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l.

Decedent owned 18 of the outstanding 76.445 shares
of the voting stock and 3,942.048 of the outstanding
141, 288. 584 shares of the nonvoting stock of J. R Si npl ot
Co. (the Conpany), a private, famly-owned corporation
The remai ning shares of outstanding voting stock were
owned by decedent's three siblings. The voting stock is
subject to a 360-day restriction on transferability or
hypot hecation. Both cl asses of stock are entitled to the
sane di vi dends (w t hout preference) on a per-share basis,
if and when dividends are declared. Hol ders of the
nonvoting stock are entitled to aliquidating preference.

On the estate tax return, the fair market val ue for
both cl asses of stock was reported as $2, 650 per share.
Petitioner agrees that because of an error by its
apprai ser in the calculation of the aggregate nunber of
outstanding shares, the fair nmarket value for both
cl asses of stock should have been $3,025 per share. In
the notice of deficiency, respondent determ ned the fair
mar ket val ue of the voting stock to be $801, 994. 83 per
share and the fair market val ue of the nonvoting stock to



be $3,585.50 per share. The disparate valuations are
primarily attributable to the valuation nethodol ogies
enpl oyed by the parties.

Held: On the basis of the facts and circunstances
presented, a prem umfor voting privileges is appropriate
and is determned inrelation to the equity value of the
Conmpany (enterprise value plus cash mnus liabilities).
After application of a 35-percent marketability di scount,
the fair market val ue of the voting stock is $215,539.01
per share and after application of a 40-percent
mar ketability discount, the fair market value of the
nonvoting stock is $3,417.05 per share.

.

In the notice of deficiency, respondent reduced the
anount reported for the marital deduction from
$15, 127,237 to $1,723,437. The anount of this reduction
(%13, 403, 800) is due to: (1) Respondent's redeterm nation
of the fair market value of the voting stock, all of
whi ch was bequeathed to the trustees of a credit shelter
trust for the benefit of decedent's children, and (2) the
charging of the Federal estate tax to that portion of the
estate (the residue) passing to decedent's wife. I n
calculating the amount of the marital deduction,
respondent did not consider the anount of State transfer
and inheritance taxes which are payable with respect to
t he val ue of the voting stock bequeathed to the trustees
of the credit shelter trust and which pursuant to
decedent's will are chargeabl e agai nst that bequest.

Hel d: Because no State transfer or inheritance
t axes have yet been paid, and because the anmount of the
marital deduction nust be recal culated on the basis of
our determnation of the value of the voting stock
passing to the trustees of the credit shelter trust, the
parties mnust consider (and not reduce the nmarital
deduction by) the anpbunt of State transfer and
i nheritance taxes actually and tinely paid by reason of
t he bequest of the voting stock to the trustees of the
credit shelter trust.

L1l
In the notice of deficiency, respondent determ ned
that petitioner is |iable for penalties pursuant to sec.
6662(a), (g), (h)(1), and (2)(OC, I.R C. The penalties do
not apply to any portion of the underpaynent for which
t he taxpayer: (1) Had reasonabl e cause, and (2) acted in
good faith wth respect thereto.
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Hel d: Petitioner is not |iable for the penalties at
i ssue because petitioner acted reasonably and in good
faith by relying on the advice of tax professionals and
appr ai sers.

David John Thornton, G eqgory Allen Byron, and Shel don |

Fink, for petitioner.

David J. Muingo and Robert A Varra, for respondent.

JACOBS, Judge: Respondent determ ned a $17, 643, 886 defi ci ency
in petitioner's Federal estate tax and $7,057,554 in penalties
pursuant to section 6662(a), (g), (h)(1), and (2)(0O

Fol | owi ng a concessi on by respondent, the issues for decision
are: (1) The fair market value of 18 shares of class A voting
common stock of J.R Sinplot Co. owned by Richard R Sinplot
(decedent) on June 24, 1993 (the valuation date); (2) the fair
mar ket val ue of 3,942.048 shares of class B nonvoting conmon stock
of J.R Sinplot Co. owned by decedent on the valuation date; (3)
t he anmount of the section 2056 marital deduction to be allowed the
estate of decedent (petitioner); and (4) whether petitioner is
liable for the section 6662 penalties as determ ned by respondent.
Subsuned in the resolution of the stock valuation issues is the
guestion of whether a premum should be accorded the voting
privileges of the class A stock; and, if so, the amount of that

prem um



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

FI NDI NGS OF FACT

Sonme of the facts have been stipulated, and the stipul ations

of facts are incorporated in our findings by this reference.

A Backgr ound

Decedent, a resident of Boise, |daho, died testate on June 24,
1993. He was 59 years old. At the tine the petition was filed
herein, John Edward Sinplot, decedent's son and persona
representative, resided in Boise, |daho.

Decedent and his siblings are the children of Jack R Sinpl ot
(J.R Sinplot), who was living on the trial date of this case. At
the tinme of his death, decedent owned 18 shares of class A voting
comon stock (class A voting stock) and 3, 942. 048 shares of cl ass
B nonvoting conmon stock (class B nonvoting stock) of J.R Sinplot
Co., constituting 23.55 percent of the outstandi ng shares of class
A voting stock and 2.79 percent of the outstanding shares of cl ass
B nonvoting stock. The remaining shares of class A voting stock
wer e owned by decedent's siblings: Gay C. Sinplot Oter (Gay), Don
J. Sinplot (Don), and Scott R Sinplot (Scott). As of the date of
decedent's death, virtually all of the shares of class B nonvoting
stock were owned, directly or indirectly, by the descendants of
J.R Sinplot and an Enployee Stock Omership Plan (ESOP)

established in 1978.



B. The H story and Business of J.R Sinplot Co.

J.R Sinplot Co. (through a predecessor entity) was founded in
the 1930's by J.R Sinplot. It was incorporated in Nevada in 1955.
None of its stock is publicly traded. J.R Sinplot originally
owned all of the Conpany's stock; he transferred the stock to his
children in the 1960's.

J.R Sinplot's philosophy was to rei nvest the Conpany's cash-
flows into | ong-termassets (such as real estate m neral reserves,
wat er rights, and natural -resource-based operations), operate the
Conpany privately, and pass ownership of the Conpany on to his
descendants. From J.R  Sinplot Co.'s inception through the
val uation date, J.R Sinplot was the Conpany's chairman of the
board and played a dom nant role in the Conpany's operations.

J.R Sinplot Co. is a mjor frozen food processing and
agri busi ness chemcal conpany. |Its predecessor developed the
t echni que for producing frozen French fried potatoes in the 1950's.
It is headquartered in Boise, |Idaho, and operates in the western
part of the United States and in Mexico, Turkey, and Canada. J.R
Si npl ot Co.'s taxable year ends August 31. On the valuation date,
J.R Sinplot Co. enployed between 9,000 and 10, 000 i ndi vi dual s.

For the 9 nonths ended May 31, 1993, J.R Sinplot Co. had net
sal es of $1, 282,526,000 and net incone of $25, 506, 000. For its
fiscal year ended August 31, 1993, the Conpany had net sal es of
$1,778,768,000 and net incone of $37,825,000. On May 31, 1993,
J.R Sinmplot Co. had assets with a book val ue of $1, 340, 803, 000 and
shar ehol ders' equity of $481, 001, 000. On August 31, 1993, J.R
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Sinplot Co. had assets with a book value of $1,222,610,000 and
sharehol ders' equity of $490, 905, 000.1

As of the valuation date, J.R Sinplot Co. was operationally
divided into five groups: (1) The food products group (FPG, which
conprises J.R Sinplot Co.'s potato, fruit, and vegetable
processi ng operations; (2) the agriculture group (AG, which owns
approxi mately 70,000 head of cattle and is one of the |argest
suppliers of cattle in the United States; (3) the diversified
product group (DPG, which essentially manages two busi nesses-- W5l ,
a producer and marketer of assorted agri busi ness products incl uding
livestock feeds and |ivestock handling equipnment, and Sinplot
Transportation, the transportation managenent division of the
Conpany; (4) the mnerals and chemcal group (MG, which
manuf actures and markets fertilizers and chemcals, mainly in the
Western United States and in Canada; and (5) the devel opnent and
corporate group (DCG .

1. The Food Products G oup

FPGis conposed of three businesses: Potato processing, fruit
and vegetable processing, and other operations. As of the

val uation date, it represented approxi mately 55 percent or $718.3

! J.R Sinplot Co. controlled a nunber of operations
(e.g., a potato storage facility operated through Aberdeen
Storage Limted Partnership and an office buil ding operated
t hrough Lake Forest Limted Partnership) using "off-balance sheet
fi nanci ng".

In addition, entities were established in the nanes of
Sinplot famly nmenbers to acquire |and, enabling J.R Sinplot Co.
to obtain greater water and grazing rights.



mllion of J.R Sinplot Co.'s consolidated revenue for the 9-nonth
peri od ended May 31, 1993.

Through its processing plants, J.R Sinplot Co. produces
hundreds of mllions of pounds of frozen French fries each year.
It is one of the two |argest potato processors in the world
Potato processing involves the follow ng: Purchasing newcrop
pot at oes, sorting and grading the potatoes, storing potatoes for
use in year-round production, transporting potatoes from storage
facilities to the plant, washing and peeling the potatoes, cutting
or formng potatoes into the desired product, precooking the
pot at oes, freezing the potatoes, packaging the potatoes according
to custoner requirements, and preparing the potato products for
shi pnment to the end user.

FPG s five potato production facilities produce a mx of
frozen French fries and formed products. The | argest potato
processing facilities are located in Caldwell, 1daho; Herm ston
Oregon; and Heyburn, |daho.

FPG s potato operations serve three market segnents:

McDonal d's, Food Service, and Consuner.? MDonald' s is FPG s and

2 The Food Products Groups' 10 | argest custoners (in
al phabetical order) are:

Food Service of America
Friendly Restaurants Corp.
Marriott Distribution Services
McDonal d's Corp
Ni chirei Corp. of America
PYA/ Monar ch Food Servi ce
Reddy Raw, Inc.
Sugar Foods Cor p.
(continued. . .)
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J.R Sinmplot Co.'s largest custoner, consum ng approximately 42
percent of the total pounds of raw potatoes FPG processes, and
contributes approximately $200 mllion in revenues. J.R Sinplot
Co. supplies MDonald's wth the followng anounts of potato
products: 60 percent of McDonal d's donestic potato products; nore
than 95 percent of MDonald's potato products sold in Japan; 100
percent of MDonald's potato sales in Singapore, Hong Kong,
Thai | and, I ndonesi a, and Mexi co; and 80 percent of McDonal d' s sal es
in the Caribbean.

J.R Sinplot Co."s food service segnent is the fastest grow ng
segnent of potato consunption. Approxi mately 56 percent of the
potatoes J.R Sinplot Co. processed are consuned by this segnent,
and revenues have increased an average of 10 percent a year since
1965. FPG provides this narket with several potato products
(including a variety of French fry products, hash browns, and cubed
pot at oes) .

J.R Sinplot Co. serves the consuner market through brand
names such as McroMagic, J.R Sinplot's Retail, and Ckray's Hash
Browns. This segnent accounts for approxinmately 2 percent of the
potatoes J. R Sinplot Co. processes.

J.R Sinplot Co.'s conpetitors within the frozen potato

i ndustry i nclude Lanb-Weston, a division of ConAgra, Inc.; Oe-lda,

2(...continued)
The Kroger Conpany
Victory Spud Service



a division of HJ. Heinz Co.; MCain Foods; Universal Foods; and
Carnati on Foods, a division of Nestle, S. A

FPG s veget abl e operation, drawi ng on the distribution network
of J.R Sinplot Co.'s frozen potato operations, distribute nore
than 33 varieties of fruits and vegetables to J.R Sinplot Co.'s
Food Service custoners either under the Cassic | abel or as private
| abel products.

2. The Agriculture G oup

AGis one of the largest suppliers of prinme beef in the United
States, and the |l argest supplier to the Pacific Northwest. For the
9 nonths ended May 31, 1993, AG contributed $79.2 nmllion or
approximately 6 percent of J.R Sinplot Co.'s gross revenues.

J.R Sinplot Co. raises and feeds approxi mately 260, 000 head
of cattle per year on 1.4 mllion acres of |eased or owned | and.
The cattle operations conplenent the potato business through the
use of potato waste as cattle feed.

At the tinme of trial, J.R Sinplot Co. sold approxinately 85
percent of its cattle to IBP, Inc. In 1991, J.R Sinplot Co.
entered into a contract with N cherei Corp., a Japanese food
conpany, whereby N cherei Corp. buys the beef packed by J. R
Sinplot Co.'s Nanpa, |daho, processing facility.

