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Board of Directors 
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c/o Paul Galvin, Chairman and CEO 
5011 Gate Parkway Building 100, Suite 100 
Jacksonville, FL 32256 

 
 

Dear Mr. Galvin: 
 

ValueScope, Inc. was engaged to advise the Board of Directors (the “Board”) of SG 
Blocks, Inc. (“SG Blocks” or the “Client”) as to the concluded value and fairness of a 
potential spin-off (the “Subject Transaction”) of SGB Development Corporation (“SGB 
DevCo” or the “Company”) from SG Blocks. Our analysis and opinion of fairness 
(“Opinion,” “Letter,” or “Fairness Opinion”) is based on the available financial 
information as of September 30, 2022 and limited financial information between 
September 30, 2022 and December 31, 2022 (the “Valuation Date”). 

 
Our Opinion is based on a review of publicly available business and financial 
information relating to SGB DevCo and SG Blocks. We have also reviewed internal 
financial and operating information related to SGB DevCo and SG Blocks, including 
financial forecasts prepared by SG Blocks and SGB DevCo’s management 
(“Management”). In addition, we interviewed the Company’s Director of Acquisition, 
Nicolai Brune, on multiple occasions. Our analysis and Opinion do not assume a 
material difference in the Company’s financial performance between September 30, 
2022 and the Valuation Date. Based on the procedures and methodologies discussed 
below we have concluded that the Subject Transaction would be fair from a financial 
perspective at: 

 
$74,340,000 

SEVENTY-FOUR MILLION THREE HUNDRED FORTY THOUSAND DOLLARS 
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SGB Development Corporation Valuation Conclusion 

Valuation Method Value Weight Reference 

 
Income Approach 

   

Discounted Cash Flow Method $74,340,000 100.0% Schedule A.12 

Cost Approach    
Adjusted Balance Sheet Method $49,235,000 0.0% Schedule B.1 

Concluded Equity Value - Minority, Marketable (Rounded) $74,340,000   

 
The concluded value and this Opinion are based on financial analyses prepared in 
accordance with generally accepted valuation standards. These procedures included 
substantive valuation tests that we considered necessary and appropriate under the 
circumstances. 

 
Our analyses relied upon, but were not necessarily limited to, the following 
procedures: 

 
• A review of SG Blocks’ reported forms 10-Ks and 10-Qs 

 
• A review of SGB DevCo’s unaudited balance sheet as of September 30, 2022 

 
• A review of financial projections for 2023 through 2027 (and beyond for 

specific projects), provided by Management 
 

• Multiple interviews and discussions with the Company’s Director of 
Acquisition, Nicolai Brune, including detailed discussions regarding the 
Company’s history, projects, and financial projections 

 
• A review of SGB DevCo’s investor presentation deck, provided by 

Management 
 

• A review of various real estate appraisals relating to the Company’s 
projects 

 
• A review of certain operating and service agreements pertaining to the 

Cumberland and Norman Berry projects, of which SGB DevCo owns less 
than 100% 

 
• A review of information relating to SGB DevCo’s industry and similar 

companies 
 

• A review of pricing data of comparable guideline companies 
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We have not independently verified any of the foregoing information and have relied 
upon its completeness and accuracy in all material aspects. 

 
We are not acting as the financial advisor to SG Blocks, Inc. or its shareholders in 
connection with this acquisition. It is understood that this Letter is for the use of the 
Board of Directors and shareholders of SG Blocks, Inc. This Letter is not to be used 
with any other document in connection with the Subject Transaction without the 
express written consent of ValueScope, Inc. We understand that our analysis and 
conclusion will be shared with current and potential shareholders and advisors of SG 
Blocks, Inc. 

 
Our estimate of the fair market value of SGB Development Corporation of $74.3 
million indicates the minimum total consideration to be received by shareholders of 
SG Blocks for the Subject Transaction to be FAIR from a financial point of view. 

 
We are independent of and have no current or prospective economic interests in SGB 
DevCo or SG Blocks. Our conclusion of value was in no way influenced by our fee for 
the development of this Fairness Opinion. 

 
Respectfully submitted, 

 

ValueScope, Inc. 
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Appendix A: Background of Transaction 
 

SG Blocks, Inc. has proposed to spin-off its wholly owned subsidiary, SGB 
Development Corporation. In exchange, shareholders of SG Blocks will receive shares 
in SGB DevCo (a NewCo). We have not received a term sheet to review in regard to 
the Subject Transaction. 
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Appendix B: Company Overview 
 
 

SG Blocks, Inc. 
 

