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VALUING ASSETS FOR ESTATE PURPOSES: NEW 
CHALLENGES FOR ESTATE PLANNERS AND 
VALUATION PROFESSIONALS
By Thomas J. Stemmy, CPA, CVA, EA, MMS
For most Americans, the entire world of estate planning got turned 
upside down when the new tax law (ATRA) abolished the federal 
estate tax. Now, unless you are among the very wealthy, the bigger 
challenge in estate planning is with the ever-increasing income tax, 
which, many believe, will be making up for much of the newly lost 
revenues.  The author explores some aspects of this new world order 
that may help your clients. 

VALUING PHYSICIAN PRACTICES  
USING THE MARKET APPROACH
By Monica Kaden, MBA, ASA 
The changing regulatory environment caused by the passage of the 
Patient Protection and Affordable Care Act (PPACA) has led to 
additional uncertainty in the healthcare industry on many levels. 
Practices are consolidating to gain market share and increase 
efficiency, as many believe that a larger group or network will 
produce greater profitability. This article explores the factors that are 
impacting the healthcare industry and complicating the valuation of 
medical practices. 

WHAT TO CONSIDER WHEN USING  
GUIDELINE TRANSACTION DATA
By Eric J. Barr, CPA/ABV, CFF, CVA, CFE 
Income taxes play a major role in the pricing and structure of 
business transactions because income tax consequences associated 
with the sale or purchase of a business can substantially reduce 
the seller’s net proceeds and/or lower the net cost of a purchased 
ownership interest to the buyer. In this article, the author discusses 
the impact of federal income taxes on transaction prices and terms, 
and considers the impact of taxation on the selling prices reported in 
guideline transaction databases.
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The Challenges 
Facing Business 

Valuators

In this Special Issue of The Value Exam-
iner, we take a look at some of the “hot 
button” issues facing business valuators. 
Our contributors examine challenges fac-
ing estate planners and valuation profes-
sionals, explore the factors that are com-
plicating the valuation of medical practices, 
and delineate the impact of federal income 
taxes on transaction prices and terms.  In 
addition, our columnists and guest panel 
evaluate software tools, highlight a very 
hardworking sole practitioner, and give tips 
on getting paid. Finally, our litigation dis-
cussions center around two cases that have 
long reaching impact.



4

A  P R O F E S S I O N A L  D E V E L O P M E N T  J O U R N A L  f o r  t h e  C O N S U L T I N G  D I S C I P L I N E S

the value examinerSeptember/October 2015

E D I T O R I A L  S T A F F
CEO & Publisher: Parnell Black

Senior Editor: Nancy J. McCarthy
Associate Editor: Lynne Johnson

Editorial Adviser: David M. Freedman
Copyeditor: Molly Klinefelter

E D I T O R I A L  B O A R D
Chairman:  

Lari B. Masten, MSA, CPA, ABV, CFF,  
CVA, ABAR, MAFF

Past Chairman:  
Michael Goldman, MBA, CPA, CVA, CFE, CFF 

Ashok Abbott, PhD
Eric J. Barr, CPA/ABV/CFF, CVA, CFE

John E. Barrett Jr., MBA, CPA/ABV, CVA, CBA 
Neil J. Beaton, CPA/ABV/CFF, CFA, ASA

Rod P. Burkert, CPA/ABV, CVA, MBA
Wolfgang Essler, CVA (Germany)

Andrew M. Malec, PhD
Kevin Papa, CPA, CVA, ABV 

Donald Price, CVA
Keith Sellers, CPA/ABV

Sarah von Helfenstein, MBA, CVA
The Value Examiner® is a publication of:

National Association of Certified
Valuators and Analysts (NACVA)

5217 South State Street, Suite 400
Salt Lake City, UT 84107

Tel: (801) 486-0600, Fax: (801) 486-7500
E-mail: NACVA1@NACVA.com

A N N U A L  S U B S C R I P T I O N
United States—$215

International—$255 U.S. Funds
Free to accredited university libraries

S U B M I S S I O N  D A T E S
Issue Submission Dates Publish Dates
Nov./Dec. 2015 Oct. 15 Nov. 1, 2015

A L L  S U B M I S S I O N S
The Value Examiner is devoted to current, articulate, 
concise, and practical articles in business valuation, 
litigation consulting, fraud deterrence, matrimonial 
litigation support, mergers and acquisitions, exit 
planning, and building enterprise value. Articles 
submitted for publication should range from 500 
to 3,000 words. Case studies and best practices are 
always welcome.

