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The business valuation industry
continually evolves, especially as 

litigation and judicial decisions give 
analysts and their clients new 
insights on important valuation 
issues. In this issue, we discuss two 
recent cases of interest.
Lund v. Lund 
Court-Ordered Buyout 
Minneapolis was the setting for this 
case involving a family grocery 
enterprise comprising three separate 
business entities. Four siblings, who 
were grandchildren of the founder, 
owned the business. 

One, Kim Lund, had tried to sell 
her interest in the business for 20 
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years. Several years ago she sued and 
the court issued a buyout order. A 
valuation trial was recently held to 
determine the fair value of the busi-
ness and Lund’s minority interest. 

Both parties retained well-re-
garded experts to assist with the val-
uation — and the experts disagreed 
about almost every input and as-
sumption involved. The plaintiff’s ex-
pert used a discounted cash flow 
analysis for all three entities, deter-
mining that the combined fair value 
was $321.6 million, or approximately 
$76 million for Lund’s interest. 

The defendants’ expert also used a 
discounted cash flow analysis and ar-

rived at a $91.3 million value, or $21.3 
million for the plaintiff — more than 
three times less than the value deter-
mined by the plaintiff’s expert.

In assessing the two parties’ valu-
ations, the court decided that the ex-
perts’ lack of agreement on any as-
pect of the valuation made it “abun- 
dantly clear that their valuations 
[were] tailored to suit the party who 
is paying them.” 

The court criticized the plaintiff’s 
expert’s report as “oversimplified” in 
terms of estimating market forces, 
and found that the expert had over-
stated the company’s potential. 

Similarly, the court criticized the 
defense expert’s valuation as under-
stating the company’s value due to 
a miscalculation of cash flow pro-
jections. The court said the projec-
tions didn’t reflect the company’s 
current success and strengths, and 
also pointed out that the expert 
didn’t consider a hypothetical sale. 
In addition, the defense’s expert ap-
plied a 10 percent discount for lack 
of marketability (DLOM). 

Minnesota law dictates that if the 
parties can’t agree on a fair value in 
a court-ordered buyout, the court 
makes the value determination. The 
court eventually adopted certain 
premises of each valuation and fi-
nally concluded that the total fair 
value of the three entities was $191.5 
million. In Minnesota, a DLOM is 
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Technical Topics
Getting to the Meat of Restaurant Valuations  
Americans love to eat out. Accord-

ing to Dun & Bradstreet, the 
U.S. restaurant industry includes 
about 630,000 restaurants with com-
bined annual revenues of about $540 
billion. With U.S. consumer spend-
ing on services on the rise, average 
gas prices at a reasonable level, and 
tourism spending for food increas-
ing, the industry has reason to be 
optimistic about growth.

However, even in the best of times, 
restaurants — both full service and 
quick service — face unique operat-
ing challenges. Health issues such as 
food contamination (like what oc-
curred at Chipotle Mexican Grill res-
taurants) can cause immediate and 
long-term damage to a restaurant’s 
reputation. And competitive con-
cerns, such as growing food delivery 
options, can keep customers at home. 
Restaurant Value Drivers
For restaurants, valuation analysts 
typically assess a range of value driv-
ers, including the 
following:

Location: The 
site of the restau-
rant usually has  
a big impact on  
its success. Acces-
sibility from a 
major thruway,  
for example, can 
make or break a 
quick-service res-
taurant. On the 
other hand, a 
more bucolic set-
ting might add 
value to a “special 
occasion” restau-
rant where ambi-
ance is prized. In 
all cases, the old 
“location, location, 
location” adage 
applies to restau-
rants.

Product: Or-
ganic and locally 

sourced ingredients seem to be a 
trend that’s here to stay, while spe-
cific serving styles — remember the 
grill-your-own-steak idea? — are 
waning. In terms of value, a unique 
product offering can be a plus or a 
minus depending on current tastes, 
while reliability of food and service 
are evergreen in terms of adding 
value.