3. Di versified Products G oup

DPG was established during the Conpany's 1989 fiscal year to
account for opportunities in the follow ng diverse businesses:
Corporate trucking and maintenance services, refrigerated rail

cars, livestock feed, animal health, farm supply services, a
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comodi ties trading group, and two bonded grain el evators. For the

9 nonths ended May 31, 1993, DPG contributed $145 nmillion or

approximately 11 percent of J.R Sinplot Co.'s gross revenues.
DPG is divided into two types of operations through WSl and

Si npl ot Transportation. WEl produces and narkets a variety of

agri business products (including livestock feeds, nutritional
suppl ements, livestock health products, and livestock handling
equi pnent) . Si npl ot Transportation provi des conpanyw de

transportati on managenent (including the operation of approxi mately
100 to 150 bul k trailers, nore than 135 owned over-the-road trucks,
and 750 owned or leased rail cars). A small anpunt of revenue is
generated fromtransportation for third parties.

During the 9-nonth period ended May 31, 1993, DPG had a | oss
of $0.9 nmillion on revenue of $145 mllion.

4. M nerals and Chem cal G oup

MCG is a major manufacturer and distributor of phosphate
fertilizers and agricultural chemcals inthe Western United States
and in Canada. It was fornmed in 1944 after a manufacturing plant
west of Pocatello, Idaho, was constructed to supply J.R Sinplot
Co. with the fertilizers it needed to nourish thousands of acres of
potatoes. MCG sells the fertilizers primarily to farners west of
the M ssi ssi ppi.

MCG has consistently been J.R Sinplot Co.'s nost profitable
segnent (accounting for 31 percent of revenue for the period ended
May 31, 1993). At the tinme of decedent's death, it had

approximately 40 to 50 percent of the narket. Despite the fact
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that prices fell to a 20-year Iow, MCGreported strong results for
the first 9 nonths of fiscal year 1993. For its fiscal year ended
August 31, 1993, MCGcontributed $418.5 million or approxi mately 32
percent of J.R Sinplot Co.'s consolidated revenues.

M ni ng and Processing, MCG s pri nci pal segnent, operates five
busi ness wunits: Agricultural Fertilizer, Professional Products,
Feed Phosphates, Industrial Chemcal, and Consunmer Products.
Products m ned and processed by these units are narketed t hr oughout
the Western United States and in Canadian prairie provinces by
i ndependent conpani es and ot her MCG operations, including 75 retail
outlets carrying J.R Sinplot Co.'s "Soilbuilder" nane. MCG
enpl oys 2, 467 individual s.

The Agricultural Fertilizer business unit (36 percent of MCG s
1992 revenues) markets nitrogen and phosphate fertilizers in the
Western North Anmerican agricul tural mar ket , sold through
agricultural fertilizer dealers who resell to growers. The
princi pal products manufactured and distributed are phosphoric
aci d, ammoni um ni trogen products, urea ammoni umnitrate sol utions,
and honmogeneous N-P-K fertilizers. J.R Sinplot Co. has attained
a maj or share of the agricultural fertilizer market in the Wstern
United States and in Canada.

The Professional Products business unit (3.5 percent of MCG s
1992 revenues) devel ops and markets fertilizers and chem cals for
use in the mai ntenance of turf grasses and ornanentals. The Feed
Phosphat es business unit (1.7 percent of MSG s 1992 revenues)

mar ket s feed-grade phosphates that serve the needs of the poultry
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and |ivestock industries of Western North America. The Industri al
Chem cal business unit (2.2 percent of MCG s 1992 revenues) narkets
ammonia and phosphates used in different nonagri cul tural
applications. The Consunmer Products business unit (1 percent of
MCG s 1992 revenues) produces and nmarkets fertilizers for hone and
garden use, mainly in the Western United States and Hawaii .

MCG operates four fertilizer manufacturing plants in |daho,
California, and Manitoba, Canada. The largest facilities are the
Snoky Canyon M ne (near the |daho-Wom ng border) and the Don
Manuf acturing conpl ex (west of Pocatello, |daho).

In the beginning of fiscal year 1992, J.R Sinplot Co.
purchased Chevron's fertilizer manufacturing operations.

MCG al so operates a silica sand operation in Overton, Nevada,
and an agricultural chemcal formulating plant in Muntain Hone,
| daho.

J.R Sinplot Co. has been isolated fromthe pressures of other
US. fertilizer producers, mainly located in the Southeast. MG
sells nost of its fertilizer in inland markets, where access to
ot her producers by land or water via the west coast is expensive.
MCG sells nore than 20 percent of its output in Idaho and 85
percent of its sales in protected markets west of the Rockies.

5. Devel opnent and Corporate (Adm nistrative) G oup

J.R Sinplot Co., through DCG owns other agribusiness
ventures, including three cheese plants (e.g., Arpin Dairy, Inc.,
in Arpin, Wsconsin; Swiss Village Cheese Co., in Nanpa, |daho; and

Washi ngton Farnms Distribution, Inc., in Munt Vernon, Washi ngton).
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DCG controls the operation of a hydroelectric plant, I|and
devel opnment, Sinplot International (primarily in Hungary, Pol and,
and Argentina), and forner aquaculture operations that now grow
produce, such as tomatoes. For the 9 nonths ended May 31, 1993,
DCG had conbi ned gross revenues of approximately $2.5 nmillion.

C. Equity | nvest nent

In addition to its operating assets, as of the valuation date
J.R Sinplot Co. held 5,259,800 shares of M cron Technol ogy, Inc.
(M cron Technol ogy), common stock. This interest represented 13. 36
percent of the shares of Mcron Technology comobn stock
out st andi ng.

M cron Technol ogy manufactures and markets sem conductor
menory conponents and personal conputers. It has operations that
directly or indirectly serve the conputer, tel ecommunications, and
of fice automation industries. |t conpetes in the manufacturing and
mar keti ng of sem conductor nenory conponents, the production of
menor y-i nt ensi ve nodul es and board-1| evel products, the assenbly and
selling of |IBMconpatible personal conputers, and the design and
devel opment of new technologies relating to fueled em ssion flat
panel di spl ays.

The shares of Mcron Technol ogy stock are traded on the New
York Stock Exchange. On decedent's date of death, shares of Mcron
Technol ogy stock were tradi ng at $34. 63 (the nmean between the high
and |l ow selling price per share of Mcron Technol ogy on the New

York Stock Exchange); the closing price was $34. 875 per share.



D. Capital Structure

As of June 24, 1993, J.R Sinplot Co. had two classes of
aut hori zed stock: Cass A commobn voting and class B common
nonvoti ng stock.

As of June 24, 1993, J.R Sinplot Co. had 141, 365. 029 shares
of outstanding stock: 76.445 shares of class A voting stock and
141, 288. 584 shares of class B nonvoting stock. The stock of J.R
Sinpl ot Co. was owned as foll ows:

CLASS A VOTI NG STOCK

St ockhol der Nunber of Shares Percent of Total
Decedent 18. 000 23.55%
Don 18. 000 23.55
Gay 18. 000 23.55
Scot t 22. 445 29.35

Tot al 76. 445 100. 00

CLASS B NONVOTI NG STOCK

St ockhol der Nunber of Shares Percent of Tota
Decedent 3, 942. 048 2. 79%
Don 4, 292. 454 3.04
Gay 4,406. 403 3.12
Scot t 7,978. 446 5.65
Trust--decedent's

famly 28, 909. 342 20. 46
Trust--Don's

famly 24,997. 252 17. 69
Trust--decedent's

and Don's

famly 34, 826. 391 24. 65

O her Sinpl ot
famly and

affiliates 27,042. 707 19. 14
ESOP 4.893.541 3.46
Tot al 141, 288. 584 100. 00

Each share of class A voting stock is entitled to one vote.
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Both class A voting and class B nonvoting sharehol ders are
entitled to the sane dividends (wthout preference) on a per-share
basis, if and when declared by the board of directors of J.R
Sinplot Co. As of the date of decedent's death, J.R Sinplot Co.
had never declared a dividend.

Pursuant to J.R Sinplot Co.'s articles of incorporation, upon
[iquidation of J.R Sinplot Co., the Conpany's assets are to be
used in the followng order of priority: (1) Paynent of all
out st andi ng i ndebtedness; (2) paynent to the class B nonvoting
sharehol ders in an anbunt equal to the par value of their shares
($10 per share) plus a dividend equal to 40 cents per share for
each year that the stock is outstanding after July 1, 1955, up to
the | ast day of the February preceding the liquidation date; (3)
paynment to the class A voting shareholders in an anpunt equal to
t he par value of their shares ($10 per share); and (4) paynent of
the balance to all <class A voting and class B nonvoting
sharehol ders pro rata on a per-share basis.

The articles of incorporation and the bylaws of J.R Sinpl ot
Co. place a 360-day restriction on the transferability or
hypot hecation of the class A voting stock. Pursuant to this
restriction, if a class A voting shareholder desires to sell
transfer, or hypothecate his/her class A voting stock, the stock
must be first offered to the Conpany under the sanme terns and
conditions as otherwse could be obtained by the selling
shar ehol der from anot her purchaser or lender for a period of 180

days. If the Conpany declines to exercise its right during this
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180-day period, then the other class A voting shareholders (as a
group) have an additional 180 days within which to purchase the
st ock.

Before June 23, 1993, class B nonvoting sharehol ders were
afforded a nomnal level of liquidity for their shares through
sales to J.R Sinplot Co.'s ESOP as well as occasional ad hoc
redenptions of the shares by the Conpany. In substantially al
i nstances, the price paid for these repurchases occurred at the
nost recent ESOP val uati ons prepared by Mdrgan Stanley & Co., Inc.
(Morgan Stanl ey).

As a practical matter, before June 23, 1993, J.R Sinplot set
the amounts of conpensation paid by the Conpany to his children.

The anpbunts paid from 1991 to 1993 were as foll ows:

Oficers/Directors 1991 1992 1993
Don $246, 385. 76 $314, 628. 71 $235, 972. 26
Scot t 122, 301. 44 17, 140. 00 ---
Decedent 222, 730. 14 200, 801. 14 79, 785. 42
Gay --- --- ---

Before divorce, G@Gay's spouse received conpensation in his
managenent capacity fromJ.R Sinplot Co.

J.R Sinplot Co. owned resort properties in Ketchum and
McCal |, Idaho; it al so owed a corporate aircraft. Sinplot famly
menbers were permtted to use these facilities for nonbusiness
pur poses, on a space-avail able basis (and did so). Sinplot famly
menbers were permtted to use the corporate aircraft for persona

purposes at rates below those available on comrercial flights.
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Additionally, J.R Sinplot Co. paid club nmenbership fees of various
Sinplot famly nmenbers.

Several partnerships, joint ventures, and conpani es owned by
J.R Sinplot Co.'s class A voting shareholders were created in
conjunction with J.R Sinplot Co.'s businesses. These entities did
all or substantially all of their business with J.R Sinplot Co.
As of the valuation date, these entities owned, anong ot her things,
food storage facilities, office buildings, |ivestock, agricultural
and devel opnent real estate, and grazing rights (see supra note 1).

E. Managenent

As of the valuation date, J.R Sinplot Co.'s nanagenent

structure was as foll ows:

Nanme Position

J. R Sinpl ot Chai r man

Gordon C. Smith Presi dent and chi ef executive officer

Lawence E. Costello Vi ce president of finance and chi ef
financial officer

James D. Crawford Cor porate treasurer

St ephen A. Beebe President of the Food Products G oup

Donal d D. Pottinger President of the Mnerals and Chem cal
G oup

Tom Basabe President of the Agricultural Goup

Ray G Kauf man President of the Diversified Products
G oup

Ronald N. Graves Ceneral counsel and corporate secretary

Nonfam |y nenbers have served on the board of directors for
several decades.

In 1993, there was a change in both the chairmnship and
presi dency of J.R Sinplot Co. J.R Sinplot retired as chairman of
t he Conpany, and thereafter an office of the chairman, conposed of

Don, Gay, Scott, and decedent's son, was established.
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Wile J.R Sinplot was on the board of directors, the other
board nenbers usual |y adhered to hi s busi ness and pol i cy deci si ons.
Al though J.R  Sinplot's four children had independent views
regarding how the famly business should be run, there was
unanimty in their philosophy to maintain J.R Sinplot Co. as a
private, famly-owned conpany.

F. Contingent Environnental Liabilities

As of the valuation date, J.R Sinplot Co. had potenti al
environnental liabilities estimated to be at a maxi nrum of $95
mllion.

