the State of 
Minnesota.  Any other use or reliance upon the opinion or the Report, by any party, is invalid and inappropriate.   

Standard of Value 

For purposes of this analysis, the standard of value is fair market value and is defined as:  

“The price, expressed in terms of cash equivalents, at which property would change hands between a hypothetical willing and able 
buyer and a hypothetical willing and able seller, acting at arm’s length in an open and unrestricted market, when neither is under 
compulsion to buy or sell and when both have reasonable knowledge of the relevant facts.” 

Company Summary 

Nice Ride is a nonprofit organization dedicated toward the mission and vision of enhancing quality of life for residents of Minneapolis/St. Paul by 
providing convenient, easy-to-use bike sharing and fleet programs that will provide residents of and visitors to Minnesota a healthy, fun, and 
different way to get around town.  Consistent with this mission, Nice Ride’s goals include: avoiding vehicle congestion and the associated 
environmental benefits, providing opportunities for healthy physical activity, and creating civic pride in the Twin Cities.   

The Company owns, operates and maintains a docked bike sharing program in the Twin Cities.  Members and visitors can rent bikes either on a 
one-time or subscription basis and subsequently return the bikes to physical docking stations placed strategically throughout Minneapolis/St. 
Paul .  In addition, the Company’s capital spending is supported by a combination of private and public sponsorships and grants. 
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Use of Report 

This opinion is valid only for the purpose stated herein.  Any other 
use or reliance by Nice Ride or third parties is invalid.  Chartwell 
will, subject to legal orders, maintain the confidentiality of all 
conversations, information received from the Company, and our 
valuation conclusions and report.  These conditions can only be 
modified in writing as agreed by both parties. 

This document meets the requirements of an Appraisal.  This 
Appraisal Report meets the requirements of a Comprehensive 
Written Business Valuation Report and an Appraisal Report. 

Regulatory Considerations  

The Internal Revenue Service’s Revenue Ruling 59-60 established 
eight factors to be considered in determining the fair market value 
of the common stock of corporations whose common stock does 
not actively trade on an exchange or over-the-counter.  These 
factors are the guiding principles widely accepted in the valuation 
of closely-held common stock.   

In Revenue Ruling 68-609, the general approach, methods, and factors outlined in Revenue Ruling 59-60, as modified, were determined to be 
equally applicable to valuations of corporate stocks for income and other tax purposes, as well as for estate and gift tax purposes.  The 
regulations were also deemed to apply to situations involving the determination of fair market value of business interests of any type, including 
partnerships and proprietorships, and of intangible assets for all tax purposes. 

Information Considered 

Chartwell has reviewed, analyzed, and relied upon certain corporate documents in addition to conversations and written communications with 
Company management.  The following list summarizes the major sources of information utilized during this valuation process: 

▪ Financial statements for Fiscal Year End (“FYE”) 2012 (“FYE 12”) to FYE 17 as audited by Clifton Larson Allen, LLP 

▪ Draft financial statements for FYE 18 as audited by Clifton Larson Allen, LLP 

▪ Internal financial statements for the period January through June of 2018  

■ The nature of the business and history of the enterprise from 

its inception
■ The economic outlook in general and the condition and outlook 

of the specific industry in particular
■ The book value and financial condition of the business
■ The earning capacity of the business 
■ The dividend paying capacity of the business
■ Whether or not the enterprise has goodwill or other intangible 

value 
■ Past sales of the stock and the size of the block of stock to be 

valued 
■ The market price of stocks of corporations engaged in a similar 

line of business, having their common shares actively traded in 

a liquid market, either on an exchange or over-the-counter 

Regulatory Factors Considered
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▪ Annual reports for FY 11-FY 15 

▪ NRM Budgets for FY 15-FY 17 

▪ 2018 Update to Nonprofit Business Plan (June 1, 2018) 

▪ Various internally generated financial and operating schedules for fiscal year FY 12 to FY 17 

▪ Minutes of Board of Directors meetings, various 2013-2018 

▪ Minutes of Nice Ride Legal/Finance Committee Meeting, May 3, 2018, and various from FY 14 

▪ Nice Ride Minnesota Transition Analysis (June 4, 2018) by Redpath and Company 

▪ Summary of Nice Ride Assets and various spare parts inventory and personal property worksheets 

▪ Real Estate Appraisal Report of Nice Ride MN (As Is market value of fee simple estate) 2701 36th Ave. S. & 3703 27th St. E., Minneapolis, 
MN as of May 24,2019 prepared by Chadwick Appraisals 

▪ The Grant Funded Agreement between the City of Minneapolis and Nice Ride (April 28, 2010), w/ amendments 

▪ The Minneapolis Bike Share Program and Pilot Agreement,  w/ amendment 

▪ Nice Ride MN Data License Agreement 

▪ Nice Ride Five-Year Assessment & Strategic Plan (May 7, 2015) 

▪ NRM Organization Chart 

▪ Request for Proposals (RFPs) for Transition of Twin Cities Bike Sharing System (September 14, 2017) 

▪ Responses to RFP (October 2017) 

▪ Nice Ride Neighborhood Program, Final Evaluation Report (March 2017) 

▪ License Agreement for Dockless Bike Sharing Operations (University of Minnesota, November 13, 2018) 

▪ Inquiry Letter dated January 29, 2019 from State of Minnesota Office of the Attorney General to William Dossett, Executive Director of 
NRM 

▪ Response Letter dated February 22, 2019 from William Dossett, Executive Director of NRM to Carol Washington of the State of 
Minnesota Office of the Attorney General w/ supporting charts and schedules 

▪ Various documents, analyses, memos, and emails dated 2010-2018 
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We utilized numerous sources of public information in compiling our analysis of the general economic outlook, the condition of the specific 
industry, and the public and private investment markets.  U.S. economic data and analysis was primarily derived from federal government 
departments and agencies, the Federal Reserve, business and financial information providers (particularly Bloomberg and The Wall Street 
Journal), and reports issued by leading banks and economic research organizations.  Economic projections were obtained from surveys 
conducted by Bloomberg and Blue Chip Economic Indicators.  Regional economic information was based on reports from U.S. Bureau of Labor 
Statistics, Creighton University, Minnesota Management and Budget, Metropolitan Council and Wells Fargo.  Industry data and analysis was 
mainly sourced from Freedonia, North American Bikeshare Association, National Association of City Transportation Officials, CFRA, and equity 
analyst reports.  Public and private investment information was largely procured from BizMiner, CFRA, S&P Capital IQ, Bloomberg, Duff & Phelps, 
the FactSet Mergerstat/BVR Control Premium Study, and the Stout Restricted Stock Study. 
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Introduction 

Economic and industry conditions affect the value of equity securities as a company’s performance often shifts with economic and industry 
cycles and trends.  The following summarizes current and anticipated economic and industry conditions as they relate to Nice Ride.  

Economic Summary  

The U.S. Bureau of Economic Analysis’s 
(“BEA”) advance estimate indicates U.S. real 
gross domestic product (“GDP”) increased at 
an annual rate of 4.1% in the second quarter 
of 2018, up notably from 2.1% in the first 
quarter of the year and the strongest 
quarterly reading since the third quarter of 
2014.  The BEA provides the following 
analysis of the latest GDP data: 

The increase in real GDP in the 
second quarter reflected positive 
contributions from personal 
consumption expenditures (“PCE”) [+2.69 percentage point vs. +0.36 in the first quarter of 2018], exports [+1.12 vs. +0.43], 
nonresidential fixed investment [+0.98 vs. +1.47], federal government spending [+0.22 vs. +0.17], and state and local government 
spending [+0.15 vs. +0.10] that were partly offset by negative contributions from private inventory investment [-1.00 vs. +0.27] and 
residential fixed investment [-0.04 vs. -0.14].  Imports, which are a subtraction in the calculation of GDP, increased [-0.06 vs. -0.45]. 

Accordingly, the BEA notes faster GDP growth in the second quarter of 2018 “reflected accelerations in PCE and in exports, a smaller decrease in 
residential fixed investment, and accelerations in federal government spending and in state and local spending” that were “partly offset by a 
downturn in private inventory investment and a deceleration in nonresidential fixed investment” as well as slower import growth.  As for the 
labor market, the unemployment rate dropped to 3.9% in April 2018 and fell to 3.8% in May, an 18-year low.  However, as more Americans joined 
the labor force in June 2018 (the labor force participation rate increased by two-tenths of a percentage point to 62.9%), the unemployment rate 
rose to 4.0%.  Meanwhile, following increases of approximately 165,000 in March and April, nonfarm payrolls rose by a robust 244,000 in May 
2018 and remained above 200,000 in June as the U.S. economy added 213,000 jobs on a preliminary basis.  The 12-month percent change in 
average hourly earnings for all private-sector employees registered 2.7% in June 2018, unchanged from a month earlier and up from 2.6% in each 
of the previous three months, but still lower than a 2.8% gain in the first month of the year.  Average hourly earnings rose 2.7% in 2017, up from 
a 2.5% gain a year earlier and the strongest annual increase in the post-recession years.   
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Looking ahead, consensus forecast data from Blue Chip Economic Indicators (July10, 2018) and Bloomberg (July 12, 2018) call for GDP growth of 
2.9% for 2018 and 2.5%-2.6% in 2019.  Annual GDP growth registered 2.2% in 2017, up from 1.6% in 2016 but still lower than 2.9% in 2015.  
Meanwhile, the July 2018 Bloomberg consensus indicates monthly nonfarm payroll growth will average 195,000 in 2018, 152,000 in 2019, and 
122,000 in 2020 as the economic cycle continues to mature.  Not surprisingly, unemployment is expected to remain low, moving to an average of 
3.6% in 2019.  Blue Chip notes the current economic expansion is the second-longest in U.S. history and is poised to become the longest in July 
2019.  According to the latest Bloomberg survey, the probability of a U.S. recession within the next 12 months is 15.0%, largely unchanged from 
recent months.  U.S. economic conditions currently reflect the tightening labor market, moderate inflation, gradually rising interest rates, upturns 
in the energy and industrial sectors, stronger exports associated with better global economic growth, and favorable business and consumer 
confidence and spending due, in part, to the passage of the Tax Cuts and Jobs Act in December 2017 and the two-year, $300.0 billion increase in 
the federal budget that became law in February 2018.  Nevertheless, wage gains have been modest of late.  Meanwhile, stock market indexes 
have exhibited volatility at various points during 2018 as concern regarding inflation and interest rates has increased while the U.S. dollar has 
strengthened of late and the Trump administration continues to implement tariffs as part of its hardline strategy to alter U.S. trade relationships 
in general and with China in particular.   

The Federal Reserve raised short-term interest rates at the June 12-13, 2018 Federal Open Market Committee (“FOMC”) meeting, implementing 
a second quarter-percentage point increase for 2018 to bring the target range for the federal funds rate to 1.75% to 2.00%.  According to the 
latest FOMC statement, the labor market “has continued to strengthen” since its May 2018 meeting while “economic activity has been rising at a 
solid rate.”  Regarding inflation, the Fed reports that on a 12-month basis, headline and core (i.e., excluding food and energy prices) inflation 
measures “have moved close to 2.0%” whereas “longer-term inflation expectations are little changed, on balance.”  The Fed currently anticipates 
inflation will run “near the Committee's symmetric 2.0% objective over the medium term.”  According to forecasts provided by FRB members and 
regional Federal Reserve Bank presidents for its June 2018 meeting, the federal funds rate will rise to a median of 2.4% during 2018, suggesting 
the Fed will increase interest rates two more times over the remainder of the year.  Projections released after the March 2018 FOMC meeting 
pointed to a total of three rate increases in 2018.  The latest survey data from Blue Chip and Bloomberg also call for two additional quarter-
percentage-point rate increases before the end of the year.  Looking further ahead, the Fed anticipates a median federal funds rate of 3.1% in 
2019 (vs. 2.9% in March 2018), 3.4% in 2020 (unchanged), and 2.9% (unchanged) over the longer run.   

A further analysis of the U.S. economic condition is included in the appendix of this report. 

Given the Company’s geographic concentration, it is also important to review economic conditions in Minnesota as well as population dynamics 
in the city of Minneapolis.  Conducted monthly by Creighton University, the Survey on Economic Conditions for Business employs a methodology 
similar to the Institute for Supply Management’s PMI (Purchasing Management Index) survey to determine composite Business Conditions Index 
(“BCI”) readings for Mid-American and Mountain states.  BCI readings above 50.0 suggest an expansionary economy over the next three to six 
months and readings below 50.0 point to contraction.  Minnesota BCI readings were above the growth neutral level throughout 2017 and the 
first six months of 2018.  Dr. Ernest Goss, Jack MacAllister Chair in Regional Economics at Creighton University, analyzes the latest data: 
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The June BCI for Minnesota decreased to a 
still solid 58.8 from May’s 64.2.  
Components of the overall June index from 
the monthly survey of supply managers 
were new orders at 61.2, production or 
sales at 61.4, delivery lead time at 55.9, 
inventories at 55.2, and employment at 
60.1.  Over the past 12 months, the 
Minnesota economy added 4,600 durable 
goods manufacturing jobs for a growth of 
2.3%, and 1,300 nondurable manufacturing 
jobs for a growth of 1.1%.  Minnesota ranked seventh among the nine states in the region in terms of the rate of overall manufacturing 
growth over the past 12 months. 

