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Announcing a New Resource for Business Owners & Advisors

Buy-Sell Agreements Online
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Mercer Capital is pleased to announce Buy-Sell Agreements Online, a portal devoted solely to the topic of buy-sell 
agreements.

Buy-sell agreements are important because they represent agreement between a corporation and its shareholders 
regarding how the future transactions contemplated by the agreements will occur. Buy-sell agreements are more than 
legal contracts.  How they operate can have real consequences to the corporation, individual shareholders, and their 
families.

This website is designed to be a portal for all information related to buy-sell agreements and shareholder agreements.  
As we build the site, we’ll be adding great content from a variety of sources (articles, books, presentations, checklists, 
etc.).  If you are an attorney, a business owner, or a professional advisor to business and work with (or have) buy-sell 
agreements, this website can be of great assistance to you.

Check it out by visiting www.buysellagreementsonline.com.
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C O N T R O V E R S Y  S E R V I C E S

The sharp decline in stock market indices through the fi rst eleven months 

of 2008 shaved over $5.0 trillion off the equity market capitalization of 

companies in the S&P 500.  The falling market valuations refl ect both a 

reduced appetite for risk and an expectation that corporate cash fl ows 

will be pressured as the global economy enters a recession of unknown 

depth and duration.

For auditors and fi nancial statement preparers, the bear market 

suggests that the goodwill reported on many corporate balance sheets 

may be impaired.  The accounting for goodwill, the amount paid in 

excess of net identifi able assets in previous acquisitions, is set forth 

in SFAS 142, Goodwill and Intangible Assets.   SFAS 142 provides 

for an annual impairment test for goodwill, rather than systematic 

amortization as under prior guidance.  The two-step impairment test 

starts with a comparison of the reporting unit’s fair value to carrying 

value.  Impairment is indicated if the fair value of the reporting unit 

is less than carrying value.  Step 2 of the impairment test involves 

quantifying the amount of impairment by determining the implied fair 

value of the reporting unit’s goodwill.

A broad look at the S&P 500 provides some clues regarding the 

magnitude of potential impairment for companies throughout the 

economy.  In Figure 1, we compare the market 

capitalization of companies in the index to 

their respective book values.  While the actual 

analysis for an individual company depends 

on reporting unit structure and a host of other 

unique facts and circumstances, consideration 

of the price/book multiple is often viewed as a 

reasonable proxy for assessing where goodwill 

impairment is likely to exist.

While fi nancial stocks have been hardest hit, 

no sector has been immune.  Over 25% of the 

Goodwill Impairment
by Travis W. Harms, CFA, CPA/ABV

F I N A N C I A L  R E P O R T I N G  V A L U A T I O N

1 M E R C E R  C A P I T A L ’ S  V A L U E  A D D E D ™

RECESSION, MARKET MELTDOWN PUT SPOTLIGHT ON

Sector
# of 
Cos.

Nov-08 
Market Cap

Dec-07 
Market Cap

% 
Change

Nov-08 Book 
Value

# of Cos 
Nov-08

(P/B<1.0) 
Dec-07

Basic Materials 59 1,310,520.60 2,047,930.40 -36.0% 755,490.10 15 0

Conglomerates 7 297,036.50 572,042.30 -48.1% 166,471.40 0 0

Consumer Goods 58 869,638.70 1,193,241.80 -27.1% 237,912.70 9 0

Financials 83 1,034,823.60 2,123,310.60 -51.3% 1,239,886.10 49 13

Healthcare 45 1,020,014.50 1,448,814.90 -29.6% 411,273.60 6 0

Industrial Goods 41 377,376.70 676,866.30 -44.2% 211,332.20 11 4

Services 88 1,221,702.00 1,761,937.60 -30.7% 649,382.20 19 4

Technology 85 1,570,547.30 2,796,164.40 -43.8% 709,531.10 21 2

Utilities 31 327,740.90 465,032.30 -29.5% 215,735.70 7 0

TOTAL 497 $8,029,401 $13,085,341 -38.6% $4,597,015 137 23

FIGURE 1
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companies in the S&P 500 are valued by the market at a discount to accounting 

book value.  We would expect a sampling of smaller companies throughout the 

economy to reveal similar results.

