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Estate of Frank A. Branson v. Commissioner
T.C. Memo 199-231, July 13, 1999

Estate of Frank A. Branson v. Commissioner
113 T.C. No. 2, July 13, 1999

The  Tax  C our t  ha s  va lu ed  sha re s  o f  two  bank s  f r om a
November  9 ,  1991 ,  d ea th .   In  t h e  f i r s t  bank ,  d e c e -
d e n t  o w n e d  1 2 , 8 8 9  s h a r e s  ( 1 2 . 8 9 % )  v a l u e d  a t
$181 .50  by  p e t i t i on e r,  $300 .00  by  r e s ponden t ,  and
$276 .00  by  t h e  Cour t .   In  t h e  s e c ond  bank ,  d e c ed en t
owned  500  sha re s  (6 .25%)  va lu ed  a t  $485 .00  by  p e -
t i t i on e r,  $850 .00  by  r e s ponden t ,  and  $626 .00  by  t h e
Cour t .   The  Cour t  l a r g e l y  d i s a l l owed  th e  u s e  o f  t h e
re s t r i c t ed  s t o ck  s tud i e s  and  p re - IPO s tud i e s  w id e l y
u s ed  b y  appra i s e r s .

Mendocini Savings Bank of Mendocino County
The  Mendoc ino  Sav ing s  Bank  o f  Mendoc ino  County  ( Sav -
i n g s )  w a s  f o u n d e d  i n  1 9 0 3  a n d  w a s  p r i m a r i l y  f a m i l y
owned .   I t s  s t o ck  wa s  no t  t r ad ed  on  any  e s t ab l i s h ed  e x -
change  o r  ove r  t h e  coun t e r.   Dec eden t  owned  12 .89  % o f
t h e  o u t s t a n d i n g  s h a r e s  a n d  t w o  o t h e r  f a m i l y  m e m b e r s
owned  16 .72% and  17 .35% r e sp e c t i ve l y.   The  r ema in ing
53 .04% wa s  w ide l y  d i s t r i bu t ed  w i th  many  o f  t h e  sh a re -
ho lde r s  own ing  l e s s  t h an  3%.   The  inve s tmen t  depa r tmen t
o f  Sav ing s  ma in t a ined  an  in fo rma l  l i s t  o f  p eop l e  who  wer e
in t e r e s t ed  i n  buy ing  sh a re s  o f  i t s  s t o ck .   Usua l l y,  when  a
sha r eho ld e r  wan t ed  t o  s e l l  h i s  o r  h e r  sh a r e s ,  t h e  sh a re -
ho lde r  con t a c t ed  Sav ing s ,  wh i ch  in fo rmed  the  sha r eho lde r
o f  t h e  mos t  r e c en t  s a l e  p r i c e  and  th e  cu r ren t  book  v a lu e
o f  the  s tock .   Sav ings  then  a s s i s t ed  the  sha reho lde r  in  f ind-
ing  a  buye r.   Hi s t o r i c a l l y,  S a v ing s  sh a re s  t r ad ed  a t  o r  n e a r
book  va lu e .   S in c e  1980 ,  t h e re  h ad  b e en  s e v e r a l  s a l e s  o f
b l o ck s  o f  s e ve r a l  hundr ed  sha r e s .   I n  e a ch  o f  t h e s e  s a l e s ,
t h e  sh a re s  t r ad ed  hand s  on  a  s i ng l e  d ay  and  a l l  t h e  sh a r e s
t r aded  f o r  t h e  s ame  p r i c e  p e r  sh a re ,  a l t hough  mos t  o f  t h e
buye r s  e a ch  pu rcha s ed  l e s s  t h an  100  sha r e s .   No  b l o ck s  o f
Sav ing s  s t o ck  compa r ab l e  t o  th e  s i z e  ow ned  by  p e t i t i one r
had  e v e r  b e en  s o ld ;  t h e  on l y  sh a reho ld e r s  who  had  e v e r
owned  b l o ck s  o f  t h a t  s i ze  we re  f am i l y  membe r s ,  and  none
o f  t h em had  e ve r  t r i ed  t o  s e l l  an  en t i r e  i n t e r e s t .
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The Financial Valuation Group
was es tabl i shed  in  1990 to
prov ide  f inanc ia l  consu l t ing
ser v ices  to  c lose ly  he ld  and
publ i c l y  t raded  compan ies.
Our  Consul t ing  and  Exper t
Witness  se r v ices  a re  based
on our  p ro fess iona ls ’ un ique
knowledge  abou t  wha t  c re -
a tes  va lue  in  a  bus iness  en-
t i ty  and the var ious methods
used to  measure  va lue .