G Fi nanci al Hi story

The consolidated bal ance sheets for J.R Sinplot Co. and
subsidiaries for their fiscal years ended August 31, 1991, 1992,

and 1993, reveal:

J.R SIMPLOT COVPANY & SUBSI DI ARl ES
CONSCLI DATED BALANCE SHEETS
AUG. 31, 1993, 1992 and 1991

(i n thousands)

ASSETS 1993 1992 1991
CURRENT ASSETS
Cash and equi val ents $20, 920 $22, 366 $15, 457
Not es & accounts receivabl e,
| ess al | owances 206, 398 187, 935 164, 285
I nventories 197, 022 170, 449 233, 164
Manuf act uri ng supplies 23,244 22,591 23,268
Prepai d expenses & other assets 15,739 15, 487 16, 086
Total current assets 463, 323 418, 828 452, 260
| NVESTMENTS & OTHER ASSETS
Ampunts due fromaffiliates 32,810 36, 488 10, 000
| nvest nent s 128, 543 110, 718 102, 941
O her assets 38, 624 27,554 31,712
PROPERTY & EQUI PMENT, net 559, 310 523,908 493, 988

1,222,610 1,117, 496 1, 090, 901



LI ABI LI TI ES & SHAREHOLDERS' EQUITY

CURRENT LI ABILITIES
Accounts payabl e & accrued

expenses $223, 024 $193, 987
I ncone taxes payabl e 1, 592 775
Long-term debt, current portion 3,440 4,126
Total current liabilities 228, 056 198, 888
LONG TERM DEBT, |ess current portion 433, 924 380, 921
OTHER LI ABI LI TIES & DEFERRED CREDI TS 15, 375 14, 495
DEFERRED | NCOVE TAXES 54, 350 61, 694
731, 705 655, 998
SHAREHOLDERS' EQUI TY
C ass A capital stock, voting,
$10 par val ue, authorized 100
shares, issued 76.445 shares 1 1
G ass B capital stock, nonvoting,
$10 par val ue, authorized 249, 900
shares, issued 161, 310. 269 shares 1, 313 1, 324
Addi tional paid-in capital 6,931 6,931
Ret ai ned Ear ni ngs 482, 660 453, 242
490, 905 461, 498
1, 222, 610 1,117, 496

$174, 058
917

2,571

177, 546
382, 554
21, 283
62, 734

644, 117

1, 336
6, 931
438, 516
446, 784

1,090, 901

The consol i dated statenents of cash-flowfor J.R Sinplot Co.

and subsidiaries for their fiscal years ended August

1992, and 1993, reveal:

J. R SI MPLOT COVPANY & SUBSI DI ARI ES
CONSOL| DATED STATEMENTS OF CASH FLOWS

YEARS ENDED AUG 31, 1993, 1992 and 1991
(i n thousands)

1993 1992
CASH FLONS FROM OPERATI NG ACTI VI TI ES
Net | ncone $37, 825 $20, 545
Adj ustments to reconcil e net incone
to net cash provided by operating
activities:
Depr eci ati on 52, 600 62,129
Def erred i ncone taxes (6,089) 580
Equi ty investnent earnings (16, 378) (119)
O her itens, net 6, 842 14

Changes in assets & liabilities:
Not es & accounts receivabl e,
net (22,771)
I nventories (27, 335)

(23, 940)
63, 437

31, 1991,

58, 319
(2,671)
(3,112)
4,190

(2, 784)
13, 180



Account s payabl e & accrued
expenses

OGher liabilities & deferred
credits

QG her assets & liabilities, net

NET CASH PROVI DED BY OPERATI NG
ACTI VI TI ES

CASH FLOAS FROM | NVESTI NG ACTI VI TI ES
Capi tal expenditures
Proceeds fromsal e of property &
equi prrent
I nvest ment s
Change in amounts due to/from
affiliates

NET CASH USED FOR | NVESTI NG ACTI VI TI ES

CASH- FLOAS FROM FI NANCI NG ACTI VI Tl ES
Long-term debt proceeds
Long-term debt repaynents
Purchase of Treasury stock

NET CASH PROVI DED BY (USED FOR)
FI NANCI NG ACTI VI Tl ES

NET CHANGE | N CASH & EQUI VALENTS
CASH & EQUI VALENTS, begi nning of year
CASH & EQUI VALENTS, end of year

SUPPLEMENTAL DI SCLOSURE OF CASH FLOW
| NFORMATI ON
I ncone taxes paid
Interest paid, net of anount
capitalized

SUPPLEMENTAL DI SCLOSURE OF NONCASH
I NVESTI NG & FI NANCI NG ACTI VI TI ES
Asset acqui sitions through
assunption of liabilities
Asset acquisitions for noncash
consi deration
Exchange of receivables for stock
Exchange of inventory for noncash
consi deration

H. Industry Conditions and J.R Sinplot Co.'s Prospects

$26, 173

(877)

(313)

49, 677

(101, 328)

2,042
(111)

1,279
(98, 118)
100, 000

(52, 121)
(884)

46, 995

11, 023
32, 083

13, 292

4,406
895

$12, 252
(2, 404)
1, 849

134, 343

(87, 359)

7,260
(11, 185)

(27, 728)
(119, 012)

112, 989
(120, 140)
(1,271)

(8, 422)
6, 909
15, 457

22, 366

8,273
27,134

19, 719

1, 250
4, 400

$7, 228
(2, 166)
(10)

77,455

(74, 580)

6, 766
(2, 319)

(2,571)
(72, 704)

40, 511
(41, 888)
(1, 638)

(3,015)
1, 736
13,721

15, 457

1,414

37,171

10, 087

650

4,435

Bet ween 1983 and 1993, J. R Sinpl ot Co. began facing a nunber

of stronger conpetitors, such

as

Lanmb- Wst on,

Ore-lda, and

Uni versal Foods. (The trend involved | arge conpani es such as O e-

| da Foods purchasing a snall potato plant;

subsequent |y,

Ore-lda
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Foods sold out to HJ. Heinz.) Mreover, the opening up of the
Canadi an mar ket through the North American Free Trade Act brought
Canadi an conpani es into conpetition with J.R Sinplot Co. Through
acquisitions, nergers, and gromh, J.R Sinplot Co.'s conpetitors
were becom ng | arger and better financed.

As of June 1993, the processed and frozen vegetabl e i ndustri es
appeared to be rebounding from a 3-year recession. Record crops
and the resulting high inventory |evels were show ng signs of
abatenent, and frozen vegetabl es were expected to recover sone of
the sales |l ost to fresh veget abl es because of the decrease in fresh
veget abl e pri ces.

Total U. S. nutrient consunption in 1993 was projected at 20
mllion short tons, down 4 percent from 1992. Ni trogen was
projected at approximately 11 mllion tons, down nore than 4
percent from 1992; phosphates at 4 mllion tons, down nore than 2
percent; and potash 5 mllion tons, down 4 percent.

In June 1993, the chemcals and fertilizer industry was
operating at full capacity. It was expected that the industry
woul d continue to operate at full capacity with slow to noderate
growt h over the next several years.

As of June 1993, J.R Sinplot's near-termprospects were good.
The Conpany's operating and capital budget for fiscal year 1994
projected that the anticipated sharehol ders' equity of the Conpany
woul d increase by 7.22 percent between August 31, 1993 and 1994.
In 1993, the Conpany projected 1994 fiscal year net revenues to be

$1, 965, 022,000 and net incone to be $36, 104, 000. J.R Sinplot
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Co.'s b-year strategic business plan also projected a favorable
out | ook for the Conpany.

Both before and after the valuation date, several of J.R
Sinplot Co.'s conpetitors had inquired i nto whet her the Conpany or
parts of the Conpany m ght be avail able for acquisition.

| . Decedent's Last WIIl and Test anent

Pursuant to the ternms of his will, executed on July 13, 1988,
decedent bequeathed to the trustees of a testanentary trust for the
benefit of his children (the credit shelter trust) all of his J.R
Sinplot Co. class A voting stock plus that anmpunt of class B
nonvoti ng stock which, when added to the voting stock (as val ued
for Federal estate tax purposes), equaled the Federal estate tax
return filing requirement amount in effect at the tine of his death
(i.e., $600,000), reduced by the aggregate anount of any adjusted
taxable gifts (as defined in section 2001(b)) nade by him after
Decenber 31, 1976. The bal ance of decedent's estate, includingthe
remai ning class B nonvoting shares owned by decedent, passed to
decedent's surviving spouse, Adelia Ann Sinpl ot.

Federal estate tax due from decedent's estate is to be paid
out of that portion of the estate which is to otherw se pass to
decedent's surviving spouse. Al State transfer and inheritance
taxes due with respect to a bequest are treated as a charge agai nst
the distributive share of the person receiving the bequest.

J. U.S. Estate Tax Return

I n Sept enber 1994, petitioner filed a Form 706, United States

Estate (and Ceneration-Ski pping Transfer) Tax Return, that |isted



- 23 -

anong ot her assets, 18 shares of class A voting stock and 3, 942. 048
shares of class B nonvoting stock of J.R Sinplot Co. The fair
mar ket value for both the class A voting shares and class B
nonvoti ng shares owned by decedent on the date of his death was
reported at $2,650 per share. (Accordingly, the aggregate fair
mar ket value of the 18 class A voting shares was reported at
$47, 700, and the aggregate fair market val ue of the 3,942. 048 cl ass
B nonvoting shares at $10, 446,427.) This valuation was based upon
an apprai sal by Mdrgan Stanl ey, dated Decenber 9, 1993.

The total nunber of outstanding shares of J.R Sinplot Co.
used by Mrgan Stanley in its appraisal erroneously included
treasury shares held by J.R Sinplot Co. Using the correct nunber
of shares outstanding, and the sanme nethodol ogy Mrgan Stanley
enpl oyed, the fair market value of decedent's class A voting and
class B nonvoting shares of J.R Sinplot Co. would have been
approximately $3,025 per share (in lieu of $2,650 per share as
reported).

K. Noti ce of Deficiency

Respondent issued a notice of deficiency to petitioner, dated
Septenber 9, 1997, determining an estate tax deficiency of
$17,643,886 and penalties of $7,057,554, pursuant to section
6662(a), (g), (h)(1), and (2)(C. The deficiency and penalties are
primarily based upon respondent's redeterm nation of the val ue of
the 18 shares of class A voting and 3,942.048 shares of class B
nonvoting stock of J.R Sinplot Co. owned by decedent on the date

of his death. Respondent increased the value for the 18 shares of
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class A voting stock from the reported $47,700 (or $2,650 per
share) to $14, 435,907 (or $801, 994. 83 per share) and increased the
value for the 3,942.048 class B nonvoting stock fromthe reported
$10, 446, 427 (or $2,650 per share) to $14, 134, 213 (or $3, 585.50 per
share). These values resulted in the following determ ned

i ncreases to decedent's gross estate:

Anmount Anmount | ncreases
reported by determ ned by to gross
the estate r espondent estate

18 shares of

cl ass A voting

shar es $47, 700 $14, 435, 907 $14, 388, 207

3,942. 048 shares

of class B

nonvoti ng shares 10, 446, 427 14,134, 213 3,687, 786
Total disputed increases 18, 075, 993

On brief, respondent concedes that the values of decedent's
class A and class B shares do not exceed $11,090,094 and
$13, 887, 007, respectively.

I n addition, respondent decreased the anount of the marital
deduction fromthe reported $15, 127,237 to $1, 723,437, because of
(1) respondent's redeterm nation of the fair market value of the
class A voting stock and (2) the resulting estate tax consequences
which are to be borne by that portion of the estate (the residue)
passing to decedent's surviving spouse. And finally, respondent
determ ned that petitioner is liable for $7,057,554 in penalties

pursuant to section 6662(a), (g), (h)(1) and (2) (0O
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ULTI MATE FI NDI NGS OF FACT

1. The class A voting stock is to be accorded a prem um for
its voting privileges. After giving consideration to the prem um
for the voting privileges, and after applying a 35-percent
mar ketability (lack of liquidity) discount, the fair market val ue
of decedent's class A voting stock was $215,539. 01 per share or a
total of $3,879,702.19, on the valuation date.

2. After applying a 40-percent marketability (lack of
l[iquidity) discount, the fair market value of decedent's class B
nonvoting stock was $3,417.05 per share or a total of
$13, 470, 190. 88, on the valuation date.?

3. Because there has been no paynent of State transfer or
i nheritance taxes, respondent correctly did not include in the
conputation of the amount of the marital deduction (and in the
conput ati on of the asserted estate tax deficiency) an all owance for
State transfer or inheritance taxes paid.

4. Petitioner acted reasonably and in good faith in relying
on the advice of tax professionals and appraisers in valuing
decedent's class A voting stock and class B nonvoting stock for

Federal estate tax purposes.

