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Business Valuation 
Producer Guide



Asset/Book Value
Asset valuation is used when a 
business is asset intensive, such as 
a retail business or manufacturing 
company. This approach takes into 
account the following values, the sum 
of which determines the market value:

 d   Fair market value of fixed  
assets and equipment

 d  Leasehold improvements
 d   Owner benefit (seller’s 

discretionary cash for one year)
 d  Inventory

Capitalization of  
Income Valuation
Capitalization of income valuation 
is used with non-asset intensive 
businesses, such as service companies. 
This approach uses a great number 
of intangibles to reach a capitalization 
rate, which is then multiplied by 
the owner’s discretionary cash to 
determine the market value of the 
business. Intangible factors include:

 d Owner’s reason for selling
 d Length of time the company  
has been in business

 d Length of time the current  
owner has owned the business

 d Degree of risk
 d Profitability
 d Location
 d Growth history
 d Competition
 d Entry barriers
 d Future potential for the industry
 d Customer base
 d Technology

Multiplier or  
Market Valuation
This approach establishes the value 
of a business by using an industry 
average sales figure as a multiplier. 
This industry average number is based 
on what comparable businesses have 
sold for recently. Trade associations 
or professional appraisers can be 
a source of the right multiplier for a 
specific industry.

Valuing a business is an imprecise science and can vary greatly depending on the type of business and the reason 
for needing a valuation. Buying and/or selling a business is the most common reason for needing a valuation. 
However, buy-sell agreements among owners of a privately held business also have to provide for a valuation 
method in the event that their “buy” or “sell” provisions are triggered.

Valuation is the process of arriving at what the IRS calls “fair market value.” In the valuation process a number of 
factors must be considered. These factors include: 

 

Then, any appropriate discounts are applied to bring about a realistic valuation of the particular business interest. 
The IRS defines “fair market value” as the price at which property would change hands between a willing buyer  
and a willing seller where neither is under any compulsion to buy or sell, and both have reasonable knowledge  
of the relevant facts.

A typical buy-sell agreement may provide for: 

When the valuation formula approach is used, there is no limit to the number of ways a business can be valued  
or the formulas that can be used to determine the value. Some of the more common methods used to calculate 
value include:
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 ď An initial value, which is set forth in the  
written agreement.

 ď A procedure for annual or periodic updating of 
the initial value, usually by agreement among 
the owners.

 ď A valuation formula set forth in the agreement.
 ď An agreement to hire one or more appraisers 
at the time of the triggering event.

 ď Any other approach or combination of  
the above.

 ď General and specific business and  
economic conditions

 ď Earnings
 ď Goodwill
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There are other potential valuation methods that may 
be appropriate depending on the type of business 
and other factors. It is important to keep in mind that 
although the valuation used by the parties to a buy-
sell agreement may be binding on the parties to the 
agreement, the valuation will not be binding on the IRS. 
The IRS will be looking to see whether the valuation 
used accurately reflects fair market value at the time of 
transfer. For example, the IRS may take a position that 
the value of the business interest for purposes of estate 
valuation may be much different from the price actually 
paid for the interest under the buy-sell agreement.

The IRS has provided a list of the factors to be 
considered in arriving at the fair market value of a 
business. Revenue Ruling 59-60, lists the eight key 
factors that must be considered in evaluating the value 
of any business interest:

1.   The nature of the business and its history  
of operations.

2.   The general economic outlook and the condition 
and outlook for the specific industry in which the 
business is actively engaged.

3.   The book value of the interests and the financial 
condition of the business.

4.   The business’ earning capacity, as reflected in both 
its earnings history and its prospects for expansion.

5.   The ability of the business to pay dividends or 
otherwise distribute earnings.

6.   The existence of good will or other intangible assets.

7.   Comparable sales of interests in the business and 
the size of the block of stock or other interests to  
be valued.

8.   The market price of stocks of publicly traded 
corporations engaged in the same, or a similar,  
line of business.

Business Valuation and the IRS

What is Fair Market Value? 

