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         David Rose, CPA CFE   
THE WORKER, RETIREE AND EMPLOYER RECOVERY ACT

President Bush recently signed what is likely the last major tax bill of the 110th Congress. The Worker, Retiree and Employer Recovery Act provides pension tax relief for individuals who are withdrawing on retirement plans and in addition clarifies Roth IRA rollovers.   

Individuals who have reached age 70 ½ must generally begin to withdraw funds (Required Minimum Distributions) held in their IRAs or defined contributions plans. Individuals that have not begun receiving amounts by April 1 of the year following the year to which they attain 70 ½ are subject to an excise tax of 50% of the amount that is subject to distribution. The measurement date of these distributions is usually December 31 of the preceding year.

The new law suspends Required Minimum Distributions from qualified retirement accounts for 2009. This is little help for required distributions in 2008, when retirement account balances have dropped sharply in 2008 after being measured on December 31, 2007. 

For retirees, especially those who have recently retired and can afford to defer 2009 distributions, there would be of a tax advantage when tax filing comes in 2010. 


  

    William Behrens, CPA ABV
BUSINESS VALUATION - APPROACHES

The value of a closely held business is derived not from a formula, but from the relevant facts and circumstances of a company and is based on informed judgment with regard to those facts. In determining fair market value, all available financial data, as well as all relevant factors affecting the fair market value, should be considered.  Particular attention should be given to the eight factors listed in Revenue Ruling 59-60, which are listed below:

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 earnings capacity of the company. 

5. The dividend-paying capacity of the company.

6. Whether or not the enterprise has goodwill or other intangible value.

7. Sales of the stock and size of the block of stock to be valued.

8. The market price of stock 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. 

The appraisal profession generally recognizes three primary approaches to determine value: the asset approach, the market approach, and the earnings approach. While all valuation approaches are generally considered, not all may be used. Which approach or approaches are used depends upon the specific facts of the engagement.

Earnings Approach

The basic premise of the earnings approach is that the value of an ownership interest in a company is equal to the present worth of the future benefits of ownership. This approach typically uses the capitalized returns method or the discounted cash flows method. 

Asset Approach

The asset approach adjusts all of the assets and liabilities of a company’s balance sheet to their fair market value. While intangible value, where it exists, may be indentified and calculated under the asset approach, this approach is generally considered most appropriate for a business that does not have intangible value.

Market Approach

The market approach is the equivalent of looking at market comps in valuing real estate. There are two different methods that can be applied: the guideline company method and the transaction method. Both depend on the identification of companies engaged in the same or similar lines of business that have comparable operating characteristics, trends, and performance results. Primary consideration is often given to this approach when an adequate number of companies or transactions can be identified that are considered similar and relevant to the subject company and for which there is sufficient reliable data.

