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T
he purpose of 
this article is to 
assist valuators 
using the multi-
attribute utility 
model (MUM) 
to allocate enter-

prise and personal goodwill by as-
sessing the utility of each attribute 
identifi ed. Whether you use MUM 
or another allocation approach, 
the article will help you under-
stand how the attributes of a busi-
ness1  affect your efforts to allocate 
goodwill between enterprise and 
personal.

Details on how MUM works 
can be found in the sidebar, 
“MUM’s the Word” (page 28). 
Note that MUM has been ac-
cepted in the Appellate Court of 
Illinois (5th District), in a case 
where its validity and acceptance 
were challenged.2 

This article will focus on 
MUM’s steps three and four: 
defi ning the attributes and as-

sessing their utility. MUM divides 
attributes into those that tend to in-
dicate either enterprise or personal 
goodwill, and then uses the relative 
weights to challenge, confi rm, and 
communicate the valuator’s opinion.

A common method of allocating 
enterprise and personal goodwill in-
volves a generic “point-scoring” sys-
tem. All too often a report using such 
a system contains a general discus-
sion of various personal and enter-
prise attributes, often focusing on just 
a few; then a conclusion is presented 
without much in the way of analysis 
or explanation. On the witness stand, 
it sounds like this. “That is my opin-
ion based on my experience as a CPA 
and business valuator.”

Some valuators prefer to duck 
the allocation of enterprise and per-
sonal goodwill and assign all personal 
or all enterprise, believing that they 
can defend the “zero proposition” eas-
ier than concluding that the goodwill 
actually consists of both. While a zero 
conclusion for either enterprise or 

personal goodwill occurs in many 
cases, it seems that in most cases 
goodwill includes both enterprise 
and personal elements.

Whether the valuator uses 
MUM or a point-scoring method, 
or even the “duck” method, the 
report should contain a complete 
discussion of the attributes of en-
terprise and personal goodwill 
and how the valuator arrived at 
the opinion.
Enterprise and Personal 
Goodwill Defi ned

Goodwill, a concept based in 
old English law dating from the 
early 1800s, is “that intangible as-
set arising as a result of name, rep-
utation, customer loyalty, location, 
products, and similar factors....”3  

In the early 1900’s in the 
United States, Justice Cardozo 
captured the essence that good-
will was the tendency for custom-
ers to return to the same location 
or company because of its name.
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I defi ne the two elements of 
goodwill, personal and enterprise, 
as follows:

 Personal goodwill is the value 
of earnings or cash fl ow directly 
attributable to the individual’s 
characteristics or attributes. 
Personal goodwill, sometimes 
referred to as professional good-
will, is a function of the earnings 
from repeat business that will 
patronize the individual as op-
posed to the business, new con-
sumers who will seek out the in-
dividual, and new referrals that 
will be made to the individual.

 Enterprise goodwill is the value 
of earnings or cash fl ow directly 
attributable to the enterprise’s 
characteristics or attributes. En-
terprise goodwill, sometimes re-
ferred to as practice goodwill, is 
a function of the earnings from 
repeat business that will patron-
ize the business as opposed to 
the individual, new consumers 
who will seek out the business, 
and new referrals that will be 
made to the business.

Goodwill Attributes  
The word attribute describes a 

characteristic or a tendency toward 
a result. Used as a noun, attribute 
is a quality, property, or charac-
teristic. Used as a transitive verb, 
attribute ascribes a feature taking 
on the qualities of causation. In the 
valuation assignment of determin-
ing enterprise goodwill and person-
al goodwill, the valuator uses the 
word attribute in both ways – by 
examining the qualities of the vari-
ous attributes and by determining 
their causation on the allocation 
between the two. Thus, attributes 

are properties we need to defi ne, 
and they are causations we need to 
understand.

Most valuators approach the 
problem of allocation by dividing 
the attributes into enterprise and 
personal. MUM  takes this approach 
one step further. Each attribute is 
placed into one of three categories: 
personal, business, and industry. 
I believe that classifying the attri-
butes in this manner helps the val-
uator establish the importance and 
existence of the attributes, as well 
as the causation of the attributes to 
both types of goodwill—enterprise 
and personal.

Personal Attributes
Personal attributes are those that 

specifi cally and directly relate to the 
goodwill subject, i.e., the person for 
whom the goodwill allocation is being 
performed, e.g., physician, architect, 
accountant, etc. Personal attributes 
refl ect the efforts by the goodwill sub-
ject, or they are inherent in the indi-
vidual, such as age and health.

