
Both public and private companies are
expected to comply with regulations. This
has resulted in a need for an increasing
array of accurate and supportable
valuations for a company's various classes
of preferred and common equity. To
comply fully with these requirements,
public and private companies must
address a number of separate but related
rules, including:
• IRC Section – 409A
• FASB SFAS-123R
• AICPA Practice Aid for Equity

Securities
• And more …

Coordination is critical
IRC Section 409A is the latest addition to
a number of recently issued requirements.
Each regulatory body has its particular
requirements:
• The IRS will look to 409A to assess the

tax treatment of deferred compensation
plans and the issuance of discounted
stock-based incentives;

• Auditors will look to SFAS-123R to
assess the accounting treatment of
compensation expenses; and

• The SEC will review the history of
stock grants. “Cheap stock” may affect
retrospective compensation expense
for an IPO or sale.

The analysis and valuation of each
element of a company's capital structure,
including its common shares, should be
robust and comprehensive to address
these needs.

Rules of thumb don’t work
Your common stock is most likely not
worth:
• 1/10th of the last preferred round
• What is left after preferred’s

liquidation preference
• The IPO price the investment bankers

may promise
• A price arbitrarily selected by the

Board

IRC 409A/SFAS-123R

Do you have share-based compensation
compliance issues? Grant Thornton’s
Valuation Services can help you comply.
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As equity valuation issues have become
more complex, former rules of thumb are
now unacceptable to auditors and investors.
Pricing common stock, particularly within
a complex capital structure, requires
analytical rigor and depth. It places
greater responsibility on the Board and
management to exercise due diligence.
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The tools are available but complex
The valuation of illiquid, minority, common
stock interests in a company with a multi-
layer capital structure can be accomplished
several ways:
• Using option pricing models for several

scenarios
• Analysis of the Probability Weighted

Expected Returns
• Other contingent claims analyses

These are complex analytical approaches
that can be difficult to apply, document,
and explain to the uninitiated.

Grant Thornton can help
Grant Thornton’s valuation team regularly
performs tax, financial reporting and other
valuation services for public and private
firms. We are actively involved in the
standards process, with members of our
team contributing significantly to the
AICPA Practice Aid – Valuation of
Privately-Held-Company Equity Securities
Issue as Compensation.

We are very familiar with the multitude
of valuation requirements and approaches
and can provide the assistance necessary to
increase the benefits of an equity
compensation analysis.
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Tax Professional Standards Statement
This document supports Grant Thornton
LLP’s marketing of professional services,
and is not written tax advice directed at
the particular facts and circumstances of
any person. If you are interested in the
subject of this document we encourage
you to contact us or an independent tax
advisor to discuss the potential application
to your particular situation. Nothing
herein shall be construed as imposing a
limitation on any person from disclosing
the tax treatment or tax structure of any
matter addressed herein. To the extent this
document may be considered to contain
written tax advice, any written advice
contained in, forwarded with, or attached
to this document is not intended by Grant
Thornton to be used, and cannot be used,
by any person for the purpose of avoiding
penalties that may be imposed under the
Internal Revenue Code.
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