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Adequate Disclosure of Gifts and
Charitable Contributions forTax Valuations
Make the right disclosure to trigger the three-year statute of limitations

by David L. Palmer, ASA, CVA, CPA/ABV and
Joseph D. Brophy, MBA, CPA, CVA

If you have clients who have
made taxable gifts and are con-
cerned whether the statute is run-
ning, consider filing an amended
return under Rev. Proc. 2000-34. Let
your clients, prospects, and referral
sources know you can help with such
amended filings before it is too late,
and do the work to start the clock.

Disclosing Lifetime Gifts
Lifetime gifts must be ade-

quately disclosed on gift tax returns
to preclude the IRS from adjusting
the value of gifts for either gift tax
or estate tax purposes. Similar dis-
closure rules apply to other transac-
tions (for example, the sale of stock
in the family business to a child) in
order to bar the IRS from treating
the transaction as a gift. The appli-
cable IRC section is 6501(c)(9),
which applies to all gifts made for
years ended after August 6, 1997,
which is summarized below. The
Regulations under that section
apply to gift returns filed after
December 3, 1999. 

The basic rule is that a gift is
adequately disclosed if it is reported
in a manner adequate to apprise the

In this article we review the
requirements for “adequate dis-
closure” to start the three-year

statute of limitations for valuations
for gifts of equity interests. We also
discuss the requirements for valua-
tions for income tax deductions for
charitable contributions of such
interests (see Reg. 301.6501(c)-1,
IRC Sec. 6501(c)(9), and IRC 170).
By following the guidance outlined
in the Regulations, your clients start
the clock running for changes by
IRS and help you to avoid a mal-
practice claim—because if that clock
is not started, the IRS is allowed a
much longer period than three years
in which to make changes.

IRC Section 6501(c)(9) places a
time limit of three years on the
“finally determined” value of gifts
as long as adequate disclosure rules
are satisfied. However, if the IRS
challenges the valuation during the
limitation period, the taxpayer’s
opportunity to contest it also ends
with the limitation period. Thus it
is important to be aware of the lim-
itation period and to act if there is
an indication that the IRS may
challenge your appraisal.

IRS of the nature of the gift and the
basis for the value reported. 

Adequate disclosure is assured
if the gift tax return contains all of
the required information listed in
the Regulations. 

To satisfy the Regulation, you
must provide the following required
information in the gift tax return or in
a statement attached to the return:
■ A description of the “transferred

property” given by the donor to
the donee

■ A description of any considera-
tion received by the donor (for
example, if a parent sells a par-
cel of real estate to a child for its
cost basis rather than its fair
market value)

■ The identities of the donor and
the donee

■ The relationship between the
donor and the donee

■ If the gift is in trust, the trust’s
tax identification number and a
copy of the trust agreement (or
brief description of the terms of
the trust) 

■ A qualified appraisal or detailed
description of the method used
to determine the fair market
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and must not be the donor, the
donee, a member of the family
of either, or an employee of any
of such persons

■ A description of the property
and the date of the gift

■ A description of the appraisal
process employed

■ A description of the assump-
tions, conditions, etc. that affect
the analyses, opinions, and con-
clusions

■ The information considered
(and if a business is involved,
all financial data used suffi-
ciently detailed so another can
replicate the process)

■ The appraisal procedures fol-
lowed and the reasoning sup-
porting the analyses, opinions,
and conclusions

■ The valuation method used, the
rationale for the valuation
method, and the procedure for
determining the fair market
value of the property

■ The specific basis for the valua-
tion, such as comparable sales,
asset-based approaches, and
merger-acquisition transac-
tions, etc. 

To satisfy valuation require-
ment by the alternative detailed
description method (Reg. 301.6501-
1(f)(2)), in which a detailed descrip-
tion of the valuation method is pro-
vided instead of using an appraisal,
the gift tax return must contain an
attachment that contains the fol-
lowing information:
■ A detailed description of the

method used to determine the
fair market value of the property

■ The financial data (for example,
balance sheets) used

■ Any restrictions on the trans-
ferred property that were con-
sidered in determining the fair

market value of the property
■ A description of any discounts

claimed in determining the fair
market value of the property

■ If the ownership interest being
transferred is actively traded, the
established exchange (can be a
foreign recognized exchange), the
CUSIP number, and the mean
between the high and low selling
prices on the valuation date

