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High net worth business owners, and in particular baby boomers, who have created substantial 

wealth are becoming increasingly concerned with the orderly transfer of their assets.  Planning 

for effective wealth transfer in the prevailing uncertain tax environment has complicated and 

confused many wealthy individuals and their counsel.  As of the writing of this piece in late 

2010, there is no estate tax and the gift tax rate is 35%.  However, without out new legislation, 

in 2011 the estate and gift tax rates both return to 55% and are applicable to transfers greater 

than $1 million. 

Much of today’s accumulated wealth has been generated by legacy operating businesses and 

investments, and, through prior gifting programs and other estate tax planning activities, has 

been transferred into investment vehicle entities or reallocated into other assets. 

For many high net worth individuals and family offi ces, modern estate planning and investment 

practices have resulted in complex ownership structures, typically involving multi-tiered entity 

organizations and businesses with complicated ownership structures and governance.

Mercer Capital has been performing complicated tax engagements for decades.  This article is 

offered with the intention of informing referral sources and their clients about the processes 

that lead to credible and timely valuation reports. 

These processes make for smoother engagements and minimize the surprise and/or resistance 

to furnishing the information necessary to mitigate potential IRS scrutiny.  With evidence of 

increasing audit risk in many regions and with rising appraisal requirements, high net worth 

individuals and their advisors need a thorough, proactive understanding of how to contribute 

to a high-quality, well-informed appraisal work product.
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Defi ning the Engagement and Collecting Information

Defi ning the valuation project is an important step in every engagement process, but when 

multiple or tiered entities are involved it becomes critical. 

It is generally insuffi cient to defi ne a complicated engagement by limited reference to the 

top-tier entity in a multi-tiered organizational structure.  The appraiser needs a complete 

understanding of the scope of the valuation project in order to design the deliverable work 

product and to plan the underlying due diligence and analytical framework. 

Working with the appraiser, the referral source needs to defi ne the problem in such a way that 

the appraiser understands if he/she needs to perform an appraisal at each level of a tiered 

structure or if certain entities and their underlying net assets can be valued using a collapsed or 

consolidated analytical framework.  In many cases, there is a little of both. 

Simplifying assumptions and appropriate asset bundling often lead to better, more 

comprehendible, and forthright opinions.  Multi-tiered minority interest appraisals can be 

particularly prone to error via inappropriate or cumulative discounting and/or other valuation 

treatments that may fail to retain the qualities of fair market value. 

During the initial discussion of the engagement, the appraiser will usually request certain 

descriptive and fi nancial information (such as governing documents, recent audits, compilations, 

and/or tax returns) to determine the scope of analysis needed to render a credible appraisal for 

the master, top-tier entity and the underlying entities and assets. 

Full and complete disclosure of all requested information, as well as other information believed 

pertinent to the appraisal, will aid the appraiser in preventing double-counting or otherwise 

missing assets all together. 

In some instances the requested information, in tandem with client/referral communications, 

will inform the appraiser and allow him/her to deliver a work product that can save the client 

time and money.  For example, if ten similar dry cleaning entities need to be appraised, it may 

be possible to write a single report narrative explaining the big picture and furnish ten sets of 

valuation worksheets demonstrating the specifi c valuation of each entity.

The Engagement Letter

Once the business appraiser and the client’s advisor have agreed on the specifi cs of the 

engagement, the appraiser will craft an engagement letter specifying the key elements of the 

appraisal assignment.  The engagement letter will provide a descriptive project overview, the 

qualifi cations of the appraiser, and set forth the timetable and fee agreement.  Upon receipt of 

the signed engagement letter and retainer, the information collection process begins in earnest.

Often a comprehensive request for information will accompany the engagement letter.  The 

initial information request generally includes each entity’s historical fi nancial statements, as 

well as detailed operating and structural information about the businesses and the markets in 

which they operate. 
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Businesses with an organized set of fi nancial and operating information are easier to analyze 

and, therefore, easier to value than those that do not keep good records.  Fee structures are 

generally inversely correlated to the amount, availability, and organization of underlying 

business information.  The more complete and timely the business information is, the better 

the opportunity for fee effi ciencies in the appraisal process.  Additionally, information quality 

almost always promotes a more predicable outcome with the IRS and with other stakeholders.

