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Strategic Planning Insights

It is often quite obvious that the AICPA Statement on Standards for Valuation Services 
(the “Statement”) applies to a valuation engagement performed for transaction, taxation, 
financing, ESOP, bankruptcy, and litigation purposes. In these engagements, the valuation 
analyst issues a formal valuation report that is typically relied upon by a third party. It is 
not quite so obvious that the statement applies to a valuation engagement performed for 

management information and strategic planning purposes. The valuation report is typically 
informal, and the report is typically not relied on by anyone other than the client. This 

discussion summarizes numerous types of strategic planning valuation engagements where 
the Statement professional guidance does apply.

IntroductIon

Another article in this issue of Insights (“The Financial 
Adviser and the AICPA Statement on Standards for Valuation 
Services”) discusses the technical requirements of the new 
AICPA Statement on Standards for Valuation Services No. 1 
(the “Statement”). Issued in June 2007, the full title of the 
Statement is “Valuation of a Business, Business Ownership 
Interest, Security, or Intangible Asset.” The Statement is 
effective for all engagements to estimate value accepted by 
an AICPA member (“CPA”) after January 1, 2008.

The Statement applies to all CPAs who perform an 
engagement to estimate value (with certain specified 
exceptions). In other words, the Statement applies to all 
CPAs, including CPAs who perform valuation analyses for 
management information and corporate/strategic planning 
purposes.

Other articles in this issue of Insights summarized the 
four categories of professional guidance provided by the 
Statement, including the following:

1. engagement acceptance and planning considerations

2. valuation development and analysis standards

3. valuation engagement documentation requirements

4. value reporting alternatives.

According to the Statement, any CPA who performs an 
engagement to estimate value is referred to as a “valuation 
analyst.”

This discussion will summarize several types of manage-
ment information and strategic planning engagements. Such 
engagements will typically involve planning services related 
to a closely held business owner, a professional practitioner 
(e.g., physician, dentist, lawyer, etc.), or a similar high net 
worth individual. In particular, this discussion will focus on 
the application of valuation-related professional standards 
and practices to the strategic planning engagement.

tyPIcal PlannIng engageMents that 
May Involve the aPPlIcatIon oF the 
stateMent

This discussion presents a list of 20 typical planning 
engagements in which the Statement provisions may apply. 
The application of the Statement is based on the assump-
tion that, as part of the engagement, the valuation analyst 
will estimate the value of a business, business ownership 
interest, security, or intangible asset.

The following list of 20 planning engagements is not 
meant to be comprehensive. Rather, these 20 planning-
related engagements are meant to be illustrative in nature.
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For discussion purposes only, these 20 representative 
management information and strategic planning engage-
ments will be grouped into the following four categories:

1. taxation-related planning engagements,

2. ownership transition–related planning engagements,

3. insurance/investment–related planning engagements, 
and

4. litigation/dispute–related planning engagements.

Taxation-Related Planning Engagements
Number 1.  Valuation analysts are often asked to assist 
business owners and professional practitioners with their 
estate planning and estate tax management programs. This 
type of corporate planning engagement often has four client 
motivations or benefits:

1. develop an estate plan to achieve the client’s transfer 
tax objectives

2. implement the estate plan strategies to achieve the 
client’s transfer tax objectives

3. estimate the minimum amount of transfer tax that the 
clients’ estate will be responsible for (i.e., plan for the 
estate’s liquidity needs)

4. develop a post-tax liability estate plan that transfers the 
client’s assets to the intended beneficiaries (e.g., chil-
dren, grandchildren, charities, etc.)

In order to assist the client with this estate-planning 
engagement, the valuation analyst may have to (1) esti-
mate the current value of the client’s business ownership 
interests, (2) estimate the future (date of death) value of 
the client’s business ownership interests, (3) identify and 
estimate the value of certain assets that may have to be 
sold to provide estate liquidity (i.e., to pay taxes), (4) learn 
the client’s intentions as to the amount of each bequest, 
and (5) identify the estate assets with an expected (date of 
death) value adequate to fund the clients’ various intended 
bequests.