■ If not actively traded, a descrip-
tion of any discount claimed;
and if value is based on the enti-
ty’s assets, a statement regard-
ing the fair market value of 100
percent of the entity

■ A statement describing any
position taken that is contrary
to any proposed, temporary or
final Treasury Regulations or
revenue rulings published at
the time of the transfer

If the entity being valued owns
an interest in another non-actively
traded entity, all information
regarding each such other entity
must also be provided if that infor-
mation is relevant and material in
determining the value of the inter-
est in that other entity. You must
provide a description of any dis-
count claimed in valuing the inter-
ests in the entity or any assets
owned by such entity. In addition, if
the value of the entity or of the
interests in the entity is properly
determined based on the net value
of the assets held by the entity, you
must provide a statement regarding
the fair market value of 100 percent
of the entity (determined without
regard to any discounts in valuing
the entity or any assets owned by
the entity), the pro rata portion of
the entity subject to the transfer,
and the fair market value of the
transferred interest as reported on
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value of the property given to
the donee

■ Any position taken that is con-
trary to any proposed, temporary,
or final Treasury Regulations or
revenue rulings published at the
time of the gift

Qualified Appraisal
To satisfy the valuation require-

ment by using a qualified appraisal,
the appraisal must contain:
■ The appraiser’s qualifications to

appraise the type of property
involved, the date on which the
property was appraised, and the
purpose of the appraisal. The
appraiser must hold himself out
to the public or perform
appraisals on a regular basis
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familiar with that type of
property to ascertain that the
appraised property is indeed
the contributed property

• In the case of tangible proper-
ty, the physical condition of
the property

• The date (or expected date) of
contribution

• The terms of any agreement or
understanding by or on behalf
of the donor or donee that
relates to the use, sale, or other
disposition of the property

• The name, address, and tax-
payer identification number of
the qualified appraiser and the
name, address, and taxpayer
ID number of the appraiser’s
employer or person (other than
the donor) who engaged the
qualified appraiser

• The qualifications of the quali-
fied appraiser, including back-
ground, experience, education,
and membership (if any) in
professional associations

• A statement that the apprais-
al was prepared for income
tax purposes

• The date(s) on which the prop-
erty was appraised

• The appraised fair market
value of the property on the
date (or expected date) of con-
tribution

• The method of valuation used
to determine the fair market
value, such as the income
approach, the market-data
approach, or the replacement-
cost-less-depreciation approach

• The specific basis for the valu-
ation, such as specific compa-
rable sales or transactions,
sales of similar interests, asset-
based approaches, merger-
acquisition transactions, etc; or
statistical sampling, including

the return. If 100 percent of the
value of the entity is not disclosed,
the taxpayer bears the burden of
demonstrating that the fair market
value of the entity is properly deter-
mined by a method other than a
method based on the net value of
the assets held by the entity. 

Charitable Contributions
If an individual donor makes a

charitable contribution of property
valued at $5,000 or more (other
than money or publicly traded secu-
rities), the donor must obtain a
“qualified appraisal” from a “quali-
fied appraiser” (per IRC Section
170(f)(11)). In the case of non-pub-
licly traded stock, the threshold
value for the appraisal requirement
is $10,000. No income tax deduction
is allowed for the charitable contri-
bution unless these qualified
appraisal rules are met.

A qualified appraisal is an
appraisal document that:
■ Relates to an appraisal that is

made not earlier than 60 days
before the date of contribution
nor later than the due date
(including extensions) of the
income tax return on which the
charitable deduction is first
claimed or, in the case of a deduc-
tion first claimed on an amended
return, the date on which the
amended return is filed

■ Is prepared, signed, and dated
by a qualified appraiser

■ Does not involve a prohibited
fee arrangement (the appraisal
fee cannot be based on a per-
centage of the value of the prop-
erty); and 

■ Includes the following informa-
tion: 
• A description of the property

in sufficient detail for a per-
son who is not generally

a justification for using sam-
pling and an explanation of the
sampling procedure employed

The donor must keep the quali-
fied appraisal with his or her records
to substantiate the deduction for as
long as it may be relevant in the
administration of any Internal
Revenue law. Unless the appraised
item is artwork valued at $20,000 or
more, the qualified appraisal need
not be submitted with the donor’s
income tax return unless the total
contribution exceeds $500,000, in
which case it must be attached. (IRC
170(f)(11)(D)).