Reviewing the Draft Appraisal

Multi-tiered entity structures are typically years, if not generations, in the making.  For their 

creators and insiders, the entity organization is second nature.  To an outside appraiser, it 

can seem a complicated web of assets and liabilities lacking a cohesive or comprehendible 

structure.  As discussed previously, starting with a plan and identifying a simplifi ed (albeit 

suffi ciently comprehensive) reporting framework and analysis are the fi rst steps to a successful 

project.  However, clients and their advisors must not take the upfront effort for granted by 

failing to adequately review the draft report and analysis.

No parties are more equipped in multi-tiered or otherwise complicated entity structures to 

review for completeness and factual accuracy than the creators and insiders of the subject 

entity(s).  Appraisers value assets and cash fl ow streams and they do their best to capture the 

intricacies of legal entity structure.  However, clients of valuations involving complicated, 

multi-tiered entities owe themselves a thorough inquisition of the draft report with numerous 

questions in mind:

 » Does the valuation analysis appear to refl ect the economic nature and value of the core 

assets at each respective entity level?

 » Are the respective collections of assets and liabilities at each entity tier adequately 

described and captured in one form or another?

 » Do insiders and advisors recognize their entity creation within the outside appraiser’s 

report document?

 » Does the project refl ect a reasonable top-down or bottom-up sequencing that facilitates 

quality reviewing and ease of comprehension to lay reviewers?  Could you teach an 

outsider what this collection of entities and the underlying assets are by way of the 

valuation report?

 » If there has been any collapsing or combining of entities for valuation purposes, do 

the groupings makes sense in terms of the nature of the assets and their operational 

character?  Do the valuation methods applied seem reasonable and consistent from one 

asset grouping to another?

 » Are cross-entity assets and liabilities reconciled or adjusted?  One entity’s asset may be 

another entity’s liabilities.  As such, do the valuation treatments and results reconcile 

from one entity to the next?
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 » If valuation discounts are used, are they applied in defendable fashion and at the 

appropriate place(s) within the tiered entity structure?

 » Does the report say what it does and does it do what it says? 

The Final Report

Engagements involving complicated entity and operational structures are not easily 

shoe-horned into an appraiser’s typical reporting formats and presentation.  Unique entity and 

asset attributes will suggest unique solutions and presentation standards. 

Despite the tailored requirements of advanced appraisal work, the fi nal report document and 

the underlying valuation analysis must be both comprehensive and concise.  In some cases 

there are no easy shortcuts, thus a certain amount of analytical intricacy is required.  Such 

situations require adept and skillful execution and detailed explanation in the report.

Conclusion

Mercer Capital has signifi cant experience dealing with large, complicated, multi-tiered entity 

engagements. 

Our experience ranges from the closely held domain of the family offi ce to large, sophisticated 

corporate enterprises and investment funds.  Mercer Capital takes pride in differentiating our 

services and approach through careful pre-engagement planning in order to provide enhanced 

fee and timing expectations. 

We are committed to delivering value in a fashion that improves the planning and decision-

making processes of our clients and their advisors. 

To discuss in confi dence any engagement requiring Mercer Capital’s customized valuation 

solutions, please contact us.

SENIOR MEMBERS OF 
MERCER CAPITAL’S 

VALUATION SERVICE GROUP

Z. Christopher Mercer, ASA, CFA, ABAR
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Timothy R. Lee, ASA
901.322.9740 » leet@mercercapital.com

Nicholas J. Heinz, ASA
901.322.9788 » heinzn@mercercapital.com

Mattew R. Crow, CFA, ASA
901.322.9728 » crowm@mercercapital.com

Jean E. Harris, CFA
901.322.9761 » harrisj@mercercapital.com

Wendy S. Ingalls, CPA/ABV, CBA, ASA
901.322.9716 » ingallsw@mercercapital.com

James E. Graves, ASA, CFA
502.585.6340 » gravesj@mercercapital.com

Timothy R. Lee, ASA
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Jean E. Harris, CFA
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Nick Heinz Promoted to Senior Vice President 
Mercer Capital is pleased to announce that Nicholas J. Heinz, ASA, has been promoted to the position of Senior Vice President. Nick joined 