Minnesota Management and Budget (“MMB”) reports current economic conditions in Minnesota largely reflect a tight labor market, marked by 
an upturn in personal income and wage 
growth in 2017.  February 2018 MMB 
projections suggest state employment and 
personal income growth will remain strong 
through at least 2021 whereas population 
expansion will slow slightly when compared 
to the 2017 estimate.  In a May 2018 report, 
Wells Fargo economists provided the 
following analysis of Minnesota’s economy: 

▪ Minnesota’s diverse economy has 
lost considerable momentum since 
the middle of 2017.  Agriculture, 
mining and financial activities 
weighed on output growth, while 
job growth continues to be held 
back by the state’s tight labor market.  There were over 12,000 more open positions than unemployed persons in Q4-2017.  The 
unemployment rate has continued to fall in the first few months of 2018.  The lower jobless rate is unlikely to pull more job seekers into 
the workforce, as 70.4% of Minnesota’s population is either already working or looking for work.  Minnesota got a solid boost from 

2014 2015 2016 2017 2018P 2019P 2020P 2021P

Non-Farm Payroll Employment

  Millions 2.81 2.86 2.90 2.94 2.98 3.03 3.07 3.09

  Percent Change 1.4% 1.5% 1.4% 1.7% 1.3% 1.7% 1.2% 0.7%

Personal Income

  Bill ions of Current Dollars $268.5 $280.4 $287.2 $296.8 $309.3 $326.6 $343.6 $359.0

  Percent Change 4.9% 4.4% 2.4% 3.3% 4.2% 5.6% 5.2% 4.5%

Wage and Salary Disbursements

  Bill ions of Current Dollars $145.9 $153.9 $158.3 $164.6 $172.5 $181.9 $191.1 $199.9

  Percent Change 4.5% 5.5% 2.8% 4.0% 4.8% 5.5% 5.0% 4.6%

Population

  Millions 5.46 5.48 5.52 5.58 5.61 5.65 5.69 5.72
  Percent Change 0.7% 0.6% 0.8% 0.9% 0.7% 0.6% 0.7% 0.6%
Source: IHS Markit and Minnesota Management and Budget 

Minnesota Economic Projections: February 2018
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population growth in 2017, as it saw positive net domestic migration for the first time since 2001. 

▪ Total nonfarm payrolls rose by 22,800 jobs over the past year, with the public sector accounting for 7,300 of those positions.  Education 
and health care accounted for over half the new private sector jobs added over the past year.  Educational services had a particularly 
solid year, with employment rising 4.0% and marking the strongest growth since 2011.  Business services job growth has slowed, 
reflecting downsizings at corporate and regional headquarters.  Professional and tech employment was flat over the year. 

▪ Manufacturers are again adding jobs, reflecting stronger global demand.  The state’s important mining sector is also rebounding. In 
addition, construction employment has surged reflecting increased residential and commercial development.  The ability to find workers 
to meet this demand, however, may limit job growth. 

The city of Minneapolis represents the most important market for Company operations.  According to the U.S. Census Bureau, the estimated 
population of the city of Minneapolis 
increased 11.2% between the 2010 Census 
date of April 1, 2010, and July 1, 2018 to 
total 425,403.  Projections from the 
Metropolitan Council suggest population 
growth in Minneapolis will expand more 
moderately in coming decades, rising 3.7% 
between 2020 and 2030 and 4.6% between 
2030 and 2040 to reach 459,200 by the end 
of the projection period. 
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Bicycle Sharing Industry 

Bicycle (or bike) sharing systems provide bicycles for shared use to individuals, typically for a daily, monthly, annual, or trip-based fee.  Bike 
sharing systems are intended to increase mobility options and spontaneous bicycle trips, reduce traffic congestion, complement public transit 
and other modes of transportation, and encourage environmental and health benefits.  Bike sharing systems are most frequently available in 
cities with high population density and target public transit commuters in search of “last mile” transportation to take them short distances from 
bus stops or subway and light rail stations, as well as those wishing to reach urban destinations of distances that are “too far to walk, too close to 
drive.”  Bikes rented using a bike sharing system are intended for one-way use, and while bike sharing payment systems vary – some payment 
systems make use of kiosks at which users can register and pay while others are facilitated by the use of smartphone apps and mobile payment 
systems – rental transactions are designed to be self-service and automated.   

The first modern bike sharing systems were established in the U.S. in 2010 with the arrival of four systems of at least ten stations and 100 bikes, 
according to the National Association of City Transportation Officials (“NACTO”).  NACTO estimates the industry has expanded to reach 
approximately 83 systems as of the end of 2017.  Bike sharing systems may make use of various business models and have formed as for-profit 
businesses, nonprofit organizations, public-private partnerships, or publicly funded and jurisdiction owned and managed programs.  Bike sharing 
systems may also be station-based (or “docked”), which require riders to start and end trips at designated bike racks (“docks”) that unlock bikes 
for use after payment information is provided, or dockless, which typically allow riders to use a smartphone app to unlock a bike from wherever 
it is parked, then ride it as far as they want before dropping off the bike freely at any legal public parking area, rather than exclusively at operator 
bike stations.  In May 2018, NACTO provided the following summary of the use of docked and dockless bike sharing systems: 

Dockless bike share entered the market in 2017, making up 44.0% of all bike share bikes on the ground in cities, but only 4.0% of all rides.  
Dockless bike share has undoubtedly been the biggest disruptive force in the bike share industry, quickly nearly doubling the bike share 
footprint (as measured by bikes on the ground) in less than a year.  However, dockless bike systems have not, to date, been heavily used 
by riders.  

In 2017, the number of bike share bikes in the U.S. more than doubled – from 42,500 bikes at the end of 2016 to about 100,000 bikes by 
the end of 2017.  The majority of the increase in bikes came from new dockless systems.  During the second half of 2017, dockless bike 
share companies introduced around 44,000 bikes in cities across the country.  Station-based systems added approximately 14,000 bikes 
to their fleets, bringing the 2017 total to 54,000 station-based bikes.   

The large influx of dockless bike share bikes across the U.S. has not yet translated into substantial mobility gains.  NACTO estimates that 
up to 1.4 million trips were made on dockless bike share bikes in the U.S. in 2017, making up about 4.0% of trips.  Using the intensity 
metric of rides per bike per day (“r/b/d”), U.S. station-based systems produced an average of 1.7 r/b/d.  In contrast, dockless bike share 
systems nationally had an average of about 0.3 r/b/d. 
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Meanwhile, KeyBanc observes that docked bike sharing systems offer the advantages of lower operational complexity, encourage defined routes 
that can reduce traffic impact, and reduce clutter.  Because local political approval is typically necessary to operate bike sharing systems, the 
investment bank believes these advantages of docked systems will likely be viewed favorably by local politicians and decision makers.  

Through the first six months of 2018, mobility sharing systems using electric motor scooters (“e-scooters”) have gained in popularity, often at the 
expense of dockless bike sharing systems.  In a report published subsequent to the Valuation Date of this report, entering 2019 NACTO observed 
that at the end of 2018 over 85,000 e-scooters were available for public use in about 100 U.S. cities, while dockless bike sharing companies such 
as Lime and Spin retooled their fleets to focus on e-scooters and new e-scooter only companies (including Bird) emerged.  Freedonia notes that 
“the more recent surge in electric scooter sharing services has hindered demand for bikeshares.” 

Data from NACTO indicates ridership among 
bicycle sharing systems has increased each 
year since 2010.  According to NACTO, 35.0 
million bike share trips were taken in 2017, 
an increase of 25.0% compared to 2016, and 
over 123.0 million trips have been taken on 
bike share bikes since 2010.  Recent growth 
has been driven by increasing ridership in 
existing systems as well as the launch of 
several major new bike share systems across 
the country.  NACTO provides the following 
forward-looking commentary regarding bike 
sharing in the U.S.: 

With 35.0 million trips in 2017 and 
strong year-on-year growth since 2010, bike share is gaining a hold as a transportation option in cities in the U.S.  Significant ridership in 
an ever-widening collection of cities and clear indications of cross-over use between bike share and traditional bus and rail transit 
indicate that bike share can provide an essential mobility option for people in U.S. cities.  

The landscape around dockless bike share is less clear.  In less than a year of existence, one U.S.-focused company, BlueGoGo, and a 
number of China-based companies have filed for bankruptcy, merged with other companies, or ceased operations.  The extreme degree 
of venture capital funding, coupled with generally low ridership, brings questions as to the overall sustainability and volatility of the 
dockless bike share market.  Cities are proceeding cautiously, watching the results of pilot efforts, and encouraging dockless companies 
to share more data so that cities can better evaluate and understand how dockless bike share can further city goals of safety, equity, and 
sustainable mobility. 
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According to data collected by the U.S. Department of Transportation between April 2016 and May 2017 (latest available), 8.0% of passenger 
vehicle miles are driven on trips of under three miles, but trips under three miles comprise 46.0% of total trips taken.  CFRA notes that in cities 
that experience substantial traffic during peak commuting hours, these distances can take less time on a bike or e-scooter than in a car, further 
driving demand for mobility sharing services.  

As previously stated, Minneapolis is the largest market for the Company’s operations.  According to data from the Metropolitan Council, over 
30.0% of trips taken by any mode of transportation in Minneapolis are shorter than three miles.  Meanwhile, the December 2016 City of 
Minneapolis Resident Survey suggests over two-thirds of residents “often or sometimes ride a bicycle to get to school, visit parks, or run errands,” 
and U.S. Census Bureau data indicates 4.1% of Minneapolis residents ride a bicycle to work, one of the highest bicycle commuting rates in the 
U.S.   
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Nature and History of Business 

Nice Ride Minnesota was formed in 2009 as a nonprofit corporation to own and operate the Twin Cities bike sharing system.  Nice Ride 
Minnesota was established as a public-private partnership.  Notably, as part of the partnership, two-thirds of capital to purchase bikes and 
stations was derived from federal agencies, and one-third from a private sponsor – Blue Cross and Blue Shield of Minnesota.  Nice Ride 
Minnesota operates the equipment purchased through grant funding as a component of a comprehensive bike sharing program.   

The Company owns and maintains physical docking stations and approximately 1,850 bikes.  The stations are placed in areas throughout the Twin 
Cities, and consumers can utilize bikes and return them to stations using either a time-based use system or an ongoing subscription service.   

As of the Valuation Date, Nice Ride Minnesota agreed to transition services and operations to Motivate, the largest bike share operator in North 
America.   

Model and Service Offering 

The Company operates its bike share program through the use of docked bikes.  As of the valuation Date, the Company maintained 
approximately 201 bike docking terminals for its fleet of owned bikes.   

The Company generates revenue from rentals through subscriptions and in-kind revenue.  Subscriptions comprise member subscriptions, 30 day 
PAYGO subscriptions, 3 day passes, and single ride sales.  The Company has historically changed its day pass offerings to include or exclude 24 
hour passes.   Day passes charge a flat fee and a usage rate of $3-$4 based on half hour increments.  

Generally, the majority of total ridership of the bike fleet is derived from members operating on ongoing subscriptions.  Notably, in 2017, 
approximately 63% of total rides were from member accounts as opposed to casual single-use accounts.  Total revenue generated from these 
subscriptions and single-use sales comprise subscription and in-kind revenue on the Company’s financial statements.  The chart below 
summarizes total trip data from FY 14 to FY 17. 
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The Company maintained relatively consistent ridership from FY 14 through FY 17, and increased ridership in FY 17 relative to FY 16, but 
observed significant disruption immediately prior to the Valuation Date due to the introduction of dockless bike systems and alternative models 
of transportation using app-based platforms.  This disruption threatened ridership but primarily came in the form of impacts to sponsorship and 
grant revenue, which sustains the Company’s capital spending.  The Company attempted to develop and utilize an app-based system as the 
industry evolved, but observed limited success with its app-based platform and continues to operate a docked system. 

Sponsorship and Grants 

The Company’s capital spending on new terminals and bikes is financed by a combination of government grants and corporate sponsorship.  In 
recent periods, contributions and government grants have decline substantially due to the evolution of the bike share system into a dockless 
format that was highly disruptive to Nice Ride.  

According to management, dockless systems have increased substantially in prevalence and popularity in cities throughout the United States and 
internationally.  To management’s knowledge, cities that have continued to maintain a system similar to that operated by Nice Ride have done so 
with the backing of city or other government funding and grants, and have not sustained themselves solely on subscription or rental income.   
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During FY 17, total contribution, grant, and sponsorship revenue declined to $825,000 from approximately $1.4 million in FY 16.  Among 
sponsorship revenue declines of note, the Company lost its largest corporate sponsor (Target) during FY 17, and anticipates that future 
sponsorship would be challenged by the evolving landscape of the industry.  Accordingly, management believes that as future capital spending 
needs arise, it will be difficult to maintain support and contributions from local sponsors due to evolution in the marketplace.   

Markets and Customers 

The Company’s bikeshare program is provided for the benefit of all residents of and visitors to the Twin Cities.  Generally, all customers are 
individual users who subscribe as members or rent bikes on an ad hoc basis for casual use.  The terminal stations with bikes are prominently 
placed throughout the city, and regular users have a strong connection to the brand as an extension of the Twin Cities residents.   

Generally, the Company engages in limited advertising and marketing activities, but does maintain a small staff for customer support primarily 
related to billing or other issues associated with renting bikes at terminals. 

Facilities and Equipment 

The Company owns its facility located at 2701 36th Ave. S. and 3703 27th St. E. in Minneapolis, MN.  The subject property consists of two parcels 
(0.77 acres in total, or 33,721 square feet (“s.f.”) of land area) and two industrial buildings (built in 1977 and 1980) with a total building area of 
8,200 s.f.  The Company owned real property was appraised as of May 24, 2019 (approximately 11 months subsequent to the Valuation Date) at 
an As-Is fair market value of $600,000 by a third party appraiser. The appraised value reflects: (1) a hypothetical condition (i.e., that the property 
is not subject to an existing in-place lease and was appraised as an unencumbered fee simple interest) and (2) an extraordinary assumption (that 
both parcels would be sold/purchased together and not individually). 

As of the Valuation Date the personal property equipment components owned by the Company included:  bicycle and kiosk equipment, vehicles 
and trailers, website and telecommunication equipment, IT equipment, and office furniture and equipment.  The accounting gross and net book 
value of the personal property fixed assets as of approximately the Valuation Date is $9.6 million and $3.1 million, respectively. 

Employees 

As of the Valuation Date, the Company had approximately 32 full and part time employees.  Of the total workforce, 15 are full-time employees 
with position titles encompassing executive and associate directors, managers, accountant, manager, IT, marketing, operations 
director/scheduler/coordinator, and technicians.  The remaining 17 are seasonal employees with position titles of customer service, rebalancers, 
and mechanic.  
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Competitive Landscape 

Bike sharing and community bike ride systems represent a relatively novel industry that is less than 10 years old.  When Nice Ride entered the 
Minneapolis marketplace in 2010, there was no competitive option or similar offering for short-term bike rentals.  Subsequent to Nice Ride’s 
establishment, the industry has observed significant change and disruption due to the introduction of app-based technology. 

