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Estate of Harriett R. Mellinger v. Commissioner
112 T.C. No.4, January 26, 1999

In another  QTIP case ,  the  Tax Cour t  has  re fused to
aggregate  shares  owned by  a  QTIP t rus t  and the
decedent .   The shares  in  ques t ion were  in  Freder ick’s
of  Hol lywood.   The Tax Cour t  c i ted  Esta te  of  Bonner
v.  United States ,  84 F.3d at  198,  among other  cases
and denied the  IRS theory  that  the  as se t s  o f  the
decedent’s  t rus t  and the  QTIP t rus t  should  be
merged for  va luat ion purposes .

The IRS at tempted to  argue  that  Interna l  Revenue
Code Sect ion 2044(c)  i s  a  va luat ion sect ion and not
jus t  an inc lus ion sect ion.   Chie f  Judge  Cohen re-
jec ted  th i s  a rgument .

The second i s sue  in  the  case  was  determinat ion of
Fa i r  Market  Value .   There  was  no di spute  a s  to  the
undiscounted va lue  of  the  shares ,  but  there  was
di sagreement  as  to  the  appropr ia te  d i scount  to  apply.
One of  the  two taxpayer’s  exper t s  determined the
appropr ia te  marketabi l i ty  d i scount  was  32% and the
other  31%.  The exper t  for  the  IRS determined that  a
15% blockage  d i scount  was  appropr ia te .   Under  cross
examinat ion,  one  of  the  taxpayer  exper t s  admit ted
one of  h i s  ana lyses  was  f l awed and there  were  severa l
mathemat ica l  e r rors  in  h i s  ca lcu la t ion.   The IRS
exper t  was  cr i t i c i zed for  re ly ing  on a  s ing le  s tudy in
determining the  d i scount ,  ignor ing  an ent i re  body of
res t r ic ted  s tock s tudies .

Chie f  Judge  Cohen noted “each exper t  exc luded infor-
mat ion that  contradic ted hi s  re su l t .”   The judge  was
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general ly  cr i t ica l  of  a l l  of  the appraisa l  experts  and con-
c luded that  none of  the  exper t s  was  correct  and a  25%
marketabi l i ty  d i scount  was  appropr ia te .
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