W e  Va l u e :
•Corporate Secur i t ies

•Closely  Held Businesses

•Par tnership Interests

•Business Operat ions-subsidiar-
ies,  d iv is ions,  prof i t  centers

• I n t a n g i b l e  A s s e t s - c ove n a n t s
n o t  t o  c o m p e t e ,  c u s t o m e r
l is ts,  contract  r ights and core
depos i ts

• In te l l ec tua l  P roper ty -pa ten ts ,
t r a d e m a r k s ,  t r a d e  n a m e s ,
sof tware copyr ights and t rade
secrets

V a l u e  m e a s u r e m e n t  i s
u s e d  f o r  m a n y  p u r p o s e s ,
i n c l u d i n g :

•Business Planning

•Succession Planning

•Purchase Pr ice Al locat ions

•ESOP Values

•Economic Damages

•Cor porate Dissolut ions

•Shareholder /Par tner  Disputes

•Mar i ta l  Dissolut ions

•Estate and Gi f t

Continued on page 3

On O c tobe r  9 ,  1991 ,  d e c eden t  s o ld  1 ,111  sha re s  f o r  $307
pe r  sh a r e  t o  app rox ima t e l y  20  buye r s  ( t h e  book  v a lu e  on
Oc tobe r  31 ,  1991  wa s  $283 .44  pe r  sh a re ) .   On  Augu s t  27 ,
1992 ,  p e t i t i one r  s o ld  2 ,800  sha re s  f o r  $335  pe r  sh a r e  t o
approx imate l y  45  buye r s  ( the  th i rd -qua r t e r  book  va lue  wa s
$ 3 2 1 . 7 4  p e r  s h a r e ) .   S a v i n g s  a s s i s t e d  p e t i t i o n e r  i n  t h i s
s a l e ,  and  pe t i t i one r  d id  no t  a t t empt  t o  s e l l  t h e s e  sh a re s  i n
any  way  o the r  t h an  th rough  Sav ing s .

The  pa r t i e s  a g re ed  th a t  t h e  b e s t  i nd i c a t i on  o f  t h e  “ma r ke t
v a lu e”  o f  Sav ing s  s t o ck  wa s  t h e  a c tua l  s a l e  p r i c e  o f  t h e
sha r e s .   The  p e t i t i one r  a r gued  th a t  t h e  a c tua l  s a l e s  p r i c e
wa s  “ j u s t  t h e  s t a r t i ng  po in t  f o r  d e c id ing  f a i r  ma rke t  v a lu e
-  -  t h a t  d i s coun t s  s hou ld  b e  app l i ed  t o  th e  s a l e  p r i c e  f o r
m i n o r i t y  i n t e r e s t ,  l a c k  o f  m a rk e t a b i l i t y,  a n d  b l o c k a g e . ”
The  r e sponden t  a r gued  th a t  t h e  a c tua l  s a l e  p r i c e  wa s  a l -
r e ady  r e f l e c t i v e  o f  t h e  d i s coun t s  f o r  l a ck  o f  con t r o l  and
m a r k e t a b i l i t y.   T h e  r e s p o n d e n t  a l s o  a r g u e d  t h a t  s i n c e
h i ghe r  p r i c e s  we re  p a id  i n  th e  po s t  d e a th  ma rke t ,  no  s i g -
n i f i c an t  b l o ckage  d i s coun t  wa s  app rop r i a t e .

Pe t i t i one r’s  Expe r t
T h e  p e t i t i o n e r ’s  B i g  5  a c c o u n t i n g  f i r m  e x p e r t  u s e d  t h e
mar ke t  and  in come  me thod s  t o  va lu e  S av ing s  s t o ck .   In
a r r i v ing  a t  f a i r  ma rke t  v a lu e ,  t h e  e xpe r t  r e l i ed  on  th e  p re -
IPO and  r e s t r i c t ed  s t o ck  s tud i e s  t yp i c a l l y  u s ed  by  bu s i -
n e s s  app r a i s e r s .   Ba s ed  on  th e  t r ad ing  h i s t o r y  i n  th e  S av -
ing s  sh a r e s ,  t h e  e xpe r t  e s t ima t ed  i t  wou ld  t ak e  mor e  th an
8  y e a r s  t o  d i spo s e  o f  a l l  o f  t h e  e s t a t e ’s  s h a r e s .