Notably, developers internationally and domestically created alternatives whereby bikes or other transportation devices could be locked, 
unlocked, and paid for using mobile applications, which eliminates the need for a physical terminal or dock to return the bike or other transport 
device.  The terminal is a significant capital expenditure, in particular the internal electronics within the physical terminal, and avoiding this 
expense is a substantial cost saving within the bike sharing industry.  Accordingly, the marketplace has rapidly transitioned to a mobile-app based 
system, with substantial numbers of competitive entries.  

In addition, bike sharing represented logical extensions for Uber and Lyft, the two largest ride-sharing programs in the United States.  
Accordingly, both large companies, private equity-backed organizations, and other privately-funded competitors have entered the market en 
masse during the past few years, which has significantly impacted the Company’s future prospects.  

Seasonal and Cyclical Factors 

The Company has seasonal revenue from rental and subscriptions due to the winter season in the Twin Cities.  During the winter months roughly 
spanning from October/November through March/April, the Company’s bikes and other equipment are taken out of service  and placed in 
storage due to snow and unsafe biking conditions.  Accordingly, the Company typically generates de minimis revenue during the winter months. 

Legal and Regulatory Considerations 

Management has represented there is currently no legal or regulatory activity that would have a material effect on the value of the Company 
and/or its equity.   

Request for Proposal to Operate Nice Ride Assets 

As of the Valuation Date, the Company had submitted Requests for Proposal (RFPs) to operate the assets of the Company to continue the 
Company’s mission under a new operator.  The Company had entered into negotiations with Motivate to operate the grant funded assets.  The 
purpose of the RFP process and selection of Motivate was to find a suitor with appropriate resources to operate the bike share program in the 
Twin Cities given the Company’s declining sponsorship and grant funding sources, which are perceived by management as necessary to operate 
the business. 
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Introduction 

The value of any investment is determined by the benefits the investment is expected to provide, the timing of the receipt of those benefits, and 
the risks associated with the realization of the expected benefits.  In the absence of a liquid market to set asset values based on arm’s length 
transactions between willing buyers and willing sellers, a detailed analysis is necessary to estimate the benefits, assess the risks, and determine 
the return an investor would require for assuming the risks.  In the valuation of privately owned companies, the benefits are generally 
determined to be corporate earnings or cash flow and the risk of receiving those benefits is often quantified by the application of a market 
observed multiple or a discount rate applied to earnings or cash flow.   

To determine the fair market value of total equity, we first determine the company’s enterprise value.  Enterprise value represents the operating 
value of a company which includes a normal level of net working capital (cash-free/debt-free), property and equipment, other long-term assets, 
and intangible assets.  Intangible assets can either be acquired or internally created and may or may not be reported on a company’s balance 
sheet.  When a company’s value is greater than the value of its tangible net assets, it is generally an indication of the existence of intangible 
assets.  We utilize various valuation methods, when appropriate and applicable, to provide an indicated range of a company’s enterprise value.  
Based on our opinion of the relevancy of each method, we select an enterprise value.  

To convert the company’s enterprise value to equity value, we add the company’s cash and equivalents, subtract outstanding interest bearing 
debt, and adjust for any excess or deficit net working capital maintained on the Valuation Date.  We also include the market value of any assets 
and/or liabilities that were specifically excluded from our determination of enterprise value.   

Valuation Approaches 

There are three widely accepted approaches for conducting an appraisal of a business enterprise: the market, income, and asset.  In most 
operating businesses, the income and market approaches, which rely on a company’s current or anticipated future income generating ability, are 
often more relevant than the asset approach.  This is true because a company’s value is typically driven by its ability to generate earnings or cash 
flow which can be returned to the shareholders in the form of distributions or reinvested in the business.  However, the asset approach is 
meaningful for a company that is asset intensive and does not generate income commensurate with the level of assets employed.  

MARKET APPROACH 

The market approach is a general way of determining a value indication of a business ownership interest or security by using one or more 
methods that compare the subject to similar businesses, business ownership interests, or securities that have been sold.  In the market 
approach, value is determined by comparing a company to selected publicly traded companies or companies that were acquired by a third party 
that possess similar business risks and returns.  On the basis of the comparative analysis and supportable rationale, valuation multiples derived 
from the market comparables are applied to earnings or cash flow of a company to develop an indication of a company’s enterprise value.    
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There are two relevant methods within the market approach: the guideline public company method and the merger and acquisition method.  
The guideline public company method determines value through a comparison to comparable publicly traded companies while the merger and 
acquisition method determines value through a comparison to companies acquired in a merger and acquisition transaction. 

We did not employ the guideline public company method as we were unable to locate a reasonable sample of publicly traded companies to 
compare to Nice Ride as of the Valuation Date.   

We have utilized the merger and acquisition method in our valuation of the Company’s enterprise value and total equity value. 

INCOME APPROACH 

Income approaches convert a company’s earnings or cash flow into value by applying a discount rate to the earnings or cash flow that reflects the 
risk of the earnings or cash flow being realized in the future.  The two most common income approach methods are the discounted cash flow 
method and the capitalization of net cash flow (or earnings) method.   

In the discounted cash flow method, several years of projected cash flows are discounted to a present value using a discount rate to compensate 
for the risk of attaining the projected cash flows.  In general, the higher the risk of achieving the projected cash flows, the higher the discount 
rate, and vice versa.  The discounted cash flow method is a multi-period income approach as it considers multiple years of earnings or cash flow. 

The capitalization of net cash flow (or earnings) method simply reduces the multi-period discounted cash flow method to a single year forecast of 
cash flow (or earnings) and applies a capitalization rate to the resultant cash flow (or earnings).  Given that variable assumptions can be 
incorporated into the discounted cash flow method, we believe the discounted cash flow method is superior to the single period capitalization of 
net cash flow (or earnings) method.   

We did not utilize an income approach in the valuation of Nice Ride because the Company anticipates that it will not have the required funding to 
continue operations through the winter season following the Valuation Date.  Accordingly, an income approach would rely on an assumption that 
the Company would procure alternative funding sources for which it had limited to no visibility as of the Valuation Date. 

ASSET APPROACH 

The asset approach is generally manifested through the adjusted balance sheet method.  The adjusted balance sheet method may be relevant for 
the valuation of a holding company or investment company that holds readily liquid assets or other entities having significant adjusted net asset 
values.  A holding company is a concern which may include operating companies as well as investment assets such as real estate.  The asset 
approach typically has less relevance in operating businesses appraised as a cash flow generating going concern.   

We utilized the adjusted balance sheet approach in our valuation of Nice Ride enterprise value and total equity value given the Company’s 
notable asset base relative to current and forecast earnings or cash flow.   

 



FINANCIAL REVIEW 

 

page 17 

Financial Information 

HISTORICAL 

We reviewed the Company’s audited FY 12 to FY 17 financial statements as well as internally prepared financial statements for January through 
June of 2018.   

Income Statement Analysis 

REVENUE 

▪ Historically, Nice Ride has relied on five main sources of revenue to finance operations and growth:  subscription revenue, in-kind 
revenue, contributions, government grants, and sponsorship revenue.  For the purpose of our analysis, we have elected to group these 
five main sources of revenue into two categories:  subscription and in-kind revenue, and sponsorship, grant, and other revenue.   

▪ From FY 12 to FY 16 revenue averaged $3.2 million, varying between $2.8 million (FY 16) and $3.7 million (FY 13).   

▪ In FY 17, revenue fell 21.9% from the prior year revenue (a five-year historical low), caused primarily by sharp decreases in sponsorship, 
grant, and other revenue (more detail in the next section and in the Company Condition).   
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SPONSORSHIP, GRANT, AND OTHER REVENUE 

▪ Due to the contractual nature of revenue sourced through contributions and 
government grants, these funds are typically restricted for specified uses like 
capital expenditures and system upgrades.  As such, Nice Ride turned to 
corporate sponsorships to fund the cash deficit in their operations, which 
cannot be funded completely through their subscription and in-kind 
revenue.   

▪ As previously discussed, the emergence of dockless ride-sharing platforms 
caused corporate sponsors to shift their funding interests away from Nice 
Ride.  For example, Nice Ride’s main source of sponsorship revenue, Target 
Corporation, cut their funding in FY 17 down from $125,000 to $50,000.   

▪ From FY 12 to FY 16, the Company’s sponsorship, grant, and other revenue 
has averaged $1.8 million, with a range from $1.4 million (FY 16) to $2.6 
million (FY 13).  In FY 17, this figure fell 40.6% from its previous years’ five-
year historical low to $0.8 million, leaving the Company reportedly unable to 
fund operations past FY 17.   

SUBSCRIPTION AND IN-KIND REVENUE 

▪ Nice Ride records revenue generated through kiosks for bike rentals as 
subscription revenue.  In-kind contributions include marketing and branding 
services, accounting and legal services, public relations services, and rent.   

▪ Historically, subscription revenue has been their largest source of funding.  
However, as previously mentioned, subscription revenue alone has not been 
enough to fund the Company’s operations. 

▪ Over the past six years, subscription and in-kind revenue has averaged $1.3 
million, ranging from $1.1 million (FY 13) to $1.6 million (FY 15).  

▪ While the Company has generated consistent revenue from subscriptions 
and bike rentals, this revenue stream is insufficient by itself to cover the 
costs of operations and necessary upgrades or repairs to physical terminals, 
bikes, and other assets.  
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REVENUE MIX  

▪ Between FY 12 and FY 16, subscription and in-kind revenue averaged 43.4% of total revenue, varying from 29.7% (FY 13) to 49.8% (FY 
16).  However, in FY 17 that figure increased to 61.8%, as the Company’s FY 17 sponsorship, grant, and other revenue fell to 38.2% of 
total revenue, from the FY 12 to FY 16 average of 56.6%.   

 

OPERATING EXPENSES  

▪ From FY 12 to FY 17, operating expenses averaged $2.6 million, ranging from $2.1 million (FY 12) to $3.0 million (FY 16).  Generally, as the 
Company expanded operations since 2012, operating expenses gradually increased at a five-year CAGR (FY 12 base year) of 5.4%.   

▪ From FY 12 to FY 15, operating expenses as a percentage of total revenue averaged 77.6%, ranging from 60.2% (FY 13) to 94.9% (FY 14).  
In the last two years, operating expenses averaged 116.7% of total revenue, increasing to its all-time high of 126.3% in FY 17, 
exemplifying the unsustainability of the Company’s operations without crucial contributions and corporate sponsorship contracts.   

▪ The unprofitability of Nice Ride’s operations after their loss of corporate sponsorship funds highlights the competitive advantage that 
venture capital and private equity-backed dockless ride-sharing companies have over the Company, since their sponsors are able to fund 
an often-times unprofitable business model over an extended period of time.   

▪ Additionally, due to the weather conditions in Minnesota during the winter, Nice Ride stores its bikes from approximately December 
through March annually, following steep ride decline in November.  This incorporates seasonality into their annual financial statements, 
with revenues generated from approximately April through November, and certain expenses pertaining to overhead and storage 
occurring year-round.  This seasonality constraint was particularly important as of the Valuation Date, because the Company only has 
approximately 4 to 5 months of potential revenue generation before it needs to pay to store the physical assets of the business while 
generating no operating revenue.  Absent sponsorship and grant money, this additional cost would be prohibitive towards future 
operations of the business. 

Revenue Historical

2012 2013 2014 2015 2016 2017

Subscription and In-Kind Revenue 1,215 1,087 1,456 1,624 1,380 1,337
  % Total 42.4% 29.7% 48.6% 46.5% 49.8% 61.8%

Sponsorship, Grant, and Other Revenue 1,649 2,574 1,542 1,871 1,390 826
  % Total 57.6% 70.3% 51.4% 53.5% 50.2% 38.2%

Total  Revenue 2,865 3,661 2,998 3,495 2,770 2,163
  % Growth NA  27.8% -18.1% 16.6% -20.7% -21.9%

$ in thousands

Fiscal Year End December 31
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NET INCOME  

▪ After interest expense of $9,300 and other expense of $1,500, pre-tax loss totaled approximately $1.0 million in FY 17, a decrease of 
59.6% relative to FY 16.  From FY 12 to FY 15, net income margin averaged 8.5%, ranging from negative 10.8% (FY 14) to 29.3% (FY 13).  In 
the last two years, net income margin fell from negative 23.6% in FY 16 to negative 48.3% in FY 17.   

REPORTED EBITDA  

▪ FY 17 EBITDA decreased 114.6% to a negative $53,000 compared to $359,000 in FY 16 and $1.1 million in FY 15.  

Balance Sheet Analysis 

FIXED ASSETS 

Net fixed assets totaled $3.3 million at June 30, 2018, down from $3.8 million at FYE 17.  During FY 17, capital expenditures totaled $304,000, 
largely due to kiosk (a balance sheet term to describe the dock/terminal systems) and bike investment, with kiosks depreciated at a useful life of 
10 years. 

From FY 12 to FY 17, capital expenditures ranged from $304,000  (FY 17) to $1.4 million (FY 13) and averaged $795,000.  Over the same time 
period, capital expenditures generally decreased at a 23.3% CAGR.   

CAPITAL STRUCTURE 

Nice Ride purchased its building and some of its equipment through debt in the form of notes payable.   

▪ By June 30, 2018, total debt amounted to $226,000, comprising 5.6% of total capital, remaining in-line with historical averages.  From FYE 
13 to FYE 17, total debt averaged $226,000, ranging from $194,000 (FY 14) to $263,000 (FY 16).   

