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Valuations for Divorce

Many business operator spouses make the claim that without them the business could not
exist. In a few rare cases, this is probably accurate. However, in most businesses, a cooperative
business operator could be replaced without damaging the business. Obviously, if the business
interest were sold and the business operating spouse retired, someone would take his or her
place. In valuing the business, the appraiser must consider the reasonable compensation of what
would need to be paid to an operator as an ordinary expense of the business in determining its
value.

In addition to using the fair market value standard of value, most small to medium sized
closely held businesses valued for a divorce are valued as a “going concern.” We sometimes get
challenged by the operator spouse by an auction house appraisal of the business’ fixed assets.
Again, the standard of value used must be considered. Most auction house equipment appraisals
use some type of liquidation standard of value. There is a big difference between the value of
equipment in place, in use in a profitable operating business, and the value of the same
equipment “as if” sold at auction one piece at a time.

While it is understandable that the business operating spouse wants to pay his or her soon
to be ex-spouse as little as possible, under the fair market value standard of value, the business
interest must be valued the same way it would be valued as if it were being sold to facilitate the
operating spouse’s retirement. We have found a huge difference between what the operating
spouse feels the business is worth when getting divorced versus what it is worth when being
sold.

The appraiser in a divorce engagement must be independent and derive a value using the
appropriate standard of value without regard to the difficulties associated with funding a divorce
settlement. How the marital assets are divided is not the concern of the business or real estate
appraiser. That job belongs to the attorneys and CPA advisors and their clients.

Paul R. Hyde, EA, MCBA, BVAL, ASA, MAI is the President of Hyde Valuations, Inc.,
a business and real estate appraisal firm with offices in both Boise and Parma, Idaho.
His firm is also a member of the National Business Valuation Group network.
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