The  Cour t  wa s  no t  p e r suaded  by  th e  p e t i t i one r ’s  e xpe r t
and  f ound  h i s  “r e l i anc e  on  th e  r e s t r i c t ed  s t o ck  s tud i e s  f o r
th e  s i z e  o f  t h e  d i s coun t  f a c t o r  t o  b e  m i sp l a c ed ,  s i n c e  th e
s tud i e s  ana l y z ed  on l y  r e s t r i c t ed  s t o ck  th a t  h ad  a  ho ld ing
pe r i od  o f  2  y e a r s .   The  Sav ing s  sh a r e s  we re  no t  r e s t r i c t ed
e i the r  by  l aw  or  by  ag reement .   The  f ac t  tha t  Sav ings  ma in-
t a in ed  a  wa i t i ng  l i s t  o f  w i l l i ng  buye r s  i s  e v id enc e  th a t  t h e
s t o c k ’s  h i s t o r y  o f  l o w  t r a d i n g  v o l u m e  i s  d u e  t o  t h e
sha r eho lde r ’s  p re f e renc e  t o  ho ld  Sav ing s  sh a r e s  f o r  i nv e s t -
men t  r a th e r  t h an  f o r  s a l e .   A s  t h e  i nv e s tmen t  t ime  ho r i -
zon  o f  an  inv e s to r  i n  S av ing s  s t o ck  e v id en t l y  i s  l ong  t e rm ,
we  do  no t  b e l i e v e  th a t  ma rke t ab i l i t y  conce rn s  r i s e  t o  th e
s ame  l e v e l  a s  a  s e cu r i t y  w i th  a  sho r t - t e rm  ho ld ing  p e r i od
l i k e  a  r e s t r i c t ed  s t o ck…Ther e fo r e ,  we  f i nd  no  pe r sua s i v e
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O u r  p r o f e s s i o n a l s  a r e
experienced in the many
i n d u s t r i e s ,  n a t i o n a l l y
and  in te rna t iona l ly,  in -
cluding:

Aerospace

Agr icu l ture

Automot ive

Auto  & Equipment  Dealersh ips

Bank ing

Chemica l

Const ruc t ion

Dai r y  Far ms

Dis t r ibut ion

Farm Management  Companies

Financ ia l  Ser v ices

Flour  and Gra in  Mi l l s

Food Processors

Franch ises

Fur n i tu re

Heal thcare

Hospi ta l i ty

Insurance

In te l lec tua l  Proper ty

In ternet  Companies

High- tech Companies

Manufac tur ing

Mass-market  Reta i le rs

Oi l  and Gas/Min ing

Power  Generat ion

Profess iona l  F i rms

Publ ish ing

Ranching

Real  Esta te

Ser v ice  Companies

Sof tware  Companies

Star t  Up Companies

Te lecommunicat ions

Tour ism/Hosp i ta l i ty

Transpor ta t ion

Continued on page 4

ev idence  in  the  record  to  suppor t  r e l i ance  on  the  re s t r i c t ed
s to ck  s tud i e s  i n  d e t e rmin ing  an  app rop r i a t e  ma rke t ab i l i t y
d i s coun t . ”

The  Cour t  f u r th e r  r e j e c t ed  th e  p r e - IPO s tud i e s ,  no t ing
tha t  t h e  $307  re c e i v ed  by  th e  d e c eden t  i n  th e  s a l e  s ho r t l y
b e f o r e  h i s  d e a t h  i s  m o re  l i k e l y  “ 4 0  t o  4 5  p e r c e n t  l e s s ,
r a th e r  t h an  more ,  t h an  th e  p r i c e  a t  wh i ch  th e  s ame  sha r e s
wou ld  s e l l  i n  an  IPO.”   In  add i t i on ,  s i n c e  th e  e xpe r t ’s  c a l -
cu l a t ed  ma rke t ab l e  m ino r i t y  v a lu e  wa s  n e a r l y  i d en t i c a l  t o
the  a c tua l  s a l e s  p r i c e  o f  the  sha re s ,  the  Cour t  be l i e ved  tha t
“th e  ma rke t ab i l i t y  o f  t h e  Sav ing s  sh a r e s  i n  th e  nonpub l i c
ma rke t  i s  e s s en t i a l l y  equa l  t o  th a t  o f  a  m ino r i t y  i n t e r e s t
i n  th e  pub l i c  ma rke t ,  i n  wh i ch  c a s e  no  d i s coun t  f o r  ma r -
k e t ab i l i t y  i s  r equ i r ed  f o r  a  m ino r i t y  i n t e r e s t  i n  Sav ing s . ”

