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An investment  banker  wanted to  re ta in  us  to  appra ise  a  pr iva te  company 
whose owner  wished to  t ransfer  a  minor i ty  in teres t  to  a  t rus t .  Th is  wou ld  
have been a  rout ine  engagement  (va lue  the  company and determine ap-
propr ia te  minor i ty  in teres t  d iscounts  fo r  lack  o f  cont ro l  and marketab i l i t y )  
except  fo r  one th ing :

The investment  bank was in  the middle  of  se l l ing the company!
At  the  t ime o f  the  request , the  investment  bank had d is t r ibuted  more  than 
100 prospectuses  to  potent ia l  buyers  and had rece ived “express ions  o f  
in teres t” f rom about  30.  An  auct ion  was p lanned. The investment  bank-
ers , however, had to ld  the i r  cl ien t  (and us )  tha t  they  were  h igh ly  conf ident  
o f  an  a l l -cash se l l ing  pr ice  o f  $30 mi l l ion  and tha t  the  sa le  wou ld  close  
wi th in  s ix  months .  They  based th is  on  in i t ia l  ind ica t ions  o f  pr ice  f rom the  
in teres ted  buyers  as  wel l  as  market  comparab les  and d iscounted cash f low 
ana lyses . Moreover, the  investment  bank had successfu l l y  so ld  more  than 
20 f i rms in  the  cl ien t ’s  indust r y, and was wel l -known for  i t s  exper t i se  in  i t .  
G iven these cons idera t ions , the i r  assessment  o f  the  sa le  pr ice  and t iming 
had h igh  cred ib i l i t y.

The investment  banker  was anx ious  to  proceed wi th  the  appra isa l  and to  
comple te  the  minor i ty  in teres t  t ransfer  before  the  sa le  closed.  The cl ien t ’s  
a t to rneys  and accountants  were  cer ta in  tha t  s ign i f icant  minor i ty  in teres t  
d iscounts  cou ld  be  jus t i f ied .  The cl ien t  wou ld  have the  best  o f  bo th  wor lds : 
a  d iscounted in teres t  t ransfer  va lue  fo r  es ta te  tax  purposes  and a  fu l l  (un-
d iscounted)  va lue  when the  company was so ld .

We asked the  investment  banker  how comfor tab le  she was wi th  th is  p lan , 
and she admi t ted  to  cons iderab le  anx ie ty  about  i t .  I t  seemed to  her  tha t  
the  cl ien t  was hav ing  h is  cake (a  d iscounted minor i ty  in teres t  va lue  fo r  tax  
purposes )  and ea t ing  i t , too  (a  fu l l  va lue  when the  company was so ld ) .  But  
she  cou ld  not  a r t icu la te  the  cause o f  her  anx ie ty, except  tha t  “ i t  d id  not  
pass  the  smel l  tes t .”

We agreed tha t  the  p lan  would  not  pass  th is  a l l - impor tant  tes t , 
and here  is  why!

The a t to rneys  and accountants  were  cor rec t  in  be l iev ing  tha t  the  minor i ty  
in teres t  wou ld  t ransfer  a t  a  d iscounted va lue  to  the  t rus t  under  normal  c i r-
cumstances  . . . but  these  c i rcumstances  were  anyth ing  but  normal !   Some-
th ing  e lse  was go ing  on : the  impend ing sa le  o f  the  company wi th  a  fa i r l y  
conf ident  es t ima te  o f  i t s  pr ice  and t iming.
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Revenue Ru l ing  59-60 is  the  founda t ion  s ta tu te  fo r  federa l  tax  va lua t ion .  
Sect ion  3 , Paragraph 3  o f  the  s ta tu te  s ta tes  tha t  “ in format ion  ava i lab le  
[ tha t  i s , known or  reasonab ly  knowable ]  as  o f  the  va lua t ion  da te  is  re l -
evant .  (Bracketed words  added for  emphas is ) .  In  th is  case , i t  was  known 
tha t  the  company was be ing  so ld .  The pr ice  and t iming were  reasonab ly  
knowable , based on the  investment  bankers ’  h igh ly  c red ib le  es t ima tes .  
Many cour t  cases  have a f f i rmed tha t , subsequent  to  the  va lua t ion  da te , 
events  tha t  ind ica te  va lue  are  re levant .  The investment  banker  and her  cl i -
ent  were  in  a  s i tua t ion  where  th is  doct r ine  most  cer ta in ly  app l ied .
ABA So lu t ion
An appra isa l  tha t  ignored the  known sa le  and reasonab ly  knowable  pr ice  
and t iming would  be  defect ive  as  i t  wou ld  run  a fou l  o f  RR 59-60 3 .03.  ABA 
adv ised the  investment  banker  tha t  an  appra isa l  o f  the  va lue  o f  the  com-
pany and the  minor i ty  in teres t , however  techn ica l l y  va l id , wou ld  in  th is  
case  waste  t ime and money because the  subsequent  sa le  wou ld  supersede 
i ts  f ind ings .  We suggested tha t  the  cl ien t  not  seek to  jus t i fy  lack  o f  cont ro l  
and marketab i l i t y  d iscounts  fo r  the  minor i ty  in teres t .

We d id  suggest  and were  re ta ined to  op ine  tha t , s ince  the  sa le  pr ice  and 
t iming were  not  guaranteed, a  smal l  d iscount  to  the  va lue  o f  the  minor i ty  
in teres t  fo r  these  uncer ta in t ies  was jus t i f ied .  Our  fee  fo r  th is  ass ignment  
was a  f rac t ion  o f  wha t  a  fu l l  appra isa l  wou ld  have cost , but  s t i l l  y ie lded 
mater ia l  and jus t i f iab le  tax  sav ings  to  our  cl ien t .

ABA members  are  wel l -versed in  RR 59-60 and i ts  many nuances .  More-
over, we pr ide  ourse lves  on  our  ab i l i t y  to  see  the  b ig  p ic ture , to  work  wi th  
you on  a  s t ra ight forward  and honest  bas is , and to  recommend cost-e f fec-
t i ve  and jus t i f iab le  va lua t ion  so lu t ions  to  you. 
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