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One o f  the  toughest  ass ignments  appra isers  conf ront  a r ises  when a  bus i -
ness  has  two equa l  (50-50)  owners  and they  d isagree  so  much tha t  the i r  
corpora te  marr iage must  end.

For  purposes of  th is  ar t icle , assume that :

1.  The owners  have no  agreement  d i f fe rent ia t ing  between the i r  ro les  
and author i ty  o r  which  es tab l i shes  beyond d ispute  the  buyout  pr ice  
fo r  the  depar t ing  owner.  Up  to  th is  t ime, there  has  been no  fo rmal  
governance s t ruc ture .

2 .  One wi l l  l eave  and be  bought  out ;  the  o ther  wi l l  remain  
as  so le  owner.

3 .  The bus iness  is  not  in  te rmina l  d is t ress , and a t  leas t  one owner  
cou ld  cont inue, wi th  appropr ia te  he lp , to  run  i t  as  a  go ing  concern .

Appra isers  usua l ly  enter  the  d ispute  when tempers  have begun to  f la re  and 
a t to rneys  have become invo lved.  Our  in i t ia l  charge wi l l  be  to  “va lue  the  
bus iness  fo r  a  buyout .”  Ever yone th inks  we wi l l  come up wi th  “ the  num-
ber.” The po in t  o f  th is  a r t icle  i s  tha t  we cannot !  So  how can we be  most  
e f fec t ive  in  he lp ing  reso lve  the  d ispute?

1.  The f i rs t  th ing  we have to  do  is  es tab l i sh  our  ro le : appra iser  o r  
consu l tant .  As  an  appra iser, we must  be  independent  and ob jec-
t ive .  The best  way to  insure  th is  i s  to  have  the  company engage 
us , not  one o f  the  par t ies .  Each owner  wi l l  thus  pay  ha l f  the  cost  o f  
our  ser v ices .  I f  we are  re ta ined by  one s ide  ( there  is  noth ing  wrong 
wi th  th is ) , we wi l l  be  perce ived as  ac t ing  as  consu l tants  favor ing  
our  cl ien t .  Tha t  s i tua t ion  is  not  addressed here : the  issue is  how to  
proceed when we are  ac t ing  as  appra isers .
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2.  The second th ing  we must  t r y  to  def ine  is  the  parameters  o f  our  
engagement : the  s tandard , premise , and leve l  o f  va lue .  The thes is  
o f  th is  a r t icle  i s  tha t , desp i te  pro tes ta t ions  to  the  cont rar y  which  
wi l l  be  vo iced by  the  par t ies  and the i r  advoca tes , wha t  wi l l  t ru ly  
dr ive  the  buyout  i s  investment  va lue , not  fa i r  market  o r  fa i r  va lue .  
There  wi l l  be  a  grea t  dea l  o f  pos tur ing , mis in format ion , and den ia l  
about  th is , but  tha t  i s  the  most  l ike ly  bas is  on  which  the  par t ies  wi l l  
u l t ima te ly  negot ia te .  The reasons  fo r  th is  wi l l  be  e labora ted  be low.  
The premise  o f  va lue  issue ar ises  in  ju r isd ic t ions  (such as  the  Sta te  
o f  Ca l i fo rn ia )  in  which  50% owners  can force  l iqu ida t ion .  (Remem-
ber, we are  assuming tha t , except  fo r  th is  poss ib i l i t y, the  bus iness  is  
a  go ing  concern .  I f  no t , then the  par t ies  shou ld  qu ick ly  rea l i ze  tha t  
the  best  course  o f  ac t ion  fo r  both  would  be  to  l iqu ida te . )   The leve l  
o f  va lue  –  whether  and to  wha t  ex tent  a  50% in teres t  shou ld  be  d is-
counted fo r  lack  o f  cont ro l  and lack  o f  marketab i l i t y  –  wi l l  a lso  be  
exp lored be low.

When we are  in t roduced, the  par t ies  wi l l  p robab ly  not  be  ab le  to  agree  
on  any  o f  the  parameters . They  may be  emot iona l  and not  open to  ca lm 
reason.  Second, they  may not  grasp the  s ign i f icant  potent ia l  d i f fe rences  
between investment , fa i r  market , and fa i r  va lue .  Th i rd , they  qu i te  
na tura l l y  wi l l  maneuver  in  order  to  improve the i r  negot ia t ing  pos i t ion , 
includ ing  threa ten ing  lawsu i ts .  Because o f  th is , the  reso lu t ion  process  
wi l l  no t  be  as  clean or  l inear  as  out l ined here ;  there  may be  regress ion  
and loss  o f  momentum as  negot ia t ions  proceed, o r  even fa i l  a l together.  
D ispute  reso lu t ion  is  h igh ly  r i sky.

