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MEMORANDUM FI NDI NGS OF FACT AND OPI NI ON
VASQUEZ, Judge: Respondent determ ned a deficiency of
$1, 055,053 in, and a section 6662(b)(1) penalty of $211,011 on,
t he Federal estate tax of the estate of decedent WIIliamJ.

Desnond. *

1 Al section references are to the Internal Revenue Code
in effect at the date of decedent's death, and all Rule
references are to the Tax Court Rules of Practice and Procedure.



After concessions,? the sole issue for decision is the fair
mar ket value of: (1) Decedent's interest in Deft, Inc. (Deft),
and (2) real property located at 12 Rue Verte, Newport Beach,
California (the Newport property) and at 45-550 Navaj o Road,
Indian Wells, California (the Indian Wells property).

FI NDI NGS OF FACT

WIlliamJ. Desnond, decedent, died on June 17, 1992. At the
tinme of his death, decedent resided in Orange County, California.

On or about Septenber 22, 1993, an estate tax return on his
behal f was filed. For purposes of valuing his gross estate,
petitioner® elected to use the alternate valuation date, Decenber
17, 1992. At the tine the petition was filed, petitioner resided
in Newport Beach, California.

At the time of his death, decedent, as trustee, held 136, 000
shares of Deft stock. This represented 81.93 percent of Deft's
total outstandi ng shares.

The Deft stock is closely held, unlisted stock. All stock
in Deft was subject to a restrictive share agreenent which
provi ded that a sharehol der could transfer his or her stock to a
nonshar ehol der only after the sharehol der offered the shares to

t he remai ni ng sharehol ders.

2 The parties stipulated that petitioner is not liable for
t he negligence penalty under sec. 6662. Additionally, on brief,
respondent conceded that petitioner is entitled to deductions
related to adm ni strative expenses and for interest paid.

3 References to "petitioner" are to the executor of
decedent' s estate.
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Deft is an S corporation that manufactures and sells
i ndustrial coatings for mlitary and commercial aircraft, heavy
duty trucks, and construction equi pnent. Deft al so nanufactures
and sells finishes and wood st ai ns.

Deft, Iike other paint conpanies, is a hazardous waste
producer. From 1974 until 1991, Deft disposed of its hazardous
waste at three disposal sites. As a result of its waste
di sposal, Deft faced large potential environnental liabilities.

On decedent's estate tax return, petitioner reported that
the fair market value of decedent's interest in Deft was
$6, 160, 576. This included a $2, 306, 250 reduction for Deft's
potential environnmental liabilities. KPMsG Peat Marw ck (KPM3
conputed this figure for purposes of preparing the estate tax
return.

In addition to owning Deft stock, decedent al so owned two
pi eces of real property at his death. On the estate tax return,
petitioner reported that on the alternate valuation date the fair
mar ket val ue of the Newport property was $800, 000. On or about
May 6, 1994, the Newport property was sold for a net sales price
of $699, 933.

On the estate tax return, petitioner reported that on the
alternate valuation date the fair market value of the Indian
Well's property was $280,000. On or about July 29, 1994, the
I ndian Wells property was sold for a net sales price of

$267, 782.



OPI NI ON

Val ue of Decedent's Interest in Deft

A. Valuation of Closely Held, Unlisted Stock

Property is included in a decedent's gross estate at its
fair market value as of the date of the decedent's death or, if
t he executor elects, as of the alternate valuation date. See
secs. 2031(a), 2032(a); sec. 20.2031-1(b), Estate Tax Regs.
Under section 2032(a)(2), the alternate valuation date is the
date 6 nonths after the decedent's death

Fair market value is the price at which property would
change hands between a willing buyer and a willing seller,
nei t her bei ng under any conpul sion to buy or sell and both having

reasonabl e know edge of relevant facts. See United States v.

Cartwight, 411 U S. 546, 551 (1973); Estate of Glford v.

Commi ssioner, 88 T.C 38, 48 (1987); sec. 20.2031-1(b), Estate

Tax Regs. The willing buyer and the willing seller are

hypot heti cal persons. See, e.g., Estate of Newhouse v.

Comm ssioner, 94 T.C. 193, 218 (1990).

Determ ning the fair market value of closely held, unlisted
corporate stock is difficult because it involves property that
has no public market. The valuation of such stock is a matter of

j udgnent rather than of mathematics. See Hamm v. Comm ssioner,

325 F.2d 934, 940 (8th Cr. 1963), affg. T.C. Menp. 1961-347.
The best nmethod for valuing closely held, unlisted stock is by
reference to actual armis-length sales of the stock in the norma

course of business within a reasonable tine before or after the



val uation date. See Estate of Andrews v. Conmi ssioner, 79 T.C

938, 940 (1982); sec. 20.2031-2(b), Estate Tax Regs.