The  e xpe r t ’s  b l o ckage  d i s coun t  ( a l t hough  no t  c a l l ed  th a t
by  th e  e xpe r t  -  j u s t  t h e  Cour t )  wa s  r e j e c t ed .   The  Cour t
r e j e c t ed  th e  ana l y s i s  o f  s a l e s  p r i o r  t o  d e a th  and  wa s  c r i t i -
c a l  tha t  the  expe r t  d id  no t  cons ide r  pe t i t i one r ’s  a c tua l  s a l e
l e s s  t h an  10  month s  a f t e r  d e a th .

Responden t’s  Expe r t
Responden t ’s  e xpe r t  who  had  “pe r f o rmed  many  v a lu a t i on s
f o r  r e sponden t  i n  th e  p a s t”  a l s o  u s ed  th e  ma rke t  and  in -
come  app roache s  i n  h i s  v a lu a t i on .   In  d e t e rmin ing  h i s  “ l i -
qu id i t y  d i s count”  the  e xpe r t  r e l i ed  on  re s t r i c t ed  s tock  and
pre - IPO s tud i e s  and  19  op in ion s  o f  th e  Tax  Cour t  d e c ided
a f t e r  1983  whe re  t h e re  wa s  a  d i s coun t  s epa r a t e l y  and  sp e -
c i f i c a l l y  i d en t i f i ed  f o r  e i t h e r  l a ck  o f  ma rke t ab i l i t y  o r  r e -
s t r i c t i on s  on  t r an s f e r.   The  d i s coun t s  i n  t h e  s t ud i e s  and
the  c a s e s  r anged  f rom 10% to  45%.   The  app r a i s e r  con -
c luded  th a t  a  20% d i s coun t  wa s  app rop r i a t e .   In  o rde r  t o
u s e  t h e  a c tua l  s a l e s  p r i c e  and  b l o ckage  i n  h i s  ana l y s i s ,  t h e
expe r t  a s sumed  the  e s t a t e  wou ld  p l edge  the  s tock  on  a  l oan
w i th  p aymen t s  ove r  8  ye a r s  and  3  mon th s ,  w i th  l o an  pay -
m e n t s  m a d e  b y  s e l l i n g  s t o c k .    He  t h e n  c a l c u l a t e d  t h e
p re s en t  v a lu e  o f  th e  ne t  c a sh  f l ow  f rom the  s t o ck  s a l e s  and
d i v id end s ,  a r r i v ing  a t  an  “ imp l i ed  p r i c e  p e r  sh a r e”  on  a
non -marke t ab l e  m ino r i t y  b a s i s .   Th i s  wa s  r e f e r red  t o  a s
th e  p i e c emea l  s a l e s  me thod .

Judge  Pa r r  r e j e c t ed  p a r t  o f  t h e  e xpe r t ’s  op in ion  and  a c -
c ep t ed  pa r t .   I n  h i s  r epo r t ,  t h e  e xpe r t  no t ed  a  co r r e l a t i on
be tween  the  p r i c e  e a rn ing s  r a t io  and  ea rn ing s  g rowth .   The
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SERVICES OFFERED:
Corporate Transaction Services
•Valuation for Purchase or Sale
•Merger and Acquisition Consulting
•Purchase Price Allocations
•Incentive Stock Options Valuation
•Fairness Opinions
•Establishing Merger Exchange Ratios
•Going Public/Private Transactions
•Assistance with Buy/Sell Agreements

Tax Related Services
•Estate and Gift Tax Appraisals
•Charitable Donations of Stock
•Review of IRS Valuations
•Valuation of Restricted Stock
•Appraisals of Intangible Assets
•Valuations for § 482 Transfers
•Valuations for S -Corp Elections
•Family Limited Partnerships •Limited
Liability Companies