▪ Notably, the Company’s current portion of notes payable was recorded at $186,000 by June 30, 2018, compared to $199,000 at FYE 17, 
$24,000 at FYE 16, and $15,000 at FYE 15.   
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June 30,

2012 2013 2014 2015 2016 2017 2018

Current Maturities of LTD  0 5 5 15 24 199 186
Long-Term Debt 0 194 189 220 239 40 40

Total Debt 0 199 194 234 263 239 226

Total Debt/Capital 0.0% 3.1% 3.2% 3.8% 4.8% 5.4% 5.6%

Total Equity 5,060 6,133 5,810 5,873 5,218 4,173 3,814

Total Equity/Capital 100.0% 96.9% 96.8% 96.2% 95.2% 94.6% 94.4%

Total Capital 5,060 6,331 6,004 6,107 5,481 4,412 4,041

EBIT/Interest Expense 329.4x 351.1x NA 9.2x NA NA NA
EBITDA/Interest Expense 912.2x 622.1x 106.3x 142.9x 38.3x NA NA

Total Debt/EBITDA 0.0x 0.1x 0.3x 0.2x 0.7x NA NA
Long-Term Debt/EBITDA 0.0x 0.1x 0.3x 0.2x 0.7x NA NA

$ in thousands

Fisca l  Year End December 31

Historical



MERGER AND ACQUISITION METHOD 

 

page 22 

Overview 

In the merger and acquisition (“M&A”) method, sales of companies or large blocks of equity are analyzed to provide guidance with respect to 
determining the value of a privately-owned company.  The acquired companies or securities should provide a reasonable basis for comparison to 
the subject company’s investment characteristics.  Ideal guideline transactions are in the same industry as the company being valued.  However, 
if there is insufficient transaction evidence available in the same industry, it may be necessary to consider companies with similar relevant 
investment characteristics such as markets served, products, growth trends, cyclical variability, and other salient factors.  The M&A method is 
constructive as it represents true market based pricing for the sale of similar companies.  However, the available information on market 
transactions is incomplete given the private nature of most M&A transactions.  Nevertheless, we believe proper application of the M&A method 
is an important part of valuation analysis.  In situations where there is limited transaction information pertinent to the subject company, we 
believe a higher level macroeconomic view of the M&A method is still relevant and applicable to the overall valuation analysis.   

Market Overview   

DEAL ACTIVITY AND AGGREGATE VALUE 

During 2017, the number of U.S. deals and aggregate deal value declined 9.7% and 9.5%, respectively, compared to 2016.  The year-over-year 
decline in aggregate deal value is primarily a result of a 12.7% decrease in value for deals sized in excess of $1.0 billion.  Of note, there have been 
4.1% less transactions valued under $25.0 million when compared to 2016, with the aggregate deal value of these transactions relatively flat over 
the same period. 
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MULTIPLES BY TRANSACTION SIZE FOR ALL BUYER TYPES 

A company’s size is a significant component of its relative value.  In general, small companies are worth less than larger companies as small 
companies are deemed to have more risk.  This risk can be manifested in many ways, such as a lack of a diversified service offering, a lack of 
depth of key management, geographic concentration, or customer concentration.  In utilizing broad market transaction data, median metrics 
may be more notably impacted by the presence of outliers in a small sample size than that of a larger set.  Of note, the number of transactions 
valued at less than $50.0 million in 2017 was down 39.2% from 2016.  Similarly, the median EBITDA multiple for transactions valued at less than 
$50.0 million was down 9.1% over the same period (6.7x vs. 7.3x).  The median EBITDA multiple for transactions with enterprise value between 
$50.0 million and $250.0 million was up 22.7% (10.8x vs. 8.8x), while the median EBITDA multiple for transactions in excess of $250.0 million was 
up 7.5% from the year prior (12.3x vs. 11.5x). 

 

MULTIPLES FOR EQUITY-SPONSORED BUYERS 

During 2017, EBITDA multiples for equity-sponsored M&A 
transactions with enterprise values ranging from $10.0 million to 
$25.0 million averaged 6.7x, which is above the 2003 to 2017 
average EBITDA multiple of 5.9x. 
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3.0 x
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9.0 x
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Median EV/EBITDA Multiples By Transaction Size

< $50M $50M - $250M > $250M
Source: S&P - Capital IQ;  excludes  multiples  > 25x

Average EBITDA Multiples* - By Transaction Size

Enterprise Value
2013 2014 2015 2016 2017

2003 -

2017
N = 

$10-25 Million 6.1x 5.8x 6.1x 6.7x 6.7x 5.9x 1,132
$25-50 Million 7.1x 6.6x 6.8x 6.7x 6.9x 6.5x 819
$50-100 Million 6.8x 7.8x 8.0x 7.5x 8.5x 7.2x 564
$100-250 Million 7.3x 7.7x 9.1x 9.2x 9.4x 8.1x 282

Average 1
6.6x 6.6x 6.9x 7.0x 7.7x 6.6x

N = 163 211 237 220 231 2,797
(1) Average multiple for all deals in respective period

N = Number of transactions

multiples of EBITDA

*All-in valuation data includes multiples paid to seller plus buyers' transaction expenses expressed as fractional
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During 2017, EBITDA multiples averaged 7.1x for transactions with target company EBITDA ranging from $3.0 million to $5.0 million, which is 
above the 2003 to 2017 average EBITDA multiple of 5.9x.   

 

  

Average EBITDA Multiples - By EBITDA Size

EBITDA
2013 2014 2015 2016 2017

2003 -

2017
N = 

$3-5 Million 6.3x 6.2x 6.0x 5.9x 7.1x 5.9x 794
$5-8 Million 6.2x 6.2x 6.5x 6.7x 7.2x 6.3x 668
$8-10 Million 5.4x 6.9x 7.7x 7.1x 7.7x 6.6x 239
>$10 Million 6.5x 7.0x 7.3x 7.8x 8.1x 6.7x 572

Average 
1

6.3x 6.4x 6.6x 6.8x 7.5x 6.3x

N = 128 168 187 176 181 2,273
(1) Average multiple for all deals in respective period

N = Number of transactions



MERGER AND ACQUISITION METHOD 

 

page 25 

Selected Transactions 

We selected eight industry transactions to use as a proxy for Nice Ride’s valuation.  While none of the acquired companies are identical to the 
Company, we believe the group represents the best source of disclosed M&A transaction information available for valuing Nice Ride’s equity.  
Notably, while there is no direct comparable to Nice Ride due to the youth and nature of bike sharing programs, asset-based rentals and 
transportation companies represent a reasonable proxy for the type of business activities performed by Nice Ride.  Due to Nice Ride’s negative 
EBITDA during FY 17, we elected to rely on revenue-based financial statistics in this analysis.   

 

Certain acquisitions involved a strategic component which may reflect the strategic value of combining synergistic businesses.  By definition, 
strategic value differs from fair market value as determined in this valuation.   

  

Target LTM EV Multiples

Trans.
Date   Acquirer Name                 Target Name                   EV

07/06/17 Heartland Express, Inc. Interstate Distributor Co., Inc. 113 325 0.35x

01/03/17 Addison Lee Limited Flyte Tyme Worldwide Transportation 25 65 0.38x

11/23/15 HydroPhi Technologies Group, Inc. Pro Star Freight Systems Inc. and Pro Star Truck Center Inc. 4 27 0.13x

07/28/15 Roadrunner Transportation Systems, Inc. Stagecoach Cartage and Distribution, LLC 40 34 1.18x

06/15/15 Rodan Transport (U.S.A.) Ltd. Hodges Trucking Company, L.L.C. 42 124 0.34x

01/20/15 Celadon Group, Inc. Taylor Express, Inc. 43 38 1.13x

10/01/14 Knight Transportation, Inc. Barr-Nunn Transportation, Inc. 116 120 0.97x

07/03/14 TransForce Inc. (nka:TFI International Inc.) Transport America, Inc. 319 347 0.92x

Average 88 135 0.67x
Median 43 92 0.65x

NRM 2

$ in mi l l ions

Transaction Data Source: Capita l  IQ and SEC Fi l ings

Rev Rev
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Financial Comparison 

The following discussion presents the main financial differences between the M&A transactions and Nice Ride.  This comparison is not meant to 
be all inclusive, but rather an outline of the most relevant factors.   

SIZE AND PROFITABILITY 

Smaller companies tend to maintain greater risk than larger companies, with investors requiring additional return to be compensated for 
assuming additional risk.  Likewise, lower profit margin companies generally maintain greater risk than higher margin companies because lower 
margin companies have less room for error before becoming unprofitable and causing financial strain.   

▪ Median revenue for the acquired companies totaled $92.4 million compared to the Company’s FY 17 total revenue of $2.2 million.  Nice 
Ride is significantly smaller in size than the median of the acquired companies, with revenue lower than the median revenue of all the 
acquired companies.   

▪ Of the reviewed transactions, we note the Pro Star Freight Systems and Truck Center deal is most comparable to Nice Ride in financial 
(revenue) terms.  The companies own and operate a fleet of 200 trucks used for the hauling of dry goods primarily in the Midwest, 
North-East and Southern United States. 

Transaction Values 

▪ The median transaction enterprise value equaled $42.5 million with a range of $3.5 million to $318.9 million.   

▪ The median revenue multiple totaled 0.65x with a range from 0.13x to 1.18x.   

▪ Pro Star Freight Systems, Inc. and Pro Star Truck Center, Inc., were acquired for $3.5 million by HydroPhi Technologies Group, Inc.  With 
revenue of $27.3 million, the transaction value was valued at 0.13x revenue.   

Relevant Financial Measures 

Investors place varying degrees of importance on different financial measures when determining values.  While we believe EBITDA is the most 
important pricing multiple, we chose value indications generated using revenue multiples in this instance due to Nice Ride’s negative FY 17 
EBITDA, as previously mentioned.   

Selecting the appropriate time frame to utilize in determining the financial measure is also important.  In the case of the M&A method, all deal 
multiples are presented based on trailing historical financial performance.  As such, we utilized the Company’s FY 17 financial metrics in our 
determination of enterprise value.   
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Determination of Enterprise Value 

Based on our review of the broad M&A markets, the M&A transactions, Company specific factors, and our professional opinion we selected the 
following range of multiples to apply to the selected financial measures we deemed most relevant, resulting in the determination of enterprise 
value under the M&A method.  Additionally, due to the non-operational nature of Nice Ride’s sponsorship, grant, and other revenue, we elected 
to rely on the Company’s subscription and in-kind revenue in this analysis, as these revenue streams are generated from operations.   

The selected multiples vary from the indicated M&A multiples due to several factors, including but not limited to: 

▪ The Company’s comparatively smaller size, in terms of revenue.   

▪ The Company’s unprofitable operations.   

▪ The lack of comparability between Company operations and the M&A market transaction set.  Notably, the comparable transactions 
were selected based on comparable use of assets and rental assets, but there are no transactions that establish direct comparability with 
Nice Ride. 

▪ Many of the transactions highlighted likely reflect strategic value which differs and is higher than fair market value. 

 

Relevant Financial Measures Selected Multiples Indicated Enterprise Value M&A Avg. Discount1 M&A Med. Discount1

FY 17 Subscription and In-Kind Revenue 1,337 0.45x 0.50x 0.55x 602 668 735 0.67x (25.8%) 0.65x (23.2%)

Indicated Enterprise Value Range     $600 to $700

$ in thousands

Fiscal  Year End December 31

1) Discount ca lculated on midpoint of Selected Multiples
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Overview 

The adjusted balance sheet method derives a company’s value by considering the value of each of the company’s assets and liabilities.  The 
difference between the asset values and liability values is the resultant equity value.  It should be noted that Chartwell is not a qualified appraiser 
of real estate/real property or machinery and equipment and other personal property fixed asset components.  Further, Chartwell has not 
appraised any net working capital asset or liability components represented on the Company’s balance sheet as of the latest balance sheet date 
available (June 30, 2018) prior to the Valuation Date.  This analysis has been based on conversations with management, appraisals of certain 
balance sheet components performed by others where available and appropriate, and certain rules of thumb if applicable.  The estimated values 
for the Company’s assets may vary from actual market prices received if the individual assets were placed for sale on the open market for a 
reasonable time period. 

Excluded Assets and Liabilities 

To determine enterprise value utilizing the adjusted balance sheet methodology, we exclude cash and interest-bearing debt obligations existing 
as of the Valuation Date from the value range to be comparable to the enterprise value indication generated from the use of the M&A 
methodology employed in this analysis. 

▪ Cash and equivalents ($518,000) 

▪ All outstanding indebtedness ($226,000)  

Market Value Adjustments 

The reported accounting value of the remaining Company assets is adjusted to reflect the estimated market value of these assets.  A similar 
adjustment is made for the Company’s liabilities, if appropriate.  The resulting difference between the market value of the assets (including cash) 
and the market value of the liabilities (including indebtedness) represents total equity value.  In contrast, the resulting difference between the 
market value of the assets (excluding cash) and the market value of the liabilities (excluding indebtedness) represents enterprise value. 

CURRENT ASSET VALUES 

▪ Accounts receivable, inventory, and other current assets (excluding cash) were estimated to maintain a market value between 90.0% and 
100.0% of the reported accounting value.  Notably, inventory comprises 92.0% of Nice Ride’s non-excluded current assets balance.   

▪ In total, the market value of the non-excluded current assets was estimated to be in the range of approximately $276,000 to $307,000.   
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FIXED ASSET VALUES 

The Company’s fixed assets primarily consist of:  kiosks, which are the physical terminals or docks, (79.3% of June 30, 2018 net PPE); bikes (11.0% 
of June 30, 2018 net PPE); real property/land, buildings, improvements (7.4% of June 30, 2018 net PPE); and, other assets, consisting of office 
furniture and equipment, vehicles, heavy equipment and trailers, and tools and light equipment  (2.3% of June 30, 2018 net PPE).  While bikes 
and other assets were accepted at their June 30, 2018 net book value, both kiosk and building value were adjusted to more accurately reflect fair 
market value as of the Valuation Date.   

KIOSKS 

After discussion with Nice Ride management, it was determined that the kiosks are comprised of two primary components, its steel frame and 
the internal electronics.  Historically and for financial reporting purposes, the kiosks were depreciated on a straight-line basis reflecting a ten-year 
useful life.  However, based on management’s experience in operating the business over time, the internal electronics within the steel frame 
have a much shorter useful life and are expensive to replace.  Replacement of these components ranged from approximately 2 to 5 years.  
Further, the internal electronics reflect the substantive economic value of the kiosks, as these electronics effectively govern the operations of the 
terminals for members and casual riders.  Therefore, while the original depreciation life might still be reasonable for accounting purposes, we 
believe that the 10-year life understates the actual physical depreciation and functional obsolescence of the kiosk assets.  We have therefore 
elected to re-calculate the net book value of kiosks on both a five-year and seven-year depreciable-basis to more accurately reflect their fair 
market value as of the Valuation Date.   