 
SG Blocks, Inc. (“SG Blocks”) is a provider of modular facilities known as modules. 
Prior to October 2019, SG Blocks’ business model was solely a project-based 
construction model in which SG Blocks was responsible for the design and 
construction of finished products that incorporated modular technology. In October 
2019, SG Blocks changed its business model for residential building construction to a 
royalty fee model and entered into a five-year exclusive license on SG Block’s 
proprietary technology and intellectual property. On June 15, 2021, SG Blocks 
terminated that certain exclusive license agreement and ceased the royalty fee 
model. 

 
During September 2020, SG Blocks formed, SG Echo, LLC, a wholly owned subsidiary 
of SG Blocks. SG Echo is a container/modular manufacturer based in Durant, 
Oklahoma specializing in the design and construction of permanent modular and 
temporary modular buildings. SG Echo caters to the military, education, 
administration facilities, healthcare, government, commercial and residential 
customers. SG Echo’s existing manufacturing facility, located in Durant, Oklahoma, is 
a two-building, 70,000 square foot modular manufacturing facility. 

 
During February 2021, SG Blocks formed SGB Development Corporation, a wholly 
owned subsidiary of SG Blocks, which was formed for the purpose of real property 
development utilizing SG Blocks’ technologies and manufacturing facility. 

 
SG Blocks trades on the NASDAQ under the ticker symbol SGBX. 

 
SGB Development Corporation 

 
Company Background 

 
SGB Development Corporation (“SGB DevCo” or the “Company”) is the real estate 
development-focused arm of SG Blocks, Inc. The Company is a vertically integrated 
modular real estate developer. The thesis of SGB DevCo is to build strong, innovative, 
and green single or multifamily projects in underserved regions nationally. SGB 
DevCo targets moderate to higher priced developments depending on the needs of 
the targeted site.  The developments will be constructed using modules built in one 
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of SG Blocks’ vertically integrated factories, operated by SG Echo. In addition to these 
development projects, SGB DevCo will build additional strategically located 
manufacturing facilities to support SG Blocks’ manufacturing backlog. 

 
SGB Development is run by Paul Galvin, Officer & Chairman, David Rulien, Real Estate 
Development Executive, William Rodgers, Chief Operating Officer, and Nicolai Brune, 
Director of Acquisition. The Company is partnered with CHSQA, an award-winning, 
full-service design firm specializing in architecture and engineering. The Company 
utilizes a legal team from Blank Rome LLP and Ruta, Soulios & Stratis LLP. 

 
Projects 

 
The Company has multiple existing projects and plans to enter additional projects 
through the next several years, which are described below: 

 
St. Mary’s (Industrial) 

 
SGB DevCo’s St. Mary’s industrial parcel is adjacent to the Company’s Cumberland 
Inlet project. SGB DevCo will build a 120k square foot state of the art manufacturing 
facility that SG Echo will be a tenant of. This facility will service the US Southeast 
region in addition to the nearby Cumberland Inlet project. SGB DevCo purchased this 
land for $290k. 

 
McLean (Industrial and Residential) 

 
For the McLean industrial project, the Company will build and occupy a 120k square 
foot state of the art manufacturing facility that SG Echo will be a tenant of, which will 
help support the Company’s operations in the Durant area. The property is zoned for 
an additional one million square footage of industrial space. The Company has begun 
marketing the additional space to potential 3rd party tenants, with the intention to 
build to suit. 

 
The McLean residential project is located on the same parcel as the McLean factory 
and commerce park totaling 1.1 million square feet of industrial space. The property 
is zoned to build up to 800 workforce housing units for rent, in an area that the 
Company believes needs more available housing, as supported by a 3rd party market 
study determining the need for multifamily housing in the area. 

 
SGB DevCo acquired this property for $895k. 
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Norman Berry 
 

This project is in Eastpoint, a suburb of Atlanta, Georgia. The project will consist of 
building 132 market-rate multifamily rental apartments split between two buildings. 
SGB DevCo and CMC Development each are partnered for this project, with each 
member owning a 50% interest in the Norman Berry project. SGB DevCo contributed 
$600k for their interest in this project, with the original land purchase price of $390k. 

Lago Vista 

The Company’s Lago Vista project is in Lago Vista, a suburb of Austin, Texas. SGB 
DevCo acquired the property for $3.5 million and was able to successfully get a PDD 
approval for 174 condominium units. Due to this achievement and market 
conditions, the property’s value increased significantly from the acquisition price. The 
PDD was subsequently amended to include the option of building rental units on the 
property. The property was under contract for $15.0 million but is no longer under 
contract and will be auctioned via a 3rd party auction house. 

