
Eureka!  Utility Bills Can Unlock Secrets 
During legal proceedings, such as a divorce or bankruptcy, 
it's often necessary to uncover money by conducting a finan-
cial investigation to expose fraud, embezzlement or hidden 
assets. 
 
However, the paper trail of hidden assets isn't always clear 
and it takes a specialist to track it down. For example, a typi-
cal ploy is to pay personal bills using funds that don't belong 
to the perpetrator -- money from a company or an employer.  
 
An initial approach to finding the trail is to use a technique 
called horizontal analysis. This approach can be done on an 
absolute dollar basis or a common size basis, where the dol-
lar payments are converted to a percentage of some larger 
amount -- say, total operating expenses or revenues.  
 
Utility costs are a particularly fertile ground for uncovering 
hidden assets for two reasons: 

Consistency: Utility expenses are relatively constant. 
Variations occur for predictable reasons, such as al-
tering plant size, adding energy-consuming machin-
ery, changing unit costs and weather patterns from one period to another. For example, a local 
energy provider might note that a particular month was the coldest on record and that consump-
tion jumped 17 percent from the previous year.  
Unusual consumption: Given the general stability of energy costs, it's easy to spot any surplus 
spending. This evidence leads the investigator to identify where the energy was consumed. If it's 
just at the perpetrator's residence, nothing particularly exciting has been uncovered. However, 
tracing excess payments can lead to a bigger -- and more exciting -- discovery: unknown real 
estate assets.  

 
Taking this discovery a step further, these real estate assets may be held in a fictitious or corporate 
name that wasn't readily associated with the individual and could point to even larger sums that have 
been misappropriated or hidden.  
 
When your case involves fraud, defalcation, embezzlement, or hidden assets in a divorce, bankruptcy 
or other incident of financial wrongdoing, be sure to turn to skilled and experienced financial investiga-
tors. They know how to find the assets and show you the money.  
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Most business owners and attorneys know the basics of the business valuation process. For example, 
you might know that there are three approaches to value: the cost, market and income approaches. You 
might even know some of the methods that fall under these approaches, 
including the: 

• Adjusted book value, 
• Excess earnings, 
• Guideline public company, 
• Merger and acquisition, 
• Capitalization of earnings, and 
• Discounted cash flow methods. 
 
But experienced laypeople also understand that the process of valuing a 
business is not simply a matter of plugging numbers into these "black box-
es" and having the answer spit out the other end. Instead, the valuation analyst uses professional judg-
ment to arrive at a reasonable conclusion of value.  
 
Factors to Consider 
Arriving at a reliable value starts with the subject company's financial information, including tax returns 
and financial statements from the last three to five years. Valuators also consider forecasts, projections, 
and business plans. 
  
But a comprehensive valuation goes beyond the numbers. It includes site visits, management interviews 
and an evaluation of the nonfinancial factors that impact value. 
 
Valuators rely on various professional standards and publications to guide them through this part of the 
valuation process. These tools help appraisers know what information to request and what questions to 
ask.  
 
For example, the AICPA Statement on Standards for Valuation Services No. 1 suggests the following   
non-financial information to consider when valuing a business: 

• Nature, background and history of the subject company; 
• Facilities; 
• Organizational structure; 
• Management team (which may include officers, directors and key employees); 
• Classes of equity ownership interests and rights attached thereto; 
• Products or services (or both); 
• Geographic markets; 
• Industry markets; 
• Key customers and suppliers; 
• Competition; 
• Business risks; 
• Strategy and future plans; and 
• Governmental or regulatory environment. 
 
This list is similar to what's included in IRS Revenue Ruling 59-60, which addresses the valuation of 
closely-held stock for tax purposes. This ruling is also commonly referenced for non-tax valuations.  
 

More to Business Valuation than Meets the EYE 
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Beyond These Four Walls 
Many of the items valuators consider relate specifically to the subject company. 
However, valuation analysts also consider external factors that impact value. 
These factors affect every business differently, requiring appraisers to make 
subjective judgment calls. To illustrate, consider these four examples: 
 
1. Market conditions. An appraiser's conclusion is only valid as of a specific 
point in time. Suppose the subject company is a restaurant located in a small, 
rural community that recently lost its major employer. Here, the restaurant's val-
ue would likely be adversely affected by its current market conditions.  
 
On the other hand, if the restaurant were located in a town with a prosperous 
economy -- despite a weak national economy -- the local market conditions 
might increase the value of the restaurant. In some cases, a severe, ongoing 
economic situation, like during the great recession of 2007--2009, can have a 
dampening effect on almost every business no matter where it is located. 
 
2. Regulatory environment. Government regulations can also impact the val-
ue of a company. For example, the Affordable Care Act (ACA) could increase 
overhead costs -- and, therefore, decrease future cash flows -- for companies 
with 50 or more full-time equivalent employees.  
 
3. Competition. A company that operates in an industry with low barriers to en-
try -- such as a product promotion firm -- faces ongoing, often unforeseeable, 
competition. Anyone with a computer, inexpensive design software, the ability 
to sell and a creative mind can run this type of operation. The valuation analyst 
needs to determine the competitive situation -- including how such a practice 
differentiates itself from the competitors -- when determining value.  
 
Conversely, a business that operates in an industry with high barriers to entry 
might not be as concerned about new competitors entering the marketplace. 
For instance, a manufacturer of products made from tungsten, an expensive 
and volatile commoditized metal, might find itself in a good competitive position, 
because handling tungsten requires specializes facilities and training.  
 
4. Industry outlook. The state of the company's industry also impacts value. 
For example, a company that operates in a declining industry -- such as direct 
mail -- may not be worth much more than its liquidation value, even if it has 
years of positive operating cash flows. Conversely, companies in emerging 
growth markets -- such as technology service providers -- may be worth more 
than their historic financial performance might suggest. The value of these firms 
may, instead, be based on speculative future earnings estimates.  
 
Putting the Pieces Together 
It's often said that valuation is an art as much as a science. Valuation analysts 
piece together various types of internal and external data to get a complete pic-
ture of how much a business is worth. The process requires more than drop-
ping numbers into a black box. Like a trained artist, valuators use their profes-
sional tools, accepted methods and business experience to finesse the data in-
to reliable value conclusions. Attorneys and business owners who understand what happens "behind 
the scenes" can facilitate the valuation process. 
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To find out more about Pugh CPAs Business Valuation expertise, 

click the link below: 

Pugh CPAs Business Valuation  

 

mharvey@pughcpas.com/865-769-1724 

Looking for tax and other accounting updates?    

Check out our News Page on our website.   

And, don’t forget to follow us on the following social sites: 

    

http://www.pughcpas.com/services/business-valuation/
mailto:mharvey@pughcpas.com?subject=Winter%202017%20The%20Insights
http://www.pughcpas.com/
http://www.pughcpas.com/news/
https://www.facebook.com/PughCPAs/
https://twitter.com/PughCPAs
https://www.linkedin.com/company/pugh-cpas/