The parties to a buy-sell agreement need to be careful 
that the approach adopted for valuation purposes 
results in a true fair market value for the business 
interest. Some business owners feel confident that 
they know the value of their business. Others are 
more realistic and realize that when done properly, 
this is a complicated and challenging endeavor, and 
turn to the services of a CPA, a business valuation 
expert or a certified business appraiser to perform this 
difficult work. Individuals who specialize in such work 
frequently are members of the American Institute of 
Certified Public Accountants and are Accredited in 
Business Valuation (ABV). They may also be associated 

with and accredited by the American 
Society of Appraisers. Both of these 

organizations maintain websites 
where you can search for an 

accredited member  
in your community.

When selecting 
a professional 
appraiser, while 
fees are important, 
they shouldn’t 
be the primary 
consideration  
in your choice  
of an appraiser.

Facts such as experience, training, background, longevity, 
independence, and reputation are also very important. 
Some questions that you might want to ask include:

 ď Do you perform business appraisals on a full time basis?
 ď Are you a member of the Business Valuation division 
of the American Society of Appraisers or have 
you been accredited in Business Valuation by the 
American Institute of Certified Public Accountants?

 ď Will you provide a list of references?
 ď Have you testified and had your conclusions upheld 
in court?

 ď How many valuations have you/your company 
performed? In how many industries?

 ď Have you performed valuations for any governmental 
agencies (IRS or DOL)?

If you elect not to use the services of a professional, 
you may want to review the information available on the 
IRS website relating to their Audit Techniques Guides 
for examiners for specific types of businesses. These 
guides are available to the public and are intended to 
train IRS examiners regarding business valuation issues, 
including issues unique to certain types of industries, 
business practices, industry terminology and other 
information that examiners will use when performing an 
IRS examination of a business valuation. You can find 
that information at www.irs.gov/businesses/small.



133222  09/01/2014

Voya.com

These materials are not intended to and cannot be used to avoid tax penalties and they were prepared to support the promotion or marketing of the matters addressed in this 
document. Each taxpayer should seek advice from an independent tax advisor.
The Voya Life Companies and their agents and representatives do not give tax or legal advice. This information is general in nature and not comprehensive, the applicable laws may 
change and the strategies suggested may not be suitable for everyone. Clients should seek advice from their tax and legal advisors regarding their individual situation.

Life insurance products are issued by ReliaStar Life Insurance Company (Minneapolis, MN), ReliaStar Life Insurance Company of New York (Woodbury, NY) and Security Life of Denver 
Insurance Company (Denver, CO). Within the state of New York, only ReliaStar Life Insurance Company of New York is admitted and its products issued. All are members of the Voya™ 
family of companies. 
For agent use only. Not for public distribution.  ©2014 Voya Services Company. All rights reserved.  CN1126-14056-1216 

A Properly Substantiated Business Valuation is Critical 
Buy-sell agreements typically call for the parties to agree on value or a mechanism by which value will be 
determined when the provisions of the agreement are triggered. Here are some key points to keep in mind:

 ď Agreements that are silent regarding valuation are not really agreements.
 ď Agreements that don’t establish a clear process for setting a business’ value will be  
difficult to implement.

 ď The process can be streamlined and uncertainties removed if the parties specifically  
agree, in advance, on the mechanism by which value will be determined and the  
qualifications/identification of a mutually acceptable professional appraiser.

 ď When related parties are involved, an independent appraiser is essential to establish  
the valuation formula or value. 

Remember, the principle that underlies the valuation of a closely held business is the same principle that 
underlies the valuation of any investment: Businesses are valuable not because of what they have done but 
because of what they are capable of doing. The future expectation of the business’ rate of return determines 
its real fair market value. This is an area where the value of professional advice may far outweigh its cost, 
especially when family members are defending the value of a business interest buy-out against a challenge  
by the Internal Revenue Service.

Want to Hear More?
For top-notch sales support from leading industry professionals dedicated  
to helping you grow your life business, call 866-464-7355.

Log in to Voya™ for Professionals at voyaprofessionals.com.






