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  A GOOD REASON TO PERFORM A BUSINESS VALUATION 

Gift and Estate Taxes

As the owner of a business, and realizing we will not live forever, one must do some succession planning.  If it is decided to pass the business along to the next generation, the owner can reduce estate taxes and transfer ownership by gifting portions of the business to the next generation of owners at substantial discounts due to lack of control and lack of marketability.  This also prevents future increases in the value of that portion of the business from being subject to estate taxes.

If the business is not gifted, the beneficiaries of the business will none the less benefit from a business valuation by knowing the value of what they inherited.  If there is a taxable estate (estates greater than $3,500,000 in 2009) and if the business is valued greatly, one needs to plan for liquidity to pay estate taxes without selling or dissolving the business. This is where life insurance can be employed to pay estate taxes so the business can be run by the beneficiaries.  

When filing a gift or estate tax return, the numbers should be supported by a business valuation prepared in accordance with the standards of the AICPA (American Institute of Certified Public Accountants) and their Statement on Standards for Valuation Services No. 1.  The standard of value for estate and gift tax work is defined by the IRS Treasury Regulations 20.2031.1 as fair market value, which is “the price at which the property would change hands between a willing buyer and a willing seller, neither being under any compulsion to buy or to sell and both having reasonable knowledge of relevant facts.”

One of the most effective strategies to transfer wealth and minimize both gift and estate taxes is to embark on a plan of a series of gifts of minority business interests to the next generation. 