3 In arriving at the valuations in U timte Findings of
Fact Nos. 1 and 2, we did not consider certain exhibits (Exs. 22-
J, 30-R 41-J, 42-J, 43-J, 44-J, 45-J, 46-J, 121-P, 124-P, 125-P,
126-P, 127-P, and 128-P) that the parties objected to in the
stipulations of facts. These docunents are not probative and
accordi ngly have been accorded no wei ght.
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OPI NI ON

| ssues 1 and 2. Valuation of J.R Simplot Co. Stock

Qur fundanental task is to determne the fair market val ue of
18 shares of class A voting stock and 3,942. 048 shares of class B
nonvoting stock in J.R Sinplot Co. owed by decedent at the tine
of his death. In performng this task, we nust decide whether
under the facts and circunstances presented, a prem um should be
accorded to the voting privileges of the class A voting stock and,
if so, the anmount of that premum Petitioner took the position
that no prem um should be given to the voting privileges of the
class A stock and thus in the estate tax return valued both the
class A voting stock and class B nonvoting stock at $2,650 per
share, or an aggregate fair market val ue of $47,700 for the class
A voting stock and $10, 446, 427 for the class B nonvoting stock. On
t he ot her hand, respondent asserts that the class Avoting stock is
entitled to a premumfor voting privileges and in the statutory
noti ce of deficiency determ ned an $801, 994. 83 per-share val ue for
the class A voting stock, for a total value held by decedent in
t hat class of $14, 435,907, and a $3, 585.50 per-share value for the
cl ass B nonvoting stock, for a total val ue held by decedent in that
class of $14,134, 213. On brief, respondent concedes that the
val ues of decedent's class A and class B shares do not exceed
$11, 090, 094 and $13, 887,007, respectively.

It is well settled that a presunption of correctness attaches

to respondent's notice of deficiency. See Helvering v. Taylor, 293

U.S. 507, 515 (1935); Cohen v. Conmm ssioner, 266 F.2d 5, 11-12 (9th
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Cir. 1959). Petitioner has the burden of showi ng that respondent’'s
val uation determ nations as set forth in the notice of deficiency

are incorrect. See, e.g., Leonard Pipeline Contractors, Ltd. v.

Comm ssi oner, 142 F.3d 1133, 1136 (9th Cr. 1998). "This burdenis

a burden of persuasion; it requires * * * [petitioner] to showthe
merits of [its] claimby at | east a preponderance of the evidence."

Rockwel | v. Conm ssioner, 512 F.2d 882, 885 (9th Cr. 1975), affg.

T.C. Menp. 1972-133; Estate of Glford v. Conmni ssioner, 88 T.C. 38,

51 (1987). In addition to initially overcom ng the "procedura
burden of producing evidence to rebut the presunption in favor of
t he Comm ssioner, the taxpayer nust still carry his ultimte burden

of proof or persuasion.” Rockwell v. Conm ssioner, supra at 885.

Here, we find, and thus hold, that petitioner has produced
sufficient evidence to overcone the presunption of correctness
attached to respondent's notice of deficiency valuation
determ nations.* However, this does not nean that we subscribe to
petitioner's reported valuations, for as wll be further expl ai ned,
we do not.

Petitioner franes the ultimte valuation issue to be resolved
as "What was the fair market value of the Decedent's 2.8% mnority

equity interest in Sinplot as of June 24, 1993, represented by the

4 The U. S. Court of Appeals for the Ninth Grcuit stated:
"When the Conmi ssioner's determ nati on has been shown to be
invalid, the Tax Court nust redeterm ne the deficiency. The
presunption as to the correctness of the Comm ssioner's
determnation is then out of the case.” Cohen v. Conm ssioner,
266 F.2d 5, 11 (9th Cr. 1959), remanding T.C. Meno. 1957-172
(fn. ref. omtted).
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Decedent's 18 mnority Cl ass Avoting shares and 3, 942.048 mnority
Cl ass B nonvoting shares?". W disagree with this framng of the
ultimate valuation issue before us. The valuation of a single
class of stock in J.R Sinplot Co. is not before us. Rather, we
must determ ne the value of decedent's interest in two distinct
cl asses of stock: O ass A voting stock and class B nonvoting stock
of J.R Sinplot Co. The class A voting stock represents a
significant percentage (23.55 percent) of the total outstanding
voting stock of the Conpany. Although decedent's class A voting
stock represents a mnority interest, it is sizable nonetheless,
and except for Scott's 29.35-percent interest in the voting stock
of J.LR Sinplot Co., there is no other bl ock of voting stock |arger
than that of decedent. The class A voting stock should not, in our
opi ni on, be conbined and valued with the class B nonvoting stock.

Petitioner further asserts that the fair market val ues of the
J.R Sinplot Co. class A voting and class B nonvoting stock are
i dentical --%$2,964. 10 per share. According to petitioner, because
decedent's class A voting shares do not represent voting control,
they are effectively equival ent to class B nonvoting shares and are
entitled to no or only a negligible premum for voting. In
petitioner's view, noncontrol voting and nonvoting shares are
"functionally equivalent"” because no economc benefits were
available to class A vis-a-vis class B sharehol ders, and there was
no reasonabl e expectation that disproportionate econom c benefits
woul d be available to the class A shareholders in the foreseeable

future. Indeed, petitioner's experts opined that the 360-day
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restriction placed on the transferability of the class A voting
shares, as contrasted to the nonrestricted transferability of the
cl ass B nonvoting stock, plus the |iquidation preferences provided
to the class B nonvoting stock, nmade the class B nonvoting stock as
val uabl e as or nore valuable than the class A voting stock.

On the ot her hand, respondent contends that a voting privil ege
prem um shoul d be given to the class A stock and that because of
the disparate ratio (or skewed distribution) between the nunber of
shares of voting stock outstanding and the nunber of shares of
nonvoti ng stock outstanding (1 to 1,848), the prem um should be
expressed as a percentage of (or in relation to) the equity val ue
of JLR Sinplot Co.®> For the reasons that follow, we agree wth
respondent.

The applicable statutory |aw, section 2031(a), requires the
"gross estate" of decedent to be determ ned for Federal estate tax
purposes "by including * * * the value at the tinme of his death of

all property, real or personal, tangible or intangible, wherever

situated."” The standard for valuation is fair market val ue, which
> As used by the experts, the term"equity val ue" neans
J.R Sinplot Co's. enterprise value plus cash mnus debt. In

determining J.R Sinplot Co.'s enterprise value, the experts
first val ued the Conpany, exclusive of its Mcron Technol ogy

i nvestnment, using both an inconme and a market approach. The

val ue of the Conpany's M cron Technol ogy investnment was then
determ ned and added to the average of the val ues determ ned for
t he Conpany under the inconme and market approaches.

W are mndful that this nmeaning of the term"equity val ue"
differs fromthat as used by accountants (nanely, assets m nus
l[iabilities of the Conpany). Herein, we use the experts
meani ng, rather than the accountant's neaning, of the term
"equity val ue".
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is defined as "the price at which the property woul d change hands
between a willing buyer and a wlling seller, neither being under

any conpulsion to buy or to sell and both having reasonable

know edge of relevant facts.” United States v. Cartwight, 411

U S. 546, 550 (1973); Collins v. Comm ssioner, 3 F. 3d 625, 633 (2d

Cr. 1993), affg. T.C. Meno. 1992-478; sec. 20.2031-1(b), Estate
Tax Regs. The standard is objective, using a purely hypotheti cal
willing buyer and wlling seller, each of whom would seek to
maximze his or her profit from any transaction involving the

property. See Estate of Watts v. Conm ssioner, 823 F.2d 483, 486

(11th Gr. 1987), affg. T.C. Meno. 1985-595; Propstra v. United

States, 680 F.2d 1248, 1251-1252 (9th Cr. 1982); Estate of Bright

v. United States, 658 F.2d 999, 1005-1006 (5th G r. 1981). The

hypot heti cal persons are not specific individuals or entities, and
their characteristics are not necessarily the sane as the personal
characteristics of the actual seller or a particular buyer. See

Propstra V. United States, supr a; Estate of Newhouse V.

Commi ssioner, 94 T.C 193, 218 (1990); Kolomyv. Conm ssioner, 71

T.C. 235, 244 (1978), affd. 644 F.2d 1282 (9th Cr. 1981).
However, the hypothetical sale should not be constructed in a
vacuum isolated from the actual facts that affect value. See

Estate of Andrews v. Conmi ssioner, 79 T.C 938, 956 (1982).

Val uation of property for tax purposes is a question of fact;
all facts and circunstances are to be exam ned on the date of
valuation wthout regard to hindsight. See, e.g., Hamm v.

Comm ssioner, 325 F.2d 934, 938 (8th Cr. 1963), affg. T.C. Meno.
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1961-347; Estate of Jung v. Conmi ssioner, 101 T.C. 412, 423-424

(1993); Estate of Newhouse v. Comm ssioner, supra at 217; sec

20. 2031-1(b), Estate Tax Regs. However, future events that were

reasonably foreseeable at the valuation date may be considered in

determning fair market val ue. See Estate of Newhouse V.

Conmi ssi oner, supra at 218; Estate of Glford v. Conm Ssioner

supra at 52; Gray v. Conm ssioner, 2 B.T.A 672, 682 (1925); Estate

of Livernore v. Conmi ssioner, T.C. Menob. 1988-503. The Court has

broad discretion to determ ne which facts are nost inportant in
reaching a determ nation because "finding market value is, after
all, sonething for judgnent, experience, and reason on the part of
the trier, and does not lend itself to dissection and separate

evaluation." Colonial Fabrics, Inc. v. Comm ssioner, 202 F. 2d 105,

107 (2d G r. 1953), affg. a Menorandum Qpi nion of this Court.
Determ ning fair market val ue of unlisted stock (such as J.R
Sinplot Co. stock) is, to say the least, difficult. Cting Al vary

v. United States, 302 F.2d 790, 795 (2d G r. 1962), petitioner

admtted on brief that there is sone "inherent inexactness of the
concept of fair market value". Here, our task is exacerbated as a
consequence of the skewed ratio of outstanding voting shares
(76.445) to nonvoting shares (141,288.584) in J.R Sinplot Co.'s
capital structure.

An actual arm s-length sale of unlisted stock in the nornal
course of business within a reasonable tinme before or after the
valuation date is the best evidence of fair market val ue. See

Estate of Andrews v. Conmi Ssioner, supra at 940; Estate of Canpbell
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v. Comm ssioner, T.C Meno. 1991-615; sec. 20.2031-2(b), Estate Tax

Regs. In the absence of such an arms-length sale, in valuing
unlisted stock we often | ook to the value of publicly traded stock
of corporations engaged in simlar lines of business. See sec

2031(b); Estate of Hall v. Conmm ssioner, 92 T.C. 312, 336 (1989).

Factors relevant in valuing stock in closely held corporations
i ncl ude:

(a) The nature of the business and the history of the
enterprise fromits inception.

(b) The econom c outlook in general and the condition
and outl ook of the specific industry in particular.

(c) The book value of the stock and the financial
condi ti on of the business.

(d) The earning capacity of the conpany.
(e) The dividend-paying capacity [of the conpany].

(f) Wether or not the enterprise has goodw || or other
i nt angi bl e val ue.

(g0 * * * the size of the block of stock to be val ued.
[ and]

(h) The market price of stocks of corporations engaged
in the same or simlar line of business having their
stocks actively traded in a free and open narket, either
on an exchange or over-the-counter.
Rev. Rul. 59-60, 1959-1 C B. 237, 238-239; see also sec. 20.2031-
2(f)(2), Estate Tax Regs.
Thi s revenue ruling "has been wi dely accepted as setting forth

the appropriate criteria to consider in determning fair market

val ue". Estate of Newhouse v. Connissioner, supra at 217

Nevert hel ess, these factors cannot be applied with mathematica

precision. See Rev. Rul. 59-60, supra, 1959-1 C.B. at 238. As the
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trier of fact, we have broad discretion in assigning the weight to
accord to the various factors and in selecting the nethod of

val uation. Estate of O Connell v. Conm ssioner, 640 F. 2d 249, 251-

252 (9th Gr. 1981), affg. on this issue and revg. in part T.C
Meno. 1978-191. In reaching our ultimate val uati on concl usi ons, we
have consi dered and given the wei ght we deem appropriate to these
factors.

In valuing stock in closely held corporations, discounts are
usual ly warranted. A discount for lack of marketability may apply
to mnority interests in closely held corporations because a ready
mar ket for shares in the corporations does not exist. See, e.g.,

Estate of Jung v. Commi ssioner, supra;, Estate of Janeson V.

Conmi ssioner, T.C. Menob. 1999-43; Estate of Furman v. Conm ssi oner,

T.C. Meno. 1998-157; Mandel baum v. Comm ssioner, T.C Meno. 1995-

255, affd. wi thout published opinion 91 F.3d 124 (3d Cr. 1996);

Estate of Lauder v. Comm ssioner, T.C. Meno. 1992-736; Estate of

Andrews v. Conmi ssioner, supra at 953.