▪ Management estimated the scrap value of kiosk steel and aluminum, net of cost to disassemble and ship, to be approximately $60,000.  
Accordingly, in each instance the kiosks are depreciated based on a straight-line basis to $0, and a cumulative scrap value is added to the 
net book value.   
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Kiosks (5-year) 2010 2011 2012 2013 2014 2015 2016 2017 2018.5 Kiosk Value*

Capex $2,238 $1,701 $769 $783 $23 $724 $354 $202

Depreciation 448 448 448 448 448 0

340 340 340 340 340 0

154 154 154 154 154 0

5 157 157 157 157 157 0

5 5 5 5 2 2

145 145 145 72 217

71 71 35 177

 40 20 141

538

Scrap Value 60

Total $598

Economic Obsolescence ($462)

Total $136

$ in thousands

* As  of June 30, 2018
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▪ In addition to the application of a different, arguably more realistic economic useful life, we have also applied an indication of economic 
obsolescence.  To do so, we utilized information available based on Motivate’s proposal to operate the grant funded assets of the 
Company.  The Company required that Motivate’s proposal (and 
that of any market participant response to the RFP) include the 
obligation to operate the grant funded equipment through 2021.  
Company management estimates that the estimated annual loss 
associated with doing so is approximated to be $200,000 per 
year.  Accordingly, a third party buyer in this context would not 
have access to the kiosk assets to liquidate or dispose of them 
during this operating period.  In effect, this acts as an element of 
economic obsolescence associated with the assets, as they are 
required to be operated instead of sold for liquidation or other 
value.  Applying a discount rate of 20.0% to the estimated annual 
loss from operations results in a present value estimate of 
economic obsolescence of approximately $462,000.  Further 
discussion of the selected discount rate is presented in following 
report section regarding the Company trade name valuation. 

Kiosks (7-year) 2010 2011 2012 2013 2014 2015 2016 2017 2018.5 Kiosk Value*

Capex $2,238 $1,701 $769 $783 $23 $724 $354 $202

Depreciation 320 320 320 320 320 320 320 0

243 243 243 243 243 243 243 0

110 110 110 110 110 110 55 55

7 112 112 112 112 112 56 168

3 3 3 3 2 8

103 103 103 52 362

51 51 25 228

 29 14 159

979

Scrap Value 60

Total $1,039

Economic Obscolescence ($462)

Total $578

$ in thousands

* As  of June 30, 2018

Present Value Calculation

NRM Forecasted

Year 1 Year 2 Year 3

Estimated Cost of Operations 200 200 200

Discounted Period 0.5 1.5 2.5

Discount Rate 20.0%

Discounted Value 183 152 127

    Estimated Economic Obsolescence 462

$ in thousands

* As of June 30, 2018
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▪ In total, the kiosks were estimated to represent an in-use market value in the range of $136,000 to $578,000.  This compares to the net 
accounting book value of $2.6 million as of June 30, 2018.   

REAL PROPERTY 

As discussed in greater detail previously in the Company Condition section of this report, the Company’s owned real estate was appraised  to 
have an As-Is fee simple interest market value of $600,000 based on a recent real estate appraisal of the property.  The appraised market value as 
of May 24, 2019 has been utilized as a proxy for fair market value as of the Valuation Date. This compares to the net book value of $249,000 
(building and building improvements) as of June 30, 2018.   

 

SUMMARY OF FIXED ASSET FAIR MARKET VALUE ADJUSTMENTS 

 

 PPE, net* FMV Adjustments Adjusted PPE, net

Jun-18 5 Year 7 Year 5 Year 7 Year

Bikes $245 $0 $0 $245 $245

Bikes-Orange 122 0 0 122 122

Kiosks 2,649 (2,513) (2,072) 136 578

Bui lding 236 364 364 600 600

Bui lding Impr 13 (13) (13) 0 0

Furniture/Equip 0 0 0 0 0

IT Equipment 0 0 0 0 0

Telecom 0 0 0 0 0

Webs ite 7 0 0 7 7

BJI Webs ite 0 0 0 0 0

3 Year Assets 7 0 0 7 7

Cargo Bike 0 0 0 0 0

Heavy Equipmt 17 0 0 17 17

Trai lers 5 0 0 5 5

Vehicles 39 0 0 39 39

Total $3,342 ($2,162) ($1,721) $1,179 $1,621

$ in thousands

* As of June 30, 2018
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INTANGIBLE ASSET VALUES 

As a result of our review, we determined the following identifiable intangible asset to require appraisal. 

TRADE NAME/TRADEMARK/LOGO 

The Company maintains a notable marketing asset, the Nice Ride Minnesota/Nice Ride trade name/trademark/logo (the “Trade name”).  The 
Nice Ride Minnesota/Nice Ride Trade name has been in use since the Company’s founding in 2010 and it is our understanding that the Nice Ride 
brand is well known within the Minneapolis St. Paul market and is a source of civic pride.  The Trade name’s market presence allows the Company 
to maintain its position with consumers in Minneapolis, as they continue to demand bike-sharing services in the city. 

The Trade name has been appraised utilizing an income approach methodology referred to as a relief from royalty.   In the relief from royalty 
methodology, value is based on the assumption that the owner of intellectual/intangible property is relieved from paying a royalty to obtain its 
use.  The technique is a variation of the income approach in which a royalty rate (multiplied by a forecast royalty base) is used to calculate a 
benefit stream attributable to the subject asset.  Thus, the benefit stream calculated using the royalty becomes a proxy for the economic benefit 
attributable to the intellectual/intangible property.  A discounted present value of that future benefit stream results in an indication of value. 

Specifically, we determined a royalty rate of 2.0% to be applicable to the Trade name and reasonable for purposes of this analysis.  This royalty 
rate recognizes that the Trade Name helps drive business through name recognition.  We multiplied the pre-tax royalty rate and forecast royalty 
base (subscription and in-kind revenue) over the forecast period (estimated through 2024), resulting in a pre-tax royalty savings proxy, which we 
then tax-effected utilizing a 26.0% income tax provision.  We assumed that based on the limited operating history of the Trade name, it would 
have a definite life representing a moderate amount of years to allow for an appropriate transition.  Next, we discounted the resultant after tax 
royalty savings and terminal value using a discount rate of 20.0%.   

We estimated a 20.0% discount rate given the relatively small size of Nice Ride with respect to the private index rate of returns calculated by 
Cambridge Associates for private equity investments over various time horizons (13.5% over 25-year time horizon).  Cambridge Associates’ 
indices are calculated using historical performance of over 2,000 fund managers, capturing the performance information of over 80,000 
investments in venture capital, growth equity, buyout, subordinated capital, and private equity energy funds.  Notably, as the bike sharing market 
has grown rapidly in advance of the Valuation Date primarily due to private equity investment and similar sources of capital, we believe a 
discount rate at or near 20.0% that reflects substantive private equity rates of return is an appropriate benchmark. 

Finally, we added the tax amortization benefit (“TAB”) of this particular asset, consistent with U.S. GAAP fair value theory, which assumes exit 
pricing in the context of individual asset sales.  The TAB reflects the present value of the cash flow benefits a buyer could realize through the tax 
amortization of the acquired intangible asset. 

The resultant Trade name fair market value is estimated to be approximately $90,000, and a market value between 80% and 100% of this amount 
is reflected in the adjusted balance sheet summary.  Details of this analysis can be found in Appendix B.  
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ASSEMBLED AND TRAINED EMPLOYEE WORKFORCE 

As of the Valuation Date, the assembled and trained employee workforce of the Company consisted of 32 full and part time employees.  Of the 
total workforce, 15 are full-time employees with position titles encompassing executive and associate directors, managers, accountant, manager, 
IT, marketing, operations director/scheduler/coordinator, and technicians.  The remaining 17 are seasonal employees with position titles of 
customer service, rebalancers, and mechanic.  Seasonal employees are utilized during non-winter seasons when the bikes and terminals are in 
operation.  It is estimated the workforce represents approximately 23.5 FTEs based on the average of full-time and seasonal employees.  While 
seasonal employees are present for more than half of the year, generally they comprise lower value positions within the organization and 
accordingly a straight average was deemed appropriate. 

In appraising the assembled workforce, a cost approach methodology has been employed. This methodology estimates the cost to recreate the 
existing workforce, to include estimated hiring costs assuming various recruiting techniques, such as utilizing a recruiter for senior positions and 
employment ads/related for non-senior positions, as appropriate.  Lost productivity until an individual becomes fully utilized is also considered.  
Based on similar businesses it is our opinion that the cost to recreate per employee would be in the range of $1,500-$3,000, or an average of 
$2,250, indicating a total estimated cost to recreate the workforce of 32 employees of $72,000.  As this estimated value was developed based on 
a cost to recreate, a TAB is not included as part of the estimated value (which is predicated on an income approach).   

TOTAL INTANGIBLE VALUE 

Based on the appraisal of the Nice Ride Trade name and assembled workforce described above, a total adjustment of $162,000 was added to the 
balance of intangible assets on the Company’s balance sheet.  To develop a range of values based on a sensitivity analysis, this value was 
discounted by 20% to reflect a low end of the value range.  The discount reflects primarily the ability to separately monetize the intangible assets 
in a hypothetical sale, while the top-end value assumes full value is realized. 

LIABILITY VALUES 

▪ All of the Company’s non-excluded liabilities were estimated to maintain a market value equal to the stated accounting value.   

▪ In total, the market value of the Company’s liabilities was estimated at $126,000.    
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Enterprise Value 

The following table outlines the indicated enterprise value range under the adjusted balance sheet method.   

 

NRM Stated Exclusions / Adjusted
Value Additions Value

Assets:
Cash & Equiva lents 518 0 518 (100.0%) - (100.0%) 0 - 0
Accounts  Receivable 15 0 15 (10.0%) - 0.0% 14 - 15
Inventory 282 0 282 (10.0%) - 0.0% 254 - 282
Other Current Assets 9 0 9 (10.0%) - 0.0% 8 - 9

Total  Current Assets 825 0 825   276 - 307
   

Real Property Asset 249 0 249 N/A - N/A 600 - 600
Kiosks 2,649 0 2,649 N/A - N/A 136 - 578
Bikes and Other PPE 443 0 443 0.0% - 0.0% 443 - 443

Net Fixed Assets 3,342 0 3,342 N/A - N/A 1,179 - 1,621
   

Intangible Assets  (net) 0 162 162 (20.0%) - 0.0% 130 - 162
Total  Long-Term Assets 0 162 162   130 - 162

   

Total Assets 4,167 162 4,329   1,585 - 2,090

Liabilities:
Current Maturi ties  of LTD 186 0 186 (100.0%) - (100.0%) 0 - 0
Accounts  Payable 99 0 99 0.0% - 0.0% 99 - 99
Other Current Liabi l i ties 27 0 27 0.0% - 0.0% 27 - 27

Total  Current Liabi l i ties 312 0 312   126 - 126

Long-Term Debt 40 0 40 (100.0%) - (100.0%) 0 - 0
Total  Long-Term Liabi l i ties 40 0 40   0 - 0
   

Total Liabilities 353 0 353   126 - 126

Total Equity 3,814 162 3,976 (63.3%) - (50.6%) 1,459 - 1,964

Total Liabilities & Equity 4,167 162 4,329   1,585 - 2,090

Enterprise Value (Unadjusted for NWC) 1,459 - 1,964

Indicated Enterprise Value Range     $1,500 - $2,000

$ in thousands  
June 30, 2018

Adjustment
Factor

Estimated
Value
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Enterprise Value Conclusion  

We determined indications of Nice Ride’s enterprise value using the market and asset approaches.  We believe the asset method provides the 
most relevant determination of enterprise value given the Company’s heavy asset concentration relative to earnings and cash flow, as well as the 
infeasibility of sustainable future operations after the Valuation Date.  In addition, while we believe the market method is important in the overall 
valuation analysis, we place significantly less relevance on this method, given the business and financial differences between Nice Ride and the 
transaction set.   

After reviewing the appropriate valuation methods, we selected $1.7 million as a reasonable indication of enterprise value.   

Equity Value Conclusion 

To determine the Company’s equity value, we incorporate the value of the assets and liabilities excluded from the enterprise value 
determination: 

▪ Add:  Cash and marketable securities ($518,000) 

▪ Subtract:  Interest bearing debt ($226,000) 

After considering the specific excluded balance sheet components, the Company’s equity value is determined to be $2.0 million.   
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VALUE CONCLUSION 

Based on the foregoing data and logic, it is our opinion that the fair market value of the enterprise value and total equity of Nice Ride Minnesota 
as of July 2, 2018 is approximately $1.7 million and $2.0 million, respectively, as indicated below. 

