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Embedded Capital Gains, One More Time

Estate of Jelke v. Commissioner
Z. Christopher Mercer, ASA, CFA

There were three valuation issues before the Court in Estate of Jelke v. Commissioner (T.C. Memo 2005-131, filed May
31, 2005).

1. What is the appropriate treatment of the embedded capital gains tax liability within Commercial Chemical
Company (“CCC”), a C corporation?

2. What is the appropriate minority interest discount?

3. What is the appropriate marketability discount?

This article focuses soley on the treatment of the embedded capital gains tax liability.

Background

Frazier Jelke Il died on March 4, 1999 owning 3,000 (or 6.44% of the 46,584 shares outstanding) of Commercial
Chemical Co.

At the date of death, CCC was an asset holding entity whose holdings were comprised primarily of large-
capitalization, publicly traded securities and nominal liabilities. Total assets at market values were $190.8 million
and stated liabilities were $2.1 million. Therefore, asset value was $188.6 million prior to consideration of the impact
of embedded capital gains liabilities resulting from significant capital gains in CCC’s portfolio. The embedded
liability for such deferred tax liabilities was $51.6 million. These facts were not in dispute. The taxpayer’s valuation
expert was William H. Frazier, ASA, (Howard Barker Frazier Elliott). The valuation expert for the Internal Revenue
Service was Professor Israel Shaked (Boston University).

The Court’s Conclusion

In the final analysis, the Court agreed with Professor Shaked regarding a partial consideration of the embedded
capital gains liability and chose minority interest and marketability discounts between those suggested by the two
experts, although closer to Professor Shaked than Mr. Frazier.
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The valuations are summarized in Table One.

TABLE ONE
Commercial Chemical Co. Frazier/Taxpayer Shaked/IRS
Net Asset Value $188,635,833 $188,635,833
Embedded Cap Gains 21.31% ($51,626,884) | 11.18%  ($21,082,226)
$137,008,949 $167,553,607
Minority Interest Discount 25.00% ($34,252,237) | 5.00% ($8,377,680)
Marketable Minority Value $102,756,712 $159,175,927
Marketability Discount 35.00%  ($35,964,849) | 10.00%  ($15,917,593)
Nonmarketable Minority Value $66,791,863 $143,258,334
Percentage Interest 6.44% 6.44%
Dividends $99,000 $99,000
Implied Dividend Yield 2.30% 1.10%

Court
$188,635,833
11.18% ($21,082,226)
$167,553,607
10.00% ($16,755,361)
$150,798,246

15.00%  ($22,619,737)
$128,178,509

6.44% $8,254,696

$99,000
1.20%

The Embedded Capital Gains Issue

In my opinion the most interesting aspect of this case was the discussion regarding the $51.6 million embedded

capital gains tax liability, or the “trapped-in liability.” Mr. Frazier reduced net asset value by the full amount of the
embedded tax liability. At the outset, please note that | agree with Mr. Frazier’s treatment. It comports with the
analysis presented in an article in the November/December 1998 issue of Valuation Strategies." This article discussed
two earlier cases, Davis > and Eisenberg ?, both of which are cited in the court’s opinion in Estate of Jelke.

Professor Shaked treated the embedded capital gain in the
following fashion. First, he examined the historical turnover in the
portfolio, which was about 6% per year, indicating a complete
turnover of the portfolio in about 16 years. He then divided the $51.6
million embedded gain by 16 to get an annual dollar gain
realization ($3.2 million per year). He next took the present value of
the gains expected to be realized over the next 16 years at a
discount rate of 13.2%, referencing Ibbotson Associates data
regarding the long-run (1926-1998) return on large capitalization
common stocks. His analysis is presented in Table Two.

There are two noteworthy observations about Professor Shaked’s
embedded gains analysis. First, he makes no assumption about the
expected growth in value of CCC’s portfolio, which would increase
the future tax liability in relationship to the gain in the portfolio
today. And second, he considers that the appropriate liability is some
41% of the total liability that existed on the date of death. Professor
Shaked suggested that the realization of the tax liability was a) not
required on the valuation date; b) uncertain, because stocks go up and
down and there was no imminent plan of liquidation. He also cited
an academic discussion of embedded gains in closed end mutual

funds (most of which have higher turnover rates and lower embedded gains).

accepted by the court.