In several instances, courts have held that hypotheti cal
buyers will pay a premum for shares with voting privileges or
conversely apply a discount for nonvoting stock. See Barnes v.

Commi ssioner, T.C Meno. 1998-413 (a 3.66-percent discount was

applied for nonvoting stock); Kosman v. Conmm ssioner, T.C Meno.

1996- 112 (a 4-percent discount was applied for nonvoting stock);

Estate of Wnkler v. Conmmissioner, T.C Menop. 1989-231 (voting

shares accorded a 10-percent premum; Wallace v. United States,

566 F. Supp. 904, 917 (D. Mass. 1981) (voting shares accorded a 5-
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percent prem um. In Wallace, a premum for voting shares was
cal cul ated as a percentage of total equity value, rather than as a
per cent age of nonvoting shares. Further, courts have found w de
disparities in value between voting and nonvoting shares, even
where the economc rights to dividends and |i qui dation proceeds do

not favor the voting shareholders. See Estate of Newhouse V.

Conm ssioner, 94 T.C at 248-249 (each voting share worth

approxi mately $350, 000 nore per share than a nonvoting share even
t hough voting sharehol ders had no econom c advantage in dividends
or |iquidation).

Both parties relied upon experts' valuations in order to
denonstrate the correct value of the stock at issue. The
difference in amounts arrived at by the experts is extrene.

At tinmes expert testinony aids the Court in determning

valuation; in other instances, it does not. See Laureys V.

Comm ssioner, 92 T.C. 101, 129 (1989). W weigh the testinony in

light of the expert's qualifications as well as other credible

evi dence. See Estate of Christ v. Commi ssioner, 480 F.2d 171, 174

(9th CGr. 1973), affg. 54 T.C 493 (1970). W have broad
discretion to evaluate "'the overall cogency of each expert's

analysis'". Samons v. Conmi ssioner, 838 F.2d 330, 333 (9th G

1988) (quoting Ebben v. Commi ssioner, 783 F.2d 906, 909 (9th G

1986), affg. in part and revg. in part on another issue T.C Meno.
1983-200), affg. in part and revg. in part T.C Meno. 1986-318. W
are not bound by the fornmulas and opinions offered by an expert,

especially when they are contrary to our judgnent. See Estate of
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Newhouse v. Commi ssioner, supra at 217; Chiu v. Conm ssioner, 84

T.C. 722, 734 (1985). |Instead, we may reach a decision as to the
val ue of the property based on our own anal ysis of all the evidence

inthe record, see Silvernman v. Comm ssioner, 538 F.2d 927, 933 (2d

Cr. 1976), affg. T.C. Meno. 1974-285; Hanm v. Conmm ssioner, 325
F.2d at 941, using all of one party's expert opinion, see Buffalo

Tool & Die Munufacturing Co. v. Commissioner, 74 T.C. 441, 452

(1980), or selectively using any portion of such an opinion, see

Parker v. Conmm ssioner, 86 T.C 547, 562 (1986). W have broad

di scretion in selecting val uati on net hods, see Estate of O Connel

v. Conm ssioner, supra at 251, and in ascertaining the weight to be

given the facts in reachi ng our concl usi on because "findi ng market
value is, after all, sonething for judgnent, experience, and

reason", Colonial Fabrics, Inc. v. Conni ssioner, 202 F.2d at 107.

Finally, because val uati on necessarily results in an approxi mati on,
the figure at which we arrive need not be one as to which there is
specific testinmony if it is wthin the range of values that may
properly be arrived at fromconsideration of all the evidence. See

Silverman v. Comm ssioner, supra at 933.

A. Valuations of Petitioner's Experts

1. Paul J. Mich

Petitioner's first expert, Paul J. Mich, is senior nmanaging
di rector of Houlihan Lokey Howard & Zukin, an investnent banking
firm He valued both the class A voting shares and class B
nonvoting shares at $2,964.10 per share on a nonmarketable

mnority-interest basis as of the valuation date.
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In his expert wtness report, M. Mch stated that the
val uation of decedent's holdings in J.R Sinplot Co. on a per-share
basis requires an initial determ nation of the enterprise and net
equity value of J.R Sinplot Co. Inthis regard, he considered the
value of J.R Sinplot Co.'s business operations and the val ue of
its nonoperating assets (its 13.36-percent ownership in Mcron
Technol ogy), as well as whether any difference exists, on a per-
share basis, between the class A voting and class B nonvoting
shar es.

In determning a value for J.R Sinplot Co., M. Mich exam ned
the follow ng factors: The Conpany's history, econom c grow h,
financial condition, and earning capacity; the amount (if any) of
di vi dends pai d; the value of the Conpany's tangi bl e and i ntangi bl e
assets; prior sales of the Conpany's stock to simlar conpanies;
and restrictions placed on the stock of the Conpany. He considered
both historical and projected earnings of J.R Sinplot Co.'s
operating divisions, using a market capitalization approach (which
applies market-rel ated pricing ratios of conparabl e publicly traded
conpanies to the performance neasures of each of the Conpany's
operating divisions) and by doing so arrived at an enterprise val ue
for J.R Sinplot Co. of $1,066,740,000. He also used a di scounted
cash-fl ow approach (DCF) (which estimates the present val ue of the
projected future operating cash-flows generated fromthe business
of the Conpany) and by doing so arrived at an $1,079, 900, 000
enterprise value. (In arriving at J.R Sinplot Co.'s enterprise

val ue through the use of both these approaches, M. Mich gave no
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consideration to the Conpany's liabilities, cash, and nonoperating
assets (i.e., the Mcron Technol ogy stock).) M. Mich then
averaged the values obtained under these two approaches and
concluded that the appropriate enterprise value for J.R Sinplot
Co. as of the valuation date was $1, 073, 320, 000.

I n using the market capitalization approach, M. Mich exam ned
seven conparabl e public conpani es® and concl uded that J. R Sinpl ot
Co.'s "Food Division" (consisting of FPG AG and DPG is simlar
to the conparable conpanies in terns of revenues, total assets,
activity, and liquidity. However, he concluded that the Food
Di vision was | ess profitable than the conparabl e conpani es and was
hi ghl y dependent upon McDonald's for a large portion of its annual
revenue, presenting a risk to which the conparabl e conpanies were
not exposed. Applying the total invested capital (TIC multiples
(i ncluding earnings before interest and taxes (EBIT) and earni ngs
before interest, taxes, depreciation, and anortization (EBITDA)),
M. Mich determned the TIC value of J. R Sinplot Co.'s Food
Di vision to be $492, 470, 000.

M. Mich perfornmed a simlar analysis with regard to J.R
Sinplot Co.'s Fertilizer Division (consisting of MCG, selecting
four public conpanies for conparison purposes (IMC dobal, Inc.,
Pot ash Corp. of Saskatchewan, Inc., Terra Industries, Inc., and

Vigoro Corp.). After conparing the quantitative factors of the

6 M. Mich selected the foll owi ng conpanies for
conpari son purposes: ConAgra, Inc., Dean Foods Co., Flowers
| ndustries, Inc., Hormel Foods Corp., International Miltifoods

Corp., Tyson Foods, Inc., and Universal Foods Corp.
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Fertilizer Division with those of the four conparabl e conpanies,
M. Mich concluded that, taken as a whole, the Fertilizer D vision
operations "represent a simlar investnent risk, for a given
return”, as the public fertilizer conparables as a group. Applying
his TICEBIT and TI C/ EBI TDA nmul ti pl es, he determ ned the TIC val ue
of J.R Sinplot Co.'s Fertilizer Division as $574, 270,000 (using a
mar ket capitalization approach).

Fol | owi ng hi s conparative conpani es anal ysis, M. Mch turned
to a DCF analysis to value J.R Sinplot Co.: (1) Determ nation of
the appropriate cash-flows to discount, based upon J.R Sinpl ot
Co.'s projected i ncone statenments and bal ance sheets; (2) selection
of a discount rate for J.R Sinplot Co. projections, based upon an
analysis of alternative investnents (including public conpany
di scount rates); (3) determnation of a termnal value for J.R
Si npl ot Co., as of the end of the | ast period for which projections
wer e avai l abl e; and (4) determ nation of TICvalue for J.R Sinpl ot
Co.

In determning the free cash-flows, M. Mch concluded that
J.R Sinplot Co. had a revenue growh rate of 8.5 percent and an
EBIT margin of 4.5 percent based on historical perfornance. He
then applied a 10- to 12-percent discount rate, concluding that the
TIC value of the Food Division was between $481, 100,000 and
$575, 880, 000, or $522, 780,000 using an 11-percent discount rate.

Inasimlar manner, M. Mich determned a 7.5- to 9. 5-percent
di scount rate wwth regard to the Fertilizer D vision. He concluded

t hat using the discounted cash-fl ow approach, the TIC val ue of the
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Fertilizer Division was between $493, 590, 000 and $648, 610, 000, or
$557, 120, 000 using an 8.5-percent discount rate.’

Next, M. Mich valued J.R Sinplot Co.'s investnment in Mcron
Technol ogy, a nonoperating asset. Considering that J.R Sinpl ot
Co. is an "affiliate” of Mcron Technol ogy under the Securities
Exchange Act of 1933 (rendering any sale of J.R Sinplot Co.'s
M cron Technol ogy shares subject to certain restrictions under
Securities and Exchange Conmi ssion rule 144),8 M. Mich concl uded
that a year (based on approximately 250 tradi ng days per year) or
nmore would be required for J.R Sinplot Co. to sell its Mcron
Technol ogy shares t hrough nornal narket channel s, assum ng that the

shares are sold on each available day (subject to Mcron

! The follow ng summari zes M. Mich's Tl C concl usi ons
regardi ng the Food and Fertilizer Divisions (before considering
t he val ue of nonoperating assets and liabilities):

Mar ket Capitalization Method

Food Di vi si on $492, 470, 000
Fertilizer Division 574,270, 000
J.R Sinplot Co. Consolidated 1, 066, 740, 000

Di scount ed Cash Fl ow Met hod

Food Di vi si on $522, 780, 000
Fertilizer D vision 557,120, 000
J.R Sinplot Co. Consolidated 1, 079, 900, 000

8 As of June 24, 1993, John R Sinplot, Don J. Sinplot,
and Gordon C. Smith, all J.R Sinplot Co. officers, were also
menbers of M cron Technol ogy's board of directors, and J.R
Si npl ot Co. owned nore than 10 percent of M cron Technol ogy's
common st ock.
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Technol ogy's "blackout" policy®) and that the sale of stock
constitutes 15 to 25 percent of daily tradi ng vol une.

M. Much al so consi dered "bl ockage" (referringto the narket's
ability to absorb an individual block of stock without an adverse
i npact on the market price), analyzing block trades between June
27, 1989, and April 16, 1993, the length of the hol ding period,
bl ackout restrictions, and the relative size of the block; he
concluded that a 5-percent blockage discount was appropriate.
Mor eover, he took into account the transaction costs (estimated to
be $500, 000) necessary to sell the block of shares. M. Mich
concl uded that gross proceeds to J. R Sinplot Co. woul d appr oxi nat e
$173.7 mllion. As an alternative neans of realizing value, M.
Much consi dered selling the M cron Technol ogy stock via a secondary
stock offering. Using this neans of selling the stock, M. Mich
determned that J.R Sinplot Co. would realize $176.4 mllion. M.
Much then considered incone taxes payable as a result of J.R
Sinplot Co.'s selling its Mcron Technol ogy holding. Using the
estimated $176.4 nmillion sale proceeds (via a secondary stock
offering), and after considering corporate incone taxes (40
percent) on the gain, M. Mich determ ned t he maxi numanount of net
proceeds J.R Sinplot Co. would realize fromthe sale of its Mcron

Technol ogy stock was $111, 193, 870.

° M cron Technol ogy nmai ntai ned a tradi ng "blackout"”
policy that prohibited insider transactions in the stock for a
period from 30 days before the end of each quarter until after
each quarterly earnings announcenent (which typically occurred
approximately 2-3 weeks follow ng the end of every quarter).
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| nasmuch as M. Much val ued decedent’'s J. R Sinpl ot Co. shares
on a marketable, mnority-interest basis, he believed the sane
basis should be applicable to the valuation of the Conpany's
M cron Technol ogy hol di ng. Accordingly, M. Mch applied a 6-
percent net mnority discount!® to the nmaxi num anount of net
proceeds J.R  Sinmplot Co. would receive ($111,193,870), which
resulted in an equivalent marketable mnority interest value of
$104, 522,238 for the Mcron Technol ogy shares.