Number 2.  Valuation analysts are asked by business 
owners and other high net worth individuals to develop an 
intergenerational wealth transfer plan. The easier compo-
nent of such a plan is to determine how much the client 
can gift to children, grandchildren, and other heirs so as 
to minimize current federal gift taxes (and ultimate fed-
eral estate taxes). The valuation component of such a plan 
involves identifying and valuing securities (or other busi-
ness ownership interests) that are equivalent in value to the 
desired intergenerational wealth transfers.

The valuation aspects of such a corporate planning 
engagement became even more complex if the valuation 

analyst has to design a security (e.g., a new class of nonvot-
ing preferred stock) that will have a value equivalent to the 
desired intergenerational wealth transfer.

Often, the most complex valuation aspect of such a 
gifting plan occurs when the valuation analyst identifies 
a closely held business intellectual property and designs 
related contract rights that are equivalent in value to the 
desired intergenerational wealth transfer. For example, the 
transferred property may be certain family-owned company 
intellectual property (IP) with an associated IP use license 
from the recipient back to the subject company.

Number 3.  Valuation analysts are also asked to plan 
(and help implement) charitable contribution programs for 
high net worth individuals. Such a plan involves (1) identi-
fying the client’s charitable intent (e.g., alma mater, opera 
association, orchestra foundation, civic organization, etc.) 
and (2) quantifying the amount of the periodic charitable 
contributions.

The valuation aspect of the corporate planning engage-
ment involves valuing the securities or other business 
ownership interests that will be used to fund the charitable 
contributions.

The valuation aspects of this corporate planning engage-
ment typically have two components. First, the valuation 
analyst values the donated securities, considering the 
impact of any transferability restrictions or other contrac-
tual limitations. Second, the valuation analyst values the 
securities that are now owned by the donee organization 
when the subject business (or the donor) decides to redeem 
the donated securities for cash.

Number 4. A common strategic planning technique 
recommended for high net worth families is the formation 
of the family limited partnership (FLP). The FLP allows the 
client family to more effectively protect and more efficient-
ly manage family-owned investments. In addition, the FLP 
structure often allows the transfer of family assets among 
family members in a tax-advantaged manner.

There are two valuation aspects to the strategic plan-
ning activities related to an FLP formation.

The first aspect is the valuation of the assets (e.g., mar-
ketable securities, closely held securities, real estate inter-
ests, etc.) transferred into the FLP upon its formation.

The second aspect is the valuation of the FLP partner-
ship interests (or units) that are owned by, or transferred 
between, the family members.

This second aspect usually involves the identification 
and quantification of certain valuation discounts (e.g., dis-
count for lack of control, discount for lack of marketability, 
discount for specific FLP partnership agreement terms and 
restrictions, etc.).

Number 5.  Valuation analysts are also asked to design 
programs of one-time or periodic closely held, family-
owned corporation stock redemptions. Such plans are most 
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effective when ownership of the family-owned business is 
already spread out over numerous family members.

Some stock redemption requirements may be one-time 
and difficult to plan for (e.g., the family member needs cash 
for a medical emergency). And, some stock redemption 
requirements may be periodic and easier to plan for (e.g., 
the business founder’s son or daughter will need cash to put 
the grandchildren through college and graduate school).

There are typically three valuation aspects to the stock 
redemption plan.

The first aspect is helping the client family members 
plan for predictable cash requirements (e.g., education, 
retirement, etc.). The second aspect is helping the family 
business plan for the liquidity requirements associated with 
the periodic family member stock redemptions. The third 
aspect is valuing the family-owned corporation stock at the 
time of year (planned or unplanned) stock redemption.

Ownership Transition–Related Planning 
Engagements

Number 6.  The most common (and simplest) planning 
activity related to ownership transition is the strategic plan 
for the third-party sale of the closely held business. Of 
course, even this “what can I sell my business for?” plan 
involves a rigorous valuation analysis.

In fact, this strategic planning activity is not as straight-
forward as it may appear. Typically, the business owner 
wants the answer to two related questions: (1) how much 
can I get if I sell the stock of my business? and (2) how 
much can I get if I sell the assets of my business?