TaBLE Two
Shaked / Court Analysis

PV Present
Year Growth %  Factors Values
1 $3,226,680 0.8834 $2,850,424
2 $3,226,680 0.7804 $2,518,043
3 $3,226,680 0.6894 $2,224,419
4 $3,226,680 0.6090 $1,965,035
5 $3,226,680 0.5380 $1,735,896
6 $3,226,680 0.4752 $1,533,477
7 $3,226,680 0.4198 $1,354,662
8 $3,226,680 0.3709 $1,196,698
9 $3,226,680 0.3276 $1,057,154
10 $3,226,680 0.2894 $933,881
1 $3,226,680 0.2557 $824,983
12 $3,226,680 0.2259 $728,784
13 $3,226,680 0.1995 $643,802
14 $3,226,680 0.1763 $568,730
15 $3,226,680 0.1557 $502,411
16 $3,226,680 0.1375 $443,826
Portion of the Gain Charged 40.8%

Professor Shaked’s analysis was

' Mercer, Z. Christopher, “Embedded Capital Gains in C Corporation Holding Companies,” Valuation Strategies, November/December 1998,
pp. 30-41. A copy of this article in pdf format can be obtained on Mercer Capital’s website at www.mercercapital.com/embeddedgains

2 Davis v. Commissioner, (T.C. June 30, 1998).
* Eisenberg v. Commissioner, 1998 WL 480814 (2nd Cir.).
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Mr. Frazier concluded that treating the embedded liability as a liability in the valuation was appropriate in a
C corporation asset holding entity. He did so and reduced net asset value by 100% of the gain.

Mr. Frazier understands the economic reality of purchasing a securities portfolio inside the wrapper of a
C corporation. Hypothetical and real world buyers have a choice of purchasing a portfolio (or a piece of a portfolio)
of marketable securities on the open market, or of purchasing a similar basket of securities inside a C corporation
wrapper. Outside the wrapper there are no embedded capital gains. Inside the wrapper, investors must deal, either
today or someday, with the embedded gain existing at the date of purchase.

TABLE THREE
Mr. Frazier warned the court that Professor Shaked’s analysis did not Implicit Frazier Analysis

include expected growth, but the court was swayed by the professor’s PV Present
Year Growth % Factors Values

argument that embedded gains were something like net operating loss 13.2%  116%

carryforwards.

1 $3,226,680  0.8961 $2,891,550
2 $3,652,602 0.8031 $2,933,268
In addressing this argument [regarding expected growth], Mr. Shaked 3 $4,134.746  0.7197 $2.975.589
explained that the need to discount the built-in capital gain tax 4 $4,680,532  0.6449 $3,018,520
liability is analogous to the need to discount carryforward losses 5  $5298362 0.5779 $3,062,071
because they cannot be used until years after the valuation year. It is 6  $5997,746  0.5179 $3,106,250
true that existing tax loss carryforwards must be realized after the / $6,789.448  0.4641 §3,151,066
date of any valuation. But they do not grow or shelter more income as 8 $7685,656 04159 $3,196,529
9  $8700,162 0.3727 $3,242,648

time progresses. Their values are maximized by generating taxable 10 $9848584 (0.3340 $3.280.433

income for their earliest possible use. 11 $11.148597  0.2993 $3,336,892

12 $12,620,211  0.2682 $3,385,036
Embedded capital gains in existence in a C corporation as of a 13 $14,286,079  0.2404 $3,433,875
valuation date will also be realized in the future. However, if the 14 $16,171,842  0.2154 $3,483,418
underlying assets are expected to appreciate, the embedded gain on 15 $18,306,525 0.1930 $3,533,676
those existing assets will rise proportionately. This is a point that Mr. 16 $20,722,986 0.1730 $3,584,659
Frazier tried to make at trial and that was dismissed, | believe

incorrectly, by the court. Portion of the Gain Charged 100.0%

Mr. Frazier’s implicit analysis assumed, effectively, that the portfolio would be expected to grow in value in the
future, just as it had grown, quite substantially, in the recent past. Another implicit assumption (in the context of
Professor Shaked’s analysis), is that the discount rate on the realization of tax liabilities is lower than that on the
realization of expected future growth. And this is certainly true.