In sum M. Mich averaged the results he determ ned under the
mar ket capitalization ($1,066, 740,000) and discounted cash-fl ow
($1, 079,900, 000) nethods, arriving at $1,073, 320, 000. He then
added his predetermned value of the Mcron Technol ogy shares
($104,522,238) and J.R Sinplot Co.'s cash balance as of My 31,
1993 (%31, 232, 000), yielding an adjusted TIC value of
$1, 209, 070, 000 (rounded). He then subtracted i nterest-bearing debt
($564, 418, 000), which yielded a marketable mnority equity val ue of
$644, 650, 000 (rounded), or $4,560.18 per share of class A voting

and class B nonvoting stock outstanding.'* (In making the

10 M. Mich applied this discount because, in his view, a
mnority sharehol der of J.R Sinplot Co. could not force the sale
of the M cron Technol ogy shares.

1 M. Mich cal cul ated the $644, 650, 000 mar ket abl e
mnority equity value of J.R Sinplot Co. as foll ows:

Total invested capital
(J.R Sinplot operations) $1, 073, 320, 000

Val ue of M cron Technol ogy
shares 104, 522, 238

(continued. . .)
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adjustnents for long-term debt and cash, M. Mich believed that
under the discounted cash-flow nethod, all interest-bearing debt
must be taken into account, and the inclusion of cash provides an
adjustnment to reflect the seasonal nature of the Conpany's
operations.)

Next, M. Mich turned his attention to the relative voting
premum if any, to be accorded the 18 class A voting shares vis-a-
vis the value of the 3,942.048 class B nonvoting shares, using the
follow ng factors: (1) The potential for economc benefits (if
any) which m ght be attributable to class A sharehol ders and not to
cl ass B sharehol ders; (2) market-based evidence of the allocation
of sal e proceeds between dual class voting and nonvoti ng shares of
public conpanies involved in a sale or takeover; and (3) market-
based evidence of daily trading market data for public conpanies
with dual classes of voting and nonvoting shares.

In ascertaining the potential econom c benefits attributable

to the class A voting shares, M. Mich reviewed the conpensation

(... continued)

Cash bal ance (May 31, 1993) 31,232, 000
Adj usted total invested

capital (rounded) 1, 209, 070, 000
| nt erest bearing debt (564, 418, 000)

Equity value of J.R
Si npl ot Co. (rounded) 644, 650, 000
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and prerequi sites received by the class A voting sharehol ders*? and
examned J.R Sinplot Co.'s policy of not paying dividends and the
absence of any foreseeable sale or |liquidation of, or public
offering by, J.R Sinplot Co.

M. Mich first studied 14 transactions involving the
sal e/ merger/acquisition of publicly traded conpanies |isted on the
stock exchange i nvol vi ng dual cl ass securities. These transactions
involved a pro rata allocation of the sale proceeds (based upon
equal prices paid to both the voting and nonvoting shares). (M.
Much noted that in a hypothetical sale of J.R Sinplot Co.'s assets
or a liquidation of the Conpany, the maxinum value a class A
sharehol der would receive would be based on a pro rata share
allocation with the other class A and class B sharehol ders.)
Second, M. Mich reviewed daily trading market data of public
conpanies wth dual <classes of voting and nonvoting shares,

determning that the relative proportion of the equity represented

12 The following is a review of the conpensation and
perquisites of J. R Sinplot Co.'s class A voting sharehol ders:

Nane Cl ass A Shares 1991 1992 1993
Gordon C. Smith --- $562, 721 $769, 890 $722, 005
J. R Sinpl ot --- 314, 780 314, 519 314, 311
Don 18 246, 385 314, 628 235, 972
Decedent 18 222,730 200, 801 79, 785
Scot t 22. 445 122, 301 17, 140 ---
Gay 18 --- --- ---

According to M. Mich, an independent third-party purchaser
of decedent's 18 class A voting shares on a stand-al one basis
woul d | ack the power of control. Thus, the purchaser woul d | ook
to other econom c benefits in making an investnent deci sion.



- 44 -

by voting and nonvoting stock is essentially irrelevant to any
di fference in value between those shares. '

M. Mich concl uded that no difference existed in the per-share
value (i.e., voting rights premum between J.R Sinplot Co.'s
class A voting and class B nonvoting shares primarily because the
cl ass A sharehol der could not extract econom c benefits. M. Mich
believed that even if a difference existed, it was negligible.
However, he testified that, on the basis of the avail able data, and
everything being equal, he would not "quibble" wth valuing
decedent's class A voting shares at approximately 5 percent nore
t han decedent's class B nonvoting shares. In his opinion, this
prem umwoul d not be based on econom cs but rather on a "feel good"
basis for having the right to vote. Nevertheless, M. Mich opined
that any premumfor the feel-good right to vote woul d be of fset by
the liquidation preference in favor of the class B nonvoting shares
and the right of first refusal encunbering the class A voting
shar es.

Finally, M. Mch determned that the discount for |ack of
mar ketability of the stock would range from10 to 40 percent of his
determ ned marketable mnority val ue. After review ng severa
restricted stock studies, and giving consideration to the 360-day
restriction placed on the class A voting stock, M. Mich concl uded

that a 35-percent discount for lack of marketability was

13 In anal yzing the 14 transactions di scussed above, M.
Much determ ned that the ratio of outstanding voting shares to
total shares outstanding ranges from9.8 percent to 92 percent
and is not correlated with a voting prem um
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appropriate for both the class A voting and class B nonvoting
shar es.

After applying this 35-percent |ack of marketability di scount
(to the $4,560.18 per-share value), M. Mich concluded that as of
t he valuation date, the fair market value of both the 18 class A
voting shares and 3,942.048 class B nonvoting shares of J.R
Si npl ot Co., on a nonmarketable, mnority-interest basis, was
$2, 964. 10 per share (based on a conbi ned 141, 365. 029 shares of J.R
Sinmpl ot Co.'s common stock issued and out st andi ng).

2. John R FEttel son

Petitioner's second expert, John R Ettelson, is a senior
banker in the corporate finance departnment of WlliamBlair & Co.,
L.L.C., an investnment banking and securities brokerage firm M.
Ettel son was requested to render an opinion as to the voting rights
premum if any, to be assigned to decedent's 18 class A voting
shares vis-a-vis decedent's 3,942. 048 cl ass B nonvoting shares. He
was not requested to render an opinion as to the per-share val ue of
the class A or class B stock as of decedent's death. In performng
hi s assignnent, he focused on those public corporation having a
substantial value with the per-share price of their stock being
high (rather than |low), working under the assunption that the
equity value of J.R Sinplot Co. on the valuation date was in
excess of $600 mllion and the value of its shares in excess of
$3, 000 per share.

M. Ettel son began his anal ysis by considering the m ndset and

obj ectives of a hypothetical buyer of decedent's 18 class A voting
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shares. He stated that such a buyer woul d expect his investnent in
J.R Sinmplot Co. to provide an econom c return'* over tine.

M. Ettelson concluded that a buyer would not pay a
significant premumfor decedent's class A voting shares vis-a-vis
decedent's class B nonvoting shares because the voting rights
acquired with the class A shares could not influence the buyer's
economi c return. In reaching this conclusion, M. Ettelson
bel i eved that because the controlling voting power of J.R Sinplot
Co. was held by only three individuals (other than decedent), al
of whom were related and had famly interests to protect, a
hypot heti cal "outside" investor would have difficulty changing the
Sinplot famly's phil osophy with regard to di vidends, sal aries, and
ot her perquisites. He further believed that an outside investor
woul d have difficulty in building a magjority position (from the
investor's 23.55-percent mnority interest) due to the fairly even
distribution of the class A voting stock anong the three famly
menbers and their desire to maintain control of the Conpany within
the famly group

M. Ettelson examned enpirical market data, review ng

approxi mately 40 public conpany dual class stock situations where

14 According to M. Ettelson, a buyer's econom c return
consists of the future stream of dividends or other forms of cash
benefits such as sal ary, expense reinbursenents, or other
perqui sites that the buyer could reasonably expect to receive
fromhis ownership of the 18 class A voting and 3,942.048 class B
nonvoti ng shares, as well as any "exit dividend" (the anount
recei ved when the buyer sells or liquidates his shares
i ndividually or through the sale or |iquidation of the business).
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mar ket capitalizations exceeded $75 mllion. He found that in
situations where both classes of stock traded publicly between
January 1990 and June 24, 1993, and where only one class held the
voting power and no dividend rights or other economc disparity
exi sted, the class with the voting power traded at an average 4. 1-
percent prem um over the per-share value of the nonvoting stock,
with a maximumprice difference of 14.2 percent. According to M.
Ettel son, on June 24, 1993, the sanple group of voting stock traded
at an average of 1.7 percent over the per-share value of the
nonvoting stock, wth a maxi mum price difference of 10.3 percent.

M. Ettelson also studied publicly traded conpani es fromJune
24, 1993 to 1998, where only one cl ass held the voting power and no
economc disparity in favor of the voting shares existed. The
average voting rights premumin such cases was 2.8 percent. In
exam ning studies by others, he noted that the shares of stock
having voting or greater voting rights traded at a premumof 5.4
percent to 9.2 percent relative to nonvoting shares.

M. Ettelson opined that no material economc benefit or
advant age exi sted to owning the 18 class A voting shares. Thus, he
stated he would not advise a hypothetical buyer to pay a
significant voting rights prem umfor decedent's class A stock in
excess of what he observed in the public markets (i.e., a typical
range of 3 to 7 percent, and occasionally up to 20 percent over the

fair market value of a nonvoting share).
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B. Val uations of Respondent's Experts

1. Herbert T. Spiro

Respondent's first expert, Herbert T. Spiro, has been
presi dent of Anerican Valuation Goup, Inc., a consulting firm
specializing in econom ¢ anal yses and financial valuations, since
1985, as well as a professor of finance at California State
University at Northridge. In his expert report submtted for
trial, Dr. Spiro concluded that as of the valuation date, the fair
mar ket val ue per share of J.R Sinplot Co.'s class A voting stock
was $616,116.36, and the value per share of J.R Sinplot Co.'s
cl ass B nonvoting stock was $3,522.79 (resulting in the val ue of 18
shares of class A voting stock at $11, 090, 094 and 3, 942. 048 shares
of class B nonvoting stock at $13, 887, 007).

Dr. Spiro's approach in determning an equity value for J.R
Sinplot Co. was generally simlar to that of M. Mich. First, he
valued J.R  Sinplot Co. exclusive of 1its Mcron Technol ogy
i nvestnment and then added the value of the M cron Technol ogy
investnment to determne the total equity value of J.R Sinplot Co.

In determ ning the value of J.R Sinplot Co. exclusive of its
M cron Technol ogy holding, Dr. Spiro (in a manner simlar to that

of M. Mich) used both the inconme and market approaches!® and then

15 According to Dr. Spiro, the inconme approach is based on
the prem se that a rational buyer of an asset would pay only the
equi val ent of the present value of the net cash streamrealized
fromthe asset. Future cash inflows and outflows are projected
in this analysis and then discounted to the present to yield a
val ue. The market approach presunmes that the nost an investor
will pay for an asset is the price other investors are currently

(conti nued. ..)



- 49 -

reconciled the resulting values. Dr. Spiro used discounted free
cash-fl ow projections!® to determ ne the value of J.R Sinplot Co.

(exclusive of its Mcron Technol ogy holdings) under the incone

15, .. conti nued)
payi ng for identical assets.