Regardless of a company’s regular annual testing date, SFAS 142 prescribes an 

interim test upon occurrence of an event or change in circumstances that would 

more likely than not reduce the fair value of the reporting unit below its carrying 

amount.  In our practice, we are observing many audit fi rms that regard the sharp 

decline in stock prices and the general economic uncertainty to be triggering 

events for an interim impairment test.

When it comes to fi nancial statement reporting, dependable valuation advice 

is more important than ever.  In our experience, audit fi rms are increasingly 

uncomfortable with do-it-yourself goodwill impairment analysis.  At Mercer 

Capital, we have been helping clients navigate fair value reporting requirements 

since the FASB revised the purchase accounting rules in 2001.  Contact one of our 

professionals to discuss your unique situation in confi dence.

F I N A N C I A L  R E P O R T I N G  V A L U A T I O N
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Travis W. Harms, CFA, CPA/ABV
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RELATED SERVICES

Mercer Capital provides comprehensive valuation services 
that assist our clients in complying with financial reporting 
requirements.

We produce valuation opinions that withstand the 
scrutiny of auditors and regulatory bodies

We combine our expertise in applicable accounting 
standards with rigorous documentation of each 
valuation report to develop independent valuation 
opinions consistently accepted by auditors and other 
reviewing parties.

Mercer Capital will guide you through the 
complexities of the fair value landscape

Our professionals keep up with continually changing 
fair value rules and guidance to produce relevant and 
timely valuation opinions for our clients.

We provide the full range of financial reporting 
valuation services

With over 25 years of valuation experience, Mercer 
Capital has cultivated the broad institutional expertise 
necessary to provide clients with valuation opinions 
that meet all of their financial reporting needs.

Mercer Capital Financial Reporting Valuation Services
Impairment testing
Purchase price allocation
Alternative investment portfolio valuation
Employee stock option valuation
International fair value valuation
Other related valuation & consulting services

»
»
»
»
»
»

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

Travis W. Harms, CFA, CPA/ABV
harmst@mercercapital.com » 901.322.9760

B. Patrick Lynch
lynchp@mercercapital.com » 901.322.9727

Lucas M. Parris
parrisl@mercercapital.com » 901.322.9784

Sujan Rajbhandary
sujanr@mercercapital.com » 901.322.9749

For auditors and fi nancial statement 
preparers, the bear market suggests 

that the goodwill reported on 
many corporate balance sheets 

may be impaired. 



CONSIDER THE

Alternate 
Valuation Date

As of December 3, 2008, the major stock indexes were down on 

the order of 40% for the year.  In addition, the long-suspected 

recession has been offi cially declared.  While the depth and 

length of the current recession is laden with uncertainty, what 

is certain is that virtually no investment sector has remained 

unscathed.  For those dealing with an estate tax issue from 

within the last year, consideration of the alternate valuation 

date is almost certain to provide vital information for the estate 

tax fi ling process.

As part of the Economic Growth and Tax Relief Reconciliation 

Act of 2001, Section 2032 of the IRS Tax Code was designed 

to provide some measure of relief to those taxpayers negatively 

affected by fl uctuating markets.  The alternate valuation date 

provides taxpayers the option to choose to use a date six months 

subsequent to the date of death to value an estate.  In order to 

choose this option, the following conditions and processes must 

apply:

The total value of the gross estate must be lower on the 

alternate date than on the date of death.  The value on an 

alternate date must include the entire estate and cannot be 

applied to selected assets owned by an estate.  An exception 

to this rule applies to any assets sold between the date of 

death and the alternate valuation date.  Such assets are 

valued as of the date of disposal.   This rule also makes it 

clear that two values must be known for the taxpayer to 

make an informed decision: the value at the date of death, 

as well as the value six months after the date of death.