Professor Shaked proposed a discount rate of 13.2%, which was the long-term return on large capitalization stocks
(per reference to Ibbotson Associates data) like in CCC’s portfolio. We assume in Table Three that the expected
growth in the portfolio is 13.2% and that the discount rate for the realization of taxes is 11.6%. The result is that the
present value of the embedded tax liability is equal to 100% of the embedded tax liability at the valuation date.

While the argument regarding the differential makes logical sense to me, it is not intuitively obvious to everyone.
That's why | wrote the article, noted above, regarding embedded capital gains (even if | couldn’t spell it correctly
then). In that article, 1 prepared a somewhat complex analysis entitled “Analysis of Alternative Purchase
Arrangements for Acquiring Appreciating Property in a C Corporation.”
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The analysis considered five possible arrangements whereby transactions occur with C corporation asset holding
entities:

1. Buyer acquires property outright at fair market value.

2. Buyer buys C corporation stock with property basis inside the corporation equal to its fair market
value (no embedded gain).

3. Buyer buys C corporation stock with large embedded gain liability and pays price with no reduction
for the liability.

4. Buyer buys C corporation stock with about 50% of market value accounted for by embedded gains,
and reduces the price by the embedded liability dollar for dollar.

5. Buyer buys C corporation stock with large embedded gain and reduces the price by the embedded
liability dollar for dollar.

The alternative purchase analysis concluded as follows:

A rational willing buyer will pay no more than a price for shares of a C corporation asset holding
company that recognizes 100% of the embedded gain tax liability in that C corporation.
A rational seller will sell for no less than this amount because of the ability to liquidate and achieve
this result. Rational negotiations between hypothetical willing buyers and sellers should lead to a
full recognition of embedded capital gains tax liabilities in the determination of the price to be paid
for the C corporation’s shares (absent any compulsion on the part of the buyer or seller).

The analysis pointed out, in fact, that a buyer of a C corporation asset holding entity with an embedded tax
liability of 50% would experience a drag on performance relative to purchasing the underlying assets outright.* This
situation would be analogous to the CCC situation in Jelke. However, the buyer could not charge more than the
actual embedded gain liability because the seller (of 100% of the stock) would have the ability to liquidate and to
achieve that result.

So there is a penalty in return to buying 100% of the stock of an asset holding entity with a 50% of market value of
assets (plus or minus) comprised of an embedded gain relative to the purchase of the underlying asset outright. If
that is the case for a 100% shareholder, it is certainly the case for a minority shareholder. My 1998 article
concluded with the following:

* This may not be intuitively obvious. However, consider buying an appreciating asset (or portfolio of securities) outright. The basis in the
assets is their market values at purchase. The only future tax liabilities that will arise relate to appreciation from this basis. Now consider
the same asset or portfolio with 50% of the market value comprised of capital appreciation inside a C corporation. Even if a buyer of the
corporation (or an interest in it) reduces the purchase price dollar-for-dollar for the then-existing embedded gain, the future gain on the
assets will be taxed at the corporate capital gains rate and the ultimate distribution will also be taxed at personal rates. The result is a
permanent diminution in return. However, since the seller has the option of liquidating, a buyer may have to pay a price that implies a
permanent drag on returns. Buyers acquiring such C corporations will likely liquidate them in the near-term in order to avoid this drain on

returns.
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“Our analysis leads to this series of conclusions:

1. Nothing in the analysis supports any concept that the speculative nature of an expected holding period
should call for a “sharing” of the embedded tax liability between sellers of C corporations and buyers of
those corporations [holding companies].

2. Nothing in the analysis suggests that the lack of an imminent plan for the liquidation of a C corporation
with embedded gains is any reason not to consider the existence of the embedded tax liabilities
directly in the purchase price of C corporation stock today.

3. In the context of Davis, Mr. Howard’s treatment of the embedded tax liability of ADDI&C as a present
liability in his appraisal is the most appropriate treatment of such embedded tax liabilities... [Mr. Howard
is one of Mr. Frazier’s partners]

4. The partial treatment of the embedded liability by Pratt and Thomson, while a step in the right direction,
falls considerably short of dealing with the true economic impact of the liability from the viewpoint of
the hypothetical buyer of ADDI&C shares.