The Importance Utility. How 
does one determine if a particular 
attribute is important in the valu-
ation process? This is assessing the 
importance utility for the valuator 
using MUM. A fundamental ques-
tion is, “What is the impact on earn-
ings of the specifi c attribute?” The 
greater the impact, the greater the 
importance of the attribute.

For personal attributes, I fi rst 
examine whether the attribute is 
important to the personal success of 
the goodwill subject in the business. 
Generally, if the personal attributes 
contribute signifi cantly to the good-
will subject’s earnings, then I would 
consider the attribute at least mod-
erately important. However, not all 
abilities, skills, and work habits are 

necessary to one’s success. Consider 
the following example.

Cosmetic surgeons must have 
terrifi c skills in order to perform 
face-lifts. However, recently a new 
treatment—Botox injections given 
three or four times a year—has cre-
ated an enormous revenue-produc-
ing capacity for the cosmetic sur-
geon’s practice. Regardless of what 
the surgeon may tell you, the Botox 
treatment does not require the same 
high-skill set as a face lift. Thus, it 
is important for the valuator to ex-
amine the personal attributes with 
a view to the earnings, particularly 
recurring earnings.

Second, I look to the require-
ments or expectations of the indus-
try to determine the importance of 
the attribute. In your own valuation 
business, think how essential cre-
dentials and training have become. 
Generally, if the industry requires 
the attribute, the valuator should 
consider the attribute at least mod-
erately important. If the attribute 
signifi cantly contributes to the per-
sonal success of the goodwill sub-
ject and the industry requires such 
skills sets, it would likely require a 
most important weight.

The Existence Utility. After 
you determine the importance of the 
attribute, then you must fi nd a way 
to assess the presence of each attri-
bute. To a large extent, this effort de-
pends on your intuition and research 
into the business and the industry. 
Sometimes the importance of the at-
tribute is obvious, sometimes not.

Throughout the attribute as-
sessment, you must ask this ques-
tion: “Does the presence of this at-
tribute add to the earnings of the 
business?” The greater the impact 
on earnings, the greater the pres-
ence of the attribute.

1. Goodwill allocations often have signifi cant impact on marital valuations involving professional and service businesses. 
However, the courts in most jurisdictions do not limit such determinations of personal goodwill to professional practices 
and service businesses. In this article, I refer to the target of the valuation as the business instead of the more limiting term practice. 
2. In re Marriage of Alexander, Appellate Court of Illinois (5th District) No. 5-05-019, September, 2006. www.state.il.us /court/Opinions/AppellateCourt/2006/.
3. International Glossary of Business Valuation Terms (AICPA).
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Ability, Skills, and Judgment 
Attribute. This attribute focuses on 
the “doing” by the goodwill subject, 
the ability to perform at a level to 
generate suffi cient earnings to es-
tablish goodwill. The goodwill sub-
ject’s education, training, and dem-
onstrated ability will almost always 
be an important attribute, although, 
as the above Botox example demon-
strates, the valuator should not put 
this down as most important with-
out giving it some consideration. 
Does the ability of the goodwill sub-
ject directly affect the value of the 
goodwill?

Does the industry require cer-
tain skills as a prerequisite to entry; 
advanced skills to progress; mas-
ter skills to excel? In our industry, 
generally the CPA with some train-
ing will gain access to the valuation 
business, but it requires much train-
ing and experience to qualify for 
various credentials and progress to 
more an advanced level; and a great 
deal more training and experience to 
excel and gain wide recognition.

Specialization of skills is an issue 
separate and apart from ability—after 
all, a general practitioner may have 
extraordinary skills, though not high-
ly specialized skills. Specialized skills 
are generally correlated with personal 
goodwill, but it is not clear that a spe-
cialized skill is a direct cause of per-
sonal goodwill. Specialized skills are 
probably more of a factor in assessing 
the ability, skills, and judgment attri-
bute, as well as others, as opposed to 
being a separate attribute.

If the goodwill subject’s ability 
drives earnings, and the industry re-
gards these skills as necessary, then 
the attribute would likely be consid-
ered at least moderately important, 
and probably most important.

The most direct way to deter-
mine the presence of the attribute is 
to examine the education and train-
ing, degrees, special designations, 
and certifi cations of the goodwill 
subject. However, not all abilities 

come from education, training, and 
experience. The successful funeral 
director often has more people skills 
than mortician skills.

