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I KNOW IT WHEN I SEE IT – VALUATION ISSUES 

By:  Robert D. Kaplow, Esq. 

I. PURPOSES OF VALUATION  

 A. Sale / Purchase 

 B. Estate tax 

 C. Gift tax 

 D. Insurance 

 E. Financing / Refinancing 

 F. Charitable deduction 

 G. Succession planning 

 H. Planning for estate liquidity 

II. TYPES OF ASSETS TO BE VALUED 

 A. Business 

 B. Art 

 C. Other types of tangible personal property 

 D. Intellectual property 

 E. Real estate 

 F. Easements – Conservation / Façade 
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III. COMMON ISSUES / CONCERNS 

 A. An art – not a science? 

 B. Experience of appraiser – including litigation or tax matters 

 C. Educational qualifications of appraiser 

 D. Ability to provide timely appraisals 

 E. Cost of appraisal 

 F. Discipline actions against appraiser  

 G. Know the purpose of the valuation 

IV. ROLE OF THE ACCOUNTANT 

A. Advise appraiser of particular facts that would increase or decrease value 

 B. Provide accurate financial information and tax returns 

C. Advise of any unusual circumstances in connection with the business or financial 

statements or tax returns 

V. BASIC RULE OF VALUATION 

“The fair market value . . . is the net amount which a willing 
purchaser . . . would pay for the interest to a willing seller, 
neither being under any compulsion to buy or to sell and both 
having reasonable knowledge of relevant facts.”   

IRS Reg §20.2031-3 

All valuations are trying to determine this fair market value 
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VI. BUSINESS VALUATIONS – REV. RUL. 59-60 

A. Rev. Rul. 59-60 outlines the approach, methods and factors to take into account 

in valuing closely held businesses 

B. Rev. Rul. 59-60 is applicable to valuations for income tax purposes as well as for 

estate and gift tax purposes 

 C. Approach to valuation as provided in Rev. Rul. 59-60: 

1. Fair market value is a question of fact and depends upon the circumstances 

in each case 

  2. No formula applies to all cases 

3. Appraiser must determine the amount of risk inherent in the business 

4. Valuation of a company is a “prophesy” as to the future, but must be based 

upon facts available as of the date of the appraisal 

 D. Factors to consider per Rev. Rul. 59-60: 

1. The nature of the business and the history of the enterprise from its 

inception 

2. The economic outlook in general and the condition and outlook of the 

specific industry in particular 

3. The book value of the stock and the financial condition of the business 

  4. The earning capacity of the company 

  5. The dividend-paying capacity 

6. Whether or not the enterprise has goodwill or other intangible value 
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7. Sales of the stock and the size of the block of stock to be valued 

8. The market price of stocks of corporations engaged in the same or a similar 

line of business having their stocks actively traded in a free and open 

market, either on an exchange or over-the-counter 

 E. Capitalization rates 

1. Rev. Rul. 59-60 recognizes that to determine the value of a company, it is 

necessary to capitalize the income of the company at “some appropriate 

rate” 

2. Determining the proper “cap” rate is one of the “most difficult problems in 

valuation” 

  3. There are no standard tables of capitalization rates 

4. In determining the appropriate cap rate, the appraiser should consider the 

following: 

- the nature of the business 

- the risk involved, and  

- the stability or irregularity of earnings 

 F. Determination of factors 

1. Since valuations cannot be made on the basis of a prescribed formula, 

cannot assign mathematical weights to each factor 

2. Likewise, cannot take an average of several factors (such as book value, 

capitalized earnings and capitalized dividends) 

3. Have to look at all factors when determining the value of the business 
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VII. VALUATION METHODOLOGY 

A. Appraisers of real estate or businesses will review various methods for determining 

the value of the real estate or business and arrive at a conclusion of value based 

on one of the methodologies 

 B. Three methods: 

  - Market approach 

  - Income approach 

  - Asset approach 

 C. Market approach 

1. Determine comparable companies, analyze their financial information and 

apply to the subject company 

2. Guideline Public Company Method.  Market multiples are calculated based 

on publicly quoted prices or the prices of comparable companies 

3. Guideline M&A Method.  Market multiples are determined based on 

transaction prices of sales of similar companies 

4. May be hard for appraiser to obtain this information 

 D. Income approach 

1. Value of the business is the present value of the cash flow to be generated 

in the future 

2. This method takes into account the time value of money and the risk of 

generating the projected cash flow 
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 E. Asset approach 

1. Develop a fair market value balance sheet of the company 

2. All assets and liabilities are identified and shown on the balance sheet, 

including intangible assets 

3. Subtracting the value of the liabilities from the assets results in the fair 

market value of the company 

F. Once the value is determined – decide if any discounts or premiums apply 

1. Depends on the purpose of the valuation.  Is the valuation of the whole 

company or just the owner’s share? 