 

 
 

NRM Value Reconciliation Value Reconciliation

July 2, 2018

Merger & Acquis i tion $600 to      $700
Tangible Asset $1,500 to      $2,000

Selected Enterprise Value $1,700
+ Cash and Marketable Securi ties 518
- Interest Bearing Debt (226)
Fa ir Market Value - Tota l  Equity $1,992

approximately
Fair Market Value - Total Equity (Rounded) $2,000

$ in thousands, except per share values
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NRM Historical

2012 2013 2014 2015 2016 2017

Revenue 2,865 3,661 2,998 3,495 2,770 2,163
Growth NA 27.8% (18.1%) 16.6% (20.7%) (21.9%)

Operating Expenses (2,096) (2,205) (2,846) (2,864) (2,967) (2,732)
General and Administrative (381) (416) (491) (563) (471) (465)

  Operating Expenses  (% of Rev) 73.2% 60.2% 94.9% 82.0% 107.1% 126.3%

  Genera l  and Adminis trative (% of Rev) 13.3% 11.4% 16.4% 16.1% 17.0% 21.5%

Operating Profit 388 1,040 (338) 68 (668) (1,035)

Other Income (Expense) 1 36 22 2 23 (2)
Interest Expense (1) (3) (6) (8) (9) (9)

Pre-Tax Profit 388 1,073 (322) 62 (655) (1,045)
Income Taxes 0 0 0 0 0 0

Net Income 388 1,073 (322) 62 (655) (1,045)

EBIT 389 1,076 (316) 70 (645) (1,036)

Depreciation & Amortization 688 831 961 1,018 1,005 984

EBITDA 1,077 1,907 644 1,088 359 (53)

EBITDA Margin 37.6% 52.1% 21.5% 31.1% 13.0% (2.4%)

Adjustments:
  Total Adjustments 0 0 0 0 0 0

Adjusted EBITDA 1,077 1,907 644 1,088 359 (53)

Adjusted EBITDA Margin 37.6% 52.1% 21.5% 31.1% 13.0% (2.4%)

$ in thousands

Fisca l  Year End December 31
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NRM Historical June 30,

2012 2013 2014 2015 2016 2017 2018

Assets:
Cash & Equivalents 251 505 412 384 282 80 518
Accounts Receivable 8 21 148 62 25 3 15
Grant Receivable 0 200 20 600 550 300 0
Inventory 32 76 194 231 227 251 282
Other Current Assets 18 245 98 23 22 18 9

Total Current Assets 309 1,048 873 1,299 1,106 652 825

Net Fixed Assets 4,790 5,362 5,261 4,973 4,514 3,827 3,342

Total Assets 5,099 6,410 6,134 6,272 5,620 4,479 4,167

Liabilities:
Current Maturities of LTD 0 5 5 15 24 199 186
Accounts Payable 25 65 118 124 120 59 99
Other Current Liabilities 14 14 12 41 19 9 27

Total Current Liabilities 39 84 135 179 162 267 312

Long-Term Debt 0 194 189 220 239 40 40

Total Liabilities 39 278 324 399 402 307 353

Equity:
Total Equity 5,060 6,133 5,810 5,873 5,218 4,173 3,814

Total Liabilities & Equity 5,099 6,410 6,134 6,272 5,620 4,479 4,167

$ in thousands

Fisca l  Year End December 31
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NRM Historical

2012 2013 2014 2015 2016 2017

Growth:

Revenue NA 27.8% (18.1%) 16.6% (20.7%) (21.9%)
EBIT NA 176.6% NA NA NA NA
EBITDA NA 77.0% (66.2%) 68.8% (67.0%) NA

Total Assets NA 25.7% (4.3%) 2.2% (10.4%) (20.3%)
Total Equity NA 21.2% (5.3%) 1.1% (11.1%) (20.0%)

Profit Margins:

EBIT 13.6% 29.4% (10.6%) 2.0% (23.3%) (47.9%)
EBITDA 37.6% 52.1% 21.5% 31.1% 13.0% (2.4%)

Asset Management:

Days in Receivable NA 2.1                   18.0                6.4                   3.3                   0.6                   

Return on Assets NA 21.0% (5.0%) 1.0% (10.4%) (18.6%)
Return on Equity NA 21.2% (5.3%) 1.1% (11.1%) (20.0%)

Solvency Ratios:

Current Ratio 7.9x 12.5x 6.5x 7.2x 6.8x 2.4x

Total Liabilities/Total Assets 0.8% 4.3% 5.3% 6.4% 7.2% 6.8%
Total Debt/Equity 0.0% 3.2% 3.3% 4.0% 5.0% 5.7%

EBIT/Interest Expense 329.4x 351.1x NA 9.2x NA NA
EBITDA/Interest Expense 912.2x 622.1x 106.3x 142.9x 38.3x NA

Total Debt/EBITDA 0.0x 0.1x 0.3x 0.2x 0.7x NA
Long-Term Debt/EBITDA 0.0x 0.1x 0.3x 0.2x 0.7x NA

Fisca l  Year End December 31

EBIT & EBITDA as  adjusted
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NRM Forecast

2018 2019 2020 2021 2022 2023 2024

Subscription and In-Kind Revenue 1,377 1,418 1,461 1,505 1,550 1,596 1,644

Growth 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%

Contribution Percentage (%) to Sa les 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Royalty Base 1,377 1,418 1,461 1,505 1,550 1,596 1,644

Pre-Tax Royalty Savings  (A) 2.0% 28 28 29 30 31 32 33

Income Taxes 26.0% (7) (7) (8) (8) (8) (8) (9)

After Tax Royalty Savings 20 21 22 22 23 24 24

Present Value Factor 20.0% 0.9554 0.8333 0.6944 0.5787 0.4823 0.4019 0.3349

Years  to Present Value (Mid Period) 0.2500        1.0000        2.0000        3.0000        4.0000        5.0000        6.0000        

Partia l  Period Factor 0.50            

Present Value of Royalty 10 17 15 13 11 9 8

Intangible Asset Base Value 84

TAB 8

Fair Value (Rounded) $90

$ in thousands

Fiscal Year End December 31



APPENDIX C: ECONOMIC CONDITION 

 

page 43 

Economic conditions affect the value of equity securities as the operating and financial performance of individual companies often shifts with 
economic cycles.  Therefore, it is important to understand the status and outlook of the overall economy.  The following discussion highlights 
general economic conditions as of July 2, 2018. 

Overview 

The U.S. Bureau of Economic Analysis’s (“BEA”) advance estimate indicates U.S. real gross domestic product (“GDP”) increased at an annual rate 
of 2.6% in the second quarter of 2017, up from 1.2% in the first quarter of the year and 1.8% in the final quarter of 2016.  Note that for several 
years initial first quarter GDP estimates have been vexed by residual seasonality (which is the subject of an ongoing BEA study) and that data 
since 2014 was revised with the release of the latest GDP report as part of the BEA’s annual update of the national income and product accounts.  
As such, annual GDP growth for 2016 was revised from 1.6% to 1.5%, down from revised readings of 2.9% for 2015 (from 2.6%) and 2.6% for 
2014 (from 2.4%).  Consensus forecasts from Blue Chip Economic Indicators (July 10, 2017) and Bloomberg (July 13, 2017) call for stronger GDP 
growth in 2017 (+2.2%) and 2018 (+2.3% to +2.4%).  According to the Congressional Budget Office, average annual potential real GDP growth 
(i.e., maximum sustainable economic output) stands at 1.7% for 2017-2020 and 1.9% for 2021-2027.  Meanwhile, the latest Bloomberg survey 
indicates the probability of a U.S. recession within the next 12 months is 15.0%, down from 20.0% in the previous survey which was the highest 
probability reported since December 2016 (20.0%). 

 

The Federal Reserve Board (“FRB”) analyzes current economic conditions across its 12 Districts in the Beige Book.  FRB provides the following 
summary of major observations from the July 12, 2017 edition.    

Overall Economic Activity 
Economic activity expanded across all twelve Federal Reserve Districts in June, with the pace of growth ranging from slight to moderate.  
In addition, the majority of Districts expected modest to moderate gains in the months ahead.  Consumer spending appears to be rising 
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across a majority of Districts, led by increases in nonauto retail sales and tourism.  However, many Districts noted some softening in 
consumer spending, particularly in auto sales which declined in half of the Districts.  Manufacturing and nonfinancial services activity 
continued to grow, with most Districts reporting modest to moderate gains since the last report.  Loan demand was steady to increasing 
in most Districts. Residential and nonresidential construction activity was flat to expanding in most Districts.  Most Districts cited low 
home inventory levels in certain market segments which were constraining home sales in many areas.  Agricultural conditions were 
mixed across the nation as moisture conditions varied considerably; several Districts continued to report weakness in dairy and some 
crop sectors due to low prices.  Energy activity generally improved since the last survey, particularly for oil and natural gas.  Coal 
production remained sluggish although higher than year-ago levels. 

Employment and Wages 
Employment across most of the nation maintained a modest to moderate pace of expansion, although the Atlanta and St. Louis Districts 
noted flat employment levels.  Labor markets tightened further for both low- and high-skilled positions, particularly in the construction 
and IT sectors.  Contacts across a broad range of industries reported a shortage of qualified workers which had limited hiring.  Wages 
continued to grow at a modest to moderate pace in most Districts, and many firms attributed these wage gains to tighter labor market 
conditions.  Wage pressures generally trended with employment conditions, and rising wage pressures were noted among both low- and 
high-skilled positions.  A few Districts also reported rising costs of benefits and variable pay. 

Prices 
Prices continued to rise modestly in the majority of Districts, and a few Districts noted that price pressures had eased slightly.  Several 
Districts reported higher construction materials costs and freight prices, while gasoline prices fell. Retail prices held steady or slightly 
increased, and the manufacturing sector noted steady to modestly rising input costs.  Low agricultural prices were causing stress for 
some farmers, although some food retailers reported improved margins due to lower commodity prices.  Home prices continued to 
increase in most Districts. 

Interest Rates and Lending 

After maintaining the target range for the federal funds 
rate at 0.25% to 0.50% since December 2015, the 
Federal Reserve increased interest rates at the 
December 2016 Federal Open Market Committee 
(“FOMC”) meeting and again at the March 14-15 and 
June 13-14, 2017 meetings, implementing quarter-
percentage-point increases to bring the target range to 
1.00% to 1.25%.  The June 2017 FOMC statement 
indicated the Fed anticipates “economic conditions will 
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evolve in a manner that will warrant gradual increases in the federal funds rate; the federal funds rate is likely to remain, for some time, below 
levels that are expected to prevail in the longer run.”  According to forecasts provided by FRB members and regional Federal Reserve Bank 
presidents for its June 2017 meeting (latest available), the federal funds rate will rise to a median of 1.4% for 2017, suggesting the Fed expects an 
additional quarter-percentage-point interest rate increase before the end of the year.  Looking further ahead, the Fed currently anticipates a 
median federal funds rate of 2.1% in 2018, 2.9% in 2019, and 3.0% over the longer run.  Meanwhile, the July 13, 2017 Bloomberg consensus calls 
for the next rate increases to occur at the December 2017 FOMC meeting. 

With interest rates moving higher in 
recent months, the latest edition of 
Blue Chip Economic Indicators 
indicates the three-month Treasury bill 
rate will rise from an average of 0.3% 
in 2016 to 1.0% in 2017 and 1.7% in 
2018.  Similarly, the ten-year Treasury 
note yield is expected to increase from 
an average of 1.8% in 2016 to 2.5% 
and 3.0% in 2017 and 2018, 
respectively. 

The FRB’s April 2017 Senior Loan 
Officer Opinion Survey on Bank 
Lending Practices (“SLOOS”) 
indicates lending standards for 
commercial and industrial (“C&I”) 
loans were little changed in the first 
quarter of 2017 while standards for 
consumer loans and credit cards 
eased, albeit moderately, after 
tightening modestly during the 
fourth quarter of 2016.  Note that 
the Fed altered the survey’s 
residential mortgage loan categories 
beginning with the January 2015 
survey, replacing prime mortgages 
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with more specific categories.  According to the latest SLOOS, the majority of participants (85.5%) reported no change in credit standards for 
Government-Sponsored Enterprise eligible (“GSE-eligible”) loans from the fourth quarter of 2016.  As for demand, C&I loan activity weakened 
moderately in the first quarter of 2017 while the Fed notes surveyed banks reported loan demand was “basically unchanged” for most categories 
of residential real estate home-purchase loans and consumer loans excluding credit card and automobile loans.  

 

The Fed provides the following summary of special questions regarding commercial real estate (“CRE”) lending included in the April 2017 SLOOS 
survey:  

Banks reported tightening most credit policies on CRE loans over the past year.  In doing so, banks cited a less favorable or more 
uncertain outlook for CRE property prices, capitalization rates, and vacancy rates or other fundamentals as their most important factors.  
Participants also cited a reduced tolerance for risk as an important reason for tightening CRE credit policies.  On balance, banks reported 
weaker demand for CRE loans in the first quarter. 

Trade and Dollar Exchange Rate 

As shown in the chart on the following page, the nominal U.S. trade deficit narrowed to $46.5 billion in May 2017 as a $1.1 billion decrease from 
April 2017 reflected a $0.9 billion increase in the value of exports and a $0.2 billion decrease in the value of imports.  However, the trade deficit 
rose on a year-to-date basis in May 2017.  The U.S. Census Bureau provides the following summary of the most recent data: 

The May decrease in the goods and services deficit reflected a decrease in the goods deficit of $0.9 billion to $67.5 billion and an 
increase in the services surplus of $0.2 billion to $21.0 billion. 
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Year-to-date, the goods and services deficit increased $27.0 billion, or 13.1%, from the same period in 2016.  Exports increased $54.3 
billion or 6.0%.  Imports increased $81.4 billion or 7.3%. 

 

According to the most recent GDP report, 
real exports rose at an annual rate of 4.1% 
in the second quarter of 2017 after rising 
at a 7.3% pace in the first quarter of the 
year.  Real imports increased at a 2.1% 
annual rate in the latest quarter, down 
from 4.3% in the first quarter of 2017.  For 
2016, exports increased 0.3% (vs. -0.4% in 
2015 and +4.6% in 2014) and imports rose 
1.3% (vs. +5.0% in 2015 and +4.5% in 
2014).  Looking ahead, the July 2017 
median Bloomberg estimates for 2017 
exports and imports stand at 2.9% and 4.2%, respectively.  Meanwhile, as shown in the chart on the following page, the real net export deficit 
averaged an estimated -$595.6 billion in the first quarter of 2017 (latest available), narrower than -$605.0 billion in the previous quarter but 
wider than -$566.3 billion in the same quarter of 2016.  The July 2017 Blue Chip consensus calls for the average real net export deficit to increase 
throughout the remainder of the year, reaching -$631.3 billion in the final quarter of 2017.  For 2017 and 2018, Blue Chip anticipates the real net 
export deficit will average -$614.0 billion and -$662.3 billion, respectively; both wider than deficits evident in 2014 (-$425.7 billion), 2015 (-
$540.0 billion), or 2016 (-$563.0 billion). 
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The recent downturn in import 
and export prices has generally 
been associated with moderate 
global economic growth, the 
strong U.S. dollar, and low energy 
prices.  However, total import 
prices turned around on a year-
over-year basis in late 2016 and 
continued to accelerate in early 
2017 before cooling in May 
(+2.3%) and June (+1.5%) when 
compared to increases at or 
above 4.0% in each of the first four months of the year.  Over the last 12 months ending in June 2017, fuel import prices have increased 6.3% 
when compared to the same period ending in June 2016 while import prices for foods, feeds, and beverages (+5.6%), industrial supplies and 
materials excluding petroleum (+6.5%) have also increased from the year-ago period.  Conversely, import prices for capital goods (-0.1%) and 
automotive vehicles, parts, and engines (-0.1%) are down for the 12 months ending in June 2017 whereas prices for consumer goods excluding 
automobiles are unchanged.  Total import prices have increased sequentially in six of the last 12 months reflecting higher fuel import prices in 
late 2016 and early 2017 and more recent gains in monthly non-fuel import prices.  Meanwhile, agricultural export prices rose on a month-to-
month basis between September 2016 and April 2017 and are up 0.6% over the last twelve months after falling 3.5% for the twelve-month 
period ending in June 2016.  The U.S. Bureau of Labor Statistics (“BLS”) notes lower agricultural export prices in June 2017 reflected lower prices 
for vegetables, soybeans, and fruit which more than offset higher prices for meat.  Non-agricultural export prices have posted sequential gains in 
seven of the last twelve months (unchanged in November 2016 and March and June of 2017) and are up 1.1% for the most recent 12 months. 
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Following significant appreciation 
since mid-2014, dollar strength 
eased in mid-2016 but accelerated 
again late last year as the federal 
funds rate was widely expected to 
move higher during 2017.  
However, the trade-weighted 
broad U.S. dollar index has 
declined moderately on a 
sequential basis during the first 
half of 2017, falling from 127.7 in 
December 2016 to 122.4 in June 
2017.  Nevertheless, the latest 
reading was still higher than the year-ago level of 121.1, the 48th consecutive year-over-year increase.  The broad U.S. dollar index is a trade-
weighted measure of the value of the dollar against foreign currencies.  In addition to expectations for tighter Federal Reserve monetary policy, a 
February 2017 report from the Federal Reserve notes the recent U.S. dollar strength also reflects the large depreciation of the Mexican peso and 
“expectations of fiscal and trade policy changes after the U.S. elections.” 

