
sample business valuation engagement letter

sample business valuation engagement letter serves as a critical document in the process of determining the
value of a business for various purposes, including mergers, acquisitions, financial reporting, or litigation
support. This letter outlines the scope of work, responsibilities, fees, and terms agreed upon between the
valuation professional and the client. A well-drafted business valuation engagement letter ensures clarity,
establishes expectations, and protects both parties by defining the parameters of the valuation assignment.
Understanding the key components of such a letter can help businesses and valuation experts avoid
misunderstandings and legal disputes. This article explores the essential elements, structure, and best practices
for crafting a sample business valuation engagement letter. It also discusses the importance of compliance
with professional standards and legal considerations relevant to business valuation engagements.
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Importance of a Business Valuation Engagement Letter

A business valuation engagement letter is fundamental in formalizing the relationship between the valuation
expert and the client. It sets clear expectations regarding the scope and objectives of the valuation, helping to
prevent misunderstandings. This letter also serves as evidence of the agreement in case of disputes or legal
scrutiny. Moreover, it establishes the responsibilities of each party, timelines for deliverables, and the
confidentiality of sensitive information. Ensuring these elements are explicitly stated protects the interests of
both the client and the valuation professional.

Clarifying Scope and Objectives

The engagement letter explicitly defines the purpose of the valuation, whether for sale, financing, litigation, or
internal management decisions. Clarifying the scope helps align the valuation methods and assumptions used
with the client’s needs, contributing to a more accurate and relevant business valuation report.

Setting Expectations and Deliverables

By detailing the expected deliverables, such as the final valuation report and interim updates, the letter helps
manage client expectations. It also outlines timelines, enabling both parties to plan accordingly and avoid
delays.

Risk Mitigation

Clearly articulated terms within the engagement letter minimize the risk of disputes by addressing
responsibilities, limitations, and indemnities. This legal safeguard is essential for both parties in complex



valuation assignments.

Key Components of a Sample Business Valuation Engagement Letter

A comprehensive business valuation engagement letter contains several critical elements that define the terms
and conditions of the assignment. These components collectively ensure clarity and professionalism
throughout the valuation process.

Identification of the Parties

The letter begins with the identification of the client and the valuation professional or firm, establishing the
contractual relationship.

Purpose and Scope of Engagement

This section specifies the reason for the valuation and the extent of the work to be performed, including any
assumptions or limitations.

Valuation Standards and Methodology

The letter should mention adherence to recognized valuation standards such as the Uniform Standards of
Professional Appraisal Practice (USPAP) or standards from the American Society of Appraisers (ASA). It
also describes the valuation approaches that will be applied.

Fees and Payment Terms

Clearly stating the fee structure, billing schedule, and payment terms helps avoid financial misunderstandings.

Confidentiality and Use of Report

Confidentiality clauses protect sensitive information shared during the engagement, while the intended use
clause specifies who may rely on the valuation report.

Limitations and Disclaimers

This section outlines any limitations inherent in the valuation, disclaimers of liability, and the scope of the
valuation expert’s responsibilities.

Termination Clause

The letter often includes terms under which either party may terminate the engagement before completion.

Signatures

Finally, the document is executed by authorized representatives of both parties, confirming their agreement to



the terms.

Structure and Format of the Engagement Letter

The structure of a sample business valuation engagement letter follows a logical and professional format
that facilitates understanding and reference. Typically, it is presented as a formal business letter on company
letterhead.

Opening Paragraph

This introduces the parties involved and states the intent to engage in a valuation assignment.

Body Sections

The body is divided into clearly labeled sections covering scope, fees, confidentiality, and other terms. Each
section uses concise, precise language to avoid ambiguity.

Closing and Signature Block

The closing restates acceptance of the terms and provides spaces for signatures, dates, and titles of the
signatories.

Additional Attachments or Exhibits

Sometimes, supplementary documents such as fee schedules or detailed scope descriptions are attached to
provide further clarification.

Common Clauses Included in Valuation Engagement Letters

Several standard clauses are routinely incorporated into business valuation engagement letters to address
typical concerns and formalities.

Conflict of Interest Disclosure

This clause ensures that the valuation professional discloses any potential conflicts that could impair
objectivity.

Limitation of Liability

Valuation experts often include disclaimers limiting their liability to the fees paid or to specific types of
damages.



Client Responsibilities

This clause outlines the client’s obligation to provide accurate information and cooperate with the valuation
process.

Dispute Resolution

Engagement letters may specify mechanisms for resolving disputes, such as mediation or arbitration, to avoid
litigation.

Reliance and Use of Report

It clarifies who is authorized to use the valuation report and restricts its distribution to third parties
without consent.

Best Practices for Drafting an Effective Engagement Letter

Adhering to best practices when drafting a sample business valuation engagement letter enhances its
effectiveness and reduces risks.

Use Clear and Precise Language: Avoid jargon and ambiguous terms to ensure mutual understanding.1.

Customize for Each Engagement: Tailor the letter to the specific circumstances and client needs rather2.
than using generic templates.

Include Comprehensive Details: Cover all aspects of the engagement thoroughly, including scope,3.
deliverables, fees, and limitations.

Review and Update Regularly: Keep the engagement letter current with changes in professional standards4.
or legal requirements.