Directly or indirectly, the client is also asking: which 
of these two transaction structures will net me the greater 
amount, net of all tax considerations?

And, an important component of the business sale plan 
is what is typically called a valuation engineering (or value 
enhancement) analysis. That is, the client often wants to 
know: What can I do now to maximize (or, at least, increase) 
the price for my business when I sell, say six months or a 
year from now? The development of the value enhance-
ment plan can be one of the most important services the 
valuation analyst can offer to the business owner. 

Some of the valuation analyst’s recommendations may 
include working capital management improvements, capi-
tal structure improvements, owner compensation changes, 
corporation documentation issues, and the identification 
and documentation of business intangible assets.

Number 7.  A separate but related ownership transition 
engagement involves strategic planning for the financing 
related to the company sale. Some of the valuation aspects 
of developing the company sale financing plan include:

1. valuation of the company assets to assess their loan col-
lateral capacity

2. analysis of tangible asset sale/leaseback opportunities 
and intangible asset sale/licenseback opportunities

3. assessment of client’s willingness to provide seller 
financing

4. design (and valuation) of seller financing debt, equity, 
and synthetic equity securities

Such a plan helps the business sale transaction to get 
consummated. Such a plan can provide a continuing source 
of income/cash flow to the business seller client. And, such 
a plan may provide favorable transactional tax consequenc-
es to the business seller client.

Number 8.  Many closely held business owners plan for 
ownership transition through the formation of an employee 
stock ownership plan (ESOP). If properly planned and 
implemented, the ESOP structure provides significant 
tax advantages to the selling shareholders/clients, to the 
employer corporation, and to the employee ESOP partici-
pants/buyers.

In a typical ownership transition transaction, the 
employer corporation borrows funds from a financial insti-
tution. The employer corporation loans the funds to the 
ESOP trust. The ESOP buys the stock of the selling share-
holders/clients. The employer corporation makes periodic 
(tax deductible) contributions to the ESOP.

From these contributions, the ESOP repays the loan 
to the employer corporation. From those payments, the 
employer corporation repays the bank loan. Ultimately, 
the employees own the subject company and the leveraged 
acquisition is repaid (both principal and interest) on a tax-
deductible basis.

In the ESOP acquisition, the selling shareholders/clients 
can sell all of their ownership to the ESOP in one transac-
tion. Or, the selling shareholders/clients can sell their own-
ership to the ESOP in a series of step transactions (e.g., one 
third of the stock each five years). And, the selling share-
holders/clients can continue their association with (and 
even control over) the employer corporation through: their 
residual common stock ownership, ownership of a new 
class of preferred stock, various synthetic equity instru-
ments, or employment agreements and other contractual 
arrangements.

In an ESOP transaction, the valuation analyst usually 
advises the business owner client on: (1) when to sell, (2) 
what selling price to ask for, (3) how much the ESOP can 
afford to pay, (4) what the associated tax deduction limita-
tions may be, and (5) what to do with (i.e., how to invest) 
the sale proceeds after the ESOP transaction. Of course, 
several of these issues involve the valuation of the subject 
close corporation (and/or its component securities).
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Number 9.  A very common question that business/
practice owner clients ask their valuation analyst is: what 
will my business be worth when I am ready for retirement? 
To answer this question, the valuation analyst has to con-
sider the client’s alternative retirement date objectives and 
the client’s alternative retirement lifestyle goals. These 
considerations affect how much (1) wealth and (2) income 
the client will need on (and after) retirement.

Next, the valuation analyst may analyze the expected 
future value of the client’s business at the various alter-
native retirement dates. In addition to a dollar value, the 
valuation analyst may analyze alternative business sale 
transaction structures.

That is because the future transaction structure will 
determine:

1. whether the client sells the business for cash, notes, or 
acquirer stock;

2. whether the client receives all of the sale proceeds at 
the closing or an account over several years;

3. if the client has any continuing risk with regard to the 
collection of the sale proceeds; and

4. when and how the sale will be taxable to the client.

Each of the above-summarized sale price and sale struc-
ture considerations is based on the expected future valua-
tion of the client’s business or practice.