International Valuations

Employee Stock Ownership Plans

Litigation Services
•Shareholder Disputes
•Dissenting Shareholder Actions
•Marital Dissolution
•Discovery Assistance
•Partnership Dissolution
•Arbitration of Valuation Issues
•Lost Earnings and Profits
•Bankruptcy and Fraudulent Convey-
ance
•Commercial Damages
•Antitrust Damage Estimates

Intellectual Property Services
•Royalty Rate Studies
•Infringement Damages
•Technology Transfer Valuations
•Valuations for Sale/Licensing

Accounting/SEC Review
•Goodwill Impairment
•Stock Options
•APB 16 & 17 Allocations
•Cheap Stock

Judge  cou ld  f i nd  no  such  co r r e l a t i on  in  th e  da t a  p re s en t ed
and  no t ed  th a t  u s ing  th e  a v e r ag e  o f  t h e  gu id e l i n e  compa -
n i e s’  g rowth  t r end s  t o  d e t e rmine  a  p r i c e  e a rn ing s  mu l t i p l e
f o r  S a v i n g s  “ i s  a k i n  t o  a  n a v i g a t o r  a v e r a g i n g  c o m p a s s
po in t s  cho s en  a t  r andom to  p lo t  a  cou r s e . ”   The  j udge  a l s o
re j e c t ed  th e  e xpe r t ’s  r e l i anc e  on  th e  r e s t r i c t ed  s t o ck  s tud -
i e s  and  p r e - IPO s tud i e s  f o r  t h e  s ame  r e a son s  sh e  re j e c t ed
the  pe t i t i one r  expe r t ’s  u s e  o f  tho se  s tud i e s .   The  Judge  a l so
re j e c t ed  the  expe r t ’s  a s sumpt ions  unde r  h i s  p i e c emea l  s a l e s
me thod .

Judge  Pa r r  conc luded  th a t  t h e  $307  a c tua l  s a l e s  p r i c e  o f
th e  1 ,111  sha re s  s o ld  one  month  b e fo r e  d e a th  r educed  by
a  10% b lo ckage  d i s coun t  wa s  t h e  p rope r  v a lu a t i on ,  r e su l t -
i ng  i n  a  f a i r  ma rke t  v a lu e  o f  $276  pe r  sh a re .

Bank of  Wi l l i ts
Thi s  b ank  wa s  f ounded  in  1904 .   A t  t h e  d a t e  o f  d e a th ,
th e r e  we re  48  Wi l l i t s  s h a r eho lde r s ,  w i th  d e c eden t  own ing
6 .25  % o f  t h e  ou t s t and ing  sha r e s .   Two  o the r  f am i l y  mem-
be r s  owned  30 .51% and  17 .68% re spec t i ve l y.   Hi s to r i c a l l y,
v e r y  f e w  Wi l l i t s  s h a re s  t r aded  e a ch  y e a r  and  f r om Feb r u -
a r y  1 9 8 0  u n t i l  t h e  v a l u a t i o n  d a t e ,  o n l y  1 , 0 6 2  s h a r e s
changed  hand s  i n  22  t r an s a c t i on s .   Mos t  o f  t h e  s a l e s  we re
b y  Wi l l i t s  b o a r d  m e m b e r s  e i t h e r  t o  W i l l i t s  e m p l o y e e s ,
boa rd  membe r s ,  o r  d i r e c to r s ,  o r  t o  i nduce  qua l i f i ed  p e r -
s on s  t o  b e come  boa rd  membe r s  o r  o f f i c e r s .   Cons equen t l y,
i n  t h e s e  2 2  t r a n s a c t i o n s  t h e re  w e r e  o n l y  s i x  s e l l e r s  a n d
th re e  buy e r s  who  we re  no t  Wi l l i t s  emp loye e s ,  boa rd  mem-
be r s ,  o r  d i re c to r s .   Mos t  o f  t h e  s e l l e r s ,  w i th  th e  e xc ep t i on
o f  d e c e d e n t ,  s o l d  f e w  s h a r e s ;  d e c e d e n t  s o l d  6 7 4  s h a r e s .
Hi s t o r i c a l l y,  Wi l l i t s  s h a re s  h a ve  t r a d e d  a t  o r  n e a r  b o o k
va lu e .   Pe t i t i one r  s o ld  500  sha r e s  on  Augu s t  12 ,  1992 ,  f o r
$425 ,000  ($850  pe r  sh a re ) .   The  book  v a lu e  o f  t h e  sh a r e s
on  Ju l y  31 ,  1992  wa s  $875  pe r  sh a r e .   Pe t i t i one r  d id  no t
independen t l y  v a l u e  th e  sh a re s  b e f o re  t h e  s a l e  no r  d id  h e
con t a c t  o r  engage  any  b roke r s  o r  a g en t s  f o r  t h i s  s a l e .