S U B M I S S I O N  S T A N D A R D S
All articles should be thoroughly edited and proofread. 
Submit manuscript by e-mail (in standard word 
processing format) to Nancy McCarthy: NancyM1@
NACVA.com. Include a brief biography to place 
at the end of the article and a color photo of the 
author. See authors’ guidelines and benefits at www.
nacva.com/examiner/Publishing_Articles.pdf. The 
Value Examiner accepts some reprinted articles, if 
accompanied by appropriate reprint permission.

R E P R I N T S
Material in The Value Examiner may not be repro-
duced without express written permission. Article 
reprints are available; call NACVA at (800) 677-2009 
and/or visit the website: www.NACVA.com.

 Departments

• Editorial . . . . . . . . . . . . . . . . . . . . . . . . Gray

• Valuation . . . . . . . . . . . . . . . . . . . . . . . .Blue

• Forensic Accounting . . . . . . . . . . . . Green

• Litigation Consulting . . . . . . . . . . Orange 

• Practice Management . . . . . . . . . . . . . Red

• Education Review . . . . . . . . . . . . . . Purple

Production: Mills Publishing, Inc.; President: Dan Miller; Art Director/Production 
Manager: Jackie Medina; Magazine Designer: Jackie Medina; Graphic Designers: Leslie 
Hanna, Ken Magleby, Patrick Witmer; Advertising Representatives: Paula Bell, Karen 
Malan, Dan Miller, Paul Nicholas.

Mills Publishing, Inc., 772 East 3300 South, Suite 200, Salt Lake City, Utah 84106, 
801-467-9419. Inquiries concerning advertising should be directed to Mills 
Publishing, Inc. Copyright 2015. For more information please visit millspub.com.

Articles are color-coded by topic for easy identification.

P R A C T I C E  M A N A G E M E N T

TOOLS FOR PRACTITIONERS: QUESTIONS FOR 
LORENZO CARVER OF LIQUID SCENARIOS
Panel: Neil Beaton, CPA/ABV, CFF, CFA, ASA; Keith Sellers, 
CPA, ABV; and Sarah von Helfenstein, MBA, CVA 
Software programs can be a boon to business valuators. In this first of 
a series, The Value Examiner puts some questions to Lorenzo Carver, 
founder of one of the most influential programs available, Liquid Scenarios.

PRACTICING SOLO
By Rod P. Burkert, CPA/ABV, CVA 
The author interviews sole practitioner Sarah von Helfenstein, MBA, 
CVA, from Boston, Massachusetts

TIPS FOR PRACTITIONERS:  
GETTING PAID WHAT YOU ARE WORTH
By Stephen D. Kirkland, CPA, CMC, CFC, CFF
The author provides some tips on compensation.

L I T I G A T I O N  C O N S U L T I N G

POTENTIAL ISSUES IN USING BUSINESS APPRAISAL 
AS THE MEASURE OF DAMAGES IN LITIGATION—
DEALER TERMINATION
By Rodney J. Bosco, MAFF, CVA, CFE, and David J. 
Ottenbreit, CVA, CFE

In this article, the authors provide insights into the types of inquiries 
that can help valuation analysts serving as damages experts.

UNDERSTATEMENT OF THE VALUATION IMPACT OF 
FUTURE STOCK-BASED COMPENSATION GRANTS:
IMPLICATIONS FROM THE ANCESTRY.COM OPINION
By Clifford S. Ang, CFA, and Andrew Lin, CFA, CAIA

The authors illustrate how, by employing the approach used by 
Respondent’s expert in Ancestry.com, the economic cost of future 
SBC grants is understated and, all else being equal, overstates the fair 
value of the firm’s equity.

31

34

24

20

28

Career
How Do I Move Forward  
with My New Specialty?

Credentialing
I Need Help Obtaining My 
Credentials.

Reports
I Need Help with My Reports.

Referrals
How Do I Build My Network of 
Referral Sources?

Advancement
How Do I Build Upon My Existing 
Foundation in This Discipline?

Mentor
I Have Some Things I Need to 
Bounce Off Someone.

Specialization
I Need Specialized Education.

—  I n t r o d u c i n g  —

PRACTICE SUPPORT HEADQUARTERS
Brought to you by the National  Association of  Cer tif ied Valuators and Analysts™

NACVA's Practice Support Headquarters (PSH) is a place where members of the National 
Association of Certified Valuators and Analysts™ (NACVA®) can find answers and solutions to 
their questions and challenges.  The PSH portal points to well-refined programs and services that 
we have offered for many years.  What is special about this portal is it is designed to help our 
members narrow in on solutions quickly, as we have organized the navigation of this site, along 
with our program and service solutions, based on general areas of need.  