The amount of estate tax must be lower using the alternate 

date than on the date of death.  While this second rule would 

seem to always be the case if the fi rst rule holds true, this is 

not the case for estates passing under the marital exclusion 

rule, or in other cases where the estate tax might be zero as 

of the date of death.  If there is no estate tax to begin with, 

there cannot be a reduction in estate tax.  However, should 

»

»

by Wendy S. Ingalls, CPA/ABV, CBA, ASA

T A X  C O M P L I A N C E  V A L U A T I O N
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a surviving spouse decline certain assets, thereby triggering estate tax, 

this rule still applies.  The estate tax used to calculate whether there is 

a decline in taxes, includes both estate and generation skipping tax.

Any assets that decline in value simply due to the passage of time must 

still be valued as of the date of death.   The IRS has proposed a change 

to the regulation clarifying that only declines in asset value due to 

market conditions may be considered as of the alternate valuation 

date.   The clarifi cation states that declines in an asset’s value due to 

an action of the decedent or estate, may not be considered as of the 

alternate valuation date.  

The election to use an alternate valuation date, must be made within 

one year of the estate tax fi ling date.  This election is irrevocable.

Although the alternate valuation date appears to generally be an attractive 

option in the current economic climate, one must consider the singular 

drawback that, if the alternate date provides a lower value, then it also 

results in a lower step up in basis for those inheriting the estate’s interests.  

Therefore, any gains on assets sold at a later date will be larger than would 

be the case with a higher step up in basis at the date of death.  

It should also be noted that not all states conform to the federal alternate 

valuation date, but rather require the use of date of death, which could cause 

the taxpayer to have a different basis for state and federal tax purposes. 

Despite the lower step up in basis consideration, the alternate valuation 

date warrants serious consideration at any time, but particularly in the 

current economic environment for estates with a date of death within the 

last year.    With no end in sight for the declining markets, tax savings may 

well be very signifi cant.

»

»

Wendy S. Ingalls, CPA/ABV, CBA, ASA

ingallsw@mercercapital.com

RELATED SERVICES

Valuations are a critical element of successful tax planning 
strategies. Consequently, objective third-party valuation 
opinions are vital. Mercer Capital has over twenty years of 
experience providing objective valuations for tax compliance. 

Mercer Capital’s opinions of value are well-reasoned and 
well-documented which provide critical support for any 
potential challenge, although the consequence of our thorough, 
well-reasoned and well-documented work has resulted, in the 
overwhelming majority of the time, in quiet acceptance by the 
IRS and state and local taxing authorities. 

Mercer Capital provides the following services related to tax 
compliance:

Closely held stock valuations for family wealth 
planning and estate tax compliance
Business valuations for corporate restructurings 
and related tax planning
Executive stock option valuations for tax planning
Business & intangible asset valuations in 
connection with Subchapter S tax status
Intellectual property valuations
Restricted stock valuations for family wealth 
planning and estate tax compliance
Valuation of covenants not to compete
409a compliance

»

»

»
»

»
»

»
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Z. Christopher Mercer, CFA, ASA
mercerc@mercercapital.com » 901.685.2120

Kenneth W. Patton, ASA
pattonk@mercercapital.com » 901.685.2120

Timothy R. Lee, ASA
leet@mercercapital.com » 901.322.9740

Nicholas J. Heinz
heinzn@mercercapital.com » 901.322.9788

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

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

Megan M. Bartels
bartelsm@mercercapital.com » 901.322.9759

B. Tyler Beckman
beckmant@mercercapital.com » 901.322.9754

T A X  C O M P L I A N C E  V A L U A T I O N



Revenue Ruling 
59-60 at 50
REDISCOVER FAIR MARKET VALUE

Chapter List

Chapter 1 A Summary of Revenue 
Ruling 59-60 from a Business 
Appraiser’s Perspective
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Tagging a text with the label “classic” should not be done carelessly.  But 50 years after 

its initial release, few would disagree that Revenue Ruling 59-60 deserves the title.  

Written in the spare, unadorned style of a government publication, the Ruling is a 

compact storehouse of enduring practical wisdom for business appraisers and the users 

of appraisal reports.  

To celebrate the 50th anniversary of its publication, we summarize the Ruling and 

provide a non-technical view of how appraisers attempt to translate its guidance into 

actual valuation engagements.

Published in January 2009, this 120+ page book is written for attorneys and other users 

of business appraisal reports. Order your copy today.