5. This entire analysis has dealt with buyers of 100% of the stock of C corporation asset holding
companies.

If the analysis suggests that rational purchasers of control of the entities would require that the price of the stock
reflect a reduction for the dollar amount of embedded tax liabilities, it is even more supportive of such
consideration for hypothetical buyers of minority interests.

Exhibit One, which is found on Page 8, details the return calculations under four assumptions similar to the
analysis found in my 1998 article. In the analysis, which is summarized below, assume that the underlying asset
(e.g., a diversified portfolio of publicly traded securities) has an expected growth rate of 10% per year. Next, assume
that the corporate capital gains rate is 35% and that the personal capital gains rate is 20%. Other than embedded
capital gains, the C corporations have no liabilities.

Annual returns are calculated in Exhibit One assuming a hypothetical sale at each year-end, with the after-tax
proceeds being reinvested. We could calculate cumulative returns over the investment horizon, as was done in the
1998 article, but the annual returns give a clearer, visual picture of the impact of embedded gains in C corporation
asset holding entities on investor returns. The four scenarios are:

1. An investor purchases the underlying securities portfolio outside any corporate wrapper and owns the
portfolio outright. The returns from this scenario provide a benchmark for comparison with the
others.

2. There is a mid-range (50% of asset value) embedded gain in a C corporation. The investor acquires
100% of the C corporation and pays a price net of the entire embedded capital gain. The seller accepts
this price because he can do no better by liquidating the corporation.

3. There is a large (virtually 100% of asset value) capital gain inside a C corporation. The buyer charges
the purchase price for 100% of the embedded tax liability. Again, the seller accepts this price because
she can do no better by liquidating the corporation.

4. Like the previous corporation, there is a very large embedded capital gain. In this case, the buyer, for
some reason, deducts only 80% of the embedded capital gain as a liability.
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Chart One presents annual, after tax (corporate and personal, as appropriate) returns over a ten year period for each
scenario above.

Comparison of Annual Rates of Return for Purchases of
C Corporation Asset Holding Entities
(Asset Growth 10%, Corporate Tax Rate 35%, Personal Capital Gains Rate 20%)
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[ 1. Purchase Underlying Assets Outside Corp. M 2. Charge for Mid-Range Embedded Gain
B 3. Charge for 100% of Large Embedded Gain [1]4. Deduct Only 80% of Large Embedded Gain

Scenario 1 involves the purchase of the underlying portfolio outside any corporation, so the investor pays no
corporate taxes. The investor obtains an 8.0% (hypothetical) after-tax return in Year One, and, assuming
continuous reinvestment, that return rises to 9.0% by Year Ten. This is the benchmark return expectation for any
investor acquiring the same portfolio inside a C corporation asset holding entity.

Scenario 2 involves the payment of a price for the corporation reflective of 100% of the embedded capital gains tax
liability. Note that the acquirer of this corporation under these circumstances would accept a permanent diminution
in return relative to owning the portfolio outright. This is not a rational, long-term investment strategy, so the
acquirer of the portfolio (or other appreciating asset) would likely liquidate the corporation or convert it into
another form of corporate organization to avoid this return drain.

Scenario 3 involves a C corporation containing virtually 100% of its asset value in the form of embedded gains
(effectively a zero or $1.00 basis in the assets). The price paid is net of the entire embedded tax on the embedded
liability, so the investor in Scenario 3 actually puts up fewer dollars than does the investor in Scenario 1. However,
the Scenario 3 investor obtains the identical returns on his investment as does the investor in Scenario 1.

Assume for the moment that the purchaser has no intent to liquidate in the near future and that the seller knows
this. Isn't the seller providing a windfall return to the buyer? If the asset is appreciating, the answer is no, because
the embedded tax liability grows at least proportionately.

Scenario 4 involves the purchase of a C corporation identical to the one in Scenario 3; however, the investor in
Scenario 4 pays a price that deducts only 80% of the embedded capital gains tax. He, therefore, assumes the
liability for the remaining 20%. Chart One shows a negative return in Year One as the hypothetical
liquidation causes the investor to absorb the 20% of the tax liability that was ignored at purchase. There is a
diminished return in Year Two while the remainder of the loss is absorbed. Thereafter, the returns are assumed
identical to those of Scenarios 1 and 3. This is not a rational strategy for hypothetical investors.
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Another question could be asked regarding our assumption of asset appreciation within the C corporation asset
holding entity. The main reason for assuming growth is that asset holding entities are generally created to hold assets
that are expected to appreciate. Appreciating assets include marketable securities, timberland, or real estate,
whether income producing or held primarily for appreciation.

Non-appreciating assets in asset holding entities would seem, at least in my experience, to be the exception.
Occasionally, asset holding entities will hold notes payable or mortgages which will not appreciate. Such notes are
generally found in entities holding appreciating assets, as well. In the extreme case of an asset holding entity
holding a single, large note receivable, logic suggests that prospective purchasers would purchase the note based on
the present value of expected interest and principal payments, discounted to the present at their required return for
the asset, including a negative charge for the expected taxes to be paid upon any gains realized when principal
payments are received.

If the assets are not appreciating, there is no source of return for the buyer other than the lower future tax
(in present value terms) plus any negotiated discount necessary to achieve the buyer's expected return over the
expected holding period of the asset holding entity. Why would anyone purchase this entity absent the expectation
of a reasonable return? 1 think this is the exception situation, and not the rule.

So What Happened in Court?

Who knows? | sometimes don’t know what happened when I've been present for the entire valuation discussion!
But we can hazard a few guesses:

1. Mr. Frazier took the position in his report that the embedded capital gains liability should be
discounted 100% in the determination of net asset value. His report, however, provided very little
economic analysis to prove his point.

2. Professor Shaked spent some 15 pages of his 39 pages of text discussing the embedded capital gains
issue, citing Estate of Davis and numerous articles relating to embedded gains in closed-end funds. He
also cited board minutes suggesting that the board of directors was aware that the embedded liability
would only have to be paid upon liquidation, which by the way, is irrelevant to the valuation of the
subject minority interest. He then provided an economic analysis (summarized above) to reach his
conclusion.

3. Mr. Frazier’'s report had a two-page discussion of the issue and Professor Shaked’s had a 15 page
discussion. It appears that the court went with the weight of the evidence, rather than with the
appropriate economic reasoning.’

I hope that this review of a portion of Estate of Jelke provides additional perspective for the proposition that tax
liability on embedded capital gains in C corporation asset holding entities should be fully considered when
determining their net asset value for valuation purposes. Only by fully tax-effecting such embedded capital gains
liabilities can investors achieve returns analogous to those available from identical assets outside a corporate
wrapper. Again, the analysis in this article considers investors for 100% of C corporation asset holding entities. If
this is true for controlling shareholders, it is equally true for minority shareholders who lack the ability to determine
the timing of liquidation. @

> 1 make light with my attempt at a pun. | spoke with Mr. Frazier about this and he informed me that, in addition to the text of his report,
the court was provided with an article Frazier wrote for Estate Planning with a detailed discussion on the issue. There was also a several
page rebuttal memorandum addressing the issue. In addition, there was extensive cross-examination of Professor Shaked regarding the
impact of expected appreciation of asset values on the analysis of embedded gains at the valuation date, as well as his unfamiliarity with
the Malkiel article he used to support his position. So, as I said at the start of this section, who knows what happened in court?!
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Expected After-Tax Return by Year

Mid-Range Embedded Gain

Market Value 1,000
Original Basis 500
Embedded Gain 500
Corporate Tax on Liquidation (175)
Proceeds of Liquidation 825
Qutside Gain

Personal Taxes 0
After-Tax Proceeds 825

Expected After-Tax Return by Year

Very Large Embedded Gain

Market Value 1,000
Original Basis 1
Embedded Gain 999
Corporate Tax on Liquidation (350)
Proceeds of Liquidation 650
Qutside Gain

Personal Taxes

After-Tax Proceeds 650

Expected After-Tax Return by Year

Deduct % of Embhedded Liability 80.0%

Market Value 1,000
Original Basis 1
Embedded Gain 999
Corporate Tax on Liquidation (350)
Corporate Tax Charged to Value (280)
Proceeds of Liquidation 650
Payment for Stock 120