In the absence of arnis-length sales, the Court decides the
stock's fair market val ue by considering factors such as the
conpany's net worth, prospective earning power, dividend-paying
capacity, managenent, goodwi ||, position in the industry, the
econom c outlook in its industry, and the values of publicly
traded stock of conparable corporations. See sec. 2031(b);

Estate of Hall v. Comm ssioner, 92 T.C 312, 336 (1989); Estate

of Andrews v. Conmi ssioner, supra. There is no fixed formula for

applying these factors. The wei ght accorded each factor is
determ ned by the facts and circunstances of each case. See

Messing v. Conm ssioner, 48 T.C. 502, 512 (1967). As the trier

of fact, the Court has broad discretion in weighing the various

factors. See Estate of O Connell v. Comni ssioner, 640 F.2d 249,

251 (9th Gr. 1981), affg. on this issue T.C. Meno. 1978-191.
When val uing unlisted stock, it is sonmetinmes appropriate to
apply a lack of marketability discount to the price in order to
reflect the absence of a recogni zed market for closely held stock
and to account for the fact that closely held stock is generally

not readily transferable. See Mandel baum v. Conm ssioner, T.C

Meno. 1995-255, affd. 91 F.3d 124 (3d Gr. 1996); Estate of

Trenchard v. Conmi ssioner, T.C. Menp. 1995-121; Rev. Rul. 77-287,

1977-2 C. B. 319, 320-321. This discount also may reflect the

expense of registering the unlisted stock for public sale. See
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Mandel baum v. Commi ssi oner, supra; Estate of Trenchard v.

Conmi Ssi oner, supra.

Sonme of the factors exami ned by courts in determning the
anount of an appropriate |ack of marketability discount are: (1)
The cost of a simlar corporation's public and private stock; (2)
an anal ysis of the subject corporation's financial statenents;
(3) the corporation's dividend-paying capacity, its history of
payi ng di vi dends, and the amount of its prior dividends; (4) the
nature of the corporation, its history, its position in the
i ndustry, and its econom ¢ outlook; (5) the corporation's
managenent; (6) the degree of control transferred with the bl ock
of stock to be valued; (7) any restriction on the transferability
of the corporation's stock; (8) the period of tinme for which an
i nvestor must hold the subject stock to realize a sufficient
profit; (9) the corporation's redenption policy; and (10) the
cost of effectuating a public offering of the stock to be val ued.

See Estate of Glford v. Conm ssioner, supra at 60; Mandel baum v.

Commi ssi oner, supra; Rev. Rul. 77-287, supra.

Additionally, a control prem um nmay be appropriate when
valuing a large block of stock. A control prem umrepresents the
addi tional val ue associated with the shareholder's ability to
control the corporation through his dictation of its policies,

procedures, or operations. See Estate of Chenoweth v.

Conm ssioner, 88 T.C. 1577, 1581-1582 (1987); Estate of Trenchard

V. Conm ssioner, supra;, Rev. Rul. 59-60, 1959-1 C.B. 237, 242.

This premiumfor control is distinct and separate from any



di scount applied for lack of marketability. See Estate of

Trenchard v. Conm Ssi oner, supra.

B. Expert Reports Regarding the Fair Mrket Val ue
of the Deft Stock

I n deci ding valuation cases, courts often |look to expert
opi nions. The Court is not bound by the opinion of any expert,
and we may accept or reject in full or in part experts' opinions

proffered by the parties. See Helvering v. National G ocery Co.

304 U. S. 282, 294-295 (1938); Seagate Tech., Inc., & Consol.

Subs. v. Conmm ssioner, 102 T.C 149, 186 (1994); Estate of

Newhouse v. Conmi ssioner, supra at 217; Parker v. Conm SSioner,

86 T.C. 547, 562 (1986); Chiu v. Conmm ssioner, 84 T.C. 722, 734

(1985). Moreover, the Court is free to value property at a
figure for which there is no specific testinony as long as it is
within the range of figures that can be adduced fromthe

evi dence. See Silverman v. Conmm ssioner, 538 F.2d 927, 933 (2d

Cr. 1976), affg. T.C. Meno. 1974-285; Estate of Davis V.