Number 10.  One common procedure that allows for 
corporate planning for future ownership transition events 
is the implementation of a shareholder or partner buy/sell 
agreement. Such an agreement typically specifies the con-
ditions under which (1) a new owner can buy into the busi-
ness/practice and (2) a current owner can sell out of the 
business/practice.

The typical buy/sell agreement includes the following:

1. a transaction valuation formula

2. a transaction payment schedule

3. a description of events that trigger the buy/sell 
transaction event

4. restrictions on who may own the subject business/ 
practice interests

5. a description of the put and call rights of the owners and 
the company

The formulation and implementation of a buy/sell agree-
ment allows business owner clients to more effectively plan 
for when and how they will experience an ownership transi-
tion. The agreement also provides some certainty as to the 
transaction valuation pricing formula and the transaction 
structure (including payout provisions).

The buy/sell agreement also helps the client to avoid 
unwanted surprises with respect to unplanned co-owners. 
For example, the buy/sell agreement should allow the client 
(or the client’s business) to call the ownership interest that 
is now owned by an ex-wife’s new husband.

Of course, all of the strategic planning related to the 
buy/sell agreement formulas and provisions typically start 
with the current valuation of the client’s business or prac-
tice.

Insurance and Investment-Related Planning 
Engagements

Number 11.  This strategic planning engagement also 
relates to business owner buy/sell agreements. However, 
this engagement relates to the funding of the buy/sell 
agreement transaction. Most businesses and practices use 
life (or some other type of) insurance to fund the buy/sell 
agreement transaction. This is true whether the subject 
agreement is a corporation buy/sell agreement or a cross-
purchase buy/sell agreement.

In other words, the buy/sell agreement contract speci-
fies (1) the conditions that trigger the stock purchase trans-
action and (2) the price of the stock purchase transaction. 
The insurance provides the funds to allow the company (or 
the remaining shareholders) to buy the departing owner’s 
equity interest.

In this engagement, the valuation analyst may analyze 
the amount of funds needed, the likely timing of when the 
funds will be needed, the amount (and type) of insurance 
needed to fund the purchase, and how the subject company 
(or the remaining shareholders) can afford the insurance 
premium expense. In addition, the valuation analyst may 
also analyze the company’s other liquidity sources available 
to fund the buy/sell agreement transactions.

Number 12.  This engagement involves developing a 
plan for how much key person life insurance the closely 
held business or professional practice should have. As with 
all of these valuation-related planning assignments, there 
are several aspects of this strategic planning engagement.

First, the valuation analyst has to identify which 
employees are, in fact, key persons. The experienced valua-
tion analyst realizes that (1) not all business owners are key 
persons and (2) not all key persons are business owners. 

Second, the valuation analyst has to consider how much 
key person insurance premium expense the subject busi-
ness can afford.

And, third and most importantly, the valuation analyst 
has to analyze how much key person insurance coverage 
the subject business needs. This insurance coverage analy-
sis directly involves the valuation of the subject business.

In the typical key person insurance analysis, the valua-
tion analyst estimates the value of the subject business with 
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the key employees in place. Next, the valuation analyst 
estimates the value of the subject business without the key 
employees in place.

The difference between these two value indications rep-
resents the decline in business value due to the unplanned 
demise of the key employees. This is the insurable risk that 
is managed by having the subject business own life insur-
ance policies on the lives of its key employees.

Number 13.  Another engagement involves developing 
a plan for how much business interruption insurance the 
closely held business or professional practice should have. 
As with the key person life insurance plan analysis, there 
are several aspects to this strategic planning engagement. 

First, the valuation analyst has to identify which busi-
ness interruption events both (1) affect the value of the 
subject business and (2) are insurable. Common examples 
of business interruption events include supplier disrup-
tions, shipping descriptions, power and other utility dis-
ruptions, and so forth. The experienced valuation analyst 
realizes that business interruption insurance is separate 
and additional type of insurance from property and casu-
alty insurance. 

Second, the valuation analyst has to consider how much 
business interruption insurance premium expense the sub-
ject business can afford.