What skills drive the earnings? 
Very often the skill will be something 
that sets the successful person apart 
from the pack. Don’t forget to deter-
mine if those same skills are lacking. 
The valuator must know what drives 
earnings down as well as up.

Work Habits. Work habits can 
encompass many things and should 
be interpreted broadly. Think of 
work habits as personal effi ciency 
and dedication to the work ethic. 
Long hours usually outweigh ef-
fi ciency. My personal physician is 
known as the “six million dollar 
man” because of the tremendous 
fees brought to his hospital. Howev-
er, he would hardly be described as 
effi cient, with papers piled on every 
fl at surface of his offi ce.

A workaholic has certain hab-
its that most of us can recognize. 
Some know how to stop and smell 
the roses, others only know how to 
work. A physician I know works ex-
traordinarily hard, never says no 
to a new patient, works long hours 
at the offi ce and hospital, and is on 
call. His offi ce is running at maxi-
mum performance: He uses lab tech-
nicians, nurses, and even an ultra-
sound technician. The offi ce is well 
organized and his waiting room is 
full, as is his well-organized appoint-
ment calendar. This is an example of 
a physician with strong work habits 
that result in more revenues.

Age and Health. MUM per-
mits only increases in the amount 
of personal goodwill from personal 
attributes. In other words, there is 
no negative rating for importance 
or existence. Perhaps this is most 
apparent for the age and health at-
tribute. Age and health are signifi -
cant because they help determine 
the longevity of the goodwill sub-
ject’s impact on earnings. Underly-
ing all value is the time frame for 

cash fl ow or earnings. Older and 
less healthy could mean a shorter 
and more uncertain stream of fu-
ture earnings, and thus a lesser 
personal goodwill allocation. 

Young and healthy should con-
tribute to personal goodwill. How-
ever, given two healthy goodwill 
subjects, one age 35 and one age 
50, there would likely be little or 
no difference in the personal good-
will impact for this attribute. In 
this case, younger would not neces-
sarily increase the overall value of 
the personal goodwill. Discounting 
earnings would likely be unaffected 
if the goodwill subject’s life expec-
tancy is long, because other factors 
keep the time frame shorter. Most 
discount periods would be 10 years 
or less. Because of this, age and 
health would likely be moderately 
important, or even less important.

Business Attributes
Business attributes are the result 

of decisions made by management that 
affect the organization, operations, fi -
nances, and the business’s image. The 
decisions may be made by the goodwill 
subject or by other management who 
may be supervised by the goodwill 
subject. Who makes the decisions does 
not affect the goodwill allocation. The 
goodwill subject making decisions that 
improve enterprise attributes does not 
increase personal goodwill—it increas-
es enterprise goodwill!

To determine the importance 
utility I ask the fundamental ques-
tion, “Do the business attributes suc-
cessfully contribute to the earnings 
of the enterprise?” Specifi cally, does 
the attribute actually contribute to 
the earnings of the business, such 
that without the attribute, the earn-
ings would be less? It is a good idea 
to return to this fundamental ques-
tion throughout your assessment of 
the importance of an attribute.

As with personal attributes, the 
industry’s expectations or require-
ments infl uence the importance of a 
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business attribute. Take a pharmacy 
as an example. It should have a drive-
up window. Nearly all pharmacies 
have gone to this marketing strategy 
in this age of fast food and ultra-con-
venience. If the business needs and 
the expectations of the industry are 
high, the business attribute would 
likely be most important.

Determining the presence of 
business attributes, like personal at-
tributes, is a matter of intuition, re-
search, and observation, and can vary 
signifi cantly from valuation to valua-
tion. In this case, a good location and 
well designed layout of the parking lot 
and drive-up would give a high pres-
ence to this enterprise attribute.

Enterprise: Location. The 
multiple locations attribute and 
the business location attribute, al-
though separate and distinct, can 
be discussed together. Multiple lo-
cations should not necessarily lead 
one to assume a strong indication 
of enterprise goodwill. You must 
assess how the locations are being 
used. If a goodwill subject uses two 
offi ces as a way to expand his mar-
ket reach, but only one offi ce is pro-
viding service at a time, i.e., when 
the physician is present, then the 
multiple offi ces would have less im-
pact. However, if a physician were 
using one offi ce for his practice, but 
had satellite offi ces that provided 
limited service through physician’s 
assistants, then enterprise goodwill 
would arguably increase.