16 Dr. Spiro defined "free cash flow' as the anpunt of
cash that could be drawn out of the business w thout inpairing
operations, and represents the maxi nrum anount of noney avail abl e
to long-termdebt and equity hol ders. Under this valuation
net hod, a calculation is nmade as to the | evel of sustainable
cash-fl ow the business can be expected to generate in the future.
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approach, determni ng a $720, 926, 000" aggregate equity val ue for

J.R Sinplot Co. on the valuation date.

o Dr. Spiro's calculations (in mllions) were as foll ows:
(We note that mathematically his calculations are slightly off.)
8/ 31/ 94 8/ 31/ 95 8/ 31/ 96 8/ 31/ 97 8/ 31/ 98
Net i ncone $59, 900 $70, 033 $80, 908 $92, 329 $96, 133
Cash-fl ow
adj ust nent s:
(+)depreciation 75,097 81, 104 86, 782 91, 989 96, 588
(-)Capital
Expendi t ures (96,278) (103, 980) (111, 259) (117, 934) (123, 831)
(-)Working
capital
addi ti ons (20, 669) (20, 026) (18,924) (17, 356) (15, 331)
Free cash-fl ow 18, 051 27,131 37,506 49, 027 53, 559
Di scount rate 10. 20%

Present val ue
fact or 0. 9526 0. 8644 0. 7844 0.7118 0. 6459

Present val ue
of cash-fl ow 17, 195 23, 453 29, 421 34, 899 34, 595

Total present
val ue of cash-

flows 139, 563

Present val ue

of reversion 956, 900 Reversi on cash-fl ow. $80, 802
Busi ness

enterprise

val ue 1, 096, 462

Less total

long-term

debt as of

5/ 31/ 93 375, 536

Aggregate equity

val ue-liquid

mnority

basi s 720, 926

1 Dr. Spiro explained that the discounted cash-flow nodel projects

cash-fl ows independently for 5 years. However, the business is expected to
generate cash-flows after the 5th year of the forecast. The present val ue of
the cash-flows that the business is expected to generate after the 5th year
or, equivalently, the present value of the reversion, is calcul ated using the
Cordon Model formula (or Dividend D scount Mdel).
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Then, Dr. Spiro used a nmarket val uation approach, focusing on
t hree food conpani es (ConAgra, H.J. Heinz, and Universal Foods) and
one fertilizer conpany (Vigoro), with size and busi ness operations
conparable to J.R Sinplot Co.'s two primary divisions. He
conpared relevant ratios (price-to-revenue; price-to-cash-flow,
price-to-EBIT, price-to-EBDIT) and data for J.R Sinplot Co. and
t he chosen conpar abl e conpani es as of their nost recent fiscal year
or 12-nonth period, ! concluding: (1) J.R Sinplot Co. was snaller
than the average of the four conparable conpanies in revenue; (2)
the average conparable conpany used less debt in its capital
structure than J.R Sinplot Co., and J.R Sinplot Co.'s debt-to-
assets ratio was higher than the average of the conparable
conpanies; (3) based on revenue and incone growh rates, J.R
Si npl ot Co. was growi ng faster than all of the conparabl e conpani es
(only HJ. Heinz increased its assets faster, primarily due to
several acquisitions); (4) profitability ratios indicated that J.R

Sinplot Co. and ConAgra were |less profitable than the other

18 Because J.R Sinplot Co.'s sales and profitability
figures were unavailable for the 12 nonths precedi ng the
val uation date, and the Conpany's fiscal yearend data was
sufficiently renoved fromthe valuation date to be of limted
direct use, Dr. Spiro used two nmethods to derive J.R Sinplot
Co.'s revenue, earnings, and performance ratios. The first
nmet hod is based on a fiscal 1993 forecast prepared by J. R
Sinplot Co.'s managenent in May 1993. Certain financial
statistics were not conmputed for the fiscal 1993 period because
of insufficient support data. Second, Dr. Spiro derived
per formance neasures for the Conpany by annuali zi ng operating
data for the 9 nonths ended May 31, 1993.
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conpar abl e conpanies; and (5) J.R Sinplot Co. was nore |iquid than
nost of the conparabl e conpani es.

Dr. Spiro concluded that J.R Sinplot Co. was smaller and | ess
profitable than the average conparable conpany but was grow ng
faster and had slightly greater liquidity than the conparable
conpanies. (Dr. Spiro believed that J.R Sinplot Co. nost closely
resenbl ed ConAgra.?®) Dr. Spiro used a weighing process for his
valuation ratio indicators and as a result determned a
$719,809,754 fair market value for J.R Sinplot Co. under the
mar ket appr oach.

Dr. Spiro then averaged the values he determned for J.R
Sinpl ot Co. under the market ($719.8 nillion) and incone ($721
mllion) approaches, arriving at $720 mllion.?

(According to Dr. Spiro, the value of J.R Sinplot Co. arises
fromits resources, which, if properly used, could have yielded a
hi gher return. Dr. Spiro believed that if the Conpany had
sufficient equity capital, the Conpany could potentially be a
giant. Thus, in Dr. Spiro's opinion, J.R Sinplot's bal ance sheet
is not reflective of the Conpany's true val ue. He based his

val uation of the Conpany using the cash-flow generated but noted

19 According to Dr. Spiro, both conpani es have substanti al
operations in food processing, fertilizers, and crop protection
products, as well as low gross and net margins. In Dr. Spiro's

opi ni on, because J.R Sinplot Co. is growi ng faster than ConAgra,
the applicable nmultiples would be increased.

20 As subsequent|y discussed, except for a disagreenent
about how short-termdebt factors into the value, as well as a
mnority discount in valuing the Conpany's M cron Technol ogy
shares, this anount is close to that determ ned by M. Mich.
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t hat the Conpany's cash-fl ow coul d have been substantially greater
if the assets of the Conpany had been better used. Thus, in Dr.
Spiro's opinion, if the hypothetical buyer could maxim ze the
Conpany's cash-flows, the aggregate equity value of the Conpany
woul d be greater than $720 mllion.)

The next step of Dr. Spiro's analysis was to determ ne the
fair market value of J.R Sinplot Co.'s interest in Mcron
Technology on a freely traded, mnority basis. He multiplied
M cron Technol ogy's share price on June 24, 1993 ($34.63)2% by the
nunber of shares J.R Sinplot Co. owned (5, 259,800) and arrived at
$110, 269, 092. 22 (For purposes of this analysis, Dr. Spiro assuned
that any perceived blockage discount would be offset by the
anticipated premumfroma sale of the bl ock.)

Dr. Spiro then added the $110,269,092 valuation of J.R
Sinmplot Co.'s Mcron Technol ogy holdings to the $720 million fair
market value of J.R Sinmplot Co., rendering a total of $830
mllion® aggregate equity value (rounded) for J.R Sinplot Co. on
a freely traded, mnority-interest basis.

At this point, Dr. Spiro used the $830 mllion fair market

val ue to ascertain the value of decedent's class A voting and cl ass

21 This is an average of the high and | ow prices reported
during trading on June 24, 1993.

22 Dr. Spiro deducted estimated underwiting costs of
3.825 percent and estimated taxes of 40 percent attributable to
the appreciation in value of the Mcron Technol ogy shares.

23 In Dr. Spiro's expert witness report, he arrived at a
$900 million aggregate equity value. Subsequently, he revised
this value to $830 mlli on.
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B nonvoting stock. In addressing the econom c theory underlying
voting rights valuation, Dr. Spiro opined that because decedent's
class A voting stock constitutes only a 23.55-percent voting
interest in J.R Sinplot Co., it does not enable the hypotheti cal
buyer to exercise all the prerogatives of control. However,
relying on enpirical evidence, Dr. Spiro noted that nonmgjority
voting bl ocks of sufficient size are valued at a premumin the
mar ket pl ace in excess of the pro rata equity value represented by
t hose bl ocks. Moreover, anal yzing the avail able studies, Dr. Spiro
suggested that voting premuns, if nmeasured on a per-share basis
agai nst nonvoting or | owvoting shares (a "sinple voting prem uni),
are affected by the scale factor--generally, a snmall proportion of
voting stock in a capital structure tends to produce a high per-
share voting premum pointing to the utility of calculating the
val ue of the aggregate voting stock as a percentage of total equity
capitalization (the "aggregate voting rights percentage").

Dr. Spiro also analyzed U S. public markets, noting their
l[imtations and i npedinents to the trading of nonvoting stock. In
his view, it is unlikely that a conpany with a simlar capita
structure to J.R Sinplot Co.'"s would list its securities on the
U. S. exchanges. Moreover, he believed that a sinple voting stock
price premunt® is irrelevant to the valuation of the class A voting

shares because the U. S. dual-capitalization stock price data for

24 Dr. Spiro defines a sinple voting stock price prem um
as the percentage di fference between voting share prices and
nonvoting or inferior-voting share prices.
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publicly traded conpani es woul d not necessarily be representative
of the value of voting rights inherent in an interest in a closely
hel d conpany. Dr. Spiro observed that voting prem uns observed in
U S. stocks tend to be understat ed.

Dr. Spiro next considered the aggregate value of J.R Sinpl ot
Co."'s class Avoting stock on a 23. 55-percent mnority bl ock basis.
In review ng rel evant enpirical evidence, Dr. Spiro found aggregate
voting rights prem uns ranging from8. 58 percent to 23.9 percent of
the equity val ue of the Conpany. After evaluating factors which he
deened rel evant (such as the | ack of dividend paynents, the renote
possibility of liquidation, the nonmgjority status of the voting
stock block, the relative distribution of voting rights, the
attractiveness of J.R Sinplot Co. as an acquisition target, the
nature of the fam|y-owned busi ness, and the | ack of a foreseeable
t akeover offer) Dr. Spiro determ ned that the appropri ate aggregate
voting rights prem um applicable to decedent's block of voting
shares was 10 percent of J.R Sinplot Co.'s "equity capitalization
value" and then apportioned it according to decedent's 23.55-
percent interest.

Thus, calculating the aggregate value of the class A voting
and cl ass B nonvoting stock of J.R Sinplot Co. on a freely traded,
mnority-interest basis?® as of June 24, 1993, Dr. Spiro arrived at

a pro rata value of class A voting and class B nonvoti ng shares of

25 Dr. Spiro did not apply a mnority discount to the
val ue of decedent's class A voting shares because the underlying
equity value of J.R Sinplot Co. was calculated on a freely
traded mnority-interest basis.
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$5,871.32 per share ($830,000,000/ 141, 365.029 shares), or a
$947,871. 32 val ue per class Avoting share.? (Dr. Spiro noted that
t he val ue per vote he determned is very |arge because the voting
bl ock rights are all ocated anong an extrenely small nunber of cl ass
A voting shares; thus, in his view, traditional valuation concepts,
as used by petitioner's experts, are not applicable to the

cal cul ation of voting rights premumin this case.)

26 Dr. Spiro used the following calculation to arrive at
t he $947,871. 32 val ue:

Aggregate value of J.R Sinplot Co. -
freely traded, mnority-interest basis $830, 000, 000

Aggregate value of J.R Sinplot Co. -
freely traded, minority interest basis
(excluding Mcron Technol ogy interest) 720, 000, 000

Val ue of voting rights associated with
23.55 percent interest in class A shares

Pro rata val ue of 23.55 percent
equity interest 169, 560, 000

Voting rights prem um associ at ed
wi th 23.55 percent voting bl ock
i nterest 10%

Val ue of voting rights associated with
23.55 percent voting interest 16, 956, 000

Tot al nunber of class A shares at issue 18

Addi ti onal val ue per share of voting
rights associated with 23.55 percent
voting bl ock interest 942, 000. 00

Total class A and class B comon shares
out st andi ng 141, 365. 029

Pro rata value of class A and class B
shares (ignoring voting rights)
5,871.32

Val ue per class A share held in 23.55 percent
voting interest 947,871. 32
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Dr. Spiro then applied a 35-percent |ack of nmarketability
di scount to the class A voting stock, thereby reducing the val ue of
decedent's voting shares to $616, 116. 36 per share. He applied a
40- percent lack of marketability discount to decedent's class B
nonvoting stock, resulting in a $3,522.79 per-share val ue. Thus,
Dr. Spiro determned a value of $11,090,094 (rounded) for
decedent's 18 shares of class A voting stock and $13, 887,007
(rounded) for decedent's 3,942.048 shares of class B nonvoting
stock as of the valuation date.

2. Glbert E. Matthews

Respondent's second expert, Glbert E Mtthews, served as
chai rman of Bear, Stearns & Co.'s valuation commttee from 1970
t hrough 1995. Presently, he is chairman of the board and a seni or
managi ng di rector of Sutter Securities, Inc., an investnent banking
firm M. Mitthews was requested to render an opinion as to the
fair market value of the class A voting and class B nonvoti ng stock
hel d by decedent as of June 24, 1993, assum ng the equity val ue of
J.R Sinplot Co. was $830 million.?” He was not retained to render
an opinion as to the equity value of J.R Sinplot Co. as of June
24, 1993.

M. Matthews believed:

The unusual capital structure of the Conpany has a

mat eri al i npact on the relative value of the Cass A and
Class B Shares. The O ass A Shares, which have 100% of

21 In his expert report, M. Mtthews assuned a $900

mllion equity value, based on Dr. Spiro's original conclusion.
M. Matthews subsequently anmended his calculations to conformto
Dr. Spiro's anended $830 million.
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the votes, were only 0.054% of shares outstanding. As
the Class A Shares collectively have full control of the
Conpany, they (as a class) are worth a substantial
prem um over their pro rata share of enterprise value *

* *

In determning the relative value of the Cass A
Shares and Class B Shares, it is ny opinion that it is
necessary first to value each class of stock in its
entirety, then cal cul ate t he undi scount ed val ue per share
of the Cass A Shares and C ass B Shares, and only then
to apply the discounts for |lack of marketability and for
mnority interest to the Estate's Class A Shares and
Class B Shares. As the value of voting control held by
the Class A Shares collectively is a function of the
prem um over econonmic value to the class for the voting
power, it is analytically incorrect to calculate the
prem um for voting control on a per-share basis rather
than a class basis. (In this case, the premumfor the
Class A Shares as a percent of the total value of the
Conmpany would not change materially if the nunber of
Class A Shares doubled or tripled, but such change
obviously would materially i npact the prem umper share.)