And, third and most importantly, the valuation analyst 
has to analyze how much business interruption insurance 
coverage the subject business needs. This insurance cover-
age analysis directly involves the valuation of the subject 
business.

In the typical business interruption insurance analy-
sis, the valuation analyst estimates the current value of 
the subject business—that is, before the covered business 
interruption event. Next, the valuation analyst estimates 
the value of the lost profits and/or lost business opportunity 
as a result of the various covered business interruption 
events. 

Typically, the planner considers the weighted average of 
the lost business value related to the various business inter-
ruption events. This is the insurable risk that is managed by 
having the subject business covered by the business inter-
ruption insurance policy.

Number 14.  A very common strategic planning analysis 
involves the estimation of the amount of life insurance that 
the client family needs on the life of the business owner 
or professional practitioner. This is not the key person life 
insurance owned by the closely held business. Rather, this 
is the life insurance owned by the business owner’s family. 
This life insurance is intended to replace the entrepreneur’s 
income (to the client family) in the event of the death of 
the business owner.

Of course, this analysis encompasses the valuation ana-
lyst’s consideration of the client’s employment income from 
executive or professional services. However, this analysis 

also encompasses the valuation analyst’s consideration of 
the client’s business income from the equity ownership of 
the closely held business.

And, that business income comes from two sources: (1) 
current period income related to business profits distribu-
tions and (2) expected capital gain related to the apprecia-
tion in the value of the closely held business.

In the event of the business owner’s death, the client 
family should be insured against the loss of all three types 
of income: (1) current employment income, (2) current 
business profits income, and (3) appreciation in the value 
of the subject business.

In order to advise the client family on its life insur-
ance needs, the valuation analyst may analyze the busi-
ness owner’s total annual income into its components: (1) 
employment income earned from services and (2) invest-
ment income earned from equity ownership.

In addition, the valuation analyst may analyze the 
historical and expected change in the value of the subject 
business. This last analysis relates to the amount of capital 
appreciation that the client family would have to replace 
upon the death of the business owner.

Number 15.  The previous strategic planning engage-
ment related to replacing the family business income upon 
the death of the business owner. This strategic planning 
engagement relates to replacing the family business income 
upon the retirement of the business owner.

In this analysis, the valuation analyst advises the client 
with regard to two related considerations. The first consid-
eration is: How much retirement investment income will we 
need in order to maintain the lifestyle that we desire? The 
second consideration is: How much retirement investment 
income can we expect to earn, given the expected value of 
the business ownership interest at the time of retirement?

The first component of this strategic planning engage-
ment involves a client lifestyle analysis. The valuation 
analyst has to understand the client’s current lifestyle. And, 
the valuation analyst has to understand the client’s desired 
lifestyle at the expected time of the business owner’s retire-
ment.

The second component of this planning engagement 
is more complex. The valuation analyst has to analyze 
how the business owner will achieve liquidity at the time 
of retirement. This may involve the exercise of a buy/sell 
agreement. It may also involve the divestiture or liquida-
tion of the closely held business. Planning related to these 
liquidity events will involve both current and hypothetical 
future valuations of the subject business.

In addition, the valuation analyst will have to conceive 
and analyze alternative investment portfolios related to 
the business sale proceeds. Obviously, the creation of this 
investment advisory plan will require the valuation analyst 
to fully understand the client’s investment risk and expect-
ed investment return preferences and requirements.
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However, the experienced valuation analyst will under-
stand that the client’s retirement portfolio investment and 
management plan is a direct function of the size of the busi-
ness sale proceeds. And, the business sale price at retire-
ment is a direct function of the current and future valuation 
of the client’s closely held business.

Litigation and Dispute-Related Planning 
Engagements

Number 16.  Unfortunately, many business owner/ 
professional practitioner client planning engagements 
involve marital dissolution and related family law disputes. 
There are numerous components to the marital dissolution 
plan related to the business owner client.

The first component of this plan may be simplest. The 
issue is the value of the family-owned business or practice 
that is included in the marital estate. While this analysis 
typically involves a straightforward valuation, it is usually 
quite controversial. This is because the inside spouse and 
the outside spouse rarely have the same opinion as to the 
value of the family-owned business.