The business location is impor-
tant if location is important in the 
industry and it is a primary factor in 
customers’ decision to return. Many 
medical offi ces and pharmacies are 
located near hospitals and clinics. 
A specialty formalwear dress shop 
or retail shoe store need locations 
with good visibility. A property 
management company most often 
would need an offi ce convenient for 
its employees, but not necessarily a 
high-profi le location. Look at the in-
dustry to determine how important 

the location is, and whether a good 
location means increased earnings.

It is not too diffi cult to deter-
mine the existence of multiple loca-
tions, although a visit to each will of-
ten reveal how the business uses the 
locations to increase earnings. Deter-
mining and showing that a location 
is a good one is more diffi cult. I have 
used the Department of Transporta-
tion to get drive-by statistics. Aerial 
photography, generally available in 
the county assessor’s offi ce, can give 
the top-down view to show location. 
Another great source is Google Map 
and Google Earth, which can show 
satellite images with street overlays. 
I have used this to pinpoint outdoor 
advertising sign locations.

Enterprise: Systems and Or-
ganization. The systems and orga-
nization attribute refers to all of the 
decisions made by management that 
help the business perform. Without 
such systems in place, the business 
functions in chaos and ineffi ciency. 
An effi cient, well defi ned and well 
maintained set of systems make up 
a strong organization. This attribute 
is a good indicator of enterprise val-
ue, even if the goodwill subject is the 
one who created the systems. The is-
sue is not who created it, but wheth-
er the systems drive the earnings.

Even in a highly personalized 
business, a set of systems that make 
the business profi table, effi cient, and 
transferable can generate enterprise 
goodwill. For most businesses, ef-
fective systems and organization is 
sought after, and nearly all indus-
tries have an expectation of such sys-
tems. Thus, it would be likely that the 
systems and organization attribute 
would be weighted at least moderate-
ly important.

Determining the presence of 
systems requires broad thinking. 
Systems would include computer 
systems, templates and forms, cus-
tomer lists and databases, collections 
systems, internal audit controls, fi -
nancial reporting systems—literally 

every system in place. You cannot 
evaluate each and every system, but 
must be suffi ciently familiar with 
the business’s systems to assess 
them in their totality.

Sometime asset effi ciency can 
give clues to systems. Are collec-
tions better than most as a result of 
a well designed billing system? Are 
inventory levels maintained at low 
levels, but still suffi cient to avoid 
back orders? Are there forms used 
by employees to avoid errors or time 
spent recreating solutions for tasks? 
Are reminder cards sent to custom-
ers regarding future appointments, 
such as pet owners for their pets’ 
annual vaccinations? Is there a Web 
presence—and does the website con-
tent help to increases revenues, or is 
it just “tombstone” information?

I get a call from my dentist’s 
appointment system reminding 
me of my semiannual checkup fi ve 
days before the appointment. Such 
systems are invaluable for keeping 
professionals busy and profi table.

Enterprise and Personal: 
Reputation. Business reputation 
is the customer’s perception about 
all aspects of the product or service, 
including price, customer support, 
quality, and satisfaction. If the 
reputation is based on the goodwill 
subject, then the characteristic is 
personal. However, it is common for 
a customer to associate a business 
with an individual, when, in fact, it 
is the business reputation that they 
are counting on.

The business reputation is based 
on many more things than just the 
reputation of one person, such as 
the reputation of other professionals 
and staff, the quality of the product 
or service, convenience, and price. 
Even when there is a strong case for 
personal reputation, it often oper-
ates in conjunction with the business 
reputation. For example, a patient 
often has a strong connection to both 
the dentist (personal) and the dental 
hygienist (business).
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Personal reputation is the cus-
tomer’s perception about the goodwill 
subject’s ability, skills, and judgment. 
Whether the goodwill subject has 
these qualities may be entirely dif-
ferent from whether he is perceived 
by customers to have these qualities. 
It is diffi cult to measure the percep-
tions of others, but it can be done.

Consider the ophthalmologic 
surgeon. The surgery aspect of the 
service may strongly suggest that 
personal reputation is at play. But 
a surgery patient may also become 
a regular patient for annual eye 
examinations, performed by other 
members of the practice. One could 
reasonably make the case that the 
patient came to the practice for the 
surgery, but stays with the practice 
for other reasons, including the rep-
utation of the business.

Determining a business’s repu-
tation can be tricky. Management’s 
opinion is probably biased. Consider 
checking with others in the commu-
nity, even the competition, if appro-
priate. If the competition says the 
business has a good reputation, your 
research may be nearly complete. 