  2. Discount for lack of control 

  3. Discount for lack of marketability 

  4. Premiums for control 

5. Discounts generally determined by comparisons to publicly traded interests 

and studies 

  6. No automatic discount percentages 

  7. IRS may contest the discount percentages 
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VIII. APPRAISALS FOR INTERNAL REVENUE SERVICE 

A. The Internal Revenue Code provides requirements for appraisals of certain assets 

in connection with contributions to charities, gifts or estate valuations 

B. IRS Publication 561, “Determining the Value of Donated Property”, provides 

information for determining the value of donated property, including information 

regarding required “qualified appraisals” 

 C. Charitable Donations 

  1. Form 8283 to be filed (See Exhibit A) 

2. Qualified appraisals are required unless the deduction is $5,000 or less.  In 

determining the $5,000 amount, all similar items are aggregated and treated 

as one property, even if donated to separate charities 

3. Art valued at $20,000 or more requires a complete copy of the signed 

qualified appraisal to be attached to the income tax return 

4. Art valued at $50,000 or more – taxpayer can request a “Statement of 

Value” from the IRS before filing the tax return. Rev. Proc. 96-15 

a. Requires qualified appraisal 

   b. $2,500 fee to IRS 

   c. Completed Form 8283, Section B 

5. Other property (besides art) – a qualified appraisal must be attached to the 

return if the deduction is more than $500,000.  Failure to attach the 

appraisal results in the denial of the deduction. 
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  6. Requirements for a qualified appraisal: 

a. IRS Regulations set forth very detailed rules for the appraisal and the 

appraiser.  Regulation Section 1.170A-13(c)(3) (qualified appraisal 

requirements) and Section 1.170A-13(c)(5) (qualified appraiser 

requirements)   

b. Requirements summarized in pages 8-11 of IRS Publication 561.  

(See Exhibit B)  

7. Substantial penalty for failure to comply with qualified appraisal 

requirements – can be denied the charitable deduction 

8. Appraisals not required for contributions of certain property: 

a. Stock in trade, inventory or property held primarily for sale to 

customers in the ordinary course of business 

   b. Publicly traded securities 

   c. Patents and other intellectual property 

d. Vehicles where the donee organization sells the vehicle without a 

significant intervening use or material improvements of the vehicle 

by the organization (because the charitable deduction is limited to 

the amount received by the charity upon the sale) 
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IX. APPRAISAL REPORT 

A. IRS Regulation 1.170A-13(c)(3) specifies the requirements for a qualified appraisal 

B. AICPA has issued its list of best practices for a valuation report 

C. VS Section 100, Paragraph .51 Valuation of a Business, Business Ownership 

Interest, Security, or Intangible Asset (ALCPA, Professional Standards) 

recommends that the report be structured with the following sections: 

• Letter of transmittal 

• Table of contents 

• Introduction 

• Sources of information 

• Analysis of the subject entity and related nonfinancial information 

• Financial statement or financial information analysis 

• Valuation approaches and methods considered 

• Valuation approaches and methods used 

• Valuation adjustments 

• Non-operating assets, non-operating liabilities, and excess or deficient 

operating assets (if any) 

• Representation of the valuation analyst 

• Reconciliation of estimates and conclusion of value 

• Qualifications of the valuation analyst 

• Appendixes and exhibits 
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D. In addition, the introduction of the report should provide the following information: 

 1. Identity of the client 

 2. Purpose and intended use of the valuation 

 3. Intended users of the valuation 

 4. Identity of the subject entity 

 5. Description of the subject interest 

6. Whether the business interest has ownership control characteristics and its 

degree of marketability 

7. Valuation date 

8. Report date 

9. Type of report used (namely, a detailed report)  

10. Applicable premise of value 

11. Applicable standard of value 

12. Assumptions and limiting conditions (alternatively, these often appear in an 

appendix)  

13. Any restrictions or limitations in the scope of work or data available for 

analysis  

14. Any hypothetical conditions used in the valuation engagement, including the 

basis for their use  

15. If the work of a specialist was used in the valuation engagement, a 

description of how the specialist’s work was relied upon 
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16. Disclosure of subsequent events in certain circumstances  

17. Any application of the jurisdictional exception  

18. Any additional information the valuation analyst deems useful to enable the 

user(s) of the report to understand the work performed 

X. REVIEWING THE REPORT 

A. Confirm that the key information, dates and facts are correct 

B. Make sure the report includes each of the valuation methods and provides a clear 

explanation of why such valuation method was used or rejected 

C. Verify that the assumptions made by the appraiser are reasonable and not 

outlandish 

D. Make sure the appraiser has included his or her credentials  

E. Confirm the appraiser is independent and a full-time appraiser 

F. Internal Revenue Manual Section 4.48.4 provides the guidelines that the IRS 

appraiser will use in reviewing the appraisal.  Make sure the appraisal will meet or 

exceed those requirements 
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XI. MAKE PROPER FILINGS WITH THE IRS 

A. If the appraisal is going to be provided to the IRS, make sure it meets the 

requirements of Reg. §1.170A-13(c)(3) 

B. If taking a charitable deduction, make sure to property file Form 8283 

C. Charitable deductions were denied in these cases: 

1. Mohamed v. Commissioner, T.C. Memo 2012-152 (May 29, 2012).  

Taxpayer, a real estate broker and real estate appraiser, was denied an 

$18,000,000 deduction for a charitable contribution of real estate. The 

problem was that the taxpayer prepared his own appraisal and the IRS 

regulations require appraisal by an unrelated third party. 

2. Schweizer v. Commissioner, T.C. Memo 2022-102 (October 6, 2022). 

Taxpayer’s $600,000 contribution of art to a museum was disallowed 

because the appraiser was not a certified appraiser, and the taxpayer filed 

an incomplete Form 8283. 

XII. APPRAISER QUALIFICATIONS 

Appraiser should be certified by one or more organizations and meet their guidelines, 

such as: 

A. USPAP – Uniform Standards of Professional Appraisal Practice – issued by the 

Appraisal Standards Board 

B. The Financial Institutions Reform Recovery and enforcement Act (FIRREA) cites 

USPAP as the standard to be enforced by state real estate appraiser regulatory 

agencies 

C. USPAP compliance is also required by professional appraiser associations and 

many federal, state and local agencies 

D. See also, American Society of Appraisers and American Institute of CPAs  




