The donor must attach a fully
completed appraisal summary to
the donor’s income tax return for
the year in which the charitable
deduction is claimed. The appraiser
who prepared the qualified apprais-
al must sign and date the appraisal
summary set forth on IRS Form
8283. In addition, the donee must
sign and date the Form 8283. (Form
8283 and its instructions, as well as
IRS publications relating to charita-
ble contributions, are available
from the IRS web site forms page.)

Qualified Appraiser
A qualified appraiser is an indi-

vidual who meets the following
requirements and declares the
same on the appraisal summary:
■ The individual holds himself

out to the public as an apprais-
er or performs appraisals on a
regular basis

■ The appraiser is qualified to
make appraisals of the type of
property being valued

The appraiser is not: (a) the
donor or the taxpayer who is claim-
ing the deduction, (b) a party to the
transaction in which the donor
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In addition, the donor must
have no knowledge of facts that
would cause a reasonable person to
expect the appraiser to falsely over-
state the value of the property.

The above is not intended as an
exhaustive tax treatise, but just a
reminder that there are times when
appraisals are required for tax fil-

acquired the property unless the
gift is being made within two
months of the acquisition date, (c)
the donee of the property, (d) a per-
son employed by or related to any of
the foregoing persons, (e) a person
related to or married to a person
related to any of the foregoing per-
sons, or (f) an appraiser who is reg-
ularly used by any of the foregoing
persons and who does not perform
the majority of his appraisal work
in the year of gift for other persons. 

The appraiser understands that
an intentionally false or fraudulent
overstatement of the value of the
property may subject him to civil
penalties under IRC section 6701
for aiding and abetting an under-
statement of tax liability, and may
cause his appraisals to be uniformly
disregarded. 

ings, along with a few of the basic
requirements necessary to help
your client file correctly. 

For his help in preparing this
article, the authors thank attorney
W. Birch Douglass, III, with the law
firm of McGuire Woods LLP. VE

NACVA and the Center for Economic and
Industry Research (CEIR) can give you
access to a selection of supplementary
sources to support your analysis. The follow-
ing sampling can be obtained in greater
detail by contacting us at nacva1@nacva.com
and ceiranalyst1@C-E-I-R.com, respectively.

Books:
Comprehensive Guide for the Valuation of

Family Limited Partnerships (Bruce
Johnson and Spencer Jefferies)

The CPA as an Expert Witness—An
Attorney’s Guide (Stephen Zamucen)

IRS sources:
The most recent comprehensive U.S.

Treasury Circular 230 is available on the IRS
web site www.irs.gov (dated December 2004)

Also see a May 19, 2005, update concern-
ing representation before the IRS. 

The Center for Economic and Industry
Research has additional perspectives on
presentation before the IRS, from a wider
array of sources. ceiranalyst1@c-e-i-r.com
or 801-401-3099.

See NACVA Business Valuation
Professional Standards at www.nacva.com

Additional Resources

G R O U P S A V I N G S P L U S ®

How will you spend your savings?
If you’re not a member of our Group Savings Plus program, then you’re not
taking advantage of the group buying power of the National Association
of Certified Valuation Analysts. So you could be paying
too much for auto insurance. $327.96 too much!*

Just think what you could do with that extra money. 

With Group Savings Plus, NACVA members will enjoy:
�A group discount of up to 10% off our already 

competitive rates on auto and home insurance**

�Additional savings based on your age, level of education and more**

�Convenient payment options
�Rates guaranteed for 12 months, not six
�24-Hour claims service and Emergency Roadside Assistance†

Call now and see just how much you can save. Then start spending your
money on something a bit more exciting than auto insurance!

For a free, no-obligation rate quote, 
please call 1.800.524.9400.

Liberty Mutual has paid all costs associated with this mailing.

*Figure based on a March 2005 sample of auto policyholder savings when comparing their former premium with those of Liberty Mutual's group auto and home program.  Individual premiums and savings will vary. **Discounts,
credits and program features are available where state laws and regulations allow and may vary by state. Certain discounts apply to specific coverages only. To the extent permitted by law, applicants are individually under-
written; not all applicants may qualify.  †Service applies to auto policyholders and is provided by Cross Country Motor Club of Boston, Inc., Boston, MA or through Cross Country Motor Club of California, Inc., Boston, MA.

Coverage provided and underwritten by Liberty Mutual Insurance Company and its affiliates, 175 Berkeley Street, Boston, MA. © 2005 Liberty Mutual Insurance Company. All Rights Reserved.
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