Attention Attorneys, CPAs and Business Appraisers
Mercer Capital’s Newest Book Now Available

SPECIAL PRICING: ONLY

PLUS SHIPPING & HANDLING 
(REG. $50.00)

$45

Order your copy at
www.mercercapital.com

or call 901.685.2120
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A Perfect Storm
GRANTOR RETAINED ANNUITY TRUSTS

by Megan M. Bartels
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The current economic crisis will almost certainly have vast and 

lasting effects on our country’s businesses and fi nancial markets 

alike.  Personal retirement and investment accounts have been 

battered.  The world of gift and estate taxation is full of uncertainty 

due to the scheduled repeal of estate and generation-skipping taxes 

set for 2010, as well as the new administration.  Amid all the turmoil, 

or perhaps because of all the turmoil, we have encountered a “perfect 

storm” in which all the conditions are right for the success of a 

specifi c gift and estate tax planning tool, the grantor retained annuity 

trust (“GRAT”).

According to the provisions of the Economic Growth and Tax Relief 

Reconciliation Act of 2001, the life-time exemption for estate taxes 

during 2008 is $2 million, with a tax rate of 45% on any assets above 

this limit.  As of now, this exemption is set to rise to $3.5 million 

during 2009, the taxes will be repealed entirely during 2010, and the 

exemption will come back during 2011 with a $1 million exemption 

and a 55% tax rate1.   The vast majority of estate planners agree 

that the legislation regarding these exemptions will change before 

2010, but it remains to be determined exactly when and how.  Those 

individuals or married couples who know that the value of their 

assets at death will far exceed current or projected exemption levels 

often attempt to pass on some of this wealth to benefi ciaries prior 

to death.  Typically, such wealth is subject to gift taxes (at the same 

estate tax rates mentioned above).  However, estate tax planning 

tools such as the GRAT, when employed effectively, can result in the 

tax-free passage of some portion of wealth to benefi ciaries.

WHAT IS A GRAT?

A GRAT is an irrevocable trust set up by a grantor, or settlor,  to 

pass wealth to benefi ciaries, preferably while paying as little gift 

tax as possible.  The grantor transfers assets into the trust, which is 

established for a set term, and an annuity is paid back to the grantor 

during each year of the term.  There are no restrictions on the type of 

assets that may be added to the trust: cash, securities, and interests 

in partnerships or closely held business, as well as more illiquid 

assets like real estate, may all be included in a GRAT.    

For taxation purposes, the IRS assumes an expected level of 

appreciation, called the Section 7520 rate, for any assets placed in 

a GRAT.  This rate is determined monthly and tends to move in 

tandem with federal interest rates.  The amount of the taxable gift 

is the fair market value of the property originally transferred to the 

trust less the present value of the grantor’s retained annuity interest, 

using the Section 7520 rate.  Therefore, if the annuity is set such that 

the two amounts are equal, there is no taxable gift.  This is known 

as a “zeroed-out” GRAT, and any assets remaining in the trust at 

expiration, effectively any appreciation of those assets above the IRS 

hurdle rate, will pass to the benefi ciaries free of gift taxes.

In order for the strategy to be successful, the appreciation of the assets 

must surpass the Section 7520 rate, and the grantor must survive the 

term of the trust.  However, even if one of those conditions fails to 

be met, the grantor is in no worse position economically than had 

he not established the GRAT, with the exception of administrative 

fees.  If the assets do not appreciate above the IRS hurdle rate, the 



grantor still recoups his wealth through the annuity payments, and 

if the grantor dies before expiration, all assets remaining in the 

GRAT simply become a part of his estate.  Therefore, the GRAT has 

become a popular estate planning tool in the past two decades.  The 

current economic and political environment only increases their 

present appeal.

THE “PERFECT STORM”

There are several factors contributing to the ideal climate for 

GRATs.  Based on the description above, it is clear that the lower 

the IRS hurdle rate, the better chance the assets in a GRAT have of 

exceeding that hurdle rate.  The Section 7520 rate for December 

2008 was 3.4%.  Prior to 2008, the rate had not been that low since 

August 20032.   Because the hurdle rate for the assets for the entire 

term of the trust, be that two years, ten years, or more, is based on 

the Section 7520 rate in the month that the GRAT is established, 

grantors would be wise to lock in low hurdle rates and increase their 

chances of passing more tax-free wealth to their benefi ciaries.