Inflation Indicators 

Annual growth rates in the headline Consumer Price Index (“CPI”) and the Personal Consumption Expenditures (“PCE”) Price Index largely 
remained below the Federal Reserve’s 
annual 2.0% target in recent years, with 
particularly low levels evident in the wake of 
the energy price downturn of late 2014.  
After accelerating in late 2016 and early 
2017, CPI and PCE growth rates have cooled 
in recent months.  Specifically, headline CPI 
reached 2.80% in February 2017 but has 
fallen back to 1.65% as of June.  Core CPI 
(i.e., excluding food and energy) registered 
1.71% in June 2017, down from a recent 
high of 2.26% in January 2017 as weakness 
in June continued to be driven, in part, by 
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declines in prices for airline fares, wireless phone service, and used vehicles.  PCE inflation in June 2017 was reported at 1.42%, down from 1.53% 
a month earlier and further below 2.18% in February which represented the strongest monthly acceleration since spring 2012.  Meanwhile, core 
PCE inflation was 1.50% for June 2017, unchanged from May and notably lower than rates of approximately 1.90% in the first two months of the 
year.  Based on the central tendency of forecasts provided by FRB members and regional Federal Reserve Bank presidents in June 2017 (latest 
available), the Federal Reserve anticipates PCE inflation will fall between of 1.6% and 1.7% for 2017 (down from 1.8% to 2.0% in March 2017) and 
move towards an annual average of 1.8% to 2.0% in 2018.  The most recent survey data from Bloomberg indicates PCE inflation growth rates will 
rise to an average of 1.7% in 2017 while the Bloomberg and Blue Chip surveys currently call for headline CPI growth to climb to an average of 
2.1% in 2017.  In 2016, PCE inflation and headline CPI increased 1.2% and 1.3%, respectively. 

The Employment Cost Index (“ECI”) indicates 
labor costs continued to pick up from the 
year-ago level in the second quarter of 
2017.  Specifically, for the 12-month period 
ending in June 2017, total compensation 
costs rose 2.4%, unchanged from the 12 
months ending in March 2017 but a tenth of 
a percentage point higher when compared 
to the same period ending in June 2016.  
Year-over-year growth in wages and salaries 
for the second quarter of 2017 registered 
2.3%, down from 2.5% reported for the 12 months ending in March 2017 and June 2016.  However, benefit costs rose 2.5% for the 12 months 
ending in June 2017, up from a 2.2% increase during the same period ending in March 2017 and 2.0% for the year-ago period. 

The 12-month percent change in average 
hourly earnings for all private-sector 
employees registered 2.5% in June 2017 
(preliminary), up from 2.4% a month earlier 
but down from readings at or above 2.6% 
since May of last year.  A 2.9% increase in 
December 2016 represented the strongest 
monthly growth rate since June 2009 when 
the U.S. economy began to emerge from the 
Great Recession.  Meanwhile, average 
hourly earnings for production and 
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nonsupervisory employees increased 2.3% over the year as of June 2017, down from 2.4% from a month earlier but unchanged from March and 
April 2017.  After rising 2.5% in 2016, a special question included in the June 2017 edition of Blue Chip Economic Indicators called for hourly 
earnings for all employees to increase 2.8% between December 2016 and December 2017 and 3.1% in the same period ending in December 
2018. 

Employment  

 

The unemployment rate increased in June 2017 but for the right reason as new entrants to the labor market drove the labor force participation 
rate up by a tenth of a percentage point after it fell from 63.0% in February and March to 62.7% in May 2017.  Specifically, the labor force 
participation rate now stands at 62.8% while the unemployment rate increased from 4.3% in May 2017 to 4.4% in June which is still markedly 
lower than the January 2017 rate of 4.8%.  Note that the labor force participation rate is influenced by the number of discouraged workers no 
longer looking for a job as well as other factors, particularly the decision to retire.  Meanwhile, after slowing to 50,000 new jobs in March 2017 
(revised), nonfarm payroll growth jumped by 207,000 jobs in April 2017 (revised) and increased by an additional 152,000 new positions in May 
2017 (revised) before rising by 222,000 jobs in June 2017 (preliminary).  By private industry sector, notable sequential employment gains in June 
2017 occurred in mining, real estate and rental and leasing, utilities, arts, entertainment, and recreation, and management of companies and 
enterprises whereas declines were evident in information, nondurable goods manufacturing, and educational services.  Total government sector 
employment increased by 35,000 jobs in June 2017 which was entirely driven by higher local government employment as a 4,000 job decline in 
state government employment was offset by an identical increase in federal government employment.  Following average gains of 226,000 in 
2015 and 187,000 in 2016, July 2017 survey data from Bloomberg indicates monthly nonfarm payroll growth will average 172,000 in 2017 and 

Employment Situation Summary
2007-16
 Average 2013 2014 2015 2016 Jun. 16 Apr. 17 May 17 June 17

Household Survey
  Participation Rate 64.2% 63.3% 62.9% 62.7% 62.8% 62.7% 62.9% 62.7% 62.8%
  Unemployed Persons (Millions) 10.8 11.5 9.6 8.3 7.8 7.8 7.1 6.9 7.0
    Unemployment Rate 7.0% 7.4% 6.2% 5.3% 4.9% 4.9% 4.4% 4.3% 4.4%
  Long-Term Unemployed* (Millions) 3.7 4.3 3.2 2.3 2.0 2.0 1.6 1.7 1.7
  Part-Time for Economic Reasons (Millions) 7.2 7.9 7.2 6.4 5.9 5.8 5.3 5.2 5.3
Establishment Survey
  Nonfarm Payrolls  ̂(Thousands) 785.0 2,208 2,558 2,876 2,493 297 207 152 222
    Private 760.0 2,280 2,531 2,727 2,288 269 194 159 187
      Goods-Producing <279.0> 319 486 382 130 6 19 13 25
      Private Service-Providing 1039.0 1,961 2,045 2,345 2,159 263 175 146 162
    Government 25.0 <71> 26 149 204 28 13 <7> 35
*Jobless for 27 weeks or more     ̂ M onthly Change

Source:  U.S. Bureau of Labor Statistics/FRB St. Louis

Annual Monthly
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151,000 in 2018 as the economic cycle matures. 

All but one of the five alternative measures of unemployment also moved higher in June 2017 as the U-1 rate decreased from 1.8% in May 2017 
to 1.6% in June.  Meanwhile, the gap between the U-3 and U-6 rates widened to 4.2 percentage points in June 2017, rising by a tenth of a 
percentage point for the month following declines between February and May.  The U-6 rate, which includes the unemployed as well as those 
who want a job but have given up looking for one and those with a part-time job but would rather have a full-time position, currently stands at 
8.6%, up from 8.4% in May 2017 which represented the lowest reading since the 2008-09 recession began.  The latest Blue Chip and Bloomberg 
data suggests the unemployment rate will remain at levels believed to be consistent with full employment during 2017 (4.4%) and in 2018 (4.2%). 

 

Monthly increases in the number of job 
openings have exceeded declines over 
the past 12 months with recent job 
opening readings at the highest levels 
recorded since the Job Openings and 
Labor Turnover Survey (“JOLTS”) began 
in December 2000.  After declining in 
December 2016 (-1.6%), the number of 
job openings increased in each of the 
first four months of 2017 before 
declining in May (latest available), down 
5.0% to 5.67 million.  However, the 5.98 
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million job openings reported for April 2017 (revised) represented the second-highest level on record.  Following a 4.9% decline in April 2017, 
hiring jumped 8.5% in May 2017, the eighth such increase over the past 12 months.  The number of new hires, which has generally outpaced job 
openings, has been below job openings since January 2016.  Meanwhile, the quits rate (i.e., the number of quits as a percent of total 
employment) returned to 2.2% in May 2017 after registering 2.1% in April.  The layoffs and discharges rate (i.e., the number of layoffs and 
discharges as a percent of total employment) fell to a historically low 1.0% in September 2016 but rose to 1.1% in October and has remained at 
the level over the last eight months. 

Also referred to as output per hour, labor productivity is determined by dividing an index of real economic output by an index of hours worked.  
BLS summarized revised productivity and unit labor cost data for the first quarter of 2017 on June 5, 2017.  Preliminary Revised data for the 
second quarter of 2017 will be released on August 9, 2017. 

▪ Nonfarm business sector labor productivity was unchanged during the first quarter of 2017, BLS reported today, as both output and 
hours worked increased 1.7%. (All quarterly percent changes in this release are seasonally adjusted annual rates.) From the first 
quarter of 2016 to the first quarter of 2017, productivity increased 1.2%, reflecting a 2.5% increase in output and a 1.3% increase in 
hours worked. 

▪ Unit labor costs in the nonfarm business sector increased 2.2% in the first quarter of 2017, reflecting a 2.2% increase in hourly 
compensation; productivity was unchanged.  Unit labor costs increased 1.1% over the last four quarters. 

Annual average nonfarm productivity increased 0.2% from 2015 to 2016, down from 0.9% in 2015 and 0.8% in 2014.  Note that unit labor costs 
represent the ratio of hourly compensation to labor productivity and, as such, BLS notes increases in compensation generally drive unit labor 
costs higher whereas increases in output per hour typically lower unit labor costs. 
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Manufacturing, Services, and Business Spending  

The Institute for Supply Management (“ISM”) 
reports economic activity in the manufacturing 
sector was in expansionary territory for a tenth 
consecutive month in June 2017.  Timothy R. Fiore, 
chair of the ISM Manufacturing Business Survey 
Committee, provides the following summary of the 
most recent PMI data: 

The June PMI registered 57.8%, an increase 
of 2.9 percentage points from the May 
reading of 54.9%.  The New Orders Index 
registered 63.5%, an increase of four 
percentage points from the May reading of 59.5%.  The Production Index registered 62.4%, a 5.3 percentage point increase compared to 
the May reading of 57.1%.  The Employment Index registered 57.2%, an increase of 3.7 percentage points from the May reading of 
53.5%.  The Supplier Deliveries index registered 57.0%, a 3.9 percentage point increase from the May reading of 53.1%.  The Inventories 
Index registered 49.0%, a decrease of 2.5 percentage points from the May reading of 51.5%.  The Prices Index registered 55.0% in June, a 
decrease of 5.5 percentage points from the May reading of 60.5%, indicating higher raw materials’ prices for the 16th consecutive month, 
but at a slower rate of increase in June compared with May.  Comments from the panel generally reflect expanding business conditions; 
with new orders, production, employment, backlog and exports all growing in June compared to May and with supplier deliveries and 
inventories struggling to keep up with the production pace. 

After declining on a sequential basis in 
January 2017 (-0.3%), industrial production 
has increased in each of the following five 
months including a 0.4% gain in June 2017.  
Meanwhile, after falling on a year-over-year 
basis since September 2015, industrial 
production readings increased 0.8% in 
December 2016 when compared to the same 
month in 2015 and after registering no 
change in January 2017, has increased from 
the year-ago level in each of the last five 
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months including gains at or above 1.8% in April (+1.8%), May (+1.9%), and June (+2.0%).  The Federal Reserve summarizes the latest industrial 
production data: 

Industrial production rose 0.4% in June for its fifth consecutive monthly increase.  Manufacturing output moved up 0.2%; although 
factory output has gone up and down in recent months, its level in June was little different from February.  The index for mining posted a 
gain of 1.6% in June, just slightly below its pace in May.  The index for utilities, however, remained unchanged.  For the second quarter as 
a whole, industrial production advanced at an annual rate of 4.7%, primarily as a result of strong increases for mining and utilities.  
Manufacturing output rose at an annual rate of 1.4%, a slightly slower increase than in the first quarter.  At 105.2% of its 2012 average, 
total industrial production in June was 2.0% above its year-earlier level. 

After declining 0.7% in 2015 and 1.2% in 2016, the most recent survey data from Blue Chip and Bloomberg suggest industrial production will 
increase 1.9% to 2.0% in 2017 and 2.4% in 2018. 

ISM’s NMI composite index implies economic activity in the services sector has expanded for 90 consecutive months.  At 57.4% in June 2017, the 
latest NMI reading was up 0.5 percentage points 
from a month earlier after a 0.6 percentage point 
decline was reported for May 2017.  Anthony 
Nieves, chair of the ISM Non-Manufacturing 
Business Survey Committee, provided the following 
comments with the release of the latest data: 

According to the NMI, 16 non-
manufacturing industries reported growth.  
The non-manufacturing sector continued to 
reflect strength for the month of June.  The 
majority of respondents’ comments are 
positive about business conditions and the 
overall economy. 

Capacity utilization in the industrial sector averaged 76.4% in the second quarter of 2017, up from approximately 75.8% in each of the previous 
three quarters. (Chart on following page.) In June 2017, capacity utilization increased 0.2 percentage point for the month to 76.6%; a rate the 
Federal Reserve notes is 3.3 percentage points below the 1972–2016 average.  Meanwhile, nonresidential fixed investment reversed course in 
the second quarter of 2016 (+3.3% annual rate vs. -4.0% in the first quarter of last year and -5.1% in the fourth quarter of 2015) and accelerated 
considerably in the first and second quarters 2017, rising 7.2% and 5.2%. respectively.  Growth in the latest quarter reflected gains for structure 
(+4.9% vs. +14.8% in the first quarter of 2017), equipment (+8.2% vs. +4.4%), and intellectual property product (+1.4% vs. +5.7%) spending.  The 
July 2017 edition of Blue Chip Economic Indicators indicates nonresidential fixed investment will rise 4.2% for 2017 and 3.7% in 2018 after 
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declining by 0.5% in 2016.  Nonresidential fixed investment rose 2.1% in 2015, down from a 6.0% gain in 2014. 