 
Cumberland Inlet 

 
Cumberland Inlet is a large mixed-use project in the south of Georgia, in the 
Jacksonville, Florida metro-plex and 20 minutes from Jacksonville International 
Airport. It will consist of a marina, hotels, multi-family apartments, and tiny homes. 
This project will consist of 3,500 or more units. SGB DevCo maintains a 10% non- 
dilutable minority ownership with the contractual right to all the vertical construction 
in the project. SGB DevCo contributed $3.0 million for the acquisition of land. 

 
Waldron 

 
Located in Durant, Oklahoma, Waldron is a manufacturing and processing facility with 
approximately 58k square feet of gross building area, on about 705k square feet of 
land. Management estimated that the construction of this facility will be completed 
in Q4 2022, and that SGB DevCo will close on the purchase of the facility around year- 
end 2022 or in January 2023. 
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Historical Financial Review 
 

We reviewed SGB DevCo’s financial statements for the years ended December 31, 
2021 and for the nine months ended September 30, 2022, (collectively, the “Review 
Period”).1 

 
Historical Income Statements 

 
SGB DevCo reported no revenues through the Review Period. The Company reported 
operating expenses of $203k in 2021 and $879k in the nine months ended September 
30, 2022. 

 
Historical Balance Sheets 

 
As of September 30, 2022, SGB Development Corp reported total assets of $9.1 
million, all of which consisted of assets related to the Company’s existing projects. 
The Company did not report any cash as of September 30, 2022 as cash was reported 
on the balance sheet of the parent company, SG Blocks. The Company reported total 
liabilities of $6.9 million, of which $47k was accrued expenses, $4.2 million was due 
to SG Blocks, and an additional $2.6 million of notes payable were reported in regard 
to two of the Company’s existing projects. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1 Data utilized from SG Block’s Forms 10-Q (Q3 2022) and 10-k (FY 2021). 
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Appendix C: Valuation Methodology 
 

There are three conceptually distinct methodologies that can be applied to determine 
the fair market value of a business or asset: (a) the income approach, (b) the market 
approach and (c) the cost approach. Each of these generally accepted valuation 
methodologies are considered in the appraisal process and are more or less relevant 
given the nature of the business and the observable data used to apply the method. 

 
The income approach quantifies the present value of anticipated future income 
generated by a business or an asset. Forecasts of future income require analyses of 
variables that influence income, such as revenues, expenses, and taxes. One form of 
the income approach, the discounted cash flow (DCF) method, defines future 
economic income as net cash flow and considers not only the profit-generating 
abilities of a business but also the investment in capital equipment and working 
capital required to sustain the projected net cash flow. The forecasted net cash flow 
is then discounted to present value using an appropriate rate of return or discount 
rate. The income approach is unique in its ability to account for the specific 
contribution to the overall value of various factors of production. 

 
The market approach considers the implied pricing in third-party transactions of 
comparable businesses or assets. Transactions are analyzed to identify pricing 
patterns or trends that can be used to infer value on the subject business or asset. 
Adjustments are made to the transaction data to account for relative differences 
between the subject and the comparable transactions. The primary strength of the 
market approach is that it offers relatively objective pricing evidence from the market 
at large and, aside from certain adjustments to the transaction data, requires few 
assumptions to be made. The market approach is most applicable to highly 
homogeneous assets or businesses for which a ready market exists. 

 
The cost approach considers replacement cost as the primary indicator of value. The 
cost approach is based on the reasoning that a prudent investor would not pay more 
for the subject business or an asset than the cost to the investor to replace or re- 
create it. Historical cost data is often used to indicate the current cost of replacement 
or re-creation, with certain adjustments made for physical deterioration or 
obsolescence. Like the market approach, the cost approach makes fewer 
assumptions than the income approach, but the primary limitation inherent in the 
cost approach is its inability to capture the value of many categories of intangible 
assets. 

 
In our valuation of the Company, we considered all three approaches to value. Under 
the income approach, we utilized the DCF method. We considered but did not utilize 
the market approach due to the Company’s early stage in its life cycle. The market 
approach requires using the multiples of comparable publicly traded companies 
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(“Guideline Companies”) or private transactions to estimate the value of the 
Company. The Company’s early stage makes these comparisons less reliable. We also 
considered and applied but did not weight the adjusted balance sheet method under 
the cost approach. 

 
The income approach was utilized to arrive at a conclusion of value for SGB DevCo’s 
equity. The income approach directly measures the value of a company by estimating 
the expected cash flows derived from the business. 

