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INTRODUCTION

The Objective:
The objective is to form a conclusion of value of the separate elements of total goodwill that represent personal goodwill
and enterprise goodwill. This can be accomplished through the use of a Multi-attribute Utility Model (MUM).

The Solution:

The MUM is an allocation model for distinguishing enterprise goodwill from personal goodwill. It is a well- defined method
used in many disciplines—economic, political, and scientific—to establish decision support for subjective problems.

The MUM lends itself to consistency, introduces objectivity into an otherwise subjective assignment, and provides for
sensitivity analysis of the outcome.

The objective of using the MUM method is to determine the value of personal and enterprise goodwill from total goodwill,
such that a well- founded basis for the allocation can be formed and communicated.

The Process Made Easy:
. Define an Objective
. Establish Alternatives
. Define the Attributes
. Measure the Utility of Each Attribute
. Aggregate the Results
. Evaluate the Alternatives
. Express an Opinion
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The Issue at Hand

The characterization of “value” between personal and
enterprise goodwill is becoming an increasingly important
business valuation issue. The characterization is often a
factor in corporate taxation where the source of proceeds
from a sale or liquidation can be considered personal
goodwill and therefore is not subject to corporate taxation.
Characterization of goodwill is primarily true for marital
estate dissolution disputes, where an increasing number of
states are requiring a separation of personal versus
enterprise goodwill and excluding personal goodwill from
the marital estate.

Segregating the intangible value of a company between
personal and enterprise goodwill is often a daunting
valuation task. This does not have to be the case. A Multi-
attribute Utility Model provides an easy but sophisticated
method for solving this problem.

What is a Multi-attribute Utility
Model?

The Multi-attribute utility model (MUM) is a
mathematical tool for evaluating and comparing
characteristics to assist in decision-making about
complex alternatives, especially when competing
interests are involved. The MUM is designed to
answer the question, "Who owns the goodwill? "The
model allows you to assign scores to alternative
choices in a decision situation where the alternatives
can be identified and analyzed. It also allows you to
explore the consequences of different ways of
evaluating the choices. The model is based on the
assumption that the apparent desirability of a
particular alternative depends on how its attributes
are viewed.

The MUM is an allocation model for distinguishing
enterprise goodwill from personal goodwill. It is a
well-defined method used in many disciplines—
economic, political, and scientific—to establish
decision support for subjective problems. The MUM
lends itself to consistency, introduces objectivity into
an otherwise subjective assignment, and provides for
sensitivity analysis of the outcome. The objective of
using the MUM method is to determine the value of
personal and enterprise goodwill from total goodwill,
such that a well- founded basis for the allocation can
be formed and communicated.
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How to Use MUM as an Effective
Valuation Tool

Under the MUM method, the valuator allocates
alternative percentage ranges between
personal/professional goodwill and enterprise
goodwill. The alternatives define the possible
outcomes resulting from the application of the MUM
method. The alternatives are defined as a range of
percentages of personal goodwill. The enterprise
goodwill is the reciprocal percentage of the personal
goodwill outcome.

To better understand the source and impact of the
attributes, the personal goodwill attributes

(PGA) are divided into three groups: Personal,
Business, and Industry.

Personal Group
. Ability, Skill, and Judgment
. Work Habits
. Age and Health

Business Group
. Personal Reputation
« Personal Staff
. Personalized Name
« Marketing and Branding

Industry Group
. In-bound Referrals
. Closeness of Contact
. Important Personal Nature

PERSONAL VS ENTERPRISE GOODWILL WHITE PAPER | 2



Attribute Importance Existence Multiplicative

QR

Personal Goodwill Attributes (PGA) Number Utility (IU) Utility (EU) Utility Percent
Ability, Skill and Judgment 1 5 4 20 12.6%
Work Habits 2 5 4 20 12.6%
Age and Health 3 3 4 117 7.5%
Personal Reputation 4 5 4 20 12.6%
Personal Staff 5 3 -1 12 7.5%
Personalized Name 6 3 3 9 5.7%
Marketing and Branding 7 3 2 6 3.8%
In-bound Referrals 8 2 4 20 12.6%
Closeness of Contact 9 5 4 20 12.6%
Important Personal Nature 10 5 4 20 12.6%
Total Utilities 42 37
Total Multiplicative PGA Utility (TMUpca) 159 73.3%
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Enterprise Goodwill
Attributes

An enterprise goodwill attribute is one that is indicative
of goodwill directly associated with the business.
Assessment of these attributes is a direct reflection of
consumers that seek out the enterprise, are referred to
the enterprise, or repeat patronage due to the attributes
of the enterprise as opposed to other attributes that are
reflective of the individual.