To learn more, please visit www.PracticeSupportHQ.com, or call Member/Client Services at (800) 677-2009.

PSHad1.indd   1 5/8/15   4:32 PM



16

A  P R O F E S S I O N A L  D E V E L O P M E N T  J O U R N A L  f o r  t h e  C O N S U L T I N G  D I S C I P L I N E S

the value examiner

V A L U A T I O N

September/October 2015

Income taxes play a major role 
in the pricing and structure of 
business transactions because 
income tax consequences as-

sociated with the sale or purchase of 
a business can substantially reduce 
the seller’s net proceeds and/or lower 
the net cost of a purchased ownership 
interest to the buyer. Because of this 
issue, it seems appropriate to assume 
that actual transactions are structured 
by buyers and sellers to address such 
income tax consequences. This article 
addresses the impact of federal income 
taxes on transaction prices and terms, 
and considers the impact of taxation 
on the selling prices reported in guide-
line transaction databases.1

Transaction databases provide 
various pricing multiples of potential 
guideline company transactions; some 
include information about the selling 
terms, whether or not a noncompete 
was involved, and if there are any con-
tingencies that have been reported for 
the specific transaction.    

1 This article does not address the impact of state, 
local, and foreign jurisdiction income taxes on 
transaction pricing and terms.

However, there is the risk that the trans-
action price or deal terms reported in the 
transaction databases reflect material ad-
justments by both the buyers and sellers 
regarding income tax consequences. These 
income tax consequences are primarily 
focused around (1) the entity form of the 
seller, and (2) the negotiations between 
buyers and sellers that influence whether 
the buyer buys assets or the seller sells the 
net equity (or stock) of the subject business.  
Using the transactions in the databases to 
formulate an indicated value for another 
business of similar characteristics and fail-
ing to consider the tax consequences of the 
entity form of the seller or the decision to 
buy/sell assets or equity embedded in the 
transaction multiples may result in an im-
proper valuation conclusion by an analyst.  

The entity form of the business being 
sold dictates whether the seller (equity 
owner in the business being sold) incurs 
one or two levels of taxation on the sale 
of business assets. The decision to sell 
assets versus equity dictates whether the 
gain on sale of certain assets involved in 
the transaction is recognized as ordinary 
income or capital gains.  

When assets are purchased, the buyer 
will realize a “step-up” in basis to fair- 

market value of the acquired assets. 
When equity (stock) is purchased in a C 
Corporation or an S Corporation, absent 
an IRC 338 election, the buyer does not 
receive a “step-up” in basis.  

Exhibit 1 (seen next page), which is dis-
cussed in more detail below, summarizes 
the income tax consequences to buyers and 
sellers of (1) equity ownership interests in C 
corporations, S corporations, partnerships, 
limited liability companies, and sole propri-
etorships; and (2) assets of C corporations, 
S corporations, partnerships, limited liabil-
ity companies, and sole proprietorships.

The following is a brief discussion of 
the tax consequences to the seller and 
buyer under each of the scenarios pre-
sented in Exhibit 1.

ENTITY FORM OF SELLER: 
C CORPORATION

The sale of assets by a C corporation 
results in the seller recognizing ordinary 
income (loss) on sale of the assets first 
at the entity2 level, and second at the 

2 A C corporation can recognize capital gains, and 
although taxed for federal income tax purposes at 
the same rate as ordinary income, the C corporation 
can use available capital loss carryovers.

By Eric J. Barr, CPA/ABV, CFF, CVA, CFE

What to Consider When Using 
Guideline Transaction Data

•

•
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shareholder level on receipt of the liq-
uidating distribution when the entity is 
dissolved. On the other hand, if the seller 
of a C corporation sells stock, there is 
only one level of taxation—capital gain/
loss at the shareholder level.  Accordingly, 
C corporation sellers have a financial 
disincentive to sell assets and a financial 
incentive to sell equity.  

From a buyer’s perspective, the incen-
tives when purchasing a business from a C 
corporation are opposite that of the seller.  
Buying assets will enable the buyer to “step-
up” the cost basis of the purchased assets 
to fair-market value. Thus, a buyer of C 
corporation assets will likely have a higher 
cost basis for depreciating fixed assets, 
and will be able to amortize assets such 
as goodwill and other intangible assets for 
tax reporting purposes. The tax deduc-
tion benefit of increasing the tax basis of 
purchased assets could be very substantial.