 
Valuation Approaches 

 
Income Approach 

 
The income approach quantifies the present value of anticipated future income 
generated by a business or an asset. Forecasts of future income require analyses of 
variables that influence income, such as revenues, expenses, and taxes. One form of 
the income approach, the discounted cash flow (DCF) analysis, defines future 
economic income as net cash flow and considers not only the profit-generating 
abilities of a business but also the investment in capital equipment and working 
capital required to sustain the projected net cash flow. The forecasted net cash flow 
is then discounted to present value using an appropriate rate of return or discount 
rate. The income approach is unique in its ability to account for the specific 
contribution to the overall value of various factors of production. 

 
We developed a DCF model to arrive at SGB DevCo’s market value of invested capital 
(MVIC) as of the Valuation Date. The DCF method first projects the cash flow the 
business is expected to produce over a discrete period. Then, each discrete cash flow 
is discounted to present value at a rate that reflects the risk of receiving that amount 
at the time anticipated in the projection. To better reflect these projections, items 
such as revenue, operating costs, capital expenses, and working capital were 
forecasted. These projections were used to determine the net cash flow generated 
by the business, which was then discounted to the present value using an appropriate 
discount rate. Total outstanding debt was then subtracted from the MVIC to arrive at 
the value of equity. 

 
Management provided a financial model for each of the following developments: 

 
1. Waldron 
2. Finlay Street (aka Cumberland Inlet; Phase 1) 
3. Finlay Street (aka Cumberland Inlet; Phase 2) 
4. Lago Vista 
5. McLean (aka Magnolia Gardens; Phase 1) 
6. McLean (aka Magnolia Gardens; Phase 2) 
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7. St. Mary's 
8. Norman Berry 

 
We reviewed and relied upon the financial models provided for each of these 
developments. SGB DevCo generates cash flows from its interests in the various 
developments and the development fees, ranging from 1.5% to 3.0% of construction 
cost, charged for construction. The projected cash flows from these developments 
are presented in Schedules A.1 through A.8. 

 
In determining an indication of value utilizing the discounted cash flow model, we 
derived a weighted average cost of capital (WACC) for SGB DevCo. The WACC is 
intended to approximate the required rate of return of SGB DevCo’s operating assets. 
Two components of the WACC calculation are the firm’s cost of equity capital and the 
firm’s cost of debt. 

 
Cost of Equity 

 
A firm’s cost of equity capital, Ke, is the expected, or required, rate of return on the 
firm’s common stock. The components of the capital asset pricing model2 (CAPM) 
used to determine Ke are as follows: 

 
• The risk-free rate of return, Rf, defined as the 20-year U.S. Treasury bond rate 

as of the Valuation Date 

• The market risk premium, designated as [Rm - Rf] in the CAPM equation 

• The security’s beta coefficient, β, used as an index of the security’s systematic 
risk 

• The small stock risk premium, SSRP 

• The unsystematic risk premium, USRP 

The required rate of return on the security is calculated as follows: 

Ke = Rf + β [Rm - Rf] + SSRP + USRP 
 

To estimate the risk-free rate, we used the 20-year U.S. Treasury bond rate as a proxy 
for a risk-free instrument. The risk premium is designated as [Rm - Rf] in the CAPM 
equation, with Rm representing the expected return on the market portfolio. We 

 
 

2 The capital asset pricing model was originally developed in an article by Nobel Prize-winning 
economist William F. Sharpe, “Capital Asset Prices: A Theory of Market Equilibrium under Conditions 
of Risk” (Journal of Finance, 1964). Subsequent academic works further developed the concept. 

 
VALUESCOPE Appendix C | Page 8 



determined that the applicable market risk premium is 6.22%, which is based on the 
long-horizon supply side risk premium data published in the Duff & Phelps Cost of 
Capital Navigator. The market risk premium represents the average annualized total 
return on equity investments; defined as the S&P 500, more than the average 
annualized bond yield (income) return on long-term government bonds since 1926. 

 
Systematic risk is associated with economic factors that threaten all businesses. Beta 
is determined by studying the correlation between the return of a security and the 
return of the market. A security with a beta of 1.0 tends to move up or down in direct 
correlation with the market. Securities with a beta greater than 1.0 tend to rise and 
fall by a greater percentage than the market. A beta of less than 1.0 suggests the 
security is less sensitive to changes in the market. 

