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Estate of Alice Friedlander Kaufman v. Commissioner
T.C. Memo. 1999-119, April 6, 1999

This case deals with a 19.86% common stock owner-
ship in a closely held, primarily family-owned cor-
poration. Judge Laro determined that the estate re-
lied too heavily on two sales of stock two months af-
ter the date of death to determine the fair market
value of the decedent’s shares. These sales were not
sufficiently negotiated, were not arms’ length, and the
4.67% and 3.25% blocks sold were too small to be
comparable to the 19.86% owned by the decedent.
Judge Laro recognized the IRS financial analyst as
an expert, but expressed concern as to his potential
bias as a full-time IRS employee. Judge Laro criti-
cized a number of items in the petitioners’ expert
report, including determination of the discounts for
lack of control and marketability. Judge Laro also
commented that the record fell short of the Court’s
standards and he was left to decide the case against
the party who had the burden of proof, in this case,
the petitioner.

Seminole Manufacturing Co is a family-owned corpora-
tion, and the decedent’s estate includes 46,020 shares
(19.86%) of Seminole’s class A stock and is the largest
block of stock owned by one person. The estate reported
on its Federal estate tax return that the fair market value
of these shares was $29.77 each at the April 14,1994, al-
ternative valuation date for the October 14, 1993, date
of death. The IRS determined that the fair market value
of the estate’s stock was $70.79 per share, but made con-
cessions via brief to arrive at $56.50 per share.

In 1993, Merrill Lynch was engaged to appraise the value
of a minority interest in Seminole so that one of the share-
holders could offer to buy the shares of those sharehold-
ers who were not interested in the company. Merrill Lynch
prepared a report dated and delivered it on July 5, 1994,
valuing minority shares at $29.77 each as of December 8,
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The Financial Valuation Group
was established in 1990 to
provide financial consulting
services to closely held and
publicly traded companies.
Our Consulting and Expert
Witness services are based
on our professionals’unique
knowledge about what cre-
ates value in a business en-
tity and the various methods
used to measure value.

We Value:

Corporate Securities
*Closely Held Businesses
*Partnership Interests

*Business Operations-subsidiar-
ies, divisions, profit centers

eIntangible Assets-covenants
not to compete, customer
lists, contract rights and core
deposits

eIntellectual Property-patents,
trademarks, trade names,
software copyrights and trade
secrets

Value measurement is
used for many purposes,
including:

*Business Planning
*Succession Planning
*Purchase Price Allocations
*ESOP Values

*Economic Damages
eCorporate Dissolutions
eShareholder/Partner Disputes
*Marital Dissolutions

eEstate and Gift

1993. Merrill Lynch assumed, among other things, that
Seminole had 16 shareholders and that the per-share value
of each shareholder’s shares was the same.

The petitioners argued that the sales by two minority
shareholders establish the per share value. The petitioner
asserted that these sales were the most accurate measure
of value because both sellers were knowledgeable persons
who were under no compulsion to sell.

Judge Laro disagreed with the petitioners that either sale
was indicative of the value of the estate’s stock. He noted
that estate’s holdings were the largest single ownership of
Seminole stock by one person, and the isolated 3.25% and
4.67% interest sales were not sufficiently similar to the
estate’s much larger interest to make their sale price rep-
resentative of the value of the estate’s stock. There was
also substantial disagreement whether these sales were
made by a person who was reasonably informed on the date
of sale as to the relevant facts surrounding the value of
the underlying property. The two sellers signed affidavits
that they reviewed the Merrill Lynch report before selling
their stock. Judge Laro found find these assertions “in-
credible” since Merrill Lynch had not yet finished its re-
port as of the sales dates of these two blocks. These affi-
davits also contradicted the sellers’ court testimony.

Each party called an expert to testify as to the fair market
value of the decedent’s stock. The petitioner’s expert ana-
lyzed the fair market value of the estate’s stock as of April
14, 1994, concluding that the estate’s stock interest was a
minority, noncontrolling interest that had a fair market
value on that date of $30.85 per share. He reached his
conclusion after analyzing two of the three relevant valu-
ation approaches; namely, the market and the income ap-
proaches. He did not analyze the asset approach.

Respondent called a financial analyst employed by the In-
ternal Revenue Service. Judge Laro recognized this per-
son as an expert on business valuation, but expressed con-
cern that he might be biased because he was a full-time
employee of the Commissioner. The IRS expert’s initial
report ascertained the value of Seminole stock as of De-
cember 8, 1993, the date for which the Merrill Lynch re-
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Our professionals are
experienced in the many
industries, nationally
and internationally, in-
cluding:

Aerospace
Agriculture
Automotive

Auto & Equipment Dealerships
Banking

Chemical
Construction

Dairy Farms
Distribution

Farm Management Companies
Financial Services
Flour and Grain Mills
Food Processors
Franchises

Furniture

Healthcare
Hospitality

Insurance
Intellectual Property
Internet Companies
High-tech Companies
Manufacturing
Mass-market Retailers
Oil and Gas/Mining
Power Generation
Professional Firms
Publishing

Ranching

Real Estate

Service Companies
Software Companies
Start Up Companies
Telecommunications
Tourism/Hospitality
Transportation

port had set forth a value. Judge Laro did not admit this
report into evidence, holding that it was irrelevant because
the December 8, 1993, valuation date was too far removed
from the applicable April 14, 1994, alternate valuation
date.

Judge Laro was unpersuaded by the petitioner’s expert’s
report, criticizing the reliance on “the unverified repre-
sentations of Seminole’s management...” Judge Laro was
also critical that the expert relied on faulty assumptions
to arrive at his value, neglected to analyze key indicia of
value (including Seminole’s certificate of incorporation
and bylaws), and assumed erroneously that the two small
stock sales were at arm’s length when he took the sales
price into account to reach his conclusion of value.

The Court went into a more detailed analysis of problems
with the petitioner’s expert’s report.

First, the expert provided an inadequate analysis of like
public corporations engaged in the same or a similar line
of business. Judge Laro did not find enough information
on these corporations to decide whether they were suffi-
ciently similar to Seminole, to permit a proper valuation
analysis. The expert was also criticized for not explain-
ing (e.g. through the use of SIC codes) how he concluded
that the industry of his similar corporations was the same
as Seminole’s industry.

Second, the expert did not analyze all three valuation
methods. While he recognized all three methods and the
fact that all three methods enter into a determination of
fair market value, he failed to ascertain a value under the
net asset method. Valuation experts must thoroughly ana-
lyze all applicable methods of valuation, and they may not
simply assert without sufficient explanation that they have
concluded that a particular method is irrelevant.

Third, the expert assumed that the per-share value of the
estate’s shares equaled the per-share value of all other
shares. Under his analysis, shares of stock have one of
two values; controlling or noncontrolling, or as Judge Laro
put it “pigeonholed into one of two values”. Judge Laro
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SERVICES OFFERED:
Corporate Transaction Services

Tax Related Services

International Valuations
Employee Stock Ownership Plans

Litigation Services
Intellectual Property Services

Accounting / SEC Review

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

We are founding members
of The Financial Consult-
ing Group whose members
provide Business Valua-
tion, Expert Testimony and
Litigation Consulting ser-
vices nationally and inter-
nationally.

For more information on
court cases involving valu-
ation issues, visit

www.fairmarketvalue.com

We encourage you to for-
ward this E-flash to other
interested parties.

For a Complimentary
Subscription, e-mail
jgilbert@fvginternational.com

looked to distribution and voting rights and concluded
different blocks of stock can have different per share val-
ues, even if both are noncontrolling blocks.

Fourth, every shareholder who was outside the extended
family was a Seminole employee (or spouse), whose shares
had to be redeemed when the shareholder retired. Judge
Laro concluded that it was not unreasonable to conclude
that a hypothetical buyer of the estate’s shares would con-
template that a member of the family, or Seminole itself,
would pay a greater price for those shares as long as they
were owned by a nonfamily member who was not an em-
ployee. Judge Laro further concluded that introducing an
outside shareholder could result in a minority shareholder
lawsuit and thus the family had incentive to purchase the
shares and the shares did not lack marketability.

In concluding, Judge Laro said,”...we are unpersuaded by
[the taxpayer’s expert’s] opinion and reject it. Having
done so, we would typically proceed to value the estate’s
shares on the basis of the record at hand. In the typical
case, we find much information and data on the subject
corporation, as well as financial studies and data which
allow us to compute value and marketability discounts
using the Mandelbaum and other factors mentioned above.
The instant case, however, is atypical. Petitioners, in
short, ask us to close our eyes to the inadequate record
and adopt without adequate verification [the taxpayer’s
expert’s] conclusion and the managerial representations
upon which he relied. We decline to do so ... Where, as is
the case here, the record falls short of the standard which
we require, we are left to decide the case against the party
who has the burden of proof. Because petitioners bear the
burden here, we sustain respondent’s determination, as
modified by concessions in brief. We hold that the fair
market value of the estate’s stock was $56.50 per share on
the applicable valuation date.”

Click Here for a Complete Copy of the Case

Edited by John R. Gilbert, CPA/ABV, CVA
The Financial Valuation Group
Mountain States Managing Director
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