
3550 Lander Road, Suite 160    Pepper Pike, Ohio 44124    V: 216.831.1795    F: 216.514.4471   C: 216.410.3356

 

www.businessval.com

The Case o f  The 
R ight  Deduct ion



3550 Lander Road, Suite 160    Pepper Pike, Ohio 44124    V: 216.831.1795    F: 216.514.4471   C: 216.410.3356

 

www.businessval.com

Cl ient ’s  S i tuat ion
About  f i ve  days  before  the  dead l ine  to  f i le  h is  annua l  tax  re turn , a  cl ien t  
and h is  accountant  ca l led  us  to  ass is t  in  wha t  they  thought  wou ld  be  an  
easy  prob lem to  so lve .  A f te r  a l l , in  November, 1997, the  cl ien t  ( the  so le  
owner  o f  a l l  600 outs tand ing common shares  o f  the  sub jec t  company)  had 
entered f i rs t  in to  a  Let te r  o f  In tent , then Def in i t i ve  Agreements  to  se l l  h is  
company for  $95.0   mi l l ion .  The t ransact ion  was to  close  March 1 , 1998.  

A  s tock  t ransact ion , the  buyer  and se l le r  had (appropr ia te ly )  agreed to  a  
“co l la r” on  the  dea l .  Tha t  i s , i f  the  s tock  to  be  exchanged by  buyer  t raded 
a t  an  average pr ice  a t  less  than $21 per  share  or  more  than $29 per  share  
fo r  a  twenty-day  per iod  pr io r  to  clos ing , e i ther  buyer  or  se l le r  cou ld  te rmi-
na te  the  t ransact ion .  A t  the  da te  o f  close , the  pr ice  o f  the  shares  was $18 
per  share  and “out  o f  the  money” .  Both  par t ies  wanted to  (and d id )  te rmi-
na te  the  t ransact ion .

The se l le r, fee l ing  the  chances  o f  clos ing  were  a lmost  cer ta in , made a  1997 
year  end g i f t  to  a  char i tab le  founda t ion  o f  2  shares  o f  s tock .  He  and h is  
accountant  now needed an appra isa l  to  suppor t  and conf i rm the  char i tab le  
deduct ion  in  Form 1040 to  be  f i led  in  f i ve  days .  The accountant  and h is  
cl ien t  thought  tha t  the  pro-ra ta  share  o f  the  fa i led  t ransact ion  would  be  the  
cor rec t  va lue .

ABA Solut ion
With  cl ien t  agreement , ABA qu ick ly  prov ided a  scope-res t r ic ted  op in ion  
to  f i le  wi th  the  tax  re turn .  More  impor tant , ABA app l ied  appropr ia te  ap-
pra isa l  techn ique and cons idered the  non-marketab le  minor i ty  in teres t  tha t  
was, indeed, the  t rue  g i f t .  ABA a lso  app l ied  the  fa i r  market  va lue  s tandard  
(hypothet ica l  buyer ;  hypothet ica l  se l le r )  ra ther  than the  investment  va lue  
s tandard  (a  spec i f ic  buyer  acqu i r ing  the  company for  synerg is t ic  and s t ra-
teg ic  reasons)  to  the  sub jec t  equ i ty  in teres t .   Whi le  the  deduct ion  was not  
as  grea t  as  the  cl ien t  and h is  accountant  f i rs t  thought , the  deduct ion  was 
cor rec t  and suppor ted  by  a  qua l i f ied  appra isa l  op in ion  comple ted  wi th in  a  
t ight  t imef rame.  Both  the  accountant  and h is  cl ien t  apprec ia ted  the  gu id-
ance, and the  pro fess iona l  and t imely  ser v ice .
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