So  how can we be  most  he lp fu l  g iven these complex i t ies?   As  appra isers , 
we shou ld  pos i t ion  ourse lves  as  “Ra t iona l  (Wo)Men” and focus  on  he lp ing  
each par ty  rea l i ze  the i r  most  favorab le  economic  outcome.  To  do  th is , we 
have to  be  r igorous ly  honest  about  wha t  we can quant i fy  and how re l iab ly  
we can do  so , and unders tand wha t  we cannot  do .

We can take  the  approach o f  he lp ing  the  par t ies  es tab l i sh  a  reasonab le  
range o f  va lues  fo r  the  in teres t  to  be  bought  out .  We shou ld  on ly  op ine  as  
to  ranges  we can reasonab ly  substant ia te , and avo id  get t ing  in to  d i f f i cu l t  
and cont rovers ia l  a reas  (which  wi l l  be  d iscussed be low) .  Wha t  we can-
not  do  is  to  come up wi th  “ the  number” –  a  po in t  es t ima te  o f  va lue  –  and 
expect  the  par t ies  b l ind ly  to  accept  i t  (un less  they  have h i red  us  to  do  jus t  
tha t ;  i .e . to  a rb i t ra te . )   We must  avo id  th is  a t  a l l  cos ts , because once we le t  
ourse lves  get  p inned down to  a  number, we r isk  a l iena t ing  both  s ides  and 
los ing  our  e f fec t iveness .
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Here  are  three  areas  to  exp lore  which  can have the  benef i t  o f  beg inn ing  to  
get  the  par t ies  to  f ind  areas  o f  agreement .  Broach these a t  an  in t roductor y  
meet ing  o f  the  par t ies  (assuming they  can s i t  in  the  same room) .  

One way to  s tar t  i s  to  a t tempt  to  get  them to  agree  as  to  wha t  i s  and is  not  
on  the  tab le .  To  the  ex tent  tha t  there  are  ex is t ing  cont rac tua l  agreements  
tha t  a re  caus ing  cont roversy, perhaps  they  can agree  to  ignore  or  ab ide  by  
them.  The par t ies  might  have  h is tor ica l l y  agreed to  take  equa l  sa lar ies , 
in tent iona l l y  max imized to  min imize  taxes .  Th is  b lurs  the  d is t inc t ion  be-
tween the i r  re turn  on  labor  (as  managers  o f  the  bus iness )  and the i r  re-
turn  on  cap i ta l  (as  equ i ty  owners ) .  We might  suggest  tha t , fo r  negot ia t ing  
purposes , we research and es tab l i sh  fa i r  market  va lue  compensa t ion  ra tes  
fo r  each manager, and use  them in  our  ana lys is  so  tha t  we can get  a  bet-
ter  es t ima te  o f  cash f low to  equ i ty.  We wi l l  a lso  need th is  to  determine the  
rep lacement  cos t , i f  any, o f  the  depar t ing  manager-owner.

A  second issue to  exp lore  is  whether  the  l iqu ida t ion  va lue  o f  the  bus iness  
is  less  than i ts  go ing  concern  va lue .  I f  so , then i t  i s  in  no  one’s  ra t iona l  
economic  in teres t  to  l iqu ida te , s ince  both  cou ld  do  bet ter  by  work ing  out  a  
buyout  tha t  keeps  the  bus iness  go ing .

A  th i rd  i ssue to  exp lore  is  whether  i t  i s  clear  tha t  one owner  wi l l  be  the  
buyer, and one the  se l le r.  In  many cases , th is  i s  a l ready  es tab l i shed or  
obv ious  (e .g . , one  par ty  has  f inanc ia l  resources  and the  o ther  does  not . )   I t  
may be  the  on ly  th ing  they  can in i t ia l l y  agree  on!     