 
We calculated a re-levered beta of 1.52 (rounded) based on information from twenty- 
four guideline (comparable) companies and a debt-to-equity ratio of 57.4%. Based 
on our review of the industry and the Company’s operations, the guideline companies 
were identified and selected because they are engaged in similar business activities 
and face similar risks as the Company. Our estimate of the cost of equity also 
included a small stock risk premium of 4.80% for additional risk related to investing 
in small companies. 

 
Based on the estimates of the parameters in the CAPM equation, the cost of equity 
was determined as: 

 
Ke = 4.00% + (1.52 * 6.22%) + 4.80% = 18.2% (rounded) 

 
The concluded cost of equity is 18.2% (rounded) based on CAPM and the risk 
premium. 

 
Cost of Debt 

 
We determined a cost of debt of 5.83% based on the Moody’s Baa corporate bond 
yield as of the Valuation Date. 
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Conclusion – Weighted Average Cost of Capital 
 

The WACC calculation is a function of the cost of capital components and the capital 
structure of SGB DevCo and its industry. The equation used for the calculation of the 
WACC is presented as follows: 

 
Ko = We * Ke + Wd * Kd * (1-Tm) 

where  
Ko = the weighted average cost of capital 
We = the proportion of equity in the capital structure 
Ke = the cost of equity 
Wd = the proportion of debt in the capital structure 
Kd = the pretax cost of debt 
Tm = the marginal tax rate for a C corporation 

 

We based the capital structure estimates on the guideline companies’ debt to capital 
ratio. The tax rate was determined based on the rate for a C Corporation. 

 
Based on these determinations, the weighted average cost of capital was determined 
as: 

 

[0.635 * 18.2%] + [0.365 * 4.80% * (1- 21%)] = 13.3% (rounded) 
 

The determination of the weighted average cost of capital is presented in Schedule 
A.9. 

 
In Schedule A.10, we rolled up the forecasted cash flows from the existing projects to 
determine SGB DevCo’s total cash flow. Additionally, based on discussions with 
Management and a review of the expected cash flows from existing projects, we 
forecast SGB DevCo’s cash flows from future projects. We forecast 1 additional 
project to begin in 2025 and for future projects to grow to 15 active future projects by 
2032. Based on this forecast, the total number of active projects grows from 5 in 2023 
to 16 in 2032. We determined that the average annual cash flow from the future 
projects would be $800,000 per year, growing at an inflation rate of 3.0%. 
Management provided a forecast for SGB DevCo’s operating expenses. We adjusted 
the projections to grow by 3.0% per year. 

 
We included a residual value in 2032 calculated using the Gordon Growth Model 
(“GGM”). GGM is calculated as cash flow for the next year divided by the discount rate 
minus the residual growth rate. In this case, the residual cash flow was estimated to 
be $17.1 million based on the average cash flow for 2031 and 2032 multiplied by the 
residual growth rate of 3%. The resulting residual value was $166.1 million before 
discounting to present value. 
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The sum of the present value of cash flow plus the present value of the residual value 
resulted in an estimated market value of invested capital (MVIC) of $92.3 million. We 
then subtracted net debt from the Company’s MVIC to determine the value of the 
Company’s equity. The income approach indicated a value of SGB DevCo’s equity, on 
a controlling, marketable interest basis, as of the Valuation Date, of $82.8 million. 

 
The implied minority interest discount data from the Mergerstat Control Premium 
Study is presented in Schedule A.11. We selected a premium from transactions 
involving target companies in the real estate and land developers’ industries. We 
included a total of 86 transactions to run control premium analytics from. We 
selected a control premium of 11.4% from the 25th percentile. The implied DLOC for 
SGB DevCo of 10.3% was calculated as 11.4% / (1 + 11.4%). 

 
The income approach indicated a value of SGB DevCo’s equity, on a minority, 
marketable interest basis, as of the Valuation Date, of $74.3 million. 

 
Cost Approach 

 
The adjusted balance sheet method under the cost approach consists of measuring 
the underlying net asset value (NAV) of an entity (the fair market value of the entity’s 
assets less the fair market value of its liabilities). The book value of the assets and 
liabilities were adjusted to reflect working capital at the expected closing of the 
Subject Transaction as well as indications for the fair market values of the various 
properties and interests owned by the Company. 

 
In our valuation of the fixed assets of SGB DevCo, we relied upon the “as-is” values of 
various appraisals that were provided to us.3 The total value of appraised property 
and therefore the fair market value of the fixed assets was determined to be $58.0 
million.4 The fixed asset analysis is presented in Schedule B.3. 