Re spondent  had  de t e rmined  the  va lue  o f  pe t i t ione r ’s  sha re s
w a s  $ 8 5 0 ,  b u t  a t  t r i a l  r e d u c e d  t h i s  t o  $ 7 7 4  b a s e d  o n
pe t i t i one r ’s  s a l e  o f  a l l  i f  i t s  s h a re s  s ome  n ine  month s  a f t e r
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We are  found ing  members
of  The F inancia l  Consul t ing
G r o u p  w h o s e  m e m b e r s
p r o v i d e  B u s i n e s s  Va l u a -
t ion ,  Exper t  Tes t imony  and
L i t i ga t i on  Consu l t i ng  se r -
v ices  na t iona l l y  and  in te r -
nat ional ly.

Fo r  m o r e  i n fo r m a t i o n  o n
cour t  cases  invo lv ing  va lu -
a t ion  i ssues,  v is i t

www. fa i r marketva lue .com

We encourage you to  for-
ward th is  E- f lash to  other
interested par t ies .

F o r  a  C o m p l i m e n t a r y
S u b s c r i p t i o n ,  e- m a i l

jgilbert@fvginternational.com

dec eden t ’s  d e a th .   Pe t i t i one r  a s s e r t ed  a  $485  sha r e  v a lu e ,
bu t  conceded  on  b r i e f  t o  a  r ange  b e tween  $485  and  $662
pe r  sh a r e .   Pe t i t i one r  s o ld  i t s  500  sha r e s  o f  Wi l l i t s  s t o ck
fo r  $850  pe r  sh a re ,  w i th  365  o f  t h e s e  pu r cha s ed  by  a  f am-
i l y  membe r  who  a l r e ady  owned  mor e  th an  30% o f  t h e  ou t -
s t and ing  sh a r e s .  The  Cour t  con s id e r ed  th e  re l a t i on sh ip  o f
th e  p a r t i e s  and  pe t i t i one r ’s  n e ed  f o r  f und s  t o  p ay  th e  e s -
t a t e  t a x e s  a n d  f o u n d  t h e  b u y e r  “w a s  a n  a c c o m m o d a t i n g
buye r,  no t  a  w i l l i ng  buye r, ”  and  d id  no t  r e l y  on  th i s  s a l e .
The  Cour t  d id  re l y  on  the  s a l e  o f  the  rema in ing  135  sha re s .

Pe t i t i one r’s  Expe r t
Pe t i t i o n e r  u s e d  a  d i f f e r e n t  e x p e r t  f r o m  Sa v i n g s  f o r  t h i s
v a lu a t i on .   The  Cour t  no t ed  tha t  t h i s  e xpe r t ’s  t e s t imony
a t  t r i a l  wa s  “c r yp t i c  and  unhe lp fu l ”  s o  th e  Cour t  r e l i ed
so l e l y  on  h i s  w r i t t en  r epo r t .   Th i s  e xpe r t  u s ed  th e  gu id e -
l i n e  compan i e s  app roa ch  and  a r r i v ed  a t  a  v a lu e  o f  $882
pe r  sh a r e  on  a  ma rke t ab l e  m ino r i t y  b a s i s .   He  th en  ap -
p l i ed  a  45% d i s coun t  f o r  l a ck  o f  ma rke t ab i l i t y  b a s ed  on
the  “u sua l  r e s t r i c t ed  s t o ck  and  IPO s tud i e s . ”   A s  i n  S av -
ing s ,  t h e  j udge  re j e c t ed  th e  u s e  o f  t h e s e  s t ud i e s  and  g av e
l i t t l e  we i gh t  t o  th a t  po r t i on  o f  t h e  e xpe r t ’s  op in ion

Responden t ’s  Expe r t
The  r e sponden t  u s ed  th e  s ame  e xpe r t  a s  S av ing s .   The  e x -
pe r t  u s ed  th e  ma rke t  and  in come  app roa che s  and  con s id -
e red  ac tua l  s a l e s  to  va lue  the  sha re s .   He  a l so  u s ed  the  s ame
“p i e c emea l  me thod”  he  u s ed  in  the  Sav ing s  v a lua t i on .   The
expe r t  u s ed  a  20% “ l i qu id i t y  d i s coun t”  b a s ed  on  th e  r e -
s t r i c t ed  s t o ck  and  p r e - IPO s tud i e s ,  a v e r ag ed  th e  v a r i ou s
re su l t s ,  and  conc luded  a  $774  pe r  sh a r e  v a lu e .