The second component of this plan is somewhat more 
complex and, typically, also controversial. This component 
involves the analysis of how much income each spouse 
needs to maintain the lifestyle to which they have become 
accustomed. This plan often involves some analysis of the 
current and expected future business income. After all, all 
of the family income usually comes from the closely held 
business. And, there is only so much business income 
available to “go around” to all parties to the marital dis-
solution.

The third component of this plan is often the most com-
plex. This component involves a liquidity analysis related 
to the family-owned business. The value of the business 
interests in the marital estate may be determined by nego-
tiated settlement or by judicial decision. However, the next 
issue is: where will the cash come from to pay the outside 
spouse for the value of the business ownership interest?

Typically, the outside spouse does not want to retain a 
fractional ownership interest in the closely held business. 
This is true even if there are agreed-to or court-ordered 
profit distribution payments. In addition, the inside spouse 
doesn’t want the outside spouse to continue to own an 
equity interest.

The outside spouse (or the outside spouse’s new spouse) 
often becomes a dissenting shareholder in all management 
decisions. Invariably, the outside spouse wants a cash 
settlement, without a continuing involvement in the family 
business. And, the inside spouse wants to control all of the 
business stock and to have no continuing involvement with 
the former spouse.

Unfortunately, for both parties to achieve their personal 
objectives, a lot of cash often has to change hands. And, the 

closely held business may not be that cash liquid. Usually, 
it makes little sense to either party to (1) sell the business 
or (2) liquidate the business just to raise cash to pay the 
divorce settlement.

At this point, the valuation analyst may be able to get 
all parties to agree to a creative settlement payment plan. 
The payment usually are structured and secured. Various 
types of debt or equity instruments may have to be created 
to implement the plan.

However, the plan objectives are usually worth the 
effort: (1) the divorce settlement agreement/order remains 
intact, (2) the spouses have minimal future interaction, and 
(3) the closely held business remains viable—as the source 
of the settlement payments.

Number 17.  A related planning engagement involves a 
different type of “divorce” dispute. This divorce does not 
relate to the business owner and a spouse. Rather, this 
divorce relates to two or more business owners. When the 
business owners or professional practitioners can no lon-
ger get along as business partners, a shareholder dispute 
usually ensues. This type of dispute often (but not always) 
involves issues of state corporation statute dissenting 
shareholder rights.

The various types of planning analyses include: 
(1) estimate of a negotiated fair market value for the dissent-
ing owner’s shares, (2) estimation of a statutory fair value 
for the dissenting owner’s shares, (3) analysis of the impact 
of alternative settlement offers on the subject business, 
(4) analysis of the current liquidity and debt capacity abil-
ity of the subject business (i.e., the company’s ability to 
fund a negotiated or court-ordered buyout), (5) the struc-
turing of a secured payment schedule for the buyout of the 
dissenting owner’s shares.

In each of these analyses, the valuation analyst has 
to consider both the cash and the taxation impacts on 
(1) the subject business, (2) the dissenting/selling owner, 
and (3) the remaining/buying owner. And, all of these anal-
ysis (directly or indirectly) are influenced by the valuation 
of the subject closely held business.

Number 18.  As described above, a dissenting share-
holder action is one type of a corporate “divorce.” In this 
type of dispute, the company usually initiates an action 
(e.g., a stock buyback) that one or more owners dissents 
to.

Another type of corporate “divorce” relates to a claim 
of minority shareholder oppression. In this type of dispute, 
the dissatisfied owner usually files an action against the 
company (or the company’s controlling stockholders).

In that action, the dissatisfied owner typically claims 
that he or she was oppressed because the owner didn’t 
receive some economic benefit (e.g., dividends, compensa-
tion, capital gains, etc.) that he or she was entitled to. In 
any event, these minority shareholder oppression disputes 
typically result in valuation-related planning opportunities.
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As with the dissenting shareholder rights disputes, 
minority shareholder oppression disputes present a num-
ber of planning engagement opportunities, including: (1) 
quantifying the effect of the alleged oppressive actions, (2) 
estimating the fair market value of the company stock for 
negotiation purposes, (3) estimating the fair value of the 
company stock for litigation support purposes, (4) analyz-
ing the cash flow and taxation effects of alternative stock 
buyout settlement offers or judicial awards, (5) planning for 
the impact on company liquidity of alternative stock buy-
out settlement offers or judicial awards, and (6) structuring 
alternative oppressed shareholder stock buyout payment 
schedules.