 
The majority of the appraisals were valued as of August 2022. One of the appraisals 
(Lago Vista) was dated November 2022 and another (Cumberland Inlet) was dated 
March 2022. The subject interest of the Cumberland appraisal was only 30 acres of 
mixed-use land within the 1,298-acre Cumberland Inlet project. 

 
Based on discussions with Management, the conclusion of value stated within the 
appraisal for the subject 30 acres provides a relevant per acre baseline to extrapolate 
a value for the entire property. The application of the per-acre valuation of $112,500 

 
3 For the Waldron property, the appraised value was “date of completion of construction.” 
4 This assumes that the appraised value for the 30 acres of Cumberland Inlet is extrapolated to the 

entire 1,298 acres of the property. 
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extrapolates to a total property value of $146.0 million, or $14.6 million to SGB DevCo 
when considering the Company’s 10.0% interest. Management believes this value of 
the total property may be conservative. The entire property includes a variety of land 
uses that are expected be worth both more and less than the subject 30 acres, such 
as land where a marina will be placed (worth more), as well as land for low-density 
residential use and salt marsh (worth less). 

 
The operating agreement for the Cumberland Inlet project allows Jacoby, the majority 
member, the option to buyout SGB DevCo’s interest in the project after providing SG 
DevCo a 40% IRR before June 24, 2023. After June 24, 2023, the required IRR under 
the forced sale decreases to 32.5%. Management has indicated that this forced sale 
provision was created to protect Jacoby as the majority shareholder in an unusual 
event and does not limit the value of SGB DevCo’s interest due to the strong 
relationship between Jacoby and SGB DevCo. Management has also indicated that 
SGB DevCo will be buying additional interests in the deal and the existing operating 
agreement will be modified accordingly. 

 
The following adjustments were made to the balance sheet to determine the adjusted 
net asset value of the Company: 

 
1. Cash of $2.0 million was added as the estimated cash carried at closing 

 
2. Fixed assets were updated to reflect the fair market value of the project 

properties based on the appraisals as discussed above 
 

3. Project development costs, assets held for sale, and investments in 
subsidiaries, were removed as they relate to specific projects and therefore 
the valuation is reflected within fixed assets 

 
4. Debt of $2.6 million was added to reflect the Waldron loan that would be 

acquired as part of the acquisition for the property. 
 

The adjusted net asset value of the Company was determined to be $50.5 million, as 
displayed in Schedule B.2. 

 
We concluded that a discount to adjusted net asset value of 2.4% would be 
appropriate for the interest in the Company to account for lack of control. Since the 
underlying assets held by the Company were primarily real estate, our analysis 
compared the Company to real estate closed end funds. We analyzed market pricing 
data to determine the discount to the Company’s adjusted net asset value, as shown 
in Schedule B.4. 
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Based on the forecasts and methodologies presented in this analysis, the cost 
approach indicated an equity value of $49.2 million on a minority, marketable interest 
basis. This analysis is presented in Schedule B.1. 

 
Reconciliation of Value 

 
The income approach was weighted 100.0% to determine our estimate of the fair 
market value of SGB DevCo’s equity. Our estimate of the fair market value of SGB 
DevCo’s equity on a minority, marketable basis of $74.3 million indicates the 
minimum total consideration to be received by the shareholders of SG Blocks for the 
Subject Transaction to be FAIR from a financial point of view. 

 
SGB Development Corporation Valuation Conclusion 

Valuation Method Value Weight Reference 

 
Income Approach 

   

Discounted Cash Flow Method $74,340,000 100.0% Schedule A.12 

Cost Approach 
   

Adjusted Balance Sheet Method $49,235,000 0.0% Schedule B.1 

Concluded Equity Value - Minority, Marketable (Rounded) $74,340,000   
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Appendix D: Assumptions and Limiting Conditions 
 

This Fairness Opinion prepared by ValueScope, Inc. (“ValueScope”) is subject to and 
governed by the following Assumptions and Limiting Conditions and other terms, 
assumptions and conditions contained in the engagement letter. 

 
Limitation on Distribution and Use 

 
The Fairness Opinion, the conclusion of fairness, and the prospective financial 
analyses included therein are intended solely for the information of the person or 
persons to whom they are addressed and solely for the purposes stated, they should 
not be relied upon for any other purpose, and no party other than the Board may rely 
on them for any purpose whatsoever. Neither the Fairness Opinion, nor its contents, 
nor any reference to the appraiser or ValueScope, may be referred to or quoted in 
any registration statement, prospectus, offering memorandum, sales brochure, other 
appraisal, loan or other agreement or document given to third parties without our 
prior written consent. In addition, except as set forth in the Fairness Opinion, our 
analysis and Fairness Opinion are not intended for general circulation or publication, 
nor are they to be reproduced or distributed to third parties without our prior written 
consent; provided, however, that if ValueScope fails to inform the Company whether 
ValueScope will provide such consent within five (5) business days after receiving the 
Company’s request thereof, then ValueScope’s consent shall be deemed conclusively 
to have been provided without any further action by the Board or ValueScope. 