Does the company maintain a 
complaint fi le (some businesses are 
required to do so)? How are com-
plaints dealt with? Have there been 
lawsuits alleging poor service or a 
defective product? Has the business 
won any awards? Quality service 
and sales are often recognized by 
vendors, industry organizations, 
and communities, and may be hang-
ing on the wall right in front of you 
during your fi eld visit.

Assessing the personal reputa-
tion attribute is similar to assessing 
the abilities, skills, and judgment 
attribute, except that  the focus is 
more on the recognition of the abili-
ties. Indicators of signifi cant per-
sonal reputation include, awards 
recognizing one’s abilities, a high 
position with a highly rated medical 
institute, holding a teaching position 
in addition to one’s tax practice, and 
bylined articles published. People 

often look at these accomplishments 
when selecting a professional.

As with each of the attributes, you 
must attempt to connect the business 
and personal attributes to the earn-
ings. If the business or personal repu-
tation is strongly connected to earn-
ings, then these attributes would likely 
be at least moderately important.

Enterprise and Personal: 
Staffi ng. Staffi ng describes all the 
employees of the business other 
than the goodwill subject. Usually 
employees in place would be as-
sociated with enterprise goodwill. 
However, it is possible that staff-
ing can indicate personal goodwill, 
such as when personal reputation 
is the reason the employee sought 
the position. This might occur with 
a professional who has a national 
reputation for excellent training. 
Essentially, the question is wheth-
er the staff would have sought the 
position if the goodwill subject had 
not been involved in the business.

Consider the importance of the 
staff to the earnings, and their con-
tribution to keeping business return-
ing. Is the business labor-intense? Is 
there close contact between the staff 
and the customer? Is the contact of 
a personal or confi dential nature? 
Is there a high level of training re-
quired? Does the work require spe-
cial physical strengths? These are 
many of the same characteristics 
used to assess personal goodwill of 
the goodwill subject.

Clerical, secretarial, and offi ce 
administrators are generally less 
important, primarily because they 
normally could be replaced more 
easily and may have less contact 
with customers, although certainly 
there are exceptions.

There are no hard and fast rules 
in making this determination. Gener-
ally, I believe that enterprise staff is 
likely to be more important than per-
sonal staff. They are separate attri-
butes and require separate analysis.

One last thought about staffi ng: 
Multiple service providers, such as 

multiple accounting partners, are 
sometimes listed as a separate at-
tribute. Since staffi ng includes all 
employees other than the goodwill 
subject, it seems that evaluating 
the impact of multiple service pro-
viders can easily be accomplished 
within the context of the staff attri-
bute. If the multiple service provid-
er’s attribute is listed in addition to 
the staffi ng attribute, take care not 
to double-count the impact.

Enterprise and Personal: 
Name. There is probably no more 
misunderstood attribute than the 
personalized name attribute. Judg-
es and attorneys often leap to the 
conclusion that if someone’s name 
is on the business, then all the good-
will must be personal. This is false. 
If it were true, those businesses 
with personal names would sell for 
much less. I know of no evidence to 
support such a claim.

Many businesses with the 
founders’ names are sold and simply 
carry on with the personal names. 
Others buyers acquire the name 
and change it. The question you 
must address is, “Would the cus-
tomers abandon the business solely 
because it changed its name?” Not 
very likely. Methinks Shakespeare 
was right—it is “still a rose.”

Barring unusual circumstanc-
es, I would normally consider the 
naming attributes to be of moder-
ate importance or less. As for their 
presence, there are certainly differ-
ent levels of the attribute for the 
personal and business name. A very 
personalized name, such as Dr. I. 
C. Yue, Inc., might have an above 
average or strong presence for the 
personal name attribute and a weak 
presence for the business name at-
tribute; while the Yue Eye Institute 
might be a moderate or below aver-
age presence for the personal name 
and a moderate or above average 
presence for enterprise goodwill.

Enterprise and Personal: 
Marketing and Branding. Mar-
keting and branding tend to be 
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thought of as indicators of enterprise more than person-
al goodwill. However, when the marketing focus is the 
goodwill subject rather than the business, the marketing 
drives the personal goodwill higher. In St. Louis, there 
is an ophthalmologic surgeon who has a large and very 
successful clinic. I am sure that there is a large amount 
of goodwill and that there is a signifi cant element of en-
terprise goodwill associated with it. However, the mar-
keting of the clinic is extremely personal; print media 
advertisements with endorsements of local celebrities, 
business persons, and sports fi gures all standing next to 
Dr. P. In this case, the marketing focuses on the doctor, 
and therefore it adds to the personal goodwill.