Another consideration is the stock market plummet since October, 

2007.  GRATs can be formed with marketable securities directly 

or with interests in limited partnerships that hold marketable 

securities.  With the S&P 500 down over 35% from year-end 2007 

at the time this article was written in late 2008, it would seem 

that most securities’ prices have no where to go but up, especially 

if you consider the several year holding period that a GRAT term 

would enforce.  Even for GRATs formed with interests in closely 

held corporations or partnerships containing real estate, the 

recent general economic decline can lead to initial valuations that 

are signifi cantly below those seen a year ago.  Because the actual 

appreciation of the assets in the trust, and subsequently the amount 

of wealth passed on to benefi ciaries, has tremendous potential to 

increase when the GRAT assets begin with a low fair market value 

relative to recent history, now is an ideal time to create a GRAT for 

high net worth clients and take advantage of depressed prices.

The third reason to consider a GRAT as an estate tax planning 

strategy in the near term involves the uncertain future of political 

decisions, and more specifi cally, estate planning legislation.  As 

mentioned previously, gift and estate taxes are set to be repealed 

in 2010, but most believe Congress will intervene during 2009 to 

reinstate the taxes, as well as a life-time exemption.  The questions 

remaining involve the levels of the exemption and the accompanying 

tax rate.  

The United States budget defi cit is very high, and government 

bailouts and stimulus packages mean it will only get higher in 

coming months.  Clearly, the government will require signifi cant 

tax revenue, both in the form of income taxes and gift and estate 

taxes.  According to an article in The Wall Street Journal by Tom 

Herman and Mike Spector, the most likely scenario going forward is 

a permanent $3.5 million estate tax exemption with a 45% tax rate.  

One proposed method to compensate for the increased exemption 

level is the elimination of the GRAT3.   With the possibility that the 

Obama administration may do away with new GRATs entirely, now 

is the ideal time to consider  this strategy.

GRATs are frequently formed using shares or interests in closely 

held corporations or family limited partnerships, and it is necessary 

to obtain an appraisal of these shares or interests to set the initial 

fair market value transferred to the GRAT.  As one of the country’s 

premier business valuation fi rms, Mercer Capital has experience 

valuing many such corporations and partnerships.  Feel free to give 

us a call today at (901) 685-2120 if we can help you or your client.

F I N A N C I A L  R E P O R T I N G  V A L U A T I O N
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Endnotes

1 “Publication 950 – Introductory Material” http://www.irs.gov/

publications/p950/ar01.html  Accessed November 5, 2008.

2 “Section 7520 Interest Rates.”  http://www.irs.gov/businesses/small/

article/0,,id=112482,00.html  Accessed November 4, 2008.

3 Herman, Tom and Spector, Mike “Tough Times Are Good Times to Trim 

Estates”  The Wall Street Journal, January 20, 2009.



Mercer Capital values scores of employee benefi t plans for both fi nancial institutions and 
corporate clients across the nation. We present “Ask the ESOP Valuation Experts.” If you have 
an ESOP valuation need, contact Tim or Wendy.

Timothy R. Lee, ASA

Senior Vice President

901.322.9740

leet@mercercapital.com

Wendy S. Ingalls, CPA/ABV, CBA, ASA 

Vice President

901.322.9716

ingallsw@mercercapital.com

For more information on Mercer Capital’s ESOP Valuation Services 
contact Tim or Wendy at 901.685.2120, or visit www.mercercapital.com

Ask the ESOP Valuation Experts

What are the typical processes of installing an ESOP?
Apologies granted – but it depends.  Using Mercer Capital’s own ESOP installation and process 

as a rough guide, let’s defi ne who the players typically are.  The extent of the process and who 

is employed in that process depends on a number of assessments that ESOP sponsors and their 

initial advisor must decide.  In some cases, many of the necessities of fi nancing and plan design 

can be handled by an experienced attorney.  Other functions may be best left in the hands of 

a focused specialist.  Ultimately, valuation services are a core element in the ESOP process 

with the results of the valuation are determinative of the transaction size and the fi nancing 

requirements.  The typical professionals employed are:

Legal – compliance and advisory services to formulate the ESOP process and attend to 

the required details; in some instances there may be multiple attorneys involved as each 

stakeholder may require or desire counsel (i.e. sellers, ESOP trustees, corporate);

Appraisal – fi nancial valuation and opinion services (initial valuation feasibility, 

transaction fairness, annual plan year valuations);

Plan Design and Administration – assists in plan design and documentation, communication with employees, and annual 

plan administration;

ESOP Trustee – as with other qualifi ed retirement plans, ESOPs require a trustee whose fi duciary responsibility extends to the 

plan participants.  This trustee can be an independent trustee or an appointed internal trustee.  In many cases, the consummation 

of an ESOP transaction is overseen by an independent trustee while recurring plan administration duties are overseen by an 

internal trustee.  The degree to which an ESOP sponsor seeks to promote an independent and arm’s length process is often a 

contributing factor as to whether an independent trustee is used.  

By way of example, Mercer Capital installed its ESOP on January 1, 2006.  In that transaction, shareholders of the fi rm sold a portion of 

their stock to a newly formed ESOP in a leveraged transaction.  The fi rm borrowed money and then loaned those funds to the plan which, 

in turn, used the funds to purchase the stock.  Despite our collective professional familiarity with ESOPs, we retained an outside facilitator 

to assist in plan design and an independent trustee to oversee the process.  An independent appraiser was retained by the outside trustee 

to develop a valuation for the transaction and a fairness opinion was issued to document all aspects of the process and the valuation.  All 

parties had legal advisors.  Administration for the ESOP is handled by the same vendor overseeing the other retirement plans of the fi rm.  

For purposes of recurring plan needs and supervision, two internal co-trustees (neither of whom were shareholders prior to the ESOP) 

were appointed.  While many ESOP formations may not mirror this transaction, each component is required in some form or another for 

a successful process.

The main theme for prospective ESOP companies and stakeholders is that an ESOP is not an event, it is an ongoing process. Companies 

with newly installed plans have the task of settling the acquisition debt while maturing plans have requirements to satisfy the needs 

of retiring or terminating employees.  ESOP feasibility assessment is perhaps the most critical phase of contemplating an ESOP.  A 

lack of investment in time and outside expertise can create unrealistic expectations and confusion among shareholders, directors, and 

management.  

»

»

»

»
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Resources for Bank 

The Troubled Asset Relief Program (“TARP”) became law on October 3, 2008, and was 

intended to address solvency concerns among banks. However, as market conditions 

continued to deteriorate, the implementation of the TARP changed.  Realizing that 

repurchasing assets was unlikely to restore confi dence in banks’ solvency, the Treasury’s 

priority shifted from repurchasing illiquid assets to direct investments in fi nancial 

institutions.  Over the weekend of October 10, 2008, the Treasury held meetings with the 

heads of the largest U.S. fi nancial institutions, which led to the issuance of $125 billion 

of preferred stock by these institutions to the federal government.  The government then 

announced that all U.S. fi nancial institutions could apply for the program on similar 

terms.  Thus, the Capital Purchase Program (“CPP”) was born.

The CPP has the potential to change the banking landscape for years to come.  This 

handbook covers a number of topics related to the CPP, including the activity to date 

in the program, the advantages and disadvantages of participating, accounting issues 

raised, and the actual cost of the preferred stock after factoring in the warrants.  While 

this handbook covers issues applicable to all banks, we specifi cally directed our analysis 

to privately held banks for several reasons.  First, while many analyses of the CPP have 

been prepared, we have found little guidance intended for privately held banks.  Second, 

participation in the CPP by privately held banks creates issues that are not faced by 

publicly traded banks, and we address these issues in this handbook.