Commi ssi oner, 110 T.C. 530, 537 (1998).

The parties herein rely on experts' opinions to establish
the fair market val ue of decedent's interest in Deft and whet her
and in what anmount any di scount or prem um should be applied to
that interest. Petitioner bears the burden of proof on these
i ssues. See Rule 142(a).

1. Petitioner's Expert

Petitioner relies on a report conpiled by Hi ggins, Mrcus &

Lovett, Inc. (HW), to establish that the fair market val ue of
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t he decedent's interest in Deft on the alternate valuation date
was $6, 266, 000. *

Initially, HW determ ned the value of a 100-percent
interest in Deft wthout any discount using three nethods of
valuation (the unadjusted values): (1) The adjusted net worth
met hod (the asset nethod), (2) the discounted cash fl ow net hod
(the inconme nmethod), and (3) the guideline public conpanies
met hod (the market nethod).

Under the asset nethod, HWL determ ned the unadjusted val ue
on the alternate valuation date was $12,070,000. In nmaking this
determ nation, HWM. restated Deft's tangi bl e assets from book
value to fair market value. HM then subtracted Deft's
liabilities® fromthe fair market value of Deft's tangible
assets. Next, HWM. determ ned the value of Deft's intangible
assets by capitalizing the excess, if any, of Deft's current
sust ai nabl e earni ng power over the normal expected return of
Deft's tangi bl e assets. HM. determ ned there was no excess;
therefore, HW attributed no value to Deft's intangi ble assets.
Lastly, HWL added the net market value of Deft's tangi ble assets
($12,070,000) to the value of their intangible assets ($0) to

derive the unadjusted val ue under this nethod.

4 Petitioner also submtted a report prepared by Tuerk &
Associ ates anal yzing the inpact of the potential environnental
liabilities on the marketability of the Deft shares. W find
that report unhel pful, and we do not rely on it.

> These liabilities did not include Deft's potenti al
environmental liabilities.



HWL determ ned t he unadjusted val ue under the incone nethod
was $8, 109, 000. Under this nethod, HWL deternined the present
val ue of Deft's future cash flows for the 5 years follow ng the
val uation date (%$4,271,000) and the present value of a termnal
val ue conputed for the fifth year ($3,838,000) using a 19-percent
di scount rate. HW added these present val ues together to find
t he unadj usted val ue under this nethod.

Under the market method, HM. exam ned ei ght publicly traded
conpanies primarily engaged in the manufacture and sal e of paint
and coatings. These conpanies had simlar distribution channels
to Deft, earned a profit over the last fiscal year, and possessed
sim | ar business and financial characteristics to Deft. HW
focused on the two conpanies that were nost simlar to Deft--Gow
G oup and Pratt & Lanmbert. HM. determ ned the average price to
earnings multiple for each of the two conpanies.

Al t hough these two conpanies were the nost simlar to Deft,
they were significantly larger than Deft in ternms of sales, tota
assets, and total market capitalization. G ven these
differences, HW applied a 30-percent downward adjustnment to the
average market nmultiple of the two guideline public conpanies.
HWL al so added a 25-percent control premumto account for the
fact that HW derived the nmultiples frominformation pertaining
to mnority interests. HMWM determ ned that the unadjusted val ue
under the market method was $10, 410, 000.

After determ ning the unadjusted val ue under each of the

above net hods, HWML wei ghted each of the nmethods equally and found
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t he wei ghted average of the unadjusted val ues was $10, 196, 000
(the wei ghted average unadj usted val ue).

HW then applied a | ack of marketability di scount of 25
percent to the wei ghted average unadjusted value. |In arriving at
this percentage, HM. considered several studies of typica
mar ketabi ity di scounts used for mnority interests in privately
held entities. Based on its review of this enpirical evidence,
HWL concl uded that a reasonable range for a | ack of marketability
di scount for closely held common stock was 25 percent to 45
per cent.

HWL then | ooked at the followng factors to determ ne where
Deft's lack of marketability discount should fall within this
range: (1) The availability of public market; (2) the conpany's
recent financial performance; (3) the future outl ook for the
conpany and industry; (4) the conpany's distribution policy; (5)
the restrictions on the transferability of the stock; (6) the
expected hol ding period of the stock; (7) the cost or expectation
of a public offering; (8) the nunber of existing sharehol ders;

(9) the size of the interest and the control inherent in the
interest; and (10) the potential environnental liabilities.

Based on HW's anal ysis of the foregoing factors, HW. concl uded
that Deft's lack of marketability discount should fall at the | ow
end of the range. HMWM. stressed the inportance of the size of the
i nterest being valued (which favored a | ower discount) but noted
that there was consi derabl e uncertainty surrounding Deft's

potential environnmental liabilities (which favored a higher
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di scount). Based on the factors in toto, HM. concl uded the |ack
of marketability discount should be 25 percent.

HW deducted the 25-percent marketability discount fromthe
wei ght ed average unadj usted val ue and concl uded that the fair
mar ket val ue of a 100-percent interest in Deft on the alternate
val uation date was $7,647,000. HMWM. then divided the fair market
val ue of a 100-percent interest by the nunmber of outstanding
shares (166,000) and found that Deft's fair market val ue per
share was $46.07. HM. multiplied Deft's fair market val ue per
share by the nunber of shares held by decedent at his death
(136, 000) and concluded the fair market val ue of the decedent's
interest in Deft on the alternate valuation date was $6, 266, 000.

2. Respondent's Expert

Respondent relies on a report conpiled by Business Val uation
Services, Inc. (BVS). BVS s analysis was limted to determ ning
an appropriate lack of marketability discount for the decedent's
interest in Deft. BVS did not determ ne the unadjusted val ue of
Deft.

Respondent instructed BVS to assune that the unadjusted
val ue, including consideration of the potential environnental
liabilities, was $10, 200, 000. BVS deternined that an appropriate
| ack of marketability discount for decedent's interest should be
between 0 percent and 5 percent. As instructed by respondent,
BVS did not consider Deft's potential environnmental liabilities

in determning the appropriate discount.
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C. Court's Analysis and Concl usi ons

As noted earlier, we are free to accept or reject in full or
in part experts' opinions proffered by the parties. See

Hel vering v. National G ocery Co., 304 U S at 294-295; Seagate

Tech., Inc., & Consol. Subs. v. Conmissioner, 102 T.C at 186;

Estate of Newhouse v. Conmi ssioner, 94 T.C. at 217. Each of the

experts' reports is susceptible to criticism W however believe
the fair market value reached in the HWVL report better represents
the fair market value of decedent's interest. Because of the
limtations inposed by respondent on BVS, we reject the BVS
report and adopt in part, as explained infra, the HWL report.

1. Valuation Methods Accepted by Court

The HMWML report determ ned the wei ghted average unadj usted
val ue based on the three different valuation nethods was
$10, 196, 000. HW.'s application of the asset nmethod was vague and
general ly unhel pful. Furthernore, we believe HW may have
i nproperly applied that method. W do not rely on this nethod to
determ ne the val ue of decedent's interest.

Respondent does not object to HW's conputations of the
unadj usted val ue under the incone nethod and the market nethod.
W find HW's conclusions as to the unadjusted val ues under these
two net hods reasonabl e, and we concl ude that the unadjusted val ue
under the incone nethod is $8, 109, 000 and under the market nethod
is $10,410,000. Furthernore, we conclude each nmethod deserves

equal wei ght.
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2. Lack of Marketability Di scount

a. Availability of the Di scount

A lack of marketability discount reflects the absence of a

recogni zed market for closely held stock. See Mandel baum v.

Conmi ssioner, T.C. Menp. 1995-255; Estate of Trenchard v.

Conmi ssioner, T.C. Menp. 1995-121; Rev. Rul. 77-287, 1977-2 C. B

319. Neither party disputes that the Deft stock is closely held
stock which is not readily tradable. W therefore shall apply a
| ack of marketability discount to the unadjusted val ues under
bot h net hods.

b. Proper Elenents in the D scount

HWL applied a 25-percent |lack of marketability discount to
t he wei ght ed average unadjusted value. HWM considered nunerous
factors, including Deft's potential environnmental liabilities, in
determ ning the amount of the discount.

Courts have consistently recogni zed that potenti al
liabilities can affect the value of corporate stock. See Estate

of Davis v. Comm ssioner, 110 T.C. at 552, 553, 560; Estate of

Hall v. Comm ssioner, 92 T.C at 329, 341-342; Payne V.

Conmi ssioner, T.C. Menp. 1998-227; Estate of Mtchell v.

Conmi ssioner, T.C. Menp. 1997-461; Sackett v. Conm ssioner, T.C.

Meno. 1981-661; Richards v. Conmissioner, T.C. Menp. 1976-380.

We believe a hypothetical buyer of decedent's interest in Deft
woul d consi der these potential liabilities when negotiating a
purchase price. W find that these potential liabilities nust be

taken into account in the valuing of decedent's interest.
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Respondent argues that applying a discount for Deft's
potential environnmental liabilities is inproper because these
liabilities have al ready been included in the unadjusted val ue
cal cul ati on under the inconme nmethod and the market nmethod. W
agree with respondent as to the market nethod but disagree as to
t he i ncone net hod.

Under the inconme nmethod, HWML discounted Deft's future cash
flows to present value using a discount rate determ ned by the
Capital Asset Pricing Model (CAPM. The discount rate represents
the conpany's expected rate of return on equity.

The CAPM uses several variables including a variable
representing the conpany's volatility relative to market returns
(Beta). Deft's Beta was determ ned based upon the Betas of eight
simlar paint and finishing conpanies. Respondent contends that
t hese paint and finishing conpani es had Betas consi derably higher
t han ot her conpani es’ because nost paint and finishing conpanies
have potential environnental liabilities that nake the return on
i nvestnment in these conpanies nore volatile. Respondent argues
that these Betas already include the potential environnental
liabilities of these conpanies; therefore, it is inproper to also
consider these liabilities in determning the proper discount.

We disagree with respondent. Respondent provided no
evidence at trial that the Betas of the eight conparabl e paint
conpani es were higher than normal due to potential environnental

liabilities faced by these conpani es.
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We concl ude that the unadjusted value under the inconme
met hod did not include Deft's potential environnental
liabilities, and HW's consideration of Deft's potenti al
environmental liabilities within the lack of marketability
di scount was proper. Thus, we shall apply a discount to the
unadj ust ed val ue under the incone nethod for the potenti al
environmental liabilities.

Under the market method, HML utilized the average price to
earnings nmultiple for two simlar paint and finishing conpanies
in determ ning the unadjusted value. Respondent contends that
these multiples already include the potential environnental
probl ens faced by the simlar conpanies; therefore, it is
i nproper to also consider these liabilities in determ ning the
proper discount.

Respondent's expert testified that paint and finishing
conpanies trade at lower nultiples as a result of the potenti al
environmental liabilities associated with the industry.
Petitioner did not provide any other explanation for the | ower
mul tiples. W conclude that the nultiples used by HWL took into
account the potential environmental liabilities of the conparable
conpani es; therefore, we shall not apply a discount to the
unadj usted val ue under the market nethod for the potenti al
environmental liabilities.

c. Conputing the D scount

We nust determ ne an appropriate |ack of marketability

di scount for decedent's interest. W base our finding on a
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consideration of all of the evidence in the record, paying
special attention to the presence or absence of the factors
di scussed in Rev. Rul. 77-287, 1977-2 C.B. 319.

The follow ng factors favor a high lack of marketability
discount: (1) There was no public market for Deft's stock; (2)
Deft's profit margins were bel ow the industry average; (3) al
stock in Deft was subject to a restrictive share agreenent which
provi ded that a shareholder could transfer his or her stock to a
nonshar ehol der only after the sharehol der offered the shares to
t he remai ni ng sharehol ders; (4) given the size and | ow
profitability of Deft, a public offering of the stock was
unlikely in the future; (5) the size of the interest is so |arge
that it may be hard to find potential buyers in the future who
coul d finance such a purchase; and (6) where not already
considered, Deft has |large potential environnmental liabilities.

Only one factor favors a low lack of marketability discount:
Deft had an historical favorable distribution policy (it
di stributed nost of the conpany's earnings to its sharehol ders
t hrough hi gher-than-market conpensation in the past).

We concl ude that a 30-percent |ack of marketability di scount
is appropriate for the Deft stock. O this 30-percent discount,
10 percent is attributable to Deft's potential environnental
liabilities. W shall apply the 30-percent |ack of marketability
di scount to the unadjusted value we determ ned under the incone
met hod. We however shall apply only a 20-percent |ack of

mar ketabi ity di scount to the unadjusted val ue we determ ned
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under the market nethod because as di scussed supra, the
environnental liabilities have already been included in the
unadj ust ed val ue under that nethod.

3. Control Prem um

A control prem um may be necessary when val uing an interest
whi ch gives its holder unilateral power to direct corporate
action, select managenent, decide the anount of distributions,
rearrange the corporation's capital structure, and deci de whet her

to liquidate, nmerge or sell assets. See Estate of Newhouse v.