When the stock of a C corporation is 
purchased, there is no step-up in basis of 
company-held assets (inside basis). Rather, 

the purchaser has a higher basis in the stock 
purchased (outside basis). The tax savings 
benefit related to the stepped-up outside ba-
sis is only realized on the ultimate sale or dis-
position of the C corporation stock, which 
could be many years later. Moreover, when 
purchasing the stock of the C corporation, 
all commitments and contingent liabilities of 
the company remain with the business and 
can potentially impact the buyer.     

Based on these tax issues, it is general-
ly to the seller’s disadvantage to sell assets 
and to the buyer’s advantage to purchase 
assets. Nevertheless, many transactions 
involve the sale of assets. The valuation 
analyst should consider the potential tax 
savings to the buyer and the tax cost to 
the seller when a C corporation’s assets 
are sold, as the buyer’s tax savings may 
be built into the transaction price.3  Fail-

3 Certain databases present transactional data 
as if on an asset basis; other(s) makes a distinction 
on whether the actual transaction was an asset or a 
stock transaction.

ing to separately identify the tax savings 
component of a selling price when C cor-
poration assets are sold could result in an 
overstatement of value. 

ENTITY FORM OF SELLER: 
S CORPORATION

S corporations are pass-through 
entities that, in general, pay no federal 
income taxes at the entity level. All of 
the S corporation’s taxable income and 
expenses pass through to the S corpora-
tion’s shareholders, and the shareholders 
incur only one level of income taxes on 
S corporation taxable income.  

When an S corporation sells its asset 
to a buyer, the gain on sale of assets passes 
through to its shareholders as ordinary 
income/loss and/or capital gain/loss.  Un-
like the sale of assets by a C corporation, 
the sale of assets by an S corporation only 
results in one level of taxation.4  

4 This analysis assumes that the S corporation is 
not subject to IRC 1374.

EXHIBIT 1

SELLER BUYER

Ordinary Income (OI) or

Capital Gains (CG)

1 or 2 Levels of

Taxation

Inside Basis

Same or Different than Seller

Asset 

Step-Up

C Corporation

Asset sale

Stock sale (equity)

OI & CG 2 Different Yes

CG 1 Same No

S Corporation

Asset sale

Stock sale (equity)

OI & CG 1 Different Yes

CG 1 Same No

Partnership/Limited Liability Company/Sole Proprietorship

Asset sale OI & CG 1 Different Yes

Stock sale (equity) OI & CG 1 Different Yes
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The buyer’s tax consequences are the 
same whether assets are purchased from 
a C or S corporation. Similarly, the buyer’s 
tax consequences are the same whether 
equity is purchased from a C corporation 
or an S corporation.5

Based on this discussion, it is once 
again to the buyer’s advantage to pur-
chase assets.  However, the disadvantage 
to the seller when assets are sold is much 
less as an S corporation than as a C cor-
poration because there is only one level 
of taxation. There remains a disadvantage 
to the S corporation seller with respect to 
selling assets versus selling stock because 
the sale of assets may result in a portion 
of the gain being realized as ordinary 
income, whereas, generally, no portion 
is recognized as ordinary income when 
stock is sold. The valuation analyst should 
again consider the potential tax savings 
to the buyer and the tax cost to the seller 
when assets are sold, as the selling price 
may include some amount for the buyer’s 
tax savings.  

ENTITY FORM OF SELLER
Partnerships, limited liability companies, 
and sole proprietorships are all pass-
through entities. Unlike S corporations, 
the sale of equity by these pass-through 
entities are all treated as a sale of assets. 
The seller recognizes ordinary income 
(loss) and/or capital gain (loss) from 
the sale of assets by partnerships, 
limited liability companies, and sole 
proprietorships, and this income is only 
taxed once, at the owner level.

The buyer of assets or equity of part-

5 This assumes that an IRC 338 election is not 
made.  This election treats a stock purchase as an 
asset purchase.

nerships, limited liability companies, 
and sole proprietorships can achieve a 
step-up in basis of assets without any 
adverse tax consequence under IRC 754. 
Accordingly, it makes no difference to 
either the buyer or seller if the sale of 
a business operating as a partnership, 
limited liability company, or sole propri-
etorship is structured as a sale of assets 
or equity.

