

INCOME TAX, ACCOUNTING, CONSULTING AND BUSINESS ADVISORY SERVICES
APRIL 2010

  

    William Behrens, CPA ABV
REASONS TO PERFORM A BUSINESS VALUATION 
Corporate and Partnership Dissolutions

When the owners of a corporation or partners in a partnership decide by agreement or disagreement to windup the business some states statues require a business valuation to be conducted.  When parties disagree, arbitration and a business appraiser may be necessary. 

Damage Actions

Business damages are usually determined in one of two ways; either a reduction in value of the business or lost profits.  Sometimes the business is never allowed to be created.  Others involve a shut-down of the business for a period of time.  In some cases the business ceases to operate.  Damage cases can be emotional which impact jury’s decisions.

Minority Oppression and Dissent Actions

Mistreated minority stockholders have given rise to a body of law in state statutes whereby the minority stockholder can be provided the opportunity to dissent and be paid the fair value of his or her shares when a company takes actions which hurt the minority.  In dissenting stockholder disputes, fair value is the standard of value used.

In a minority interest dissolution case, the minority shareholder can demonstrate how they have been oppressed or blocked from action. This type of action is governed in many states by judicial dissolution statutes.  This allows the controlling owner to avoid dissolution of the company by paying the oppressed minority holder the fair value of his or her shares. 

Financial Reporting

In audited financial statements, intangible assets are measured for impairment and written down if appropriate.

Allocation of Purchase Price

Significant income taxes are saved on proper allocations of purchase price for either the buyer or the seller.

Employee Stock Ownership Plans (ESOPs)

ESOPS are often set up to provide a market for the retiring owner.  ESOPS are a special type of stock bonus plan that, if certain requirements are met, provides special tax advantages. ESOPS are required to perform a business valuation at least annually so that shares can be bought from existing shareholders or the company itself.  It is argued that employee ownership of a company will increase productivity and profitability.  Furthermore, employee ownership can increase motivation, morale, and pride.  Others point out difficulties in democratically controlled organizations which can lead to slow decision making or worse yet, indecision.  ESOPS also tend to place all the employees eggs in one basket.  A down fall in the business can lead to unemployment and loss of investment.  ESOPS can own any percentage of the company stock.  If it owns a minority interest they are valued with minority discounts, however these usually amount to only 10% to 15% since the employees have the option upon termination of employment to sell the shares to the ESOP at fair market value.

Reorganizations and Bankruptcies

In spin-offs, split-ups, and split-offs, valuation of the separate entities is necessary to determine how much ownership in the new entities should go to the owners of the old entities.  In bankruptcies, the bankruptcy trustee maybe looking at liquidation values as being greater than going concern values.