Obtain Written Acceptance: Ensure both parties sign and date the letter before commencing work to5.
formalize the agreement.

Legal and Professional Standards Compliance

Compliance with applicable legal requirements and professional standards is paramount in preparing a business
valuation engagement letter. This compliance ensures the credibility and defensibility of the valuation work.

Adherence to Valuation Standards

Professional organizations such as the American Society of Appraisers and the American Institute of Certified
Public Accountants provide standards that guide valuation engagements, including the structure and content
of engagement letters.



Confidentiality and Privacy Laws

Engagement letters must address confidentiality in line with applicable laws and regulations, safeguarding
client information and maintaining ethical standards.

Contractual Obligations and Enforceability

The letter functions as a legally binding contract, so it must be drafted with clear terms to ensure
enforceability in case of disputes.

Regulatory Considerations

Depending on the industry and jurisdiction, additional regulatory requirements may influence the content and
presentation of the engagement letter.

Frequently Asked Questions

What is a sample business valuation engagement letter?

A sample business valuation engagement letter is a template or example document used by valuation
professionals to outline the scope, terms, and conditions of a business valuation service to be performed for a
client.

Why is a business valuation engagement letter important?

It is important because it clearly defines the responsibilities, scope of work, fees, confidentiality, and
limitations, helping to manage client expectations and reduce potential disputes.

What key elements should be included in a business valuation engagement
letter?

Key elements include the purpose of the valuation, scope of services, valuation date, standards to be
followed, fees and payment terms, confidentiality clauses, limitations, and signatures of both parties.

Can I use a generic engagement letter for business valuation services?

While you can use a generic letter, it is recommended to use or customize a specific business valuation
engagement letter to address the unique aspects and requirements of valuation assignments.

How does a business valuation engagement letter protect the valuation
professional?

It protects the professional by clearly outlining the scope and limitations of the service, disclaimers, and fee
arrangements, reducing risks of misunderstandings or liability.

Is a sample business valuation engagement letter legally binding?

Yes, once signed by both parties, the engagement letter becomes a legally binding contract outlining the terms
of the valuation service.



Where can I find a reliable sample business valuation engagement letter?

Reliable samples can be found through professional organizations such as the American Society of Appraisers,
valuation firms, or legal service providers specializing in business valuation.

How often should a business valuation engagement letter be updated?

It should be reviewed and updated regularly to reflect changes in professional standards, regulatory
requirements, or specific client needs.

Can the scope of work in a business valuation engagement letter be
customized?

Yes, the scope of work should be tailored to the specific valuation assignment, including the type of
valuation, intended use, and any special considerations or restrictions.

Additional Resources
1. Business Valuation: Theory and Practice
This book offers a comprehensive overview of the fundamental concepts and methodologies used in business
valuation. It covers practical approaches to valuing businesses, including detailed discussions on engagement
letters and client communications. Ideal for professionals seeking to deepen their understanding of valuation
processes and standards.

2. Valuation for Mergers and Acquisitions
Focusing on the complexities of valuing companies in the context of M&A, this book provides insights into
drafting effective engagement letters tailored for such transactions. It highlights the importance of clear
scope definition and legal considerations within valuation agreements. Readers will gain practical guidance on
managing client expectations and regulatory compliance.

3. Engagement Letters and Client Communication in Professional Services
This title delves into the critical role of engagement letters in establishing clear professional relationships. It
includes templates and examples specific to business valuation engagements, emphasizing best practices for
clarity and risk management. The book is a valuable resource for valuators and consultants aiming to enhance
their client correspondence.

4. Financial Valuation: Applications and Models
Covering a wide array of valuation models, this book explains how to apply them effectively in various
business contexts. It discusses how to incorporate valuation results into formal engagement letters and
reports. Readers will benefit from case studies that illustrate the integration of technical valuation work
with client agreements.

5. Business Valuation and Litigation Support
This guide addresses the intersection of business valuation and legal proceedings, including the preparation of
engagement letters for litigation support services. It outlines the necessary components to ensure compliance
and defend valuation conclusions in court. Professionals involved in forensic valuation will find practical
advice and sample documents.

6. Standards of Value in Business Valuation
An exploration of different valuation standards used worldwide, this book helps practitioners understand
which standards to apply and how to reflect them in engagement letters. It emphasizes the importance of
specifying the standard of value and premise of value in client agreements. The text is essential for valuators
working across jurisdictions.

7. Valuation Engagement Letters: A Practical Guide
Dedicated exclusively to the drafting and management of valuation engagement letters, this book provides



step-by-step instructions and sample templates. It covers legal considerations, scope definition, fee
arrangements, and confidentiality clauses. This practical guide is useful for both novice and experienced
valuation professionals.

8. Corporate Finance and Business Valuation
This book integrates corporate finance principles with business valuation techniques, demonstrating how to
communicate valuation findings effectively. It includes a section on the role of engagement letters in setting
expectations and defining deliverables. Readers will find it helpful for aligning financial analysis with client
service protocols.

9. Valuation: Measuring and Managing the Value of Companies
A key resource for understanding how to measure and manage company value, this book also touches on the
importance of clear client engagement processes. It provides insights on drafting engagement letters that
reflect the complexity and scope of valuation assignments. This title is well-suited for business appraisers and
financial analysts aiming to enhance their professional practice.
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