To better understand the source and impact of the
attributes, the enterprise goodwill attributes (EGA) are
separated into two groups: Business and Industry.

Business Group
. Business Reputation
. Business Staff
. Business Name
. Business Location
. Multiple Locations
. Marketing and Branding
. Systems and Organization

Industry Group
. In-bound Referrals
. Repeating Revenue Stream
. Copyrights, Patents, Processes, Etc.
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Attribute Importance Existence Multiplicative

Enterprise Goodwill Attributes (EGA) Number Utility (IU) Utility (EU) Utility Percent
Business Reputation 1 5 3 15 25.9%
Business Statf 2 3 4 12 20.7%
Business Name 3 3 3 9 15.5%
Business Location 1 1 2 2 34%
Multiple Locations 5 1 1 1 1.7%
Marketing and Branding 6 3 3 9 15.5%
Systems and Organization 7 3 1 5 5.2%
In-bound Referrals 8 3 2 6 10.3%
Repeating Revenue Stream 9 5 0 0 0.0%
Copvyrights, Patents, Processes, Etc. 10 1 1 1 1.7%
Total Utilities 28 20

Total Multiplicative EGA Utility (TMUEgGa) 58 26.7%
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Aggregate the Results

Aggregating the results is essentially performing MUM’s math. The math underlying the use of MUM in the allocation of
goodwill is multiplicative. The attributes are divided into the two groups—personal and enterprise. The importance utility is
multiplied by the existence utility for each attribute to determine the multiplicative utility of each attribute. The two groups,
personal and enterprise, are subtotaled to provide the PGA Utility and the EGA Utility. The sum of the PGA Utility and the
EGA Utility is referred to as the total multiplicative utility (TMU).

The results for both groups are converted to a percent of the TMU. This represents the relative percentage of the personal

goodwill attributes and the enterprise goodwill attributes to the total goodwill to be allocated. This forms the basis for the
next step—evaluating and fitting the results to the alternatives.
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Evaluate the Alternatives

The resulting utility of the personal and enterprise goodwill components are evaluated in terms of the alternatives.
This is known as sensitivity analysis to the range of alternatives. This step requires the valuator to analyze the
attributes and utilities to determine the overall contribution to the result. Review and sensitivity analysis is an
important step in MUM to challenge and confirm all aspects of the MUM process. This forms the basis for the
conclusion of value of the separate elements of goodwill.

Qualitative Conclusions Personal Goodwill 73.30%
The Industry Characteristics (TMUPGA)
. In this case, the vast majority of goodwill is
personal rather than attributable to enterprise Enterprise
gOO.dWIH. Pr|np|pals in this |ndu§try source Eeedl 26.70%
their own business based on their personal
reputations and connections. The firms under (TMUEGA)

which they operate have very few attributes, if
any, that contribute to value in and of them.

Personal versus Enterprise Goodwill
. While some proportion of the commercial value of the business interests held by the Principal must be
attributed to enterprise goodwill, the vast majority of the value is due to the time, toil, talent, and personal
nature of the Principal.
. Without the Principal’s active involvement, the value of the ownership interests held would be significantly
diminished.

The Principal’s Willingness and Capacity to Compete
. Further, the Principal is both willing and able to withdraw from the partnership in a competition scenario,
bringing his clientele with him.
. In the event of such a competition scenario, the value of the ownership interests held would be de minimis.
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EXPERTISE IN ACTION NEED ASSISTANCE OR WANT TO LEARN MORE?
Marshall & Stevens is a leading provider of CONTACT FORM:

valuation consulting, transaction advisory, and - m  Scan the QR Code o click

litigation support services. For over 90 years, HERE to fill out our contact

our specialists have helped companies, & form and a specialist from

our team will connect with
[} you soon.

investors, and advisors navigate complex
financial and legal matters with confidence.
TRANSACTION ADVISORY WEBPAGE:

From the boardroom to the courtroom,

Marshall & Stevens delivers clarity, u m [0 learn more about our -

ind d d It Transaction Advisory services

Independence, and resufts. & and practice specialists, scan
the QR Code or click HERE to

Contact us today and let us put our expertise ] visit our website.

to work for you.
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