EXAMPLES
Now we’ll apply these concepts to two 

examples. XYZ Company, LLC (taxed 
as a partnership), with an inside equity 
tax basis of $460, is sold for $1,285.  See 
Exhibit 2 (see next page).  Based on the 
fair-market value of the assets and li-
abilities, the seller realizes an ordinary 
loss of $25 on the sale of accounts receiv-
able, an ordinary gain of $100 on the sale 
of inventory, and a capital gain of $750 
on the sale of property and equipment 
($300)6 and goodwill ($450). The buyer 
realizes a step-up in basis equal to the 
fair-market value of the assets and li-
abilities acquired.

Now let’s consider the following questions:

1. If the transaction involved a sale of 
equity by a C corporation stockhold-
er, would the negotiated selling price 
be greater than or less than $1,285?7  

Based on Exhibit 1, we know that the 
C corporation equity buyer would 
not be able to realize an inside basis 

6 Assuming no depreciation is recaptured as 
ordinary income.
7 This discussion also applies to a sale of equity by 
an S corporation stockholder. 

increase of $825.  Accordingly, the 
buyer of a C or S corporation equity 
interest would realize a substantially 
reduced tax benefit.  This would likely 
result in a lower offer by the buyer.  

The seller would receive capital gains 
treatment for 100 percent of the gain 
on sale, instead of capital gains treat-
ment on $750 (profit on sale of prop-
erty, equipment, and goodwill), and 
ordinary income treatment of $75 
(profit [loss] on sale of accounts receiv-
able and inventory). Thus, the after-tax 
proceeds from sale of this ownership 
interest would be greater.  

This result would provide the seller 
with more flexibility to lower the sell-
ing price and still receive an accept-
able after-tax return on sale.

2. If the transaction involved a sale of 
assets by a C corporation stockholder, 
would the negotiated selling price be 
greater than or less than $1,285?  

If the buyer purchased the assets of a 
C corporation, they would still be able 
to realize an inside basis increase of 
$825. Accordingly, the buyer of the as-
sets of a C corporation equity interest 
would still realize the same tax benefit 
that they would realize by purchasing 
the assets or equity of a partnership.  
  
The seller would be adversely affected. 
The C corporation would realize an 
ordinary gain/capital gain on sale of 
the difference between the tax basis 
and fair-market value of all assets, 
and would then pay a second level of 
taxation on the liquidating dividend 
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distribution. Thus, the after-tax proceeds from a sale of assets would be sub-
stantially less.  

This result would require the seller to have an increased selling price to achieve 
the same after-tax return on sale.

CONCLUSION
Transaction databases include sales of assets and equity by C corporations, 

S corporations, partnerships, limited liability companies, and sole proprietor-

ships. The sellers’ after-tax proceeds 
and the buyers’ after-tax cost in these 
transactions are substantially impacted 
by sellers' entity form and whether as-
sets or equity are sold. Selling prices 
are often modified due to these factors. 
Accordingly, the valuation analyst must 
take into consideration the tax savings 
component of each transaction’s selling 
price in order to avoid over or understat-
ing the pricing multiples inferred by the 
transactions. For these reasons, when 
using guideline transaction databases, it 
is imperative to sort the transactions to 
separately address the stock versus asset 
sales provided and to sort the transac-
tions by entity type (C corporation versus 
S corporation versus LLC/Partnerships) 
in order to properly identify the distinc-
tion in the price multiples based on these 
tax consequences.
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partner-in-charge of 
Marks Paneth LLP’s Val-
uation Services Group. 
He is the author of Valu-
ing Pass-Through Enti-
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of public accounting experience special-
izing in litigation support, consulting, and 
traditional accounting, and auditing ser-
vices. Prior to joining Marks Paneth, Barr 
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in a national CPA firm. He is currently a 
member of the editorial board of The Value 
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EXHIBIT 2

XYZ Company, LLC
Balance Sheet 
Date of Sale

TAX 

BASIS

FAIR  

MARKET VALUE

Assets

Current assets

Cash  $20 20

Accounts receivable 350 325

Inventory 300 400

Prepaid expenses 20 20

690 765

Property & equipment 200 500

Goodwill 0 450

Total assets  $890  $1,715 

Liabilities and Members’ Equity

Current liabilities

Accounts payable and accrued expenses  $400  $400 

Notes payable 30 30

430 430

Members’ equity  460  1,285 

Total liabilities and members’ equity  $890  $1,715 
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