Mercer Capital in 2000 and is a senior member of Mercer Capital’s investment banking and corporate valuation division.   “In his decade with the 

firm, Nick has been consistently fervent in his efforts to make the greatest possible contribution to Mercer Capital,” said Mercer Capital president 

Matthew R. Crow, ASA, CFA.   “We are fortunate to be able to position him to contribute at a more senior level.”

New Hires in 2010
Mercer Capital is pleased to announce the addition of  Alex M. Barry, Chaya C. Glendon, and Whitney L. Faust to our professional staff 

as a Financial Analysts.   In their capacity as Financial Analysts at Mercer Capital, Alex, Chaya, and Whitney provide business valuation and 

financial consulting services to a broad range of companies and financial institutions across the nation. 

2011 Hiring Season About to Kick-Off
Mercer Capital will be hiring in 2011.  We are preparing now to begin the recruiting process.  We are putting the finishing touches on a dedicated 

website, www.mercercapitalcareers.com, to help recruits understand the firm – what we do and our corporate culture.   We look forward to con-

tinuing to grow our professional staff in 2011. 

Hamner Has Earned Right to Use CFA Designation
Brooks K. Hamner has earned the right to use the Chartered Financial Analyst (CFA) designation from the CFA Institute. This designation 

is recognized around the world as the premier designation in the finance profession. Brooks is a Senior Financial Analyst at Mercer Capital.  

Earning the CFA designation requires four years of qualifying work experience and the successful completion of three six-hour examinations. A 

successful candidate must also adhere to the CFA Institute Code of Ethics and Standards of Professional Conduct. 

November 10, 2010

“Buy-Sell Agreements”

BVR/Georgetown School of Law Summit on Valuation, Tax, and 

Estate Planning

   Washington, D.C.

Timothy R. Lee, ASA

November 16, 2010

“The Equity Risk Premium: Perspectives on the Data”

Memphis CFA Chapter Meeting

Travis W. Harms, CFA, CPA/ABV and

Matthew R. Crow, CFA, ASA

January 13, 2010

“Buy-Sell Agreements”

Tuscaloosa Estate Planning Council

   Tuscaloosa, Alabama

Timothy R. Lee, ASA

January 20, 2010

“Fair Value Measurements and Disclosures 

(Topic 820) Explored”

Knowledge Congress Webcast

Travis W. Harms, CFA, CPA/ABV

January 30, 2011

“Exploring Employee Stock Ownership Plans: Alternatives 

for Liquidity & Capital While Maintaining Independence”

Acquire or Be Acquired Conference

   Scottsdale, Arizona

Andrew K. Gibbs, CFA, CPA/ABV and

Jay D. Wilson, Jr., CFA

SELECTED LIST OF RECENT & UPCOMING SPEAKING ENGAGEMENTS

What’s New at Mercer Capital
Mercer Capital’s web site is updated frequently and contains the most up-to-date information on what is new at Mercer Capital. 

Please visit often at www.mercercapital.com.

To see a complete list, visit the Speaker’s Bureau section of our web site 
at www.mercercapital.com. To inquire about engaging a 

professional from Mercer Capital to speak to your group, contact 
Barbara Walters Price at priceb@mercercapital.com, or by calling 

901.322.9724.
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A GENTLE PLUG FOR OUR FIRM

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 web site.

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 web site 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 confi dentiality 

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: newsletters@mercercapital.com and type the words “Unsubscribe – Value Matters” in the subject line (without 

the quotation marks).

Business Valuation » Investment Banking

HEADQUARTERS
5100 Poplar Avenue, Suite 2600

Memphis, Tennessee  38137
901.685.2120 » Fax 901.685.2199

LOUISVILLE OFFICE
455 South 4th Street, Suite 690

Louisville, Kentucky  40202
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 © 2010 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.

