
In August 2016, the Treasury Department issued proposed regulations contained under Internal     
Revenue Code §2704 (the “Proposed Regulations” REG-163113-02). The valuation world immediately 
felt the potential shockwaves. 

From the IRS’s perspective, the goal of the Proposed Regulations is to prevent taxpayers from lowering 
the estate and gift tax value of transferred assets through the virtual elimination of typical valuation 
discounts, which are applied in fair market value related valuations. 

Depending on the specific facts and circumstances of your situation, these discounts can be 
substantial. To accomplish this goal, the Proposed Regulations would, among many things:

• Change what constitutes the control of a limited liability company or similar entity by attributing 
complete control to the “applicable family members and/or lineal descendants of the parents of the 
transferor or the transferor’s spouse.” This can cause a minority interest to be valued as if it were a 
controlling interest. 

• Describe a class of “disregarded restrictions” that are to be disregarded if they limit the ability of a 
holder to redeem or liquidate an interest at less than a “minimum value,” which essentially means the 
pro-rata share of the fair market value of an entities assets less liabilities with no discounts.

• Provide for an unreasonable “put right” to every interest holder. This right assumes every interest 
holder can receive the minimum value for their ownership interest (in cash or other property only) 
within 6 months of exercising the right. There is no evidence to support the assumption of these terms 
for all interest holders. 

Will the Proposed Regulations get passed? No one knows the answer, but with a motivated IRS and 
the Presidential Election fast approaching, no one can be sure what may happen. We encourage you 
and your estate planning professional to consider these potential changes and to contact us concerning 
the effect on valuation the Proposed Regulations may have if finalized. 
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Should you have any questions regarding the proposed regulations and their potential         
impact, contact T. Eric Blocher, CPA, ASA, CVA. 

Eric leads McKonly & Asbury’s Business Valuation practice and over the past nineteen years 
has assisted over 150 clients valuing ownership interests in closely held businesses for estate 
planning, litigations support, acquisitions, transaction, and other services. Eric can be 
reached at eblocher@macpas.com or (717) 972-5730.