Aga in ,  t h e  Judge  f ound  no  p e r sua s i v e  e v id enc e  t o  r e l y  on
the  re s t r i c t ed  s t o ck  and  p r e - IPO s tud i e s .   The  e xpe r t  h ad
conc luded  tha t  the re  wa s  an  e s t ab l i shed  marke t  fo r  Wi l l i t s’
s t o ck ,  bu t  t h e  j udge  d i s a g r e ed  and  a c co rded  th a t  p a r t  o f
th e  e xpe r t ’s  c onc lu s i on  l i t t l e  we i gh t .   The  Cour t  r e j e c t ed
the  v a lu e  f r om the  “p i e c emea l  s a l e s  me thod”  b e c au s e  th a t
me thod  r e su l t s  i n  th e  v a lu e  t o  a  p a r t i cu l a r  bo r rowe r,  no t
the  f a i r  ma rke t  v a lu e .

Judge  Par r  conc luded  the  be s t  ev idence  o f  f a i r  marke t  va lue
w a s  t h e  s a l e  o f  1 3 5  s h a r e s  o f  p e t i t i o n e r s  s t o c k  a t  a r m’s

Continued on page 6
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l eng th .   S in c e  p e t i t i one r ’s  s a l e  wa s  2 . 9% l e s s  t h an  book  v a lu e ,  t h e  Cour t  d i s coun t ed  th e  $806
book  v a lu e  on  th e  d a t e  o f  d e a th  t o  a r r i v e  a t  $783  pe r  sh a re .   The  Cour t  t h an  app l i ed  a  20%
di s coun t  f o r  b l o ckage ,  r e su l t i ng  i n  a  v a lu e  o f  $626  pe r  sh a r e .

Deduc t i on  o f  E s t a t e  Expens e s
Pe t i t i one r  a s s e r t ed  th a t  c e r t a in  e xpen s e s  i n cu r r ed  i n  suppo r t ing  i t s  po s i t i on  on  f a i r  ma rke t
v a lu e  shou ld  b e  d educ t i b l e  f r om the  v a lu e  o f  t h e  g ro s s  e s t a t e .   Re sponden t  d id  no t  add r e s s
th i s  i s s u e  a t  t r i a l  o r  i n  b r i e f .   The  d educ t i on  wa s  a l l owed .

Equi table  Recoupment
In  a  s epa r a t e  bu t  r e l a t ed  c a s e  ( 113  T.C  No.  2 )  a  d i v i d ed  Tax  Cour t  i s s u ed  a  70  pag e  Op in ion
dea l i ng  w i th  th e  i s s u e  o f  equ i t ab l e  r e coupment .   The  sub s equen t  s a l e s  o f  S av ing s  and  Wi l l i t s
s t o ck  we re  r epo r t ed  b y  a  r e s i dua l  l e g a t e e .   The  l e g a t e e  p a id  i nd i v idua l  i n come  ba s ed  on  th e
va lu e s  r epo r t ed  in  th e  o r i g ina l  e s t a t e  t a x  r e tu rn ,  wh i ch  we re  l owe r  th an  th e  v a lu e s  a c c ep t ed  by
the  Tax  Cour t .   Pe t i t i one r  a r gued  and  th e  Tax  Cour t  a g re ed  th a t ,  unde r  t h e  doc t r i n e  o f  equ i -
t ab l e  r e coupment ,  p e t i t i one r  i s  en t i t l ed  t o  a  c red i t  f o r  t h e  i n come  t a x  ove rpa id  b y  th e  l e g a t e e
on  th e  g a in  r e cogn i z ed  on  th e  s a l e s  o f  s h a r e s  due  t o  th e  l owe r  v a lu e s  r epo r t ed  on  th e  e s t a t e  t a x
re tu rn .
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