 
No change of any item in this Fairness Opinion shall be made by anyone other than 
ValueScope, and we shall have no responsibility for any such unauthorized change. 
The Fairness Opinion may not be used in conjunction with any other appraisal or 
study. The conclusion(s) stated in this appraisal is based on the program of utilization 
described in the Fairness Opinion and may not be separated into parts. The Fairness 
Opinion was prepared solely for the purpose, function and party so identified in the 
Fairness Opinion. The Fairness Opinion may not be reproduced, in whole or in part, 
and the conclusions may not be utilized by a third party for any purpose, without the 
express written consent of ValueScope. 

As required by new U.S. Treasury rules, we inform you that, unless expressly stated 
otherwise, any U.S. federal tax advice contained in this Fairness Opinion, including 
attachments, is not intended or written to be used, and cannot be used, by any person 
for the purpose of avoiding any penalties that may be imposed by the Internal 
Revenue Service. 
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Purpose of Fairness Opinion 
 

This Fairness Opinion was prepared for the sole purpose of reviewing the 
Transaction. Our conclusion of fairness does not extend to any managerial decisions 
which occurred pre- or post-transaction. 

 
We did not evaluate SG Blocks’ or SGB DevCo’s solvency or conduct an independent 
appraisal or physical inspection of any specific assets or liabilities whether contingent 
or otherwise. ValueScope and its associates do not provide real estate appraisals. 

 
Operational Assumptions 

 
Unless stated otherwise, our analysis (i) assumes that, as of the Valuation Date, SGB 
DevCo and its assets will continue to operate as configured as a going concern, (ii) is 
based on the past, present and future projected financial condition of SGB DevCo and 
its assets as of the valuation date, (iii) assumes that SGB DevCo has no undisclosed 
real or contingent assets or liabilities, other than in the ordinary course of business, 
that would have a material effect on our analysis, and (iv) is based on Management 
estimates of real estate values. 

 
We did not make an onsite visit to SG Blocks’ or SGB DevCo’s facilities. 

 
Competent Management Assumed 

 
It should be specifically noted that the Fairness Opinion assumes SGB DevCo will be 
competently managed and maintained over the expected period of ownership. This 
Fairness Opinion does not entail an evaluation of Management’s effectiveness, nor 
are we responsible for future marketing efforts and other Management or ownership 
actions upon which actual results will depend. 

 
No Obligation to Provide Services after Completion 

 
Valuation assignments are accepted with the understanding that there is no 
obligation to furnish services after completion of this engagement. If the need for 
subsequent services related to a valuation assignment (e.g., including testimony, 
preparation for testimony, other activity compelled by legal process, updates, 
conferences, reprint or copy services, document production or interrogatory 
response preparation, whether by request of the Board or by subpoena or other legal 
process initiated by a party other than the Board) arises, special arrangements for 
such services acceptable to ValueScope must be made in advance. ValueScope 
reserves the right to make adjustments to the analysis, opinion and conclusion set 
forth in the Fairness Opinion as we deem reasonably necessary based upon 
consideration of additional or more reliable data that may become available. 
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In all matters that may be potentially challenged by a Court or other party, we do not 
take responsibility for the degree of reasonableness of contrary positions that others 
may choose to take, nor for the costs or fees that may be incurred in the defense of 
our recommendations against challenge(s). We will, however, retain our supporting 
work papers for your matter(s), and will be available to assist in defending our 
professional positions taken, at our then current rates, plus direct expenses at actual, 
and according to our then current Standard Professional Agreement. 

 
No Opinion is Rendered as to Legal Fee or Property Title 

 
No opinion is rendered as to legal fee or property title. No opinion is intended in 
matters that require legal, engineering, or other professional advice that has been or 
will be obtained from professional sources. 

 
Liens and Encumbrances 

 
ValueScope will give no consideration to liens or encumbrances except as specifically 
stated. We will assume that all required licenses and permits are in full force and 
effect, and we make no independent on-site tests to identify the presence of any 
potential environmental risks. We assume no responsibility for the acceptability of 
the valuation approaches used in our Fairness Opinion as legal evidence in any 
particular court or jurisdiction. 