M. Mtthews posited that the 18 shares of class A stock at
issue represent a potential sw ng block. According to M.
Mat t hews, the value of voting control held by the class A voting
shares collectively is a function of the prem um over economc
value to the class for the voting power.

M. Matthews agreed with Dr. Spiro that studies of publicly
traded high vote shares in US. nmarkets were not wuseful in
determning a premiumfor shares of J.R Sinplot Co."'s voting stock
because the prices paid in public nmarkets understate the val ue of
bl ocks of shares with the potential for control. Moreover, in his
m nd, publicly traded stocks possess neither swing vote
characteristics nor the extrenme disparities in the nunbers of

nonvoting to voting shares present in this case.
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In order to arrive at an appropriate voting premum M.
Mat t hews exam ned prem um data from acquisitions, nergers, and
recapitalizations, observing that the nean aggregate prem um
attributable to the "high-vote class”" inrelation to the "econom c
val ue" of a conpany was 8 percent, with a nedian of 5.3 percent.
(Al though M. WMtthews acknow edged that decedent's mnority
interest did not represent voting control on the valuation date,
the potential for such a scenario was real and foreseeable.) After
analyzing this data, M. Mtthews concluded that an appropriate
aggregate premumfor J.R Sinplot Co.'s class A voting shares of
6 to 7 percent of the equity value of the Conpany would be fair.
However, he acknow edged that the premium could be as low as 3
percent?® of the "econonic val ue" of the Conpany and still be fair.

To determ ne the val ue of each share of class A voting stock
(before any discounts), M. Mitthews calculated the aggregate
premumfor all class A voting shares based on J.R Sinplot Co.'s
equity value and divided that anount by the total nunber of class
A shares outstandi ng. To determ ne the value of each share of
class B stock (before any discounts), M. Mitthews subtracted the
aggregate premumfor all class A voting stock fromJ. R Sinpl ot
Co.'s equity value and divided that anount by the total nunber of

cl ass B shares outstandi ng.

28 M. Matthews testified that reasonable minds can differ
as to the premumto be applied to the class A voting shares. In
hi s opi nion, the m dpoint of the range of prem uns that could be
reasonable was 4 to 5 percent. A 2-percent prem um was bel ow his
confort |evel
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M. Matthews then ascertained the appropriate discounts.
Consi dering both potential swing vote characteristics and the risks
associ ated with decedent's 23.55-percent block of voting shares,
he determ ned that a 15-percent discount should be applied for
mnority interest and | ack of marketability. However, because the
right of first refusal materially adversely affected the val ue of
decedent's class A voting shares, M. Matthews determ ned that an
addi tional discount of 35 to 40 percent was appropriate. Applying
these discounts cunulatively M. Mitthews arrived at a conbined
range of 45 to 49 percent for the class A voting shares.

Wth regard to the class B nonvoting stock, M. Matthews
determned a 35-percent discount for lack of marketability. In
reaching this conclusion, he considered J.R Sinplot Co.'s size,
the industries in which it participated, and the fact that the
shares were not publicly traded. (M. Matthews observed that to
the extent J.R Sinplot Co.'s valuation is based on the market
prices of shares of publicly traded conparable conpanies, the
di scount for mnority interest would be inplicitly subsunmed in the
val uati on because publicly traded shares are mnority interests.)

The following chart sunmarizes M. Mtthews' analysis and
determ nations (using a 6-percent voting rights prem um of the

equity value of J.R Sinplot Co.):



C ass A Value at 6% Preni um

Equity value of Sinplot (Q $830, 000, 000. 00

Premium for class A voting shares 6%

Aggregate premumfor class A shares (P) 49, 800, 000. 00
Nunmber of class A shares (A) 76. 445

Nunber of class B shares (B) 141, 288. 584
Total nunber of shares (T) 141, 365. 029

Econom ¢ val ue per share (E) = QT 5,871. 32
Class A prem um per share = P/ A 651, 448. 75
Val ue per class A share before discounts 1657, 320. 08

Di scounts for mnority, |ack of
mar ketability, and right of first
refusal (class A

(1 - 0.15) x (1 - 0.35)
(1 - 0.15) x (1 - 0.40)

. 5525 = 45% (rounded) di scount
.51 = 49% di scount

Per share val ue of decedent's class A shares:

After 45% di scount 361, 526. 04

After 49% di scount 335, 233. 24
Total val ue (rounded) of decedent's 18 class A

shar es:

After 45% di scount 6, 507, 469

After 49% di scount 6, 034, 198

1 W note that mathematically M. Matthews' calculationis off by 1 cent.

Class B Value Using 6% C ass A Prem um

Economi ¢ val ue per share (E) = QT $5, 871. 32
Econom c value of all class B shares (V) =

E x B 829, 551, 166. 60
Less: Aggregate premumfor class A shares (P) (49,800, 000.00)
Net value of all class B shares =V - P 779, 751, 166. 60

Val ue per class B share before discounts =
(V- P)/B 5, 518. 85

Di scount for lack of marketability (class B) = 35%

Per share val ue of decedent's class B shares
after 35% di scount 3, 587. 26

Total val ue (rounded) of decedent's 3,942.048
cl ass B shares after 35% di scount 14,141,134
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C. Court's Analysis and Concl usions

The respective val uati on net hodol ogi es adopted by the parties
experts produced vastly different results. Petitioner's experts
used a sinple, traditional nethodology to value an unusual
corporate capital structure, whichresultedinlittle or no prem um
for voting rights. On the other hand, respondent’'s experts used a
val uati on nmet hodol ogy whi ch, given the Sinplot famly's phil osophy,
appears to accord the class A stock an extraordinarily high prem um
for its voting privileges.

Not unexpectedly, petitioner's experts found fault with the
anal yses and concl usi ons of respondent's experts and vice versa.
We agree that each of the experts' analyses and conclusions is
subject, to an extent, to valid criticism Specifically, we
bel i eve, among other things, the situations involved in the data
and studies relied upon by both sets of experts to be so different
fromthe situation involved herein that such data and studies are
i napplicable to the case at hand.

The differing views of the experts as to the proper
met hodol ogy to be used in val ui ng decedent's class A voting shares
vis-a-vis his class B nonvoting shares illustrate the difficulty in
val uing shares of unlisted stock in a large, famly-controlled
corporation. Moreover, those differing views give credence to the
belief that valuation is at best an inexact science.

The af oresaid notwi thstanding, infulfilling our task, we deem
it proper to value decedent's shares of class A voting and class B

nonvoting stock in J.R Sinplot Co. using one of the expert's
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val uation nethodol ogies. Therefore, as explained in nore detai
infra, giving consideration to all the facts and circunstances
presented in this case (in particular, the ratio of the nunber of
out st andi ng shares of voting stock to that of the nonvoting shares,
1 to 1,848), and having dissected, analyzed, and evaluated the
reports as well as the testinony of all the experts, we find the
val uati on net hodol ogy of respondent’'s experts (that is, a prem um
shoul d be accorded to the voting privileges of the class A stock
and the coll ective premumfor those privileges shoul d be expressed
in ternms of a percentage of the equity value of J.R Sinplot Co.)
nore persuasive than the valuation nethodology of petitioner's
experts (that is, the premum if any, to be accorded to the voting
privileges should be expressed in terns of a percentage of the
value of the class B nonvoting stock). Consequently, we adopt
respondent’' s experts' val uation net hodol ogy, with nodifications, in
determ ning the fair market val ue of decedent's 18 shares of class
A voting stock and 3,942.048 shares of class B nonvoting stock of
J.R Sinplot Co. as of the valuation date.

W wish to stress at the outset that we are not valuing the

premum for controlling voting power, but rather the prem um for

voting rights. The premumfor controlling voting power would be
substantially greater than the premum we determne for voting
rights.

Havi ng sel ected respondent’'s experts' val uati on net hodol ogy,
we nust now determne (1) the equity value of J.R Sinplot Co. as

of the valuation date, and (2) the appropriate collective voting



- 64 -

prem um (expressed as a percentage of the equity value of J.R
Sinplot Co.) to be accorded the class A voting stock.

In determning the proper equity value of J.R Sinplot Co.
M. Mich and Dr. Spiro used simlar approaches. They began by
valuing J.R Sinplot Co. exclusive of its Mcron Technol ogy hol di ng
and | ater added the value of the Mcron Technol ogy hol di ng. In
determining the equity value of J.R Sinplot exclusive of its
M cron Technology holding, both used the incone and narket
approaches and averaged the two val ues obt ai ned. Excl udi ng the
investnment for Mcron Technol ogy and the reduction for short-term
debt, the values that M. Mich and Dr. Spiro determ ned are not

materially different. These values can be summari zed as foll ows:

| ncone Appr oach Mar ket Appr oach
M. Mich
Total Invested Capital $1, 079, 900, 000 $1, 066, 740, 000
Pl us Cash 31, 232, 000 31, 232, 000
1,111, 132, 000 1, 097, 972, 000
Less: Long-term debt (375, 536, 000) (375, 536, 000)
Net val ue 735, 596, 000 722, 436, 000
Dr. Spiro
Net val ue 720, 926, 000 719, 809, 000

As is discernible fromthis chart, under the inconme approach
the values are within 2 percent of each other, and under the market
approach the difference is less than 1 percent. Dr. Spiro's
average of the two values is $720, 000,000 (rounded), which is
approximately 1 percent less than M. Mch's average val ue of
$729, 016, 000.

The nom nal disparity intheir respective equity val ues ari ses
from adjustnments M. Mich made for the Conpany's short-term debt

($188, 882, 000) and for a 6-percent mnority discount in valuingthe
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Conmpany's M cron Technol ogy holding. M. Mich valued J. R Si npl ot
Co. by review ng financial statenents for the 5 fiscal years ended
August 1988 through 1992, and for the 9-nonth period ended My
1993. The adjustnents he made to his values for cash and debts of
the Conpany were derived from information on the quarterly
financial statenment for the quarter ended May 1993.

J.R Sinplot Co.'s controller, Janes D. Crawford, testified
that M. Miuch inproperly failed to account for the seasonally high
| evel s of the Conpany's receivables and inventory. According to
M. Crawford, because the Conpany's business was seasonal, its
financial statements from one quarter to another were not
conpar abl e. M. Crawford explained that the Conpany's bal ance
sheet for the quarter ending in May would have higher |evels of
i nventory, receivables, and short-termdebt than its bal ance sheet
for the year ending in August. (The high levels of inventory and
recei vabl es were financed with working capital, resulting in high
short-termdebt.) M. Crawford estinated that the Conpany's short-
term debt woul d have varied by approximately $150 m|lion between
May and August 1993. W found M. Crawford a credi ble wtness.

M. Mich admtted at trial that if the seasonal changes in
short-termdebt were not taken into consideration the equity val ue
as of August 1993 woul d be approxi mately $113, 000, 000 hi gher than
his value as of late June 1993. W believe that the high short-
termdebt of the Conpany as of May 1993 is an aberration, and as a

result it should not have been taken into account.
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In addition to not adjusting for the seasonal nature of short-
termdebt, in our opinion, M. Mich should not have di scounted the
value of the Mcron Technology stock by applying a 6-percent
mnority discount. He valued both the operating assets of J.R
Sinplot Co. and its investnment in Mcron Technology on a mnority
basi s. Applying a 6-percent mnority discount to the Mcron
Technol ogy stock has the effect of taking two mnority discounts.
Al though we agree wth M. Mch's argunment that as a mnority
shareholder in Mcron Technology, J.R Sinplot Co. would [|ack
absolute control wth regard to any disposition of the Mcron
Technol ogy stock, we do not believe a greater discount for an
i nvestment asset than for an operating asset is justified when the
Conpany has al ready been valued on a mnority basis.

To concl ude this aspect of our valuation task, we believe M.
Much's determ nation of J.R Sinplot Co.'s equity val ue contai ned
two major flaws. Consequently, although we believe the equity
val ue of the Conpany nay be greater than $830 nmillion, we adopt Dr.
Spiro's $830 million equity value. (W note that Dr. Spiro stated
that if the Conpany's cash-flows could have been nmaxim zed, the
equity value of J.R Sinplot Co. would be greater than $830
mllion. Further, we are mndful that the Conpany is resource
rich, and as Gordon C. Smth, the CEO and president of the Conpany
in 1993, testified, the Conