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Kress v. U.S., 123 AFTR 2d 2019-1224 (E.D. Wis. March 26, 2019) is a very interesting case 
with respect to various valuation issues. It is a gift tax refund case, with the sole issue being 
the value of minority interests in S corporation stock.  The S corporation (Green Bay Packaging, 
Inc., referred to in the opinion as “GBP”) owned an operating business and non-operating 
assets. 

a. Gift Tax Returns; Deficiency Assessment; Payment of Tax; Refund Action. The gift 
tax returns (presumably making the split gift election) valued the gifted shares at $28.00 in 
2007, $25.90 in 2008, and $21.60 in 2009, and paid total gift tax for both spouses of 
$2,438,482.  The IRS assessed gift tax based on “the price used for actual share 
transactions between GBP and its employees which was $45.97 on December 31, 2006; 
$47.63 on December 31, 2007, and $50.85 on December 31, 2008.”  (About 90% of the 
stock was owned by family members, and about 10% was owned by employees and 
directors.  The purchase price for shares sold to or purchased from employees and 
directors was 120% of the book value of the shares. There was no established price for 
shares transferred to members of the Kress family.) The taxpayers paid the gift tax 
deficiencies and accrued interest of $2,218,465.80 and sued for a refund. 

b. Burden of Proof Shifted to Government.  The burden of proof was shifted to the 
government because the taxpayer produced credible evidence (though it is not clear that 
finding made a difference because the court found that the government failed to prove by 
a preponderance of the evidence that the government appraisal was correct).  

c. Appraiser’s Prior Position Used to Criticize the Appraiser.  The government appraiser 
was Francis Burns; in criticizing Burns’ appraisal, the court noted that Francis Burns 
allowed greater lack of marketability discounts in the Holman case (601 F.3d 763, 774 (8th 
Cir. 2010)) even though there was greater liquidity in that case than in the corporation 
being valued in Kress (GBP). 

d. Tax-Affecting.  Both the taxpayer and government experts tax-affected the earnings of 
the S corporation to apply a C corporation level tax to effectively compare the S 
corporation being valued to other C corporations that were used as comparables.  

For example, the government’s appraiser (Burns) used a market approach (deriving 
multiples of enterprise value to earnings before interest, tax, depreciation, and 
amortization (EBITDA) and price to earnings of selected comparable companies and 
applying “the multiples to relevant GBP financial data“) and also used an income approach 
by completing a capitalized cash flow analysis in which “[h]e applied an effective tax rate 
to GBP as if it were a C-corporation and then applied an adjustment to reflect the value 
of GBP as an S-corporation.” 

Burns also applied an S corporation premium because of advantages associated with 
being an S corporation, but the court found the subchapter S status to be a neutral 
consideration because there were also disadvantages of S corporation status (“including 
the limited ability to reinvest in the company and the limited access to credit markets”), 
and it was “unclear if a minority shareholder enjoys those benefits.” 
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e. Application of Section 2703(b) to Family Transfer Restriction.  A Family Transfer 
Restriction provided that family members could only transfer shares to other family 
members. The court addressed whether the transfer restriction satisfied the §2703(b) 
safe harbor.   

(1)  Bona Fide Business Arrangement, §2703(b)(1). It satisfied the bona fide business 
arrangement test of 2703(b)(1) because it assured family control, minimized risks of a 
dissident shareholder, ensured confidentiality, and assured that sales were to qualified 
S shareholders.  Holman had held that maintaining family control did not meet the 
bona fide business arrangement if there was not an operating business, but there was 
an operating business in Kress.  

(2)   Device Test; “Natural Objects of Bounty” Regulation Rejected, §2703(b)(2).  The 
court held that the 2703(b)(2) “not a device” test was satisfied because this restriction 
was for inter vivos transfers, not just testamentary transfers, and the statute only 
applies to a device to transfer at less than fair market value to a DECEDENT’s family. 
The court rejected the “natural objects of the bounty” regulation as not satisfying the 
Chevron test [467 U.S. 837 (1984)] because the statute was unambiguous. 

(3)   Comparability Test, §2703(b)(3).  The “comparable to arrangements in arms’ length 
transactions” test of 2703(b)(3) was not satisfied.  “Though Plaintiffs contend 
restrictions like the Kress Family Restriction are common in the commercial world, 
they have not produced any evidence that unrelated parties at arms’ length would 
agree to such an arrangement.” 

(4)   Section 2703 Had Little Impact. Even though §2703 prevented the court from 
considering the Family Transfer Restriction, the taxpayer’s appraisers said that the 
restriction had little impact on the lack of marketability discount, and the court reduced 
the LOM discount by only 3% as a result on not taking into account the Family 
Transfer Restriction. 

f. Judicial Notice of 2008 Economic Recession.  One of the years in question was 2009, 
and the court took judicial notice of the economic downturn at the end of 2008 and 
criticized the Burns appraisal because it did not “adequately account for the 2008 
recession.”  Also, the court concluded that Burns “relied on an outlier as a comparable 
company.” 

g. Treatment of Non-Operating Assets.  The Burns appraisal added the value of non-
operating assets “at almost their full value, with a slight discount … for minority 
shareholders.” The Emory appraisal (the taxpayer’s appraisal that the court found most 
credible of the appraisals presented as evidence) “considered the non-operating assets to 
the extent that those assets contributed to GBP’s overall earnings.  He did not add their 
overall value back into the value of the minority shares, reasoning that a minority 
shareholder cannot realize the valuations.”  

The court said the government appraiser’s approach of adding the value of the non-
operating assets at almost their full value was improper: “But a minority shareholder has 
no control over the use or dissipation of the assets and cannot realize the value of the 
assets until GBP is sold.  Because there is no expectation of liquidation, Burns’ treatment 
of the non-operating assets overstated the value of the stock for each year in question.”   
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h. Lack of Marketability Discount.  The court applied lack of marketability discounts of 
25% for 2007-2008 and 27% for 2009 (which numbers included a 3% downward 
adjustment because the Family Transfer Restriction was not being taken into 
account).  There were two taxpayer opinions, and the court found one of them (by Emory) 
to be the “most sound.”  Emory had applied LOM discounts of 30% in 2007-2008 and 
28% in 2009.  Burns had used LOM discounts ranging from 10.8% to 11.2%.  

i. Overall Credibility of Emory Appraisal.  Perhaps key to the court’s conclusion is the 
court’s high opinion of the credibility of the Emory appraisal.  The court’s discussion of the 
reasons for its opinion of the Emory appraisal is instructive.  

Emory has prepared valuation reports for GBP since 1999 and prepared the valuation of the stock that 
was submitted with Plaintiffs’ tax returns…. 

… In applying the market approach, Emory reviewed his prior GBP valuation reports, GBP’s audited 
consolidated financial statement for the previous five years, and GBP’s financial estimates for the 
upcoming year. He also met with GBP management to discuss the company’s state of affairs, its 
financial statements, and any unique circumstances GBP faced or expected to experience.  

… 

After reviewing the reports and testimony of these witnesses, the court finds the valuation 
methodology of Emory is the most sound. Emory is a certified appraiser who spent ample time with 
the company and management and truly understands GBP’s business. As a result of this 
understanding, he used more accurate projections to value the business and more adequately 
accounted for the effects of the economic recession…. [Tt]he record shows that Emory derived base 
values through the exercise of interviewing GBP management, reviewing his prior year reports, and 
analyzing the guideline companies and the multiples they yielded. He further examined attributes that 
were specific to GBP, analyzed GBP’s debt and management philosophy, and reviewed business 
metrics including price, book value, earnings, dividends, EBITDA, assets, and sales on a “holistic” basis 
to determine a value that best fit the guideline companies. His analysis recognizes the variability and 
non-quantifiable judgments by which various factors are taken into consideration and impact the price 
of a share of minority stock. 

The degree to which the court found Emory’s appraisal credible is truly reflected in its 
summary of his appraisal: 

Emory did not create his valuations with the benefit of hindsight, for the purpose of litigation, or for 
Plaintiffs’ benefit in transferring their stock to their children and grandchildren. He provided credible and 
thorough valuations supporting the value of the stock Plaintiffs reported on their tax returns. 

 

 

 

 

Copyright © 2019. Bessemer Trust Company, N.A.  

All rights reserved. 

June 19, 2019 

Important Information Regarding This Summary 
This summary is for your general information. The discussion of any estate planning alternatives and other observations herein are not intended 
as legal or tax advice and do not take into account the particular estate planning objectives, financial situation or needs of individual clients. 
This summary is based upon information obtained from various sources that Bessemer believes to be reliable, but Bessemer makes no 
representation or warranty with respect to the accuracy or completeness of such information. Views expressed herein are current only as of the 
date indicated, and are subject to change without notice. Forecasts may not be realized due to a variety of factors, including changes in law, 
regulation, interest rates, and inflation. 



<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