MERCER CAPITAL is a business valuation and investment banking fi rm serving a national and international clientele. Our reputation for excellence is 

based on an ability to solve complex fi nancial problems expeditiously.  We convert over 25 years of experience, including thousands of assignments, into 

solutions for the issues of today.  

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

 » Litigation Support Services and Expert Testimony

 » Valuation for Corporate Tax Matters

 » Valuation for Corporate Income Tax Issues 

 » Valuation for ESOPs

 » Purchase Price Allocations 

 » Goodwill Impairment Testing  

 » Valuation of Employee Options

 » Portfolio Valuation Services

 » Valuation of Intangible Assets

 » Fairness Opinions

Mercer Capital’s investment banking professionals specialize in providing merger and acquisition services to sellers or buyers of private businesses or 

public companies divesting divisions and subsidiaries. In addition, we assist  clients in industry consolidations, roll ups, and refi nancings. 

http://www.mercercapital.com
http://www.mercercapital.com
http://www.mercercapital.com
http://www.mercercapital.com
http://www.mercercapital.com/index.cfm?action=proposal
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Chris Mercer’s book on buy-sell agreements is a grand 
slam. Because it uses plain language to explain complex 
terminology related to buy-sell agreements, attorneys and 
CPAs will fi nd it to be a very helpful resource when advis-
ing their clients about buy-sell agreements, especially the 
pitfalls of various agreements. I was so impressed with the 
book that I ordered additional copies and sent them to tax 
attorneys who we work with on a regular basis.

James A. Koerber, CPA/ABV, CVA, CFE, CFF
The Koerber Company, PA.

Th is book is very well-researched, easy to understand, 
and contains numerous helpful examples. It reminds us 
in great detail how many of the components of a buy-sell 
agreement cause more problems than they solve. I par-
ticularly liked the charts that succinctly presented the ad-
vantages and disadvantages of the important elements of 
a good buy-sell agreement. Also, this book is not just for 
valuation analysts. Business owners should read it too. It 
is also a must-read for CPAs, fi nancial planners, attorneys, 
and anyone else who advises business owners.

James R. Hitchner, CPA/ABV/CFF, ASA
Managing Director, Financial Valuation Advisors

Chief Executive Offi cer, Valuation Products and Services

President, Financial Consulting Group

BUY-SELL
AGREEMENTS
for Closely Held and Family Business Owners

NOW
AVAILABLE

“Th e business owner’s 
self-defense manual”  

– Stephan R. Leimberg, Leimberg Information Services, Inc.

www.buysellagreementsonline.com
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BUY-SELL
AGREEMENTS
for Closely Held and Family Business Owners

by Z. Christopher Mercer, ASA, CFA, ABAR

Buy-sell agreements are among the most common yet least 
understood business agreements, and many are destined to fail 
to operate like the owners expect. Many, in fact, are ticking time 
bombs, just waiting for a trigger event to explode. If you are a 
business owner or are an advisor to business owners, this book 
is designed to provide a roadmap for business owners to develop 
or improve your buy-sell agreement.

WHAT IS THE DIFFERENCE BETWEEN THIS BOOK & 
CHRIS MERCER’S LAST BOOK ON BUY-SELL AGREEMENTS?
This book is written specifi cally for business owners. It is conversational in 
tone, straight to the point, and contains resources and recommendations 
every business owner subject to a buy-sell agreement requires.  

If you are a business owner, you need a copy of this book.  If you advise 
business owners, purchase copies as gifts for them as a way to begin a 
conversation about their buy-sell agreement.  It will mean more business 
for you and will be of great benefi t to your clients by potentially saving 
them from a buy-sell agreement that won’t work.

_____ copies @ $29.95 each = $______
(plus shipping: $5.00 for fi rst book, $2.00 for each additional book

Orders of 10 or more copies qualify for quantity pricing. Call 
Barbara Walters Price (priceb@mercercapital.com) 

at 901-685-2120 for information.

TO ORDER ONLINE, VISIT
www.buysellagreementsonline.com

NOW
AVAILABLE
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