Consider whether the marketing and branding con-
tribute to the success of the business. Is marketing being 
done by the competition? Is it customary for businesses in 
the goodwill subject’s industry to have active marketing 
campaigns? Even when it is not customary, is the busi-
ness doing an exceptional job of marketing the business?

Determining that a business has a marketing plan is 
much easier than determining how effective the plan is at 
increasing earnings. The marketing plan will differ by in-
dustry, so you should perform industry research and deter-
mine what type of marketing is typical, and then assess how 
well the business is meeting this task.

Industry Attributes
Industry attributes are defi ned by the industry, as 

opposed to some action taken by the goodwill subject or 
decisions made by the business. For example, the fi rst 
attribute, closeness of contact, is generally a function of 
the industry. Dentists have close contact, radiologists do 
not. Sometimes the goodwill subject’s style is more per-
sonal, with an emphasis on contact; I consider this to be 
a work habit, however.

In determining the importance utility of industry at-
tributes, I consider the requirements,  expectations, and 
nature of the industry. As with personal and business at-
tributes, you should understand the connection between 
the industry attribute and the returning business.

Consider the repeating revenue stream attribute. It 
is the nature of accounting fi rms to have repeat business. 
This attribute in an accounting fi rm might be considered 
most important, while in an architectural fi rm, whose busi-
ness is less likely to be repeated, would likely give repeat-
ing revenue stream a lesser weight. 

Personal: Closeness of Contact. Politicians have known 
from the very fi rst elections that “pressing the fl esh” helps to 
get votes. For much the same reason, the more contact and the 
more direct the contact, the more likely the subject will enjoy 
personal goodwill from the benefi ciary of that contact.

The importance of closeness of contact is a function 
of the industry. In the case of the radiologist, where the 

work often involves no more than examining x-ray fi lm or 
other images, the closeness of the contact may be of little 
importance. A general practitioner often has numerous 
or annual appointments with each patient, which would 
be considered normal and important in their relation-
ship. Some cases are more intuitive than others, but you 
should try to determine what the customary practice is 
for the business. If closeness of contact is important and 
customary in the industry, then it is likely that it would 
be at least moderately important.

Personal: Important Personal Nature Attributes. 
Not all kinds of contact are equal when it comes to building 
goodwill. However, the closeness of the contact should not 
be confused with the importance or nature of the contact. 
Two eye doctors spending roughly the same amount of time 
with a patient could easily have different levels of goodwill 
resulting from the contact. The eye doctor who places a 
sharp instrument into the center of your eye during sur-
gery has a different connection than the eye doctor who 
puts a puff of air on your eye during your annual exam.

Generally, signifi cant close contact in combination with 
important personal service would tend to create more per-
sonal goodwill than either of the two attributes separately.

Enterprise or Personal: Referrals. “Inbound refer-
rals” to a goodwill subject often indicate a high level of re-
spect for his or her abilities. Referrals are usually personal 
in nature, made to a particular individual, increasing per-
sonal goodwill. However, referrals can certainly be made to 
a business, supporting a greater enterprise allocation. 

Referrals are a direct source of business, and there-
fore directly impact the earnings of the business. Of-
ten the industry will show you the importance of this 
attribute. Keep in mind that referrals can come from 
customers or from others, such as general practitioners 
recommending a specialist. Referrals from general prac-
titioners probably represents a stronger impact on earn-
ings than referrals from customers when non-customer 
referrals are a strong source of earnings.

“Outbound referrals,” such as a general practitioner 
dentist to an oral surgeon, may indicate a collateral rela-
tionship; it would not seem to have great value to most 
buyers, since outbound referrals do not likely mean in-
creased earnings. The problem with using a collateral re-
lationship is the absence of causation.

Enterprise: Repeating Revenue Stream. Repeat busi-
ness is at the heart of goodwill. Business can return because of 
enterprise or personal attributes. However, some businesses 
are inherently more likely to have repeat business by the very 
nature of their industry. Thus, this attribute is not concerned 
with the reason for the repeating business—for example, a 
great location or a consummate professional. The attribute 
deals with the specifi c nature of the revenue stream. Den-
tists, veterinarians, tax accountants, eye doctors, OB/GYNs, 
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internists, and many non-surgical medical specialists all have 
one thing in common: The customer keeps coming back on a 
regular or nearly regular basis.