Qutside Gain/Loss

Personal Taxes

After-Tax Proceeds 720
Expected After-Tax Return

1. Purchase Underlying Assets Qutside Corp.
2. Charge for Mid-Range Embedded Gain

3. Charge for 100% of Large Embedded Gain
4. Deduct Only 80% of Large Embedded Gain

(210)

890
65

(13)

877

8.00%
6.30%
8.00%
-0.68%

(249)

(27)
934

(291)

1,040
215
(43)
997

1,331

1,330
(466)

866
215
(43)
822

1,331

1,330
(466)

866

215
(43)
822

8.29%
6.74%
8.28%
8.28%

1,464
500
964

(337)

(60)
1,066

1,464

1463
(512)

952
302
60)
892

1,464

1,463
(512)

952

302
(60)
892

8.42%
6.94%
8.42%
8.42%

(389)

1222
397
(79)
1,142

(563)

1,047
397
(79)
968

(563)
1,047

397
(79)
968

8.54%
7.14%
8.54%
8.54%

1,772
500
1,272
(445)

1,327
502
(100)
1,226

1,772

1,77
(620)

(100)
1,052

502
(100)
1,052

8.66%
7.33%
8.65%
8.65%

1,949
500
1,449
(507)

1,442
617
(123)
1,318

1,949

1,948
(682)

1,267
617
(123)
1,144

1,949

1,948
(682)

1,267

617
(123)
1,144

8.76%
7.51%
8.76%
8.76%

1,644
(575)

1,568
743
(149)
1,420

743
(149)
1,245

8.86%
7.69%
8.86%
8.86%

Corporate Capital Gains Rate 35.0%
Personal Cap Gains Tax Rate 20.0%
Growth Rate 10.0%
Purchase Underlying Assets 0 1 2 3 4 5 6 7 8 9 10
Market Value 1,000 1,100 1,210 1,331 1,464 1,61 1,772 1,949 2,144 2,358 2,594
Cumulative Gain - 100 210 331 464 611 772 949 1,144 1,358 1,59
Personal Cap Gains (20 (42) (66) (93) (122) (154) (190) (229) (272) (319)
Proceeds of Liquidation 1,000 1,080 1,168 1,265 1,371 1,488 1,617 1,759 1915 2,086 2,275

2,358
500
1,858
(650)

1,708
883
(177)

1,631

2,358

2,357
(825)

1,533
883
(177)
1,356

2,358

2,357
(825)

1,533
883

(177)
1,356

8.96%
7.85%
8.95%
8.95%

2,594
500
2,094
(733)

1,861

1,036
(207)

1,654

2,594

2,593
(907)

1,686
1,036

(207)
1,479

2,594

2,593
(907)

1,686

1,036
(207)
1,479

10
9.04%
8.01%
9.04%
9.04%
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ANNOUNCING MERCER CAPITAL'S E-BOOK LIBRARY

Title
Valuing Shareholder Cash Flows:
Quantifying Marketability Discounts

Description

Quantifying Marketability Discounts has been updated and is
now offered as an e-book. Titled Verifying Shareholder Cash
Flows: Quantifying Marketability Discounts - 2005 E-Book, this
edition provides a brand new chapter which discusses each of
the five assumptions of the QMDM in depth. As a bonus, when
you purchase the e-book, you will also receive the QMDM
Companion, the latest edition of the Quantitative Marketability
Discount Model in spreadsheet format. We plan to continually
add content to this e-book, and as a purchaser, you will receive

this content free-of-charge when it becomes available.

Investment

$95.00

Release Date
Currently Available

Valuing Financial Institutions

We are responding to requests to put this book back into print

and we are doing so as an e-book

$65.00

Currently Available

Valuation for Impairment Testing

The first SFAS 142 valuation resource for CFOs and auditors.

Also available in printed form at www.mercercapital.com

$45.00

Currently Available

Are S Corporations Worth More
Than C Corporations?

An e-booklet that adds to the S Corp vs. C Corp. debate

Complimentary

Currently Available

Visit our website at www.mercercapital.com for more information or to download an e-book.