Labor: As with many industries 
that rely on relatively inexpensive 
labor, finding good staff can be a 
challenge for many restaurants, par-
ticularly in a fast-casual or quick-ser-
vice environment. A ready labor pool 
is key to value.

Equipment: What’s in the kitchen? 
Brick ovens for pizza or bread? A fire-
pit rotisserie for meat? Special equip-
ment can add value, depending on 
what a new owner has in mind. How-
ever, an up-to-date, clean kitchen al-
ways boosts value by reflecting a well-
managed establishment and a com- 
mitment to food safety. 

Technology: Restauranteurs today 
have access to sophisticated technology 
to expedite orders and keep costs in 
line. For example, mobile and online 
ordering systems are common in many 
urban areas. Point-of-sale systems can 
help manage inventory, accounting 
and labor costs, while beverage control 
systems can control liquor costs. 

If a restaurant has invested in this 
type of technology, its owners are 
usually interested in maximizing 
profits — a value plus.

Margin: Rent is often a signifi-
cant expense for restaurants, so 
lease terms are important in a valu-
ation. Also, ingredient costs can 
vary widely and sometimes season-
ally. Poor weather can affect pro-
duce — were you aware of the West 
Coast salad shortage of early 2017? 
— and supply chain problems can 
wreak havoc on menus. 

Some restaurants can adjust prices 
accordingly while others have to 
“eat” the lost profits. The better a res-

taurant can control 
costs, the higher 
its value. 
Cash Is King
It almost goes 
without saying 
that cash flow is 
extremely impor-
tant for restau-
rants. Acquirers 
are looking for a 
restaurant with 
stable cash flow 
and above-average 
sales. How the res-
taurant performs 
relative to indus-
try norms will tell 
a valuation analyst 
a lot.

Seeking a restaurant 
valuation? Ask our 
team to share their 
expertise. 
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only allowed in “extraordinary” 
cases in a forced buyout. In this case, 
the court found that a DLOM was 
not justified.

Bottom line: Beware of bias. Though 
the appraisers used the same data, 
their conclusions were extremely far 
apart. This indicated bias to the court, 
and the experts were chided for having 
compromised their objectivity and 
neutrality and showing “obvious, zeal-
ous advocacy.” The court dismissed 
both experts’ valuations and did its 
own instead. 
Bulloch v. Bulloch 
Divorce Ruling and Appeal
In dispute in a Louisiana divorce 
case and its subsequent appeal were 
a husband’s interest in two medical 
businesses — an orthopedic practice 
(OC) and a surgical center (ASC) 
— and his goodwill. 

The husband, an orthopedic sur-
geon, held an interest in the ASC, 
along with stock in the OC. Several 
issues were of particular interest rela-
tive to valuation, including the ASC 
value, the goodwill associated with it 
and the OC value relative to a share-
holder agreement. These same issues 
were argued about in the appeal. 

In trial, both parties’ experts used 
the same ASC cash flows but dis-
agreed on the capitalization rate. Of 
particular note was the husband’s 
expert using a zero percent growth 
rate. The result was approximately 
$2 million in value for the husband’s 
interest with nearly $731,000 in 
goodwill, 70 percent of which was 
personal goodwill. 

The trial court judge agreed with 
the husband’s expert and found that 
the husband’s interest in the ASC was 
worth approximately $663,000.

On appeal, the wife suggested 
two problems with the ASC value: 
first, that the court’s valuation didn’t 
include a growth rate, and second, 
that personal goodwill had been de-
ducted. (On appeal, the husband 
also disagreed with the court’s value 

of his ASC ownership, which he said 
should have been calculated at a 
market value of $325,000.)

The appeals court found no merit 
in the wife’s contentions, affirming 
that the trial court was not wrong to 
accept the zero growth rate because 
the wife would no longer have an in-
terest in the ASC after the divorce. 
The appeals court also affirmed that 
personal goodwill should not be in-
cluded in the business valuation be-
cause, while the husband’s ASC distri-
butions were based on his ownership 
share, the ASC was essentially an ex-
tension of his medical practice, which 
relied on his personal goodwill.