This is a powerful element of enterprise goodwill. If 
the repeating income stream is likely to continue with a 
new owner, then a signifi cant portion of the goodwill is 
enterprise-related. If the nature of the industry includes 
a repeating income stream, then it is likely that such an 
attribute would be at least moderately important.

If the business is taking full advantage of the repeat-
ing income stream, then the existence would be strong. 
One veterinarian sends out postcards reminding pet 
owners that their pet needs an annual vaccination, and 
then follows up by having a staff person make reminder 
phone calls to set up appointments for any pet not vac-
cinated within 60 days. This is an excellent system in 
an industry that enables the professional to take advan-
tage of the repeating income stream. Another veterinar-
ian chooses not to send out the reminders, or does not 
have the staff or systems in place. Which has a greater 
percentage of enterprise goodwill? The industrious vet-
erinarian with the effi cient reminder system, of course. 

Enterprise: Intellectual Property. Copyrights, pat-
ents, trademarks, processes, and other intellectual prop-
erty are intangible rights conferred on the business by law 
or contract. You may place values on the specifi c intangible 
rights separate and apart from the value of goodwill. How-
ever, it is not unusual for a valuator to include in the value 
of goodwill the unspecifi ed value of the intangible rights. 
This is especially true when (a) the value of those rights is 
small in relation to the value of the business and the val-
ue of the goodwill, or (b) the realities of time, budget, and 
methodology limit the valuator. Whatever the approach, 
you must synthesize the weighting of this attribute with 
the determination of a separate value. 

Transferability of Goodwill
This is a diffi cult subject. In the past, I have treated 

ease or diffi culty of transferability as an attribute of en-
terprise or personal goodwill. However, it does not seem 
to add much to the analysis, since personal goodwill is 
diffi cult to transfer and enterprise goodwill is relatively 
easy to transfer. In the fi nal version of MUM, I decided 
to exclude it as an attribute. Of course, you are welcome 
to use it if you fi nd it useful.

If you decide to use transferability as an attribute, 
it is the ease or diffi culty you are assessing, not the ulti-
mate ability to be transferred. For an asset to have value  
to a willing buyer, the asset must be transferable.

Thus, for enterprise goodwill to have value, it must 
be transferable. But wait a minute—is that not also true 
for personal goodwill? Of course it is. So personal good-
will, at least the portion of it that would have value to a 
buyer, must also be transferable. 

Take the case of two physicians, a general practitio-
ner and a highly specialized one. A valuator could easily 
conclude that the GP has the greater enterprise goodwill 
percentage. If the practices and fi nancial statements are 
generally similar, would it be fair to conclude that each 
would have a similar total fair market value, but with 
the GP getting a larger percentage share of goodwill al-
located to the enterprise?  

At fi rst blush the answer might seem logical. But con-
sider the transferability of goodwill. It is nearly certain 
that the GP’s practice will have a greater overall value 
than the specialist’s. Due to the MUM allocations of good-
will and the issue of transferability, the GP’s practice will 
have more enterprise goodwill as a percentage, but also a 
greater overall value. Thus a MUM allocation of goodwill 
must be a part of a valuation that starts with a solid value 
of the enterprise. In short, you cannot allocate goodwill if 
it does not exist or is not transferable. VE

MUM's the 
Word

How the Multi-attribute 
Utility Model Works

By David N. Wood, CPA/ABV, CVA

The multi-attribute utility model (MUM) has 
been used extensively in fi elds such as economics, 
politics, and science for making decisions based 
on subjective and imprecise information. As used 
in valuations, MUM is an allocation model for 
distinguishing enterprise goodwill from personal 
goodwill. It assists valuators in marital dissolu-
tion cases in jurisdictions that require separation 
of goodwill into the two components, enterprise and 
personal. MUM was fi rst described in 2004 in the 
American Journal of Family Law.1  The model has 
been accepted in the only appellate court to review 

S I D E B A R



A PROFESS IONAL  DEVELOPMENT JOURNAL  for  t he  CONSULT ING D I SC I PL INES

The Value Examiner      January / February 200728

3. Defi ne the Attributes
Divide the attributes into the two categories, per-

sonal attributes and enterprise attributes. (See the 
main article, “Goodwill Attributes: Assessing Utility,” 
page 20.) 