Conmmi ssioner, 94 T.C at 251-252. Petitioner's expert testified

that a holder of decedent's interest would have the power (under
California law) to sell all of Deft's assets, dissolve the
conpany, and do virtually anything he or she wanted to do with
Deft. Decedent's 81.93-percent interest is a controlling
interest. HW applied a control prem umof 25 percent inits
cal cul ati ons under the market nethod only.

Whet her or not a control premumis appropriate depends on
t he val uati on nmet hod enpl oyed in reaching the unadjusted val ue of
the stock. Were the nethod used values the stock as if it were
a controlling interest, no control premumis necessary because
the control aspect has already been accounted for within the
unadj usted value. See Pratt et al., Valuing A Business: The
Anal ysis and Appraisal of Closely Held Conpani es 303-306 (3d ed.
1996) .
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The incone nmethod assuned the continuation of Deft's present
policies and did not account for a change in control. This
met hod t herefore produced an unadjusted val ue based on a mnority
interest. 1d. at 195. Thus, it would be proper to apply a
control premumto the unadjusted value under this nethod. 1d.

The market nethod is based on conparisons wth publicly
traded stocks. This nmethod produces an unadj usted val ue which
represents the value of a mnority interest, and it generally
woul d be proper to apply a control premumto the unadjusted
val ue under this nmethod. 1d. at 162.

HW determ ned that a 25-percent control prem um was
appropriate under the market nethod. W find HW's determ nation
reasonabl e, and we conclude that a control prem um of 25 percent
is appropriate. W shall apply this premumto the unadjusted
val ue we determ ned under the income nethod.®

4. Concl usion

Utilizing the incone nethod and the market nethod, we find
the fair market value of decedent's interest in Deft on the

alternate val uati on date was:

6 HWL already included the control premumin its
unadj usted val ue determ ned under the market nethod; therefore,
we shall not apply a separate control prem umto the unadjusted
val ue under that nethod.
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| ncone Mar ket
Unadj ust ed Val ue $8, 109, 000 $10, 410, 000
Less Marketability
Di scount:
Nonenvi r onnment al 20% (1,621, 800) 20% (2,082, 000)
Envi r onnment al 10% ( 810, 900) 0%
Add Control Prem um 25% 2,027,250 1 0%
Fair Market Val ue of
100 percent Interest 7,703, 550 8, 328, 000
x Decedent's
| nt er est 81.93% 6, 311, 519 81.93% 6, 823, 130
x Weight G ven 50% 50%
3, 155, 759 + 3,411,565 =
Fair Market Val ue of
Decedent's | nterest 6,567, 324

! See supra note 6.

1. Value of Real Properties

A. Cenerally

On decedent's estate tax return, petitioner reported that on
the alternate valuation date the fair nmarket val ues of the Newport
property and the Indian Wl ls property were $800, 000 and $280, 000,
respectively. Wthin 20 nonths of the alternate val uation date,
both properties were sold for anbunts |less than the fair market
val ues reported on decedent's estate tax return. Petitioner clains
that the fair nmarket values for the Newport property and the Indian
WelI's property should be $699, 933 and $267, 782, respectively, based
on their actual sales prices.

Val ues submtted by a taxpayer on the estate tax return are

adm ssions by the taxpayer, and | ower val ues cannot be substituted
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wi t hout cogent proof that the reported values are erroneous. See

Estate of Hall v. Conm ssioner, 92 T.C. at 337-338.

B. The Newport Property

At trial, Mark Cardelucci, a real estate broker, testified
about the real estate market conditions in Newport fromthe tine
the Newport property was valued for decedent's estate tax return
until the property was later sold (the interimperiod). M.

Cardel ucci testified that, with regard to the Newport property, he
believed no material change in circunstances occurred during the
interimperiod. Furthernore, M. Cardelucci testified that he
bel i eved that the Newport property had been overval ued on the
estate tax return.

Respondent did not produce any evidence contradicting M.
Cardel ucci's conclusions. W conclude the fair market value of the
Newport property on the alternate valuation date was $699, 933.

C. The Indian Wlls Property

Conversely, petitioner failed to produce any evidence that on
the alternate valuation date the fair market value of the Indian
Wells property equaled its sales price 20 nonths later. W
conclude that petitioner has failed to provide cogent proof show ng
that the anount reported on decedent's estate tax return was
erroneous. W conclude the fair market value of the Indian Wlls
property as of the alternate valuation date was $280, 000.

In reaching all of our holdings herein, we have consi dered al
argunents nade by the parties, and, to the extent not nentioned

above, we find themto be irrelevant or without merit.



To reflect the foregoing,

Decision will be entered

under Rul e 155.