Another issue regarded timing 
and how to classify $544,000 in ASC 
distributions to the husband in the 
period between the divorce petition 
and judgment. In the original trial, 
these payments were classified as 
compensation earned by the husband 
after the petition for divorce. 

The appeals court disagreed, say-
ing that the distributions were predi-
cated on membership interest — not 
compensation — and were thus com-
munity property pending partition. 

When Behavior Impacts Value
At the time of Michael Jackson’s death, a valuation expert testifying for 
his estate valued Jackson’s name and likeness at only $3 million. The 
expert cited “permanent damage” to Jackson’s value due to allegations of 
child molestation. Similar “permanent damage” now dogs Bill Cosby, 
whose legacy, many believe, is now ruined. 

Note to celebrities and others who make their living based on per-
sonal reputation as much as talent: Your behavior counts. Though Jack-
son was found not guilty of child molestation and Cosby’s jury couldn’t 
reach a verdict, both celebrities’ achievements — and value — have been 
extremely and negatively impacted by personal scandal.

Regarding the OC, the husband’s 
expert, relying solely on the share-
holder agreement, determined that 
the husband’s share was worth 
$19,500, while the wife’s expert val-
ued the husband’s interest at $2 mil-
lion. On appeal, the wife said the 
shareholder agreement wasn’t rele-
vant, since she hadn’t signed it, and 
thus it shouldn’t have been used to 
determine her interest in commu-
nity property. 

The court disagreed, citing a simi-
lar case where the shareholder agree-
ment indeed set the value. The low 
value was affirmed. 

Bottom line: A fair amount of de-
bate in this case related to legal is-
sues — timing and shareholder 
agreements, for example — rather 
than valuation conclusions. Better 
communication between the attor-
neys and the valuation experts about 
where the legal and valuation issues 
intersected might have led to better 
outcomes. 

If you are preparing for litigation, contact 
our valuation team now. We can be helpful 
even early in the process. 
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IVSC Issues Final Valuation Standards
The International Valuation Stan-

dards Council (IVSC) recently 
released the final version of its valu-
ation standards. Known as IVS 2017, 
the standards went into effect in 
July. They are intended to serve as 
“the key guidance for valuation pro-
fessionals globally, and will under-
pin consistency, transparency and 
confidence in valuations which are 
key to investment decisions as well 
as financial reporting,” according to 
the IVSC. 

The new standards incorporate 
input from more than 100 stakehold-
ers, including valuation professional 
organizations, individual valuation 
professionals and academics. The 
standards include five general stan-
dards and six asset standards. 

The general standards set require-
ments for conducting valuation assign-
ments, including establishing the terms 
of a valuation engagement, bases of 
value, valuation approaches and meth-
ods, and reporting.

The asset standards cover specific 
types of assets, including background 
information on the characteristics of 
each asset type that influence value. 
These standards also outline additional 
asset-specific requirements regarding 
common valuation approaches and 
methods used.

The IVSC has also created a new 
Standards Review Board that will 
weigh in on standards going forward. 
The goal of this action is to continually 
evolve the standards as needed rather 
than issuing completely revised stan-

dards every few years. Two board sub-
groups will focus on specific valuation 
concerns: tangible assets (covering per-
sonal property, real estate, plants and 
machinery) and business valuation.

It is the IVSC’s goal to foster univer-
sal use of IVS 2017 for the global econ-
omy. To that end, the IVSC has signed a 
memorandum of cooperation with the 
Singapore-based World Association of 
Valuation Organisations (WAVO) to 
promote adoption. It has also worked 
with the U.S.-based Appraisal Founda-
tion to connect IVS to the Uniform 
Standards of Professional Appraisal 
Practice (USPAP). 

HOW CAN YOU 
REACH YOUR 

BUSINESS 
GOALS?

WE KNOW.
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