Each of these strategic planning assignments relates, 
directly or indirectly, to the valuation of the subject closely 
held company.

Number 19.  Gift tax, estate tax, and income tax audits 
and litigation can result in planning assignments related to 
the closely held business owner or professional practitioner. 
Typically, the tax dispute relates to a gift, estate, or income 
tax return position that the Internal Revenue Service has 
audited and disallowed.

And, for purposes of this discussion, let’s assume that 
the taxation dispute relates to the valuation of the business 
or professional practice ownership interest. For example, 
let’s assume that the client claimed an income tax deduc-
tion related to the charitable contribution of the closely 
held business stock.

As with most litigation controversy matters, the cli-
ent faces numerous decisions. Should the client accept 
the government’s proposed changes or litigate the matter 
through the courts? Of course, the legal counsel will advise 
the client on all legal issues related to the audit, administra-
tive appeal, or litigation.

However, the valuation analyst can help evaluate the 
financial costs and benefits of settlement versus continued 
controversy. The valuation analyst will have to consider the 
cash resources and cash needs of the client. And, the valu-
ation analyst can evaluate the financial impact of various 
alternative settlement offers and/or judicial decisions.

In addition, the valuation analyst can consider the prec-
edent effect of any settlement/decision on the client family. 
That is, the result of the current controversy may not just 
affect the client’s current income tax year audit. The result 
of the current controversy may affect the client’s planned 
charitable contributions of the family business stock for 
years to come.

Number 20.  Family-owned businesses and professional 
practices sometimes suffer the economic damages due to a 
breach of contract or other tortuous action. Typically, the 
business owners may litigate to receive compensation for 
the damages they suffered. However, there are strategic 
planning opportunities and decisions related to such dis-
putes.

For our discussion, let’s assume that one owner left the 
subject professional practice and violated a legally binding 
noncompensation agreement. The practice’s lawyer will 
advise the clients with respect to their legal rights and rem-
edies. Of course, the lawyer will advise the clients on the 
legal strengths and weaknesses of the dispute. However, the 
valuation analyst may advise the clients on the cash flow 
and other financial consequences of the dispute.

First, the valuation analyst may advise the clients with 
regard to the costs and benefits related to settlement versus 
litigation. Second, the valuation analyst may advise the cli-
ents related to the amount of damages suffered as a result 
of the former partner’s competition. Third, the valuation 
analyst can evaluate the financial impact of alternative 
settlements offers and/or judicial awards. And, fourth, the 
valuation analyst can advise the clients related to the prec-
edent effect of the settlement/decision within the practice. 
In other words, how would a settlement or judicial decision 
affect the future behavior of the other partners within the 
subject professional practice?

suMMary and conclusIon

Of course, many management information and strategic 
planning engagements do not involve valuation issues and 
considerations related to the Statement. However, many 
corporate planning engagements involving business owner 
or professional practitioner clients do have valuation impli-
cations. In these instances, the valuation analyst should 
consider whether the Statement applies to the subject cor-
porate planning engagement.

When the Statement does apply, the valuation analyst 
will benefit from the professional guidance provided by the 
Statement. This professional guidance relates to:

1. engagement acceptance considerations,

2. valuation analysis practices,

3. engagement documentation requirements, and

4. valuation reporting alternatives.

The implementation of the Statement’s professional 
guidance in valuation-related corporate planning engage-
ments should benefit both the valuation analyst and the 
client.

Curtis Kimball is the director of our Atlanta office. Curt can be 
reached at (404) 475-2307 or crkimball@willamette.com. 
    Robert Reilly is a managing director of the firm and is resident 
in the Chicago office. Robert can be reached at (773) 399-4318 or 
rfreilly@willamette.com