4. Determine the Attribute’s Importance 
and Existence Utilities

The importance utility is an assessment of how 
important the attribute is in making an allocation 
between enterprise and personal goodwill. MUM pre-
sumes that an attribute selected has some merit and, 
thus, has a weight greater than zero. An example of 
importance utility weights are shown in Table 2.

Table 2: Determine the Attribute’s Importance Utility

   To determining the existence utility, you assess 
the presence of the specifi c attribute. An important at-
tribute would not have as much impact on goodwill 
if the attribute exists only in small quantities. Each 
attribute is assessed to determine its existence, and 
then is weighted accordingly. An example of existence 
utility weights are shown in Table 3.

Table 3: Determine the Attribute’s Importance Utility

the method, in a case where its validity and accep-
tance under Frye were directly challenged.2

Many subjective judgments and decisions are 
made in every valuation. The valuator uses method-
ologies that bring more objectivity and consistency to 
these judgments and decisions, and provide results 
that are better understood and more meaningful to 
those who depend on the valuations. MUM is one 
such methodology. It is sophisticated enough to be 
useful in various scientifi c disciplines, yet relatively 
simple to use.

MUM provides a seven-step guide that can offer 
a reasonable support against evidentiary challenges. 
The steps are as follows:

1. Defi ne an Objective
Determine the value of the two elements of good-

will, personal and enterprise, from the total good-
will, such that a reasonable, well founded basis can 
be communicated as the support for the opinion of 
value.

2. Establish the  Alternatives
The alternatives defi ne the possible outcomes in 

which MUM will result. The alternatives are selected 
as a range of percentages of personal goodwill. The 
outcome for each range is a specifi c personal good-
will percentage within the range. Enterprise good-
will is the reciprocal percentage. Table 1 shows fi ve 
alternatives and the resulting percentage values.

Table 1: Establish the Alternatives

1.   “An Allocation Model for Distinguishing Enterprise Goodwill from Personal Goodwill,” by David Wood, American Journal of Family Law, 
Fall, 2004. The author will be happy to forward a PDF copy of this article upon request (david@woodvaluation.com).
2.  In re Marriage of Alexander, Appellate Court of Illinois (5th District) No. 5-05-019, September, 2006. www.state.il.us /court/Opinions/
AppellateCourt/2006/.
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5. Aggregate the Results
Divide the attributes into the two groups, enter-

prise and personal. Then multiply the importance 
utility by the existence utility to determine the attri-
bute’s multiplicative utility. Establish the respective 
percentages of each attribute for personal and enter-
prise goodwill. Table 4 shows the attributes (partial) 
and the computed utilities for a business with signifi -
cant personal goodwill.

Table 4: Aggregate the Result

6. Fit the Results to the Alternative and 
Analyze the Outcomes

Fit the personal goodwill attributes utility and the 
enterprise goodwill attributes utility outcome percent-
ages (see Table 4) into an alternatives table such as 
Table 1. The outcome is expressed as a percentage of 
personal goodwill. The difference between total good-
will and personal goodwill is the enterprise goodwill. In 
Table 4, the resulting outcome is 70 percent personal 
goodwill. Review and analyze the outcome using sensi-

tivity analysis on the attributes to chal-
lenge and confi rm the assessments.

7. Express an Opinion
Assessing the attribute’s utilities 

and fi tting the outcomes to the alterna-
tives provides the basis for the opinion 
of the allocation between personal and 
enterprise goodwill. This opinion may 
be expressed as an opinion of value or 
as an estimate of value. VE

David N. Wood, 
CPA/ABV, CVA, 
is the principal of 
Wood Forensic/Val-
uation Services in 
Mount Vernon, Il-
linois (www.wood-
valuation.com). 

Also in the November/De-
cember issue, we published the 
wrong photo for Mark Kohn, 
CPA/ABV, CVA, CFE, author of 
“Goodwill of the Superstar with-
in the Excess Earnings Method-
ology” (page 7). The correct photo 
is shown here. We apologize to 
the authors for the errors.  VE

“Herman Kelting, AVA, is an 
engineer with the Internal Revenue 
Service, with academic training in 
industrial engineering, account-
ing, and real estate and urban 
land economics. His work experi-
ence includes business valuations 
and related discounts, allocation of 
purchase cost, and the valuation of 
intangible assets. The opinions ex-
pressed herein are those of the au-
thor, and do not necessarily refl ect 
the position of the IRS.“
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