MERCER CAPITAL’S

Download Mercer Capital’s 
complimentary 33-page 

Capital Purchase Program 
Handbook at 

www.mercercapital.com 
and we will send you 

updates as the situation 
warrants

THE CAPITAL PURCHASE 
PROGRAM HANDBOOK
Available now at www.mercercapital.com

Contents

INTRODUCTION 

OVERVIEW OF THE CAPITAL PURCHASE PROGRAM

Terms of Capital Purchases in Public Financial Institutions

Modifi ed Terms for Private Financial Institutions

Applying for CPP Funds

ACTIVITY TO DATE

ISSUES FOR PRIVATELY HELD BANKS

Advantage #1 – Dividend Rate

Advantage #2 – Accessibility

Advantage #3 – Offensive and Defensive Applications

Disadvantage #2 – Restrictions on Use and “Legislative/Regulatory Risk”

Disadvantage #3 – Restrictions on Dividends and Compensation

Disadvantage #4 – S Corporation Issues

Mixed Advantage/Disadvantage – Community Reaction

VALUATION ISSUES

ACCOUNTING ISSUES

EFFECTIVE COST OF CAPITAL FOR PRIVATE BANKS
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SECTION ONE:  INTRODUCTION TO VALUATION
Chapter 1: The Valuation Process 
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Chapter 3: Financial Management & Performance Measurement 

SECTION TWO: COMPENSATION & EMPLOYEE BENEFIT PLANS
Chapter 4: Employee Benefi t Plans 
Chapter 5: Stock Options, Restricted Stock, & Stock Appreciation Rights 
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Valuation issues intersect with a bank’s affairs more often than you may imagine, and 

they are likely to arise during your tenure as a director or manager. These valuation 

issues might include merger and acquisition activity, an employee stock ownership 

plan, capital planning, litigation, or fi nancial planning, among others. 

Mercer Capital has been working with fi nancial institutions for over 25 years and has 

provided valuation and other fi nancial consulting services to thousands of clients. 

We fi nd that most of our clients have the same basic questions about these important 

valuation issues. This handbook addresses many of these questions and provides 

useful information for bank directors and managers when valuation needs emerge.

THE BANK DIRECTOR’S 
VALUATION HANDBOOK
What Every Director Must Know About Valuation

Directors and Managers

SPECIAL PRICING: ONLY

PLUS SHIPPING & HANDLING 
(REG. $55.00)

*Quantity discounts are available for 
board directors and managers. 

Call Barbara Walters Price 
at 901.685.2120 for details.

$45*

Order your copy at
www.mercercapital.com

or call 901.685.2120

Paperback » 181 pages



Mercer Capital’s 
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actively engaged in 
thought leadership 
through various speaking 
engagements, published 
articles, and more.

CREDENTIALS EARNED

Senior Financial Analysts B. Tyler Beckman and Lucas M. Parris have 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.

Earning the CFA designation requires a dedicated effort over a minimum of three years to 
pass three six-hour  examinations.  A successful candidate must also have at least four 
years of professional experience in the investment decision-making process and adhere to 
the CFA Institute Code of Ethics and Standards of Professional Conduct. 

ADDITIONS TO OUR STAFF

Madeleine C. Gilman joined the Mercer Capital professional staff as a Financial 
Analyst. A graduate of The University of the South, Ms. Gilman holds a Bachelor of Arts 
in Economics. In her capacity as Financial Analyst at Mercer Capital, Ms. Gilman provides 
business valuation and financial consulting services to a broad range of companies and 
financial institutions across the nation. 

PROFESSIONALS QUOTED

Andrew K. Gibbs, CFA. CPA/ABV has been quoted in multiple articles concerning the 
recent turmoil in the banking industry, including an article titled “Despite Slowdown, Banks 
are Still Lending,” that appeared in the December 12, 2008 issue of the The Tennessean, 
as well as in the article titled “Housing, Loans Paint Bleak Picture for Banks in 2009” that 
appeared in the January 4, 2009 issue of The Commercial Appeal.

