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would change hands between a
willing buyer and a willing sell-
er, neither being under any
compulsion to buy or sell and
both having a reasonable
knowledge of relevant facts”

(2) “the price which the property
would change hands between a
willing buyer and a willing sell-
er when the former is not under
any compulsion to buy and the
latter is not under any compul-
sion to sell, both parties having
reasonable knowledge of the
relevant facts.”

The term fair value is used when
the valuation of the minority inter-
est is being valued under California
Corporations Code 2000 whereas
the term fair market value is used
for the valuation under California
Corporations Code Section
17707.03c and Section 15908.02.

The reader is advised that the terms
are on buyouts and dissolution 

(generally on a control basis) under
California Corporations Codes.  The
terms and focus may be different
under different State codes.

The valuations are generally per-
formed under court jurisdiction.
The court shall appoint three disin-
terested appraisers to appraise the
fair market value or the fair value of
the minority interest (generally a
50% interest or less) depending on
which Code is being used.

California Corporations Code
15908.02 

(a) On application by a partner, a
court of competent jurisdiction
may order dissolution of a limit-
ed partnership if it is not reason-
ably practicable to carry on the
activities of the limited partner-
ship in conformity with the
partnership agreement.

(b) In any suit for judicial dissolu-

What is the stan-
dard of value in
the valuation of 
a minority inter-
est in a closely-
held California
C o r p o r a t i o n ;

Limited Liability Company and/or
Limited Partnership?  When is Fair
Value used as the standard of value
versus Fair Market Value (FMV)?
Let me start with the definition of
each:

Fair Value - The fair value shall be
determined on the basis of the liqui-
dation value but taking into account
the possibility, if any, of the sale of
the entire business as a going 
concern in a liquidation.

The term Fair Market Value is
defined under section 20.2031-1(b)
in the Code of Regulation of the
Internal Revenue Service and
Revenue Ruling 59-60 as follows:

(1) “the price at which the property
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tion, the other partners may
avoid the dissolution of the lim-
ited partnership by purchasing
for cash the partnership inter-
ests owned by the partners so
initiating the proceeding (the
“moving parties”) at their fair
market value.

California Corporations Code
17707.03

(3) “The court shall appoint three
disinterested appraisers to
appraise the fair market value
of the membership interests
owned by the moving parties,
and shall make an order refer-
ring the matter to the apprais-
ers so appointed for the
purpose of ascertaining that
value.  The award of the
appraisers or a majority of
them, when confirmed by the

court, shall be final and conclu-
sive upon all parties.”

California Corporations Code
Section 2000

(a) Subject to any contrary provision
in the articles, in any suit for the
involuntary dissolution, or in any
proceeding for voluntary disso-
lution initiated by the vote of
shareholders representing only
50 percent or more of the voting
power of the corporation or, if it
does not elect to purchase, the
holders of 50 percent or more of
the voting power of the corpora-
tion may avoid the dissolution of
the corporation and the appoint-
ment of any receiver by purchas-
ing for cash the shares owned by
the plaintiffs or by the sharehold-
ers so initiating the proceeding at
their fair value.

In summary, in California
Corporations Code under Section
2000, used mostly for corporations,
the standard is fair value with little
or no discounts for lack of control
(minority) or lack of marketability.
Under Section 15908.02 for
Partnerships and 17707.03 for
LLCs, the standard is fair market
value, where discounts for lack of
control and lack of marketability
are applicable and utilized. o

The standard varies by states.  New Jersey
and New York generally use Fair Value.  In
an article by Charles Vuotto Jr. Esq., of the
Law Firm Wilentz, Goldman and Spitzer,
PA, Mr. Vuotto states, “out of the 50
states, 34 states use fair market value
(“FMV”); four states use net value, a
derivative of FMV; one state uses intrin-
sic value; four states use multiple stan-
dards; and six states have no apparent
standard of valuation.  Based on the afore-
mentioned, 68% of the country uses FMV
as the standard of value.
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“Price is what you pay. Value is what you get.”
Warren Buffett
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