 
Information Provided by Others 

 
Information furnished by others is presumed to be reliable; no responsibility, whether 
legal or otherwise, is assumed for its accuracy and cannot be guaranteed as being 
certain. All financial data, operating histories and other data relating to income and 
expenses attributed to the business have been provided by Management or its 
representatives and have been accepted without further verification except as 
specifically stated in the Fairness Opinion. 

 
Prospective Financial Information 

 
Fairness opinions may contain prospective financial information, estimates or 
opinions that represent reasonable expectations at a particular point in time, but 
such information, estimates or opinions are not offered as forecasts, prospective 
financial statements or opinions, predictions or as assurances that a particular level 
of income or profit will be achieved, that events will occur or that a particular price 
will be offered or accepted. Actual results achieved during the period covered by our 
prospective financial analysis will vary from those described in our Fairness Opinion, 
and the variations may be material. 
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Any use of Management’s projections or forecasts in our analysis will not constitute 
an examination, review or compilation of prospective financial statements in 
accordance with standards established by the American Institute of Certified Public 
Accountants (AICPA). We will not express an opinion or any other form of assurance 
on the reasonableness of the underlying assumptions or whether any of the 
prospective financial statements, if used, are presented in conformity with AICPA 
presentation guidelines. 

 
Regulatory and Environmental Considerations 

 
The Fairness Opinion assumes all required licenses, certificates of occupancy, 
consents, or legislative or administrative authority from any local, state or national 
government, or private entity or organization have been or can be obtained or 
reviewed for any use on which the opinion contained in the Fairness Opinion are 
based. 

 
ValueScope is not an environmental consultant or auditor, and it takes no 
responsibility for any actual or potential environmental liabilities. Any person entitled 
to rely on this Fairness Opinion, wishing to know whether such liabilities exist, or the 
scope and their effect on the value of the property, is encouraged to obtain a 
professional environmental assessment. ValueScope does not conduct or provide 
environmental assessments and has not performed one for the subject property. 

 
ValueScope has not determined independently whether SGB DevCo or SG Blocks are 
subject to any present or future liability relating to environmental matters (including, 
but not limited to CERCLA/Superfund liability) or the scope of any such liabilities. 
ValueScope’s valuation takes no such liabilities into account, except as they have been 
reported to ValueScope by the Company or by an environmental consultant working 
for the Company, and then only to the extent that the liability was reported to us in 
an actual or estimated dollar amount. Such matters, if any, are noted in the Fairness 
Opinion. To the extent such information has been reported to us, ValueScope has 
relied on it without verification and offers no warranty or representation as to its 
accuracy or completeness. 

 
Unless otherwise stated, no effort has been made to determine the possible effect, if 
any, on the subject business due to future federal, state, or local legislation, including 
any environmental or ecological matters or interpretations thereof. 

 
ValueScope has not made a specific compliance survey or analysis of the subject 
property to determine whether it is subject to, or in compliance with, the American 
Disabilities Act of 1990, and this valuation does not consider the effect, if any, of 
noncompliance. 
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ValueScope expresses no opinion for matters that require legal or other specialized 
expertise, investigation, or knowledge beyond that customarily employed by business 
appraisers. 

 
Indemnification by the Company 

 
The following indemnifications apply only to the extent that any losses, claims, damages, 
judgments, or liabilities are not caused by fraud, bad faith, gross negligence or willful 
malfeasance on the part of ValueScope. 

 
The Client agrees to indemnify and hold harmless ValueScope, and its respective 
principals, affiliates, agents and employees (“Indemnified Party”) against any losses, 
claims, damages, judgments or liabilities arising out of or based upon any professional 
advisory services rendered pursuant to this agreement. Furthermore, the Client agrees 
to indemnify ValueScope and any Indemnified Party against any losses, claims, 
damages, judgments or liabilities incurred as a result of a third party initiating a lawsuit 
against any Indemnified Party based upon any consulting services rendered to the Client 
pursuant to this agreement. In consideration for this indemnification agreement, 
ValueScope will provide professional advisory services. 

 
The Client agrees to reimburse ValueScope and any Indemnified Party for any 
necessary and reasonable expenses, attorneys’ fees or costs incurred in the 
enforcement of any part of the indemnity agreement 30 days after receiving written 
notice from ValueScope. 

 
The obligations of ValueScope under this agreement are solely corporate obligations, 
and no officer, director, employee, agent, shareholder or controlling person in 
ValueScope shall be subjected to any personal liability whatsoever to any person, nor 
will any such claim be asserted by or on behalf of you or your affiliates. 
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