MERCER CAPITAL IN THE COMMUNITY

The professionals of Mercer Capital are committed to service within our community. Mercer 
Capital founder and CEO, Chris Mercer serves on the board of directors for the Mid-South 
Chapter of the American Heart Association. Matt Crow, senior vice president, is currently 
serving as the Treasurer of the Episcopal Diocese of West Tennessee, while senior 
marketing analyst Matt Washburn serves as the President of the Lambuth University 
Alumni Association. In addition, senior financial analyst Laura  Matthews is involved 
in greyhound rescue efforts in the Memphis area, while Jay Wilson volunteers with the 
Make-A-Wish Foundation.
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Financial Executives International 
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Matthew R. Crow, ASA, CFA

February 27, 2009
“Buy-Sell Agreements”
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Estate Planner’s Forum
   Nashville, Tennessee
Timothy R. Lee, ASA

March 12, 2009
“Fair Value Accounting: The New Standards”
Financial Executives International 
Chapter Meeting
     Birmingham, Alabama
Travis W. Harms, CFA, CPA/ABV

April 29, 2009
“Buy-Sell Agreements”
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   Bloomington, Indiana
Z. Christopher Mercer, ASA, CFA

May 27, 2009
“Discounts for Lack of Marketability” and
“Subsequent Events”
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Z. Christopher Mercer, ASA, CFA
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The fi rst update of the American Society’s Business Valuation Standards since 2002 was issued in 
August, 2008. These updated standards were approved by the Business Valuation Committee at its 
regular meeting on August 3, 2008 and are available on ASA’s Web site at www.bvappraisers.org.

These revisions signifi cantly expanded the ASA’s required reporting and assignment disclosures. 
Section BVS-IX was added, which deals with “Intangible Asset Valuation” and includes an appendix 
of intellectual property examples.   

Business Valuation Standards of the American 
Society of Appraisers Updated for the First Time 
Since 2002

Recent Transaction

Mercer Capital’s Industry Resources

VALUE FOCUS QUARTERLIES

Insurance Industry :: Mercer Capital’s Value Focus: Insurance Industry is a quarterly perspective on valuation issues pertinent to insurance 
agencies, brokerages, and underwriters. Each issue highlights a market segment: 1st quarter: Insurance Brokerages, 2nd quarter: Property and Casualty 
Underwriters, 3rd quarter: Life Insurance Underwriters, and 4th quarter: Health Insurance Underwriters.  

Medical Device Industry :: Mercer Capital’s Value Focus: Medical Device Industry is a quarterly perspective on valuation issues pertinent to 
medical device manufacturers, related start-up enterprises, and private equity/venture capital funds. Each issue highlights a market segment: 1st quarter: 
Orthopedics, 2nd quarter: Cardiovascular, 3rd quarter: Dental, and 4th quarter: Diagnostics. 

Asset Management Industry :: Mercer Capital’s Value Focus: Asset Management Industry is a quarterly publication providing perspective on 
valuation issues pertinent to asset managers, trust companies, and investment consultants. Each issue highlights a market segment: 1st quarter: Mutual 
Fund Companies, 2nd quarter: Traditional Asset Managers, 3rd quarter: Alternative Asset Managers, and 4th quarter: Trust Banks.  

UPCOMING INDUSTRY COVERAGE

Visit our website at www.mercercapital.com 

to subscribe to these complimentary industry resources

»

»

»

For a list of completed transactions, see 
www.mercercapital.com

Having built a substantial client base in various industries, we are formalizing our research efforts 
to provide a regular, detailed overview of pertinent issues and relevant current events in certain 
key industries. Mercer Capital’s Value Focus, offers a quarterly perspective on valuation issues 
pertinent to various industry groups and sectors. To subscribe to Value Focus, visit our Knowledge 
Center at www.mercercapital.com.

Building Materials
General Contractors
Machinery & Equipment

»
»
»

Malt Beverages/Wine & Spirit
Trucking/Transportation/Logistics
Hospitality & Retail

»
»
»

H I G H L I G H T S

V O L U M E  2 1 ,  N O .  1  : :  2 0 0 9



DID YOU KNOW THAT 
VALUE ADDED™IS 
ALSO AVAILABLE VIA EMAIL?

To receive Mercer Capital’s Value Added™ via 
email, visit the Knowledge Center section of our 
website at www.mercercapital.com.

5860 Ridgeway Center Parkway, Suite 400

Memphis, Tennessee 38120

PRSRT STD

AUTO

U.S. POSTAGE PAID

Memphis, TN



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


