The Importance of Official Valuations in Tax, Legal, and Financial Matters:
An official valuation report from a qualified appraiser is required by the Internal Revenue Service (IRS) in certain situations, such as donations of property, estate tax returns, gift tax returns, and certain transactions between related parties. The appraiser must be someone who has earned a recognized appraisal designation from a professional appraiser organization or who has met certain minimum education and experience requirements. The appraiser must also follow certain appraisal standards and must sign a declaration on the appraisal stating that the information in the appraisal is true and correct.
Donations of property are one of the situations where an official valuation report from a qualified appraiser is required by the IRS. If an individual donates property to a charitable organization and claims a charitable deduction of more than $5,000, they must obtain a qualified appraisal of the property and attach it to their tax return. This requirement exists to ensure that the donated property's value is accurately reflected in the tax return and to prevent individuals from claiming a higher deduction than the property's actual value.
Similarly, estate tax returns require an appraisal of the value of the property in the estate if the value of the estate exceeds the exemption amount, which is $12.92  million in 2023. The purpose of requiring an official valuation report in estate tax returns is to determine the estate tax owed and to prevent undervaluation of the estate's assets, which would result in a lower estate tax liability.
Gift tax returns also require an appraisal if the value of the gift exceeds the annual exclusion amount, which is $17,000 in 2023. This requirement exists to ensure that the value of the gift is accurately reflected in the gift tax return and to prevent individuals from claiming a higher deduction than the gift's actual value.
Certain transactions between related parties may also require an appraisal if the transaction involves the transfer of property with a value of more than $250,000. The purpose of requiring an official valuation report in these situations is to prevent individuals from undervaluing the property and avoiding taxes or other obligations.
It is important to note that the IRS does not always require a qualified appraisal or valuation report in every situation. For example, if the fair market value of the property being donated is $5,000 or less, an appraisal is not required. However, the individual still needs to have some evidence of the property's value, such as a thrift store receipt or a dealer's price list. Additionally, if an individual donates publicly traded securities, such as stocks or bonds, an appraisal is not required. However, they still need to determine the fair market value of the securities on the date of the donation. If an individual makes a cash donation, an appraisal is not required, but they should keep a record of the donation, such as a bank record or a receipt from the charity.
In some cases, the IRS may not require an official valuation report for certain types of donations if certain conditions are met. For example, if a partial interest in a closely held business is being donated and the interest being donated is less than 10% of the business, the fair market value of the interest being donated, when added to the fair market value of any similar interests donated during the year, is $10,000 or less, the total value of the business is $250,000 or less, and the business has not had an independent appraisal in the previous 12 months, a statement of value may be used instead of an official valuation report to support the claimed value of the donated interest.
While the need for official valuations in various tax-related situations is clear, official valuations may also be necessary for other legal and financial purposes. For example, in estate and gift tax planning, the value of an asset must be determined for tax purposes.
In divorce proceedings, a valuation may be necessary to determine the value of marital property and divide it equitably between the parties. During mergers and acquisitions, the value of the company being acquired or merged with must be established to determine a fair price for the transaction. Shareholder disputes may also require a valuation to resolve disagreements about the value of a company. Additionally, companies may be required to conduct valuations for financial reporting purposes, such as to determine the value of intangible assets or goodwill or to comply with accounting standards. During bankruptcy proceedings, a valuation may be necessary to establish the value of the company's assets and to determine how to distribute the proceeds from the sale of those assets. In cases of litigation and dispute resolution, valuations may be required to support claims or challenge the claims of the parties involved.
Valuations are also becoming increasingly important in the context of digital assets and cryptocurrencies. In a recent memo from the IRS, it was discussed that if a taxpayer claims a charitable contribution deduction of more than $5,000 for donated cryptocurrency, they must obtain a qualified appraisal to qualify for a deduction. The memo also stated that the reasonable cause exception will not excuse noncompliance with the qualified appraisal requirement if a taxpayer determines the value of the donated cryptocurrency based on the value reported by a cryptocurrency exchange on which the cryptocurrency is traded.
The need for official valuations is not limited to tax and legal purposes. Valuations are also used in finance and investment contexts. For example, companies may need to conduct valuations to determine the fair value of their assets for financial reporting purposes, to determine the value of a potential acquisition, or to determine the value of a new investment. Investors may also need to conduct valuations to assess the potential return on investment for a particular asset or company. Valuations can help investors make informed decisions about buying, selling, or investing in a company or asset and can provide greater confidence in the value of their investments.
Valuations are typically conducted by accredited valuers or appraisers who have expertise in the specific type of asset or investment being valued. For example, a real estate appraiser may be hired to value a piece of real estate, while a business valuer may be hired to value a company. The process of conducting a valuation typically involves gathering data about the asset or investment, analyzing the data, and applying relevant valuation techniques to arrive at a fair value.
Valuation techniques vary depending on the asset or investment being valued. For example, a real estate appraiser may use the sales comparison approach, the cost approach, or the income approach to value a piece of real estate. The sales comparison approach involves comparing the property being appraised to similar properties that have recently sold. The cost approach involves estimating the cost of replacing the property being appraised, less any depreciation. The income approach involves estimating the future income that the property is expected to generate and discounting it back to its present value. Business valuers may use similar techniques, such as the income approach or the market approach, to value a company.
In conclusion, official valuations are necessary in various tax-related situations to ensure accurate reporting of the value of assets and to prevent undervaluation of assets to avoid taxes or other obligations. Valuations are also necessary for other legal and financial purposes, such as estate and gift tax planning, divorce proceedings, mergers and acquisitions, shareholder disputes, financial reporting, bankruptcy proceedings, and litigation and dispute resolution. Valuations are typically conducted by accredited valuers or appraisers using relevant valuation techniques specific to the asset or investment being valued. The need for official valuations is becoming increasingly important in the context of digital assets and cryptocurrencies, and compliance with official valuation requirements is necessary to qualify for certain deductions and to avoid penalties.