Fina l l y, we can propose a  way to  work  toward  a  so lu t ion .  Go ing  back to  the  
thes is , an  ana lys is  o f  fa i r  market  va lue  or  fa i r  va lue  is  probab ly  not  go-
ing  to  be  o f  grea t  va lue  to  the  d isputants .  I t  i s  IRRELEVANT a t  wha t  pr ice  
a  th i rd  par ty  wou ld  buy  or  se l l  the  bus iness  (o r  a  ha l f - in teres t  in  i t ) : a l l  
the  two owners  care  about  i s  get t ing  the i r  money or  get t ing  the i r  par tner  
out .  A  th i rd  par ty  i s  not  par t  o f  th is  t ransact ion .  I f  a  buyout  i s  done, i t  w i l l  
l eave  one owner  in  so le  cont ro l .  A l l  o f  th is  leads  to  the  inescapab le  con-
clus ion  tha t  investment  va lue  wi l l  be  the  govern ing  s tandard .  Investment  
va lue  a lso  inv i tes  cons idera t ion  o f  case-  and owner-spec i f ic  fac ts  such as  
how wea l thy  each owner  i s , wha t  sk i l l s  they  cont r ibute  to  the  bus iness , 
wha t  the  impact  o f  the i r  depar ture  would  be , and so  fo r th .  Appra isers  can-
not  normal ly  ident i fy  o r  quant i fy  the  impact  o f  a l l  such fac tors , wh ich  is  
another  reason in  suppor t  o f  p rov id ing  a  va lue  range, not  a  po in t  es t ima te .

We cou ld  propose to  work  wi th  each owner  to  pro jec t  bus iness  per formance 
under  each o f  the i r  so le  ownersh ips  (assuming tha t  they  have not  agreed 
on who wi l l  be  leav ing )  o r  to  do  the  same th ing  wi th  each o f  them wi th  the  
agreed owner  s tay ing  and fa i r  market  va lue  compensa t ion  in  p lace .  Each agreed owner  s tay ing  and fa i r  market  va lue  compensa t ion  in  p lace .  Each 
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cou ld  prov ide  h is  o r  her  pro jec t ion  (wi th  our  ass is tance)  and i ts  bas is .  
Th is  wi l l  ident i fy  wha t  might  happen to  the  bus iness  shou ld  a  g iven owner  
depar t , in  te rms o f  changes in  revenue, expense, and the  r i sk  pro f i le  o f  the  
bus iness , a l l  o f  wh ich  have obv ious  va lua t ion  impl ica t ions .  We wi l l  have  
to  take  care  to  substant ia te  the  equ i ty  d iscount  ra te , wh ich  may be  owner-
un ique.

We cou ld  then compare  va lues  under  each scenar io .  Th is  might  suggest  
(assuming the  par t ies  agree  on  the  va lua t ion  ana lys is ;  th is  process  might  
be  i te ra t ive )  who shou ld  leave  and who shou ld  s tay, as  we l l  as  a  reasonab le  
va lue  range. 

In  my exper ience, th is  i s  as  fa r  as  we can usua l ly  go  in  the  reso lu t ion  pro-
cess  wi th  conf idence in  the  resu l ts : deve lop ing  a l te rna te  va lue  ind ica t ions  
(a  range o f  va lues )  under  the  d i f fe rent  ownersh ip , re turn  and r isk  sce-
nar ios . Th is  i s  because the  next  i ssue –  the  app l icab i l i t y  and magni tudes  o f  
d iscounts  fo r  lack  o f  cont ro l  and marketab i l i t y  –  is  so  exp los ive  tha t  i t  can  
dest roy  the  poss ib i l i t y  o f  a  dea l .

As  appra isers , we know tha t  in  50-50 ownersh ip  s i tua t ions , a  50% in teres t  
i s  clear ly  not  cont ro l l ing  ( in  the  absence o f  spec ia l  agreements , as  as-
sumed here in ) .  I t  i s  cont rovers ia l  whether  i t  i s  a  minor i ty  in teres t , de-
pend ing on  the  lega l  contex t  and in  appra isa l  theor y.  I f  i t  i s  no t  a  minor i ty  
in teres t , then obv ious ly  there  is  no  d iscount  fo r  lack  o f  cont ro l .  However, 
i f  i t  i s  a  minor i ty  in teres t , we have no  good da ta  wi th  which  to  quant i fy  the  
d iscount .  A l l  o f  our  empi r ica l  s tud ies  are  based on clear  ( less  than 50%)  
minor i ty  in teres ts .  There fore , we are  in  an  empi r ica l  and theore t ica l  never-
never  land which  we must  avo id  i f  we are  to  remain  cred ib le .