MERCER CAPITAL ON THE ROAD

August 31, 2005
“Purchase Price Allocations:

Valuing Intangible Assets”
Teleseminar sponsored by Business Valuation Resources
Matthew R. Crow, ASA, CFA, Moderator
To register, visit http://www.bvresources.com/default-
textonly.asp?f=augustAudioConference05

September 20, 2005

ESOP Panel

FCG Annual Conference
Chicago, Illinois

Kenneth W. Patton, ASA

September 30, 2005

“The Integrated Theory of Business Valuation”

8th Annual Conference of the Arizona Society of CPAs
Phoenix, Arizona

Z. Christopher Mercer, ASA, CFA

October 18, 2005

TBA

Financial Executives International,
Memphis Chapter
Memphis, Tennessee

Z. Christopher Mercer, ASA, CFA

The professionals of Mercer Capital have a great deal of experience speaking to industry and professional groups

across the nation on topics such as:

* The Integrated Theory of Business Valuation
+ Is Your Business Ready for Sale?™

+  Purchase Price Allocation

*  Valuation of Employee Stock Options

+ Litigation Support and Expert Testimony

*  Valuation of Privately Held Businesses,
Partnerships, or LLCs

* Financial Institution Valuation

«  ESOP Valuation

To book a Mercer Capital professional as a speaker at your next conference or CLE/CPE meeting,
please contact Barbara Walters Price at priceb@mercercapital.com.
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A GENTLE PLUG FOR OUR FIRM

MERCER CAPITAL is a business valuation and investment banking firm serving a national and international clientele. Our
reputation for excellence is based on an ability to solve complex financial problems expeditiously. We convert over 20 years of
experience, including thousands of assignments, into solutions for the issues of today.

Mercer Capital provides a broad range of independent valuation and financial advisory services, including:

+  Dispute Analysis Services and Expert Testimony *  Valuation of Employee Options
*  Valuation for Corporate Tax Matters * Goodwill Impairment Testing
*  Valuation for Corporate Income Tax Issues »  Valuation of Intangible Assets
»  Corporate Litigation Support *  Fairness Opinions

. Purchase Price Allocations

MERCER CAPITAL ADVISORS is the investment banking division of Mercer Capital and specializes in providing merger
and acquisition services to sellers or buyers of private businesses or public companies divesting divisions and subsidiaries. In
addition, Mercer Capital Advisors assists clients in industry consolidations, roll ups, and refinancings.

INTERNET COMMERCE: OBTAIN PROPOSALS TO VALUE YOUR

COMPANY, BANK, FLP OR LLC VIA OUR WEBSITE

The cost of your time and delays in obtaining proposals has just gone down. Use one of the PROPOSAL REQUEST FORMS on
our website.

Many of your colleagues have already used our PROPOSAL REQUEST FORMS and are impressed by the decrease in
transactional overhead and the increased ease in obtaining actionable proposals for their clients. We are pleased to be doing
business with them. Try it yourself! Visit our website and provide us with the pertinent information via this form, and we'll
prepare a proposal and deliver it to you via e-mail, fax or USPS. Complete confidentiality is assured.

UNSUBSCRIBE

We will continue to send the newsletter as published at no cost unless you notify us that you wish to be removed from the
distribution list. To REMOVE yourself from this list, send an e-mail to: mercer-owner@mercercapital.com and type the words
"Unsubscribe — Value Matters" in the subject line (without the quotation marks).

MERCER
CAPITAL

Business Valuation e Investment Banking

Headquarters: Midwest Office:
5860 Ridgeway Center Parkway, Suite 400 511 South 5th Street, Suite 206
Memphis, Tennessee 38120 Louisville, Kentucky 40202
901.685.2120 * Fax 901.685.2199 502.585.6340 + Fax 502.585.6345

www.mercercapital.com

DISCLAIMER. This publication does not constitute legal, valuation, tax, or financial consulting advice. It is offered as an information service to
our clients and friends. Those interested in specific guidance for legal and accounting matters should seek competent professional advice.
Inquiries to discuss specific valuation or corporate finance matters are welcomed. Permission is specifically granted to send copies of this
Value Matters™ to others who might have an interest in its contents. Permission is also granted to quote portions of this newsletter with
proper attribution.

Copyright © 2005 by Mercer Capital Management, Inc., all rights reserved. Text, graphics, and HTML code are protected by US and
International Copyright Laws, and may not be copied, reprinted, published, translated, hosted, or otherwise distributed by any means without
explicit permission.
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