 

Corporate Profits  

Corporate profits before taxes are a measure of income derived from current production.  Following quarterly declines throughout 2015, 
corporate profits (with inventory valuation adjustment and capital consumption adjustment) increased in the first quarter of 2016 (+3.4%) and 
declined moderately in 
the second quarter (-
0.6%) before rising in 
each of the final two 
quarters of last year, 
increasing 5.8% in the 
third quarter and 0.5% in 
the final quarter of 2016.  
Corporate profits 
declined again in the first 
quarter of 2017 (-2.3%) 
but increased on a year-
over-year basis for the third consecutive quarter, rising 3.3%.  Data for the second quarter of 2017 will be released on August 30, 2017.  Taken 
annually, corporate profits declined 3.0% in 2015 and 0.1% in 2016 following gains in 2013 (+1.7%) and 2014 (+5.9%).  However, Blue Chip survey 
data suggests corporate profits will increase 3.6% in 2017 and continue to rise in 2018, increasing 4.1% for the year. 
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Personal Income and Spending  

Following a 3.0% increase a month earlier, year-over-year growth for nominal personal income registered 2.6% in June 2017 (latest available) 
while real disposable personal income (“DPI”) rose 1.2% from the year-ago level after posting a 1.4% gain in May.  Recent DPI growth rates are up 
from the minimal gains evident in late 2016.  Note that DPI includes income from all sources after taxes and that data for recent months was 
revised.  On a month-to-month basis, personal income growth for June 2017 was unchanged after rising 0.2% to 0.3% in each of the previous 
three months.  Monthly personal income growth rates were notably stronger in January (+0.9%) and February (+0.5%) of 2017.  At the same 
time, real DPI fell back 0.1% sequentially in June 2017 after increasing by 0.4% or 0.5% in four of the first five months of 2017 (unchanged in April 
2017).  After rising 4.2% in 2015 and 1.4% in 2016, the July 2017 Blue Chip consensus calls for real DPI to post a 2.0% gain for 2017 before 
increasing by 2.7% in 2018.  Meanwhile, following a 0.1% decline in January 2017 and no change in February 2017, real personal consumption 
expenditures (“PCE”) rose 0.7% on a sequential basis in March and continued to advance in April (+0.1%) and May (+0.2%) but was unchanged 
for June.  On a year-over-year basis, real PCE increased 2.4% in June 2017, down from growth rates of 2.8% in April and 2.7% in May.  The BEA 
provides the following breakdown of the latest sequential data as well as personal outlays and savings data for the month. 

The decrease in personal income in June primarily reflected decreases in personal dividend income [-3.0% vs. +4.8% in May 2017] and personal 
interest income that were partially offset by an increase in compensation of employees [+0.4% vs. +0.2%].  The June decrease in personal 
dividend income reflected a return to prior levels after a notable increase in May. 

The $4.5 billion increase in real PCE in June primarily reflected a $10.0 billion increase in spending for services [+0.3% vs. +0.3% in May 2017] 
that was partially offset by a decline of $4.4 billion in spending for nondurable goods [-0.4% vs. -0.4%] and a decline of $2.3 billion in spending 
for durable goods [-0.4% vs. 0.0%].  Within services, the primary contributor to the increase was spending for health care.  Within goods, 

gasoline was the leading contributor to the decline. 

Personal outlays increased $14.1 billion in June.  Personal saving was $546.4 billion in June and the personal saving rate, personal saving as a 

percentage of disposable personal income, was 3.8%. 

After rising 3.6% in 2015 
and 2.7% in 2016, the 
July 2017 Bloomberg 
survey indicates 
consumer spending will 
rise at rates similar to 
2016 in both 2017 
(+2.6%) and 2018 
(+2.4%). 
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Housing Sector 

Total housing starts in June 2017 
stood at a seasonally adjusted 
annual rate (“SAAR”) of 1.215 
million, up 8.3% from the May 2017 
rate of 1.122 million when starts 
declined for a third consecutive 
month, falling 2.8%.  The June 2017 
upturn reflected a 13.3% gain in 
often volatile multifamily starts (to 
a SAAR of 0.366 million following a 
2.4% decline in May 2017) as well 
as a 6.3% increase in single-family 
starts (to a SAAR of 0.849 million following a 2.9% decrease in May 2017).  After rising from 1.11 million in 2015 to 1.17 million in 2016, forecast 
data from Bloomberg (July 13, 2017) and Blue Chip Economic Indicators (July 10, 2017) suggest housing starts will total 1.23 million units in 2017 
and 1.31 to 1.33 million units in 2018. 

Existing home sales have 
fluctuated in recent months 
whereas the median price 
of an existing home has 
increased on a monthly 
basis since declining in both 
December 2016 and January 
2017.  In June 2017, existing 
home sales (i.e., single-
family homes, townhomes, 
condominiums, and co-ops) 
decreased 1.8% for the 
month (to a SAAR of 5.52 
million) following a 1.1% sequential gain in May.  On a year-over year basis, existing homes sales continued to rise in June 2017 (+0.7%) for a 
tenth consecutive month.  Meanwhile, the median price for an existing home remained above the year-ago price in May 2017 (+6.5%) and 
increased 4.5% on a month-to-month basis following similar increases in each of the previous three months.  NAR Chief Economist Lawrence Yun 
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provided the following comments with the release of the latest data: 

▪ Closings were down in most of the country last month because interested buyers are being tripped up by supply that remains stuck 
at a meager level and price growth that’s straining their budget.  The demand for buying a home is as strong as it has been since 
before the Great Recession.  Listings in the affordable price range continue to be scooped up rapidly, but the severe housing 
shortages inflicting many markets are keeping a large segment of would-be buyers on the sidelines. 

▪ It’s shaping up to be another year of below average sales to first-time buyers despite a healthy economy that continues to create 
jobs.  Worsening supply and affordability conditions in many markets have unfortunately put a temporary hold on many aspiring 
buyers' dreams of owning a home this year. 

The July 2017 Bloomberg survey indicates existing home sales will rise to 5.62 million for 2017 and 5.65 million in 2018.  In 2015 and 2016, 
existing home sales totaled 5.23 million and 5.44 million, respectively. 

Public Sector 

Total federal government consumption expenditures and gross investment increased at an annual rate of 2.3% in the second quarter of 2017 
(advance estimate) as growth in federal defense spending (+5.2%) more than offset a decline in nondefense spending (-1.9%).  Meanwhile, state 
and local government consumption expenditures and gross investment decreased 0.2% in the second quarter of 2017 after rising 0.5% in the first 
quarter of the year.  Taken annually, total federal government spending decreased 0.3% in 2016 after rising 1.2% in 2015 and declining in each of 
the previous four years (ranging from -6.7% in 2013 to -1.1% in 2014).  Consensus forecast data from Bloomberg currently calls for federal 
government spending to rise 0.1% in 2017 and 1.2% in 2018. 
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We certify that to the best of our knowledge and belief: 

▪ The statements of fact contained in this report are true and correct. 

▪ The reported analyses, opinions, and conclusions are limited only by the reported assumptions and limiting conditions and our impartial unbiased professional 
analyses, opinions, and conclusions. 

▪ Chartwell Financial Advisory, Inc. is not responsible for mathematical discrepancies due to rounding factors created from the use of formulas within our models.  All 
mathematical calculations are assumed to be accurate in relation to our analysis. 

▪ We have no present or prospective interest in the property that is the subject of this report and we have no personal interest with respect to the parties involved. 

▪ We have no bias with respect to the property that is the subject of this report or to the parties involved with this assignment. 

▪ Our engagement in this assignment was not contingent upon developing or reporting predetermined results. 

▪ Our compensation for completing this assignment is not contingent upon the development or reporting of a predetermined value or direction in value that favors the 
cause of the client, the amount of the value opinion, the attainment of a stipulated result, or the occurrence of a subsequent event directly related to the intended use 
of this appraisal. 

▪ Our analysis, opinions, and conclusions were developed, and this report has been prepared, in conformity with the Uniform Standards of Professional Appraisal 
Practice, the American Society of Appraisers’ Principles of Appraisal Practice and Code of Ethics, and the American Society of Appraisers’ ASA Business Valuation 
Standards. 

▪ The American Society of Appraisers has a mandatory recertification program for all of its Senior members.  Mark Gehrig is in compliance with that program.   

▪ No one provided significant business and/or intangible asset appraisal assistance to Chartwell Financial Advisory, Inc. in the preparation and completion of this 
valuation report. 

▪ The various estimates of value presented in this report apply to this appraisal only and may not be used out of the context expressed herein.  This appraisal is valid only 
for the appraisal date or dates specified herein and only for the appraisal purpose or purposes specified herein. 

▪ The information contained in this report has been taken from information from Company management, reports, and documents, as well as other sources believed to 
be accurate.  We have not verified the accuracy of said information and we make no independent representation to its accuracy. 

▪ We assume no responsibility for matters of a legal nature affecting the securities appraised nor is any opinion of the title of any fixed assets of the corporation 
rendered.  The valuation assumes a marketable title, with ownership in fee simple absolute.  All assets have been analyzed as though free and clear of liens and 
encumbrances. 

▪ We make no representation as to the environmental condition of the property being appraised.  Any contamination, pollution, or other environmental problem 
associated with the property is expressly not included in this market value assessment.  Any costs associated with repairing such a condition, liabilities surrounding such 
a condition, or declines in market values of properties due to such a condition must be deducted from the valuation opinion rendered herein. 

▪ We are not required to give testimony, or be in attendance during any hearings or depositions, with reference to the Company being appraised, unless previous 
arrangements have been made. 

  

 
 
 
_______________________________    _______________________________    _______________________________ 

Mark N. Gehrig, CFA, ASA, CBA    Tim P. Knust-Graichen, CFA    Austin M. Gaddie 
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Chartwell Qualifications  

Chartwell is a nationally recognized financial consulting firm providing business valuation and investment banking services to private business 
owners.  The firm specializes in assisting owners of privately held companies with the evaluation of their ownership transition alternatives and 
executing on their chosen strategy.  The partners in our firm are recognized leaders in their respective fields who have successfully guided 
hundreds of business owners through what can be a highly emotional transition process.  

Qualifications of Chartwell Staff 

MARK N. GEHRIG, CFA, ASA, CBA 

MANAGING DIRECTOR 

Mark leads Chartwell’s Valuation practice.  He specializes in the appraisal of businesses, fractional equity ownership interests, intangible assets, 
intellectual property, and other financial assets.  He provides appraisal services for purposes of tax and financial statement reporting, and 
transactional and internal management planning functions.  Notable among these are gift and estate tax, ASC 805, ASC 350, buy-sell agreements, 
dissenting shareholder actions, entity conversion, condemnation, and projects arising from various regulatory requirements.  

Mark holds several appraisal-related designations, including Chartered Financial Analyst (CFA), Accredited Senior Appraiser (ASA), and Certified 
Business Appraiser (CBA).  He is a member of the CFA Institute, the CFA Society of Minnesota, and the Association for Corporate Growth.  He 
serves on the professional responsibility committee board of the Institute of Business Appraisers, and is a past president of the Twin Cities 
Chapter of the American Society of Appraisers.  Mark has testified in both federal tax court and Minnesota state court.  He has also served as a 
court-appointed neutral appraiser and regularly serves on dispute resolution appraisal panels. 

Prior to joining Chartwell, Mark was a director and practice leader of the valuation services group of Grant Thornton LLP in Minneapolis, co-
owned and led the business valuation services line of Jabs, Gehrig & Company, served as a manager in the valuation services group of Arthur 
Andersen LLP, and was senior appraiser with American Appraisal Associates. 

Mark attended Emory University and the Curtis L. Carlson School of Management at the University of Minnesota, where he received from the 
latter institution an MBA in finance, a BSB in accounting, and a Bachelor of Arts degree in English. 
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TIM P. KNUST-GRAICHEN, CFA 

VICE PRESIDENT 

Tim has over ten years of experience providing financial advisory and valuation services to both large public companies and privately-held middle 
market companies, including companies with employee stock ownership plans.  He specializes in financial advisory engagements for a variety of 
purposes including corporate planning, financial reporting (ASC 805, ASC 350, ASC 718), gift and estate planning, and tax planning under IRC§ 
409A, as well as complex securities and derivatives.  Tim has worked with and understands the varying needs of clients across a range of sizes 
and industries, with particular expertise in assisting privately-held companies assess the feasibility of merger and acquisition transactions 
through complex modeling and analysis.  

Tim is a Chartered Financial Analyst (CFA) and a member of the CFA Institute and the CFA Society of Orange County.  

Prior to joining Chartwell, Tim served as a manager within the life sciences and healthcare practice of Deloitte’s Modeling & Valuation division in 
Costa Mesa, California.  Previously, Tim was a manager at a boutique valuation and investment banking firm in Santa Ana, California where he 
worked with public, privately-held middle market, and ESOP company clients. 

Tim holds a Bachelor of Science degree in business administration from the University of Southern California. 

AUSTIN M. GADDIE 

ANALYST 

Austin performs analysis related to valuations of privately held middle-markets companies, including companies with Employee Stock Ownership 
Plans.  He is skilled in the areas of gathering due diligence information, analyzing guideline public companies, as well as examining merger and 
acquisition markets.  He also studies the economic and industry conditions that can impact a company’s financial statements. 

Prior to joining Chartwell, Austin worked as an investment analyst for Tiller Partners in Los Angeles, where he conducted due diligence on 
venture investments and assisted portfolio company management with the growth of their companies.  As an undergraduate student, Austin 
gained experience in private equity and investment banking, working as an intern for both Ardian Capital and FocalPoint Partners.  

Austin holds a Bachelor of Science degree in business administration with a concentration in finance from the University of Southern California – 
Marshall School of Business.  While at USC, he was a member of the Thematic Option Honors Program and the Global Leadership Program, as 
well as a mentor in the Trojan Investing Society.   