I  th ink  ever yone would  agree  tha t  a  50% in teres t  bears  a  d iscount  fo r  lack  
o f  marketab i l i t y, but  aga in , fo r  lack  o f  empi r ica l  da ta , we cannot  re l iab ly  
quant i fy  i t .  

Fina l l y, the  impos i t ion  o f  e i ther  d iscount  wi l l  p robab ly  be  unpa la tab le  to  
the  se l l ing  shareho lder  i f  p resented as  such.  They  wi l l  no t  accept  tha t  fac t  
tha t  the i r  in teres t  su f fe rs  f rom lack  o f  cont ro l : a f te r  a l l , dec is ions  were  
made jo in t l y.  They  may agree  in  concept  tha t  there  is  a  marketab i l i t y  i s-
sue, but  wi l l  s t i l l  b lanch a t  one o f  any  magni tude.
And any  da ta  tha t  we present  in  suppor t  o f  e i ther  d iscount  wi l l  no t  neces-
sar i l y  be  persuas ive .

So, my suggest ion  is  to  . . . f inesse  these  d iscounts !   Focus  on  the  d i f fe r-
ent ia l  cash f lows and va lues , each o f  which  has  a  re la t i ve ly  s t rong bas is  
(each owner ’s  pro jec t ion , and our  determina t ion  o f  the  d iscount  ra te ) .  Th is  
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i s  a  pure ly  pragmat ic  cho ice , and a  b ig  reason why I  be l ieve  tha t  invest-
ment  va lue  is  the  best  s tandard  in  these  s i tua t ions .

To  recap i tu la te , we wi l l  p resent  a  range o f  va lues  deve loped us ing  each 
ind iv idua l ’s  pro jec t ion  o f  l ike ly  resu l ts , w i th  appropr ia te  ad jus tments  fo r  
compensa t ion  and such, as  we l l  as  reasonab le  revenue and expense as-
sumpt ions .  We wi l l  d iscount  them a t  an  appropr ia te  ra te  (wh ich  may be  
d i f fe rent  fo r  each owner ) .  The va lue  o f  the  50% in teres t  wi l l  be  ha l f  o f  
ind ica ted  va lues .

Now, we present  th is  range and i ts  bases  to  the  par t ies , and rev ise  i t  based 
on d iscuss ions  wi th  them.  A t  some po in t , we wi l l  have  taken the  process  
as  fa r  as  we can g iven our  ab i l i t y  and da ta , and must  le t  the  par t ies  dec ide  
where  to  go  f rom there .  They, not  we, wi l l  negot ia te  based on o ther  invest-
ment  va lue  cons idera t ions  (such as  the i r  re la t i ve  wea l th )  tha t  we cannot  
re l iab ly  quant i fy.  They  can a lso , wi th  appropr ia te  ass is tance, get  in to  i s-
sues  o f  s t ruc tur ing  (e .g . covenants  not  to  compete )  to  mi t iga te  r i sk  and tax  
consequences .  We may be  ab le  to  be  o f  ass is tance in  te rms o f  pro jec t ing  
the  f inanc ia l  feas ib i l i t y  o f  a  proposed set t lement  (can the  bus iness  cash 
f low suppor t  the  ind ica ted  buyout? )  but  we must  not  op ine  on  issues  in  
which  we are  not  qua l i f ied .

In  summary:

1. 50-50 ownersh ip  d isso lu t ions  are  ver y  compl ica ted .

2 .  Desp i te  our  best  e f fo r ts , we may not  be  ab le  to  he lp  them 
reach agreement .

3 .  We can he lp  reso lve  them as  appra isers , but  cannot  come up wi th  a  
f ina l  va lue .

4 . We can he lp  the  par t ies  reach a  ser ies  o f  incrementa l  agreements .

5 .  The best  we can do  is  to  deve lop  a  reasoned, reasonab le  
va lue  range.

6 .  The range re f lec ts  the  investment  va lues  o f  the  enterpr ise  ( t imes 
50%)  and ignores  d iscounts  fo r  lack  o f  cont ro l  and marketab i l i t y  
which  are  cont rovers ia l , exp los ive  and d i f f i cu l t  to  quant i fy  re l iab ly.

7 .  The reso lu t ion  process  requ i res  tha t  we exerc ise  a  grea t  dea l  o f  
tac t , d ip lomacy, and d iscre t ion .
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