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Estate  of  Richard R. S implot  v. Commissioner
112 T.C. No. 13

The  d e c ed en t  d i ed  own ing  18  o f  t h e  76 .445  ou t s t and ing
C la s s  A  vo t in g  s ha re s  o f  J .R .  S imp l o t  Co .  and  3 ,942 .048
o f  th e  141 ,288 .584  ou t s tand ing  C la s s  B  non-vo t ing  share s .
Al l  o f  the  remain ing  Cla s s  A  and  Cla s s  B  share s  were  owned
by  t h e  d e c ed en t’ s  t h re e  s i b l i n g s .

The  pe t i t i oner  had  a s s e r t ed  the  f a i r  marke t  va lue  p e r  share
o f  b o th  t h e  vo t in g  and  non -vo t in g  s ha re s  wa s  t h e  s ame  a t
$2 ,964 .10 .   The  a r gumen t  wa s  t ha t  s i n c e  t h e  d e c ed en t’ s
in t e re s t  wa s  no t  c on t ro l l ing ,  t h e re  s hou ld  b e  a  no  o r  a  n e g -
l i g i b l e  p remium f o r  v o t in g .   A l s o  t h e  v o t in g  s ha re s  had  a
3 6 0  d a y  t r a n s f e r a b i l i t y  r e s t r i c t i o n  v e r s u s  u n r e s t r i c t e d
t ran s f e r ab i l i t y  f o r  t h e  non -vo t in g  s ha re s .

The  re s ponden t  a r gu ed  f o r  a  v o t in g  p r i v i l e g e  p remium f o r
th e  C la s s  A  s ha re s  b e cau s e  o f  t h e  d i s pa ra t e  r a t i o  b e twe en
th e  numbe r  o f  s ha re s  o f  v o t in g  s t o ck  ou t s t and ing  and  t h e
number  o f  s ha re s  o f  non -vo t in g  s t o ck  ou t s t and ing . .    Fur -
t h e r,  t h e  re s ponden t  a r gu ed  t ha t  t h e  p remium shou ld  b e
expre s s ed  a s  a  pe rc en t  o f  the  en t i re  equ i t y  va lue  o f  the  com-
pany.

The  Tax  Cour t  a g re ed  t ha t  t h e  v o t in g  s ha re s  s h ou ld  hav e  a
3% premium,  c a l cu l a t ed  a s  3% o f  t h e  f a i r  mark e t  va lu e  o f
t h e  en t i re  e qu i t y  o f  t h e  c ompany .   The  Tax  C our t  app l i ed
a  35% mark e t ab i l i t y  d i s c oun t  t o  t h e  C la s s  A  s ha re s  and
40% t o  t h e  C la s s  B  s ha re s .   The s e  mark e t ab i l i t y  d i s c oun t s
we re  a l l owed  d e s p i t e  t h e  f a c t  t ha t  bo th  b e f o re  and  a f t e r
t h e  va lua t i on  da t e ,  s e v e ra l  o f  J .R .  S imp l o t  Co’s  c ompe t i -
t o r s  had  inqu i red  in t o  whe th e r  t h e  c ompany  o r  pa r t s  o f
t h e  c ompany  mi gh t  b e  ava i l ab l e  f o r  a cqu i s i t i on .

The  f i na l  Tax  Cour t  v a lu e  wa s  $215 ,539 .01  p e r  s ha re  f o r
t h e  C la s s  A  vo t in g  s ha re s  and  $3 ,417 .05  f o r  t h e  C la s s  B
non -vo t in g  s ha re s .

Th i s  c a s e  unde r s c o re s  t h e  impor tanc e  o f  a  t ho rough  ana l y -
s i s  and  unde r s t and ing  o f  c omp l ex  c ap i t a l  s t r u c tu re s .   A l s o
o f  no t e  i s  t ha t  t h e  bu i l t - i n  ga in s  t a x  on  t h e  app re c i a t i on
o f  t h e  Mi c ron  s t o ck  owned  by  J .R .  S imp lo t  Co .  wa s  t r ea t ed
a s  a  do l l a r  f o r  do l l a r  reduc t i on  in  f a i r  marke t  va lu e  w i th -
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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

ou t  qu e s t i on ,  d e s p i t e  a  l a ck  o f  p l an s  t o  l i qu ida t e  t h i s  i n -
ve s tmen t .

The  f i r s t  e xpe r t  f o r  t h e  p e t i t i one r  c a l cu l a t ed  th e  f a i r  ma r -
ke t  v a lue  u s ing  bo th  the  comparab l e  pub l i c  compan i e s  and
d i s coun t ed  c a sh  f l ow  me thod s .   S in c e  th e  company  owned
a  s i z a b l e  h o l d i n g  i n  Mi c ro n  Te c h n o l o g y,  t h i s  s t o c k  w a s
added  ba ck  s epa r a t e l y  a s  a  non -ope r a t i ng  a s s e t .   Th i s  e x -
p e r t  s ub t r a c t ed  s e l l i ng  co s t s ,  5% fo r  b l o ckage ,  and  a  6%
minor i t y  d i s coun t  i n  a r r i v ing  a t  t h e  Mic ron  f a i r  ma rke t
v a lu e .   In  add i t i on ,  t h e  e xpe r t  r educed  th e  v a lu e  o f  t h e
Mic ron  s t o ck  f o r  100% o f  t h e  t a x  on  th e  d i f f e r enc e  b e -
tween  th e  v a lu e  o f  t h e  s t o ck  and  th e  unde r l y ing  t a x  b a s i s .

T h i s  e x p e r t  a v e r a g e d  t h e  r e s u l t s  o b t a i n e d  f ro m  t h e  t w o
va lua t i on  me thod s  and  a r r i v ed  a t  a  va l u e  o f  $4 ,560 .18  p e r
sha r e  f o r  t h e  S imp lo t  s t o ck .   He  app l i ed  a  35% marke t -
ab i l i t y  d i s coun t ,  r e su l t i ng  i n  a  f i n a l  f a i r  ma rke t  v a lu e  f o r
a l l  s h a re s  o f  $2 ,964 .10  p e r  sh a r e .

The  p e t i t i one r ’s  s e cond  e xpe r t  wa s  engaged  s o l e l y  t o  ren -
de r  an  op in ion  on  th e  v a lu e  o f  t h e  vo t ing  r i gh t s  on  th e
C l a s s  A  sha r e s .   Hi s  op in ion  wa s  t h a t  a  buye r  wou ld  no t
pay  a  s i gn i f i c an t  p remium fo r  t h e  C l a s s  A  sh a r e s .

The  IRS ’s  f i r s t  e xpe r t  d e t e rm ined  th a t  t h e  vo t ing  sh a re s
had  a  f a i r  ma rke t  v a l u e  o f  $616 ,116 .36  p e r  sh a re ,  and  th e
non-vo t ing  sha re s  had  a  v a lue  o f  $3 ,522 .79  pe r  sha re .   He ,
l ike  the  pe t i t ioner ’s  exper t ,  c a l cu l a t ed  the  f a i r  marke t  v a lue
u s ing  bo th  th e  d i s coun t ed  c a sh  f l ow  and  compa r ab l e  pub -
l i c  compan i e s  me thod s .   In  c a l cu l a t i ng  th e  amount  t o  b e
inc luded  f o r  t h e  v a lu e  o f  t h e  Mic ron  s t o ck  owned  by  th e
company,  t h i s  e xpe r t  a s sumed  tha t  any  b l o ckage  d i s coun t
wou ld  b e  o f f s e t  by  a  p r emium on  th e  s a l e  o f  t h e  s t o ck .   He
d id ,  howeve r,  s ub t r a c t  a  3 . 825% d i s coun t  f o r  unde r wr i t -
i ng  co s t s  p lu s  t h e  en t i re  bu i l t - i n  g a in s  t a x  on  th e  app r e -
c i a t i on  o f  t h e  Mic ron  s t o ck  above  i t s  t a x  b a s i s .

The  mos t  s t r i k ing  d i f f e r enc e  b e tween  th i s  e xpe r t  and  th e
pe t i t i one r ’s  e xpe r t  wa s  in  the  p remium app l i ed  fo r  the  vo t -
i ng  r i gh t s  on  th e  C l a s s  A  s t o ck .   Th i s  e xpe r t  f ound  “re l -
evant  empi r i ca l  ev idence”  tha t  p remiums  range  f rom 8 .58%
to  23 .9% o f  equ i t y  v a lu e .   He  u l t ima t e l y  s e t t l ed  on  a  10%
premium app l i ed  t o  th e  en t i re  equ i t y  o f  t h e  company,  l e s s
t h e  $ 1 1 0 , 0 0 0 , 0 0 0  va l u e  o f  t h e  Mi c ro n  s t o c k .   S i n c e  h e
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Click  Here  f o r  a  Comple t e  Copy  o f  the  Case

We a re  found ing  members
o f  The  F inanc ia l  Consu l t ing
Group whose  members  p ro -
v i d e  B u s i n e s s  Va l u a t i o n ,
Exper t  Tes t imony  and  L i t i -
ga t ion  Consu l t i ng  se r v ices
na t iona l l y  and  in te r na t ion -
al ly.

F o r  m o r e  i n f o 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 .

SERVICES OFFERED:
Corporate Transaction Services

Tax Related Services

International Valuations

Employee Stock Ownership Plans

Litigation Services

Intellectual Property Services

Accounting / SEC Review

Edited by John R. Gilbert, CPA/ABV, CVA
The Financial Valuation Group

Mountain States Managing Director

See www.fvginternational.com
for a Complete List of Services

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

de t e rmined  a  $720 ,000 ,000  equ i t y  v a lu e  e xc lu s i v e  o f  Mi -
c ron ,  h e  c a l cu l a t ed  a  $72 ,000 ,000  o r  $942 ,000  pe r  sh a re
vo t ing  s t o ck  p r emium.   He  th en  app l i ed  a  35% marke t -
ab i l i t y  d i s coun t  t o  th e  vo t ing  s t o ck  and  40% to  th e  non -
vo t ing  s t o ck .

The  s e cond  IRS  e xpe r t  wa s  i n s t r u c t ed  t o  t ak e  th e  equ i t y
va lu e  c a l cu l a t ed  b y  th e  f i r s t  IRS  e xpe r t  and  s imp l y  d e t e r -
m ine  th e  v a lu e  o f  t h e  vo t ing  r i gh t s .   He  op ined  tha t  6%
t o  7 %  o f  e q u i t y  w o u l d  b e  f a i r  a s  a  p r e m i u m ,  b u t  t h e
amount  cou ld  b e  a s  l i t t l e  a s  3%.   He  fu r th e r  s ugge s t ed  a
15% minor i t y  d i s count  and  a  35% to  40% d i s count  on  the
vot ing  s tock  and  a  35% marke tab i l i t y  d i s count  on  the  non-
vo t ing  s t o ck .

I n  t h e  Ta x  C o u r t ’ s  a n a l y s i s ,  J u d g e  J a c o b s  s a i d ,  “
Pe t i t i one r ’s  e xpe r t s  u s ed  a  s imp l e ,  t r ad i t i ona l  me thodo l -
ogy  to  va lue  an  unusua l  co rpo r a t e  c ap i t a l  s t r uc tu re ,  wh i ch
re su l t ed  i n  l i t t l e  o r  no  p remium fo r  vo t ing  r i gh t s .  On  the
o the r  h and ,  r e sponden t ’s  e xpe r t s  u s ed  a  v a lu a t i on  me th -
o d o l o g y  w h i c h ,  g i v e n  t h e  S i m p l o t  f a m i l y ’s  p h i l o s o p h y,
appea r s  t o  a c co rd  the  c l a s s  A  s tock  an  ex t r ao rd ina r i l y  h i gh
p remium fo r  i t s  v o t ing  p r i v i l e g e s . ”

The  Judge  app l i ed  a  3% vo t ing  s tock  p remium say ing ,  “ We
wi sh  t o  s t re s s  a t  t h e  ou t s e t  t h a t  we  a r e  no t  v a lu ing  th e
p remium fo r  CONTROLLING vo t ing  powe r,  bu t  r a th e r
th e  p remium fo r  vo t ing  r i gh t s .  The  p r emium fo r  con t ro l -
l i ng  vo t ing  powe r  wou ld  b e  sub s t an t i a l l y  g re a t e r  t h an  th e
p remium w e  de t e rmine  f o r  vo t ing  r i gh t s .  “

The  Tax  Cour t  d e t e rm ined  th e  v a lu e  o f  t h e  C l a s s  A  vo t ing
sha r e s  t o  b e  $3 ,879 ,702 .19  o r  $215 ,539 .01  pe r  sh a r e ,  i n -
c l ud ing  a  35% d i s coun t  f o r  l a ck  o f  ma rke t ab i l i t y.   The
c l a s s  B  non -vo t ing  sh a re s  we r e  v a lu ed  a t  $13 ,470 ,190 .88
o r  $3 ,417 .05  p e r  sh a re  w i th  a  40% d i s coun t  f o r  l a ck  o f
marke t ab i l i t y.
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