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We’re not all in the same boat, 
 but we are all in the same storm. 

Perspective 



PRELIMINARY 
THOUGHTS AND 
OVERVIEW 



Preliminary Thoughts 

 

 

 

 

 

• The ramifications of this virus for businesses in general – and small 

businesses in particular – are impossible to state with any confidence 

 

• All business valuations require the use of estimates and judgement 
• The direct and indirect impacts of the pandemic will likely place heightened 

emphasis on estimates and judgements for most valuations 

 

• Because valuators cannot look to the past, they will need to look  

to the future 

 

• Future expected earnings is the first and foremost factor that drives 

business value 

 



Preliminary Thoughts (continued) 

 

 

 

 

 

 

When assessing COVID-19’s impact on your business, we need to pay 

attention to two concepts which both contribute to a company’s value: 

 

1. Macroeconomic considerations are outside of our control 

• How has the economy as a whole and the industry you 

operate in been impacted? 

 

2. Business-specific considerations 

• In what ways was my business impacted specifically? 

• What are some potential strategies for mitigating risk? 



Why Do You Need a Valuation? 

 

 

 

 

 

• Buying or selling your business 
• Many buyers are taking a wait and see approach 

• Will need to construct detailed financial forecasts 

• Uncertainty lowers valuation multiples 

 

• Financial reporting 
• Some businesses may experience impairment to goodwill or intangibles 

based on triggering events related to COVID-19 

 

• Estate planning opportunities 
• Opportunity to gift at lower values 

• Reduce tax liability by gifting during time of lower valuations 



MACRO 
CONSIDERATIONS 
TO VALUATIONS 



Overview of Macro Environment 

 

 

 

 

 

• Before the pandemic, most economic indicators were strong and the general 

expectation is that a recovery will occur after the COVID-19 contraction. 

 

• Risk and uncertainty affect future growth expectations and have an impact on 

the multiple paid and the value of the business at that point in time. 
• While uncertainty in the future could drive down multiples for private company 

valuations, multiples should stabilize as the economic recovery occurs. 

 

• Even though the value of a private company does not fluctuate with the same 

volatility as public markets, they do fluctuate alongside business profits, 

business risks, financing markets and overall supply and demand.  
 



Businesses Impacted Differently Based on Industry 
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Business Valuation and Value Impairment 

Little or No Impact 

From COVID-19 
Impacted by COVID-19 

Businesses that are liquid with adequate 

working capital 

Relatively good position in the market 

No plan to disrupt infrastructure 

No plan to disrupt infrastructure 
Businesses that essentially closed 

their doors 

LESS IMPACT MORE IMPACT 

Many employees eliminated; major 

disruption 

Enough working capital to survive for 

a short period of time 

Recovery is uncertain 

Eventually shut down or restructured 

business 

Eventually shut down or restructured 

business model 

Ability to predict a return to normal after 

COVID-19 with some ramp-up time 

Ability to predict a return to normal after 

COVID-19 with little ramp-up time 

• Value impairment would be  

non-material 

• May be some additional market risk 

• Value impairment depends on cash flow with focus on cash shortfall 

• Forward looking projections considered when possible 

• Focus on how long it takes to bring company back to normalcy 



BUSINESS-SPECIFIC 
CONSIDERATIONS 
TO VALUATIONS 



The COVID-19 Questions We Are Asking 

 

 

 

 

 

• Are they temporarily shut down, do they have limited hours, 
etc.? Is this regional, statewide, etc? 

What is the current status of  
the business? 

• If so, what is the process or cost to rehire, train, etc. or will 
replacements be hired? 

Have they laid off employees, 
especially key employees? 

• When they do reopen, can they get product to sell? Are 
their customers still in business? 

Have there been any loss of 
customers or disruption in the 
production or supply chain? 

• How is this estimated or quantified? 
What will the ramp up time be  

to get back to normal? 

• What are the requirements going forward? 

• Did the company apply/receive funds from the government? 

What are normal working 
capital requirements on a 

monthly basis? 

• Does this projection take into consideration ramp up time, 
hiring/training/reopening? 

Has the business put together a 
12-month projection that 

considers COVID-19? 



Fair Market Value Valuation 

 

 

 

 

 

• Investors do not like uncertainty… 

Investors and valuators 
alike put a premium on 

stability and predictability  
of cash flows 



Valuation Mechanics: Impact of COVID-19 Uncertainty 

 

 

 

 

 

• Value is a function of normalized future income 
• Adjustments will likely be required to normalize profitability 

• Extraordinary income 

• Sustainability of business lines / future cash flow expectations 

 

• The required rate of return applicable to most business valuations is either the 

Weighted Average Cost of Capital (DCF) or Capitalization Rate (Capitalization of 

Earnings Method) 
• Given the current market turmoil, market inputs can yield materially different values  

over time 
• Cost of debt is really low 

• Company risk premium may be higher than usual 

 

• Valuators must assess: 
• Actual vs. perceived risk and required investment return? 

• Is the past really reflective of the future? 

 



• For valuation purposes, the key date 
is February 24, 2020 

• What is the significance of this date? 

• Trump asks Congress for $1.25 billion 
for response to coronavirus 

• U.S. has 35 cases, no deaths 

• DJIA drops 1,000 points; worst in  
two years 

• Fears virus will weaken economy 

 

 

 

Valuation Mechanics: Impact of COVID-19 Uncertainty 

Source: Financial Valuation and Litigation Expert, vol. 85 



OUR TAKEAWAYS 



 

 

 

 

 

Our Takeaways 

• The value of many businesses will be negatively affected by the COVID-19 

crisis but this will be a continuum 
• At one end of the spectrum the decline in value could be minor and temporary;  

at the other end, the decline in value could be major and permanent 
 

• Where your business falls along that spectrum will depend on ongoing 

assessment of a host of factors including: 
• Sustainability of revenue stream 

• Viability of the business model 

• Uninterrupted supply chain 
 

• Business owners may be monitoring the changing value of their interests  

in relation to their overall net worth 
 

• While it may not be the best time to sell your business, it may  

be a good time for gifting shares! 

 



Recommended Next Steps 

 

 

 

 

 

• Remain cautiously optimistic 
 

• Get clear on your overall goals 
• Have a thorough understanding of personal and business  

long-term goals, objectives, mission and vision 
 

• Clean up your financial practices 
• Think carefully before continuing to treat your business like  

a piggy bank – do you have a good understanding of the  

company’s actual expenses 

• Forecasting will become more important than ever 
  

• Identify risk factors 
• Assess internal availability of resources 

• De-risk plan 

 

Your best ideas will 

derive from staying 

calm and assessing 

the needs of the 

marketplace and your 

supply chain, not 

through total isolation. 



WEALTH TRANSFER 
OPPORTUNITIES 



 

 

 

 

 

Wealth Transfer Opportunities 

In addition to a favorable valuation environment, two other factors also 

work to make this an ideal time to consider transitioning business interests 

to future generations: 

 

 1.  High estate tax exemptions 

 2.  Low interest rates 

 

The combination of these factors greatly enhance many tried and true 

wealth strategies.   



High Estate Tax Exemptions 

 

 

 

 

 

2000 2017 2020 2026 

Single $675,000 $5,490,000 $11,580,000 $5,490,000 

Married $1,350,000 $10,980,000 $23,160,000 $10,980,000 

• Estate tax exemptions are at all-time highs 
• These high exemptions are NOT permanent 

• If Congress does nothing, exemptions will revert back to 2017 levels effective 

January 1, 2026 

 

• Further conspiring against the permanency of the high exemptions: 
• Outcome of the upcoming election 

• Need to raise revenue in light of the various stimulus packages 



Low Interest Rates 

 

 

 

 

 

AFR Rates1 

1990 2000 2010 2020 

Short term 8.82% 6.53% 0.74% 0.18% 

Mid term 9.10% 6.51% 2.70% 0.45% 

Long term 9.09% 6.39% 4.30% 1.17% 

7520 Rate1 

1990 2000 2010 2020 

11.0% 8.0% 3.2% 0.6% 

• Interest rates used in various wealth transfer strategies are at all-time lows. 
 

• These rates essentially act as “hurdle” rates for the success of many strategies. 
 

• Lower rates equal lower hurdles to overcome. 

 

1See Rev. Rul. 2020-14; Rev. Rev. 2010-18; Rev. Rul. 2000-32 and Rev. Rul. 90-52. 

 



Wealth Transfer Strategies 

1. Gift of unused exemption amount to a multi generational trust 
 

2. Sale of assets to a multi-generational trust 
 

3. Intra-family loans 
 

4. GRATs & CLATs 

 



Wealth Transfer Strategies 

Protect and 
Grow Assets 

Prepare Assets 
for Transfer to 

Recipients 

Prepare 
Recipients to 

Receive 

Financial Planning 

•Cash flow analysis 

•Budgeting 

•Retirement planning 

•Scenario planning 

•Cash management 

•Life insurance review 

Investment Planning 

•Asset allocation 

•Asset location 

•Risk policy 

•Investment selection 

•Performance 
measurement 

•Monitoring 

•Reporting 

Income Tax Planning  

•Personal income tax 

•Business income tax 

•Trust income tax 

Estate Planning 

•Wills and Revocable 
Trusts 

•Irrevocable Trusts 

•Asset protection 

•Family entities 

Business Planning 

•Business valuation 

•Business succession 

•Family Governance 

•Pre-sale planning 

•Acquisition/merger 
planning 

•Strategic planning 

•Retirement plan 
admin 

Philanthropic 
Planning 

•Individual 
philanthropy 

•Family philanthropy 

•Defining a mission 
and purpose 

•Tax efficient giving 

Legacy Planning 

•Defining shared 
family values, 
culture, and 
principles 

•Family history 

•Family education 

 

 

It is critical that any wealth transfer strategy be reviewed in the context of  
your overall plan.  

Never start with the solution. Always start with discovery. 



 

 

 

 

 

Gift of Unused Exemption Amount 

Least complicated strategy to implement but requires a lot of thought 

particularly with estates below $23 million. 

 

Some considerations: 
• How much can I gift without impacting my lifestyle? 

• What do I do if I am not subject to estate tax under today’s exemptions but could 

be if the exemptions are lowered? 

• What asset is the best to gift? (Key factors are growth potential and cost basis) 

• How can I gift business interests but still maintain control? 

• Who are the appropriate recipients of business interests?   

• How do I treat siblings who are in the business vs. those who are not in the 

business? (Equal vs. fair) 

• Should I gift outright or in trust? (Preference is to gift to a well-designed  

Multi-Generational Trust) 
 



Multi-Generational Trust: Key Features 

 

 

 

 

 

• Exempt from estate tax for as long as state law will allow the trust to remain in effect. 
 

• Spouse can be a beneficiary to provide a safety valve in the event assets are needed. 
 

• The trust can be designed as a “grantor trust” to shift its income tax liability to the 

grantor thereby allowing the trust assets to grow income tax free while reducing the 

grantor’s estate by the amount of the income tax liability.  
 

• The trust will provide asset protection benefits to the beneficiary in the event of 

bankruptcy, divorce or litigation.  
• In addition, the trust can also provide a layer of protection from themselves.   

 

• The trust should contain provisions to allow the trust terms to be amended as 

circumstances change.  
• Common provisions for flexibility include but are not limited to powers of appointment, 

decanting powers, and naming a trust protector. 
 

• The trust should typically provide only for discretionary distributions  

to beneficiaries. 
 



Sale of Assets to a Multi-Generational Trust 

 

 

 

 

 

Seller MG Trust
Sells non-voting shares 

to the trust @ FMV

Gives back a promissory note for 
the purchase amount

• This type of transaction is typically used where the value of a business exceeds the estate 

exemption amounts.   
 

• A sale transaction only serves to remove the growth in the asset sold from your estate.  

You still hold a promissory note as an asset.     
 

• The value of the promissory note is “frozen” in your estate and receives interest in the amount 

of applicable federal rate (AFR) noted previously. 
 

• The transaction is generally a non-recognition event for income tax purposes except for  

PA residents who will in most cases recognize state level capital gains at 3.07%. 
 



Intra-Family Loans 

 

 

 

 

 

• An intra-family loan can be an effective tool where a gift is not desired or  

is not an option.   
 

• Cash can be loaned by a parent to a child or grandchild to purchase a 

house, start a business or any other significant life event.  
 

• Further, cash can be loaned to a child or grandchild to purchase an asset 

with high growth potential effectively shifting that growth down a generation. 
 

• The amount of interest that must be charged on the loan must be at least the 

current AFR or higher.  
• Currently, those rates are much lower than commercially available rates from a bank. 

 

• In addition to creating new loans, now is also a good time to refinance 

existing intra-family loans to lower rates. 
 



GRATs and CLATs 

 

 

 

 

 

• A Grantor Retained Annuity Trust (GRAT) is a special type of trust that 

effectively transfers the growth of an asset to the next generation free of  

estate and gift tax.  
• With a GRAT transaction, the grantor contributes an asset to the GRAT and in return 

receives an annuity from the GRAT for a period of years plus interest at the 7520 Rate 

discussed earlier.  
• If the asset contributed to the GRAT grows at a rate greater than the 7520 Rate, all of the  

growth will be shifted to the next generation free of estate and gift tax. 

 

• There are many variations of GRATs allowing the strategy to be tailored to best fit your 

specific situation.   
 

• A Charitable Lead Annuity Trust (CLAT) is similar to a GRAT except that 

instead of paying the annuity to the grantor, the annuity is paid to a  

charity thereby allowing for a charitable deduction. 
 



FOCUSED. 

ON YOU. 
Questions? Contact today’s presenters:  

• pbarrett@RKLcpa.com  

• wonorato@RKLwealth.com 

 

Visit RKL’s Business Recovery Resource Center 

for more updates and guidance. 

 

Subscribe to our weekly webinar invitations and 

e-newsletter. 

  

THANK YOU FOR 
PARTICIPATING 
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