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any, if not most, owners of substantial family businesses have taken steps
to manage the succession of the business. In most instances this will mean
the slow transitioning of management and control from one generation to the next.
In some cases, where there is no one in the family to assume control, transitioning can
mean a plan to sell the business at the appropriate time.

Understanding
What Drives the Valuation
Knowing the company’s value and understanding what drives the valuation
is critical to the succession plan process. At some point in time and in some
way, a value is fixed on the business for the plan. But the transition process
is ordinarily a slow one and value can change overnight. How can the family
business owner/managers keep track of value in a way that is cost-effective
but still provides relevant information?
In addition to aiding the succession plan process, keeping close tabs on
company valuation can help the owners and directors assess how well
the company’s management team is doing. The chief aim of any for-profit
business enterprise is to maximize the value of the shareholders’ ownership
interests. If value is not regularly measured, how do the owners and directors
know management is accomplishing its primary objective?
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Managerial Valuation
W.H. Frazier & Co., Inc. has a service geared especially
to this need. We will provide you with an initial valuation
and update it on a regular, periodic basis—usually semiannually. If there is a special need during an interim
period, we can update the last report to take into
account what has changed with the company’s value.
We call these appraisals Managerial Valuations. This
appraisal system is designed to provide an objective
measurement tool for how well management is
performing. Managerial Valuations are very different
from the typical formal appraisals done for tax, financial
reporting, or regulatory purposes. The reports with
these appraisals are usually rather lengthy as there is
an intended user of the report other than management.
This where most of the cost of the appraisal is found.
A Managerial Valuation has no onerous report format
requirements. Because of this, we can tailor the report
to focus on items important to you. It can be designed
to dovetail with your managerial reports to the board,
for example.

After the initial valuation is performed and the
managerial report format is set, you now have a
valuation platform that can adjusted and updated
very quickly and inexpensively. Going forward, an
updated (monthly, quarterly or semi-annual) valuation
is designed to be part of management’s report to the
board of directors.
In most cases, periodic valuation changes will be
minor, but, sooner or later, something important will
happen which can be a game changer. A fundamental
valuation change is not something management wants
to find out about months or even years too late.
The question might be asked as to why a managerial
valuation is needed if one can just monitor the growth
in profits or net cash flow? The answer is that there
is a lot more to valuation than knowing net cash flow.
Following are a few of the many conditions which can
cause value to change negatively even when all else
appears to be going well.

Reasons Value Can be Quietly Changing
1. Valuation multiples may be falling (or discount rates rising) due to a multitude of macro and micro
economic factors.
2. The company’s cash flow may be rising but the comparable peer group’s cash flow may be rising even
faster. Relatively, the company is falling behind.
3. While cash flow is up, the risk of the business is increasing.
4. Changes in management or company leadership is creating greater uncertainty about projections.
5. The competitive landscape is about to change. New governmental regulations may be about to 		
impact the business. A competitor is about to massively increase capacity. A major supplier is leaving
the businesses or increasing prices.
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Without knowing the company’s
value, how will management
be able to truly assess the
financial buyer’s offer?

Not For Sale?

Most owner/managers will routinely say that their company is not for sale. Even if there is an
interest in exploring a sale, no one wants to discuss this openly. The effects on employees and
customers could be devastating. Competitors would try to swoop in and pick off key employees
and customers.
But, eventually, most companies will be sold. According
to one source, the age of surviving family businesses at
the time of sale is 60 years. However, in my own study
of recent sales of privately-owned and profitable Lower
Middle Market manufacturing companies, the median
age was 28 years. 1 The percentage of companies
surviving and remaining independent to the third
2
generation is 12%.

Family business owners get frequent calls from
financial buyers saying they would like to buy the
company. The stock answer is the company is not
for sale. But, they promise, they will pay top dollar
and close quickly. Without knowing the company’s
value, how will management know be able to truly
assess the financial buyer’s offer?

When the New York Stock Exchange listed industry leader calls up and makes an offer, that is another matter. This
might be an offer that is too good not to carefully consider. Stumbling around at this moment could jeopardize the deal
and almost certainly impact the final price. Another reason for management to have a handle on the company’s value.

1 There were 82 companies providing this information in the DealStats database. I used the median since one company, Crane Stationery, was 217 years old

when it sold!

2 Zellweger, Nason, Nordqvist. From Longevity of Firms to Transgenerational Entrepreneurship of Families: Introducing Family Entrepreneurial Orientation.

Retrieved November 2012: (http://c.ymcdn.com/sites/www.ffi.org/resource/resmgr/docs/goodman_study.pdf).
10 Family Business Alliance. Retrieved June 2014:(http://www.fbagr.org/index.php?option=com_content&view=article&id=117&Itemid=75)

Transitioning to

THE NEXT GENERATION
At least as often as its annual meetings of
shareholders, management will want to explain
to the board and the expanded shareholder
base what the goals and objectives are for the
company. A five-year plan is often the focal point
for such discussions.
If the company is not to be sold and if there
is a Succession Plan in place or one is being
instituted, valuation becomes a very important
topic. If the transfer of stock is by gift or sale,
ordinarily this will involve a qualified appraisal
with a full report as we discussed before. The
standard or definition of value would be “fair
market value” which means hypothetical willing
sellers and willing buyers. Ordinarily, the transfer
will be structured as a minority interest. So, the
managerial valuation I am describing here will
not suffice for this purpose.
But, as stock passes to the next generation,
things usually get much more complicated.
Now there are probably more shareholders
with different objectives in mind for their stock
ownership. Those involved in the business
(especially the “heir apparent”) will have one
point of view. Family members not involved in
the business will have another perspective. If
shares are held in trust, the fiduciary obligation
of the trustee will create yet another set of
expectations.

If management has at its disposal a valuation
model, it can demonstrate to shareholders
what the value of the Company is today, where
management would like to take it and how it
expects to get there. Having an independent,
third party involved in this process adds
credibility and objectivity shareholders might
not expect from management.

ABOUT WILL FRAZIER
My 44 years of valuing, financing, selling and advising family-owned
businesses gives me the skill, experience and perspective to provide
highly effective guidance to those family businesses considering
their succession plan.
During my career, I have worked with companies in most industries.
But, the industries I have the most experience in include:
• energy (upstream,
midstream and downstream)
• timber and lumber
• plastics
• telecommunications
• automobile dealerships

•
•
•
•
•
•

restaurants
meat packing,
basic manufacturing
industrial distribution
beverage distribution
real estate holding companies.

I have a lengthy track record in testifying about the value of a
business or equity or debt issued by a business. Many of these
cases stem from disputes over valuation interpretation of contracts,
buy-sell agreements, redemptions and letters of intent.
This experience in controversies provides me with the understanding
of what gives rise to disputes, ways to attempt to solve them when
they arise or strategies for handling disputes that are not easily
settled. Of course, your attorney or other service provider would
most likely take the lead in any such controversy but, as a member
of the team, I believe I have some important insights to offer.
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W.H. Frazier & Co., Inc.
9147 Cochran Heights Dr.
Dallas, TX, 75220

Phone: (214) 909-6144
Email: will@whfrazier.com
www.whfrazier.com

EXPERIENCE Will has over 40 years of experience in valuing closely-held businesses and has testified
in many cases involving the value of a business or equity or debt ownership interests.
He has participated as an appraiser and/or expert witness in several landmark U.S. Tax
Court cases, including Steinberg, Hendrix, Jelke, McCord, Dunn and Gladys Cook. Mr.
Frazier has written numerous articles on the subject of business valuation appearing in
such publications as the Business Valuation Review, Valuation Strategies, BV E-Letter,
and Estate Planning.
Will continues to be affiliated with the valuation and investment banking firm Stout
Risius Ross, Inc as a Senior Advisor and was a founding partner of HFBE (acquired by
Stout in 2012) where he provided financial advisory and valuation opinions for
purposes of corporate mergers, acquisitions and spin-offs, reorganizations and
recapitalizations, estate, gift and income tax requirements, estate planning, employee
stock ownership plans, and other requirements. Prior to HFBE, Will was an officer of a
major regional investment banking firm, where he was involved in public offerings of
equity and debt securities, private placements, mergers and acquisitions, venture
capital and valuation and fairness opinions.
Will is the developer of the Non-marketable Investment Company Evaluation Method
and author of the chapter “The Cost of Capital of Private Company Interests” in the
valuation textbook, The Cost of Capital.

EMPLOYMENT • W. H. Frazier & Co., Inc. , CEO
• Stout Risius Ross, LLC, Managing Director
• Howard Frazier Barker Elliott, Inc.., Co-Founder and Senior Managing Director
• Kemper Securities, Senior Vice President
• Lovett Mitchell Webb & Garrison, Senior Vice President
• Underwood Neuhaus & Co., Inc., Vice President
PROFESSIONAL
MEMBERSHIPS: American Society of Appraisers – Accredited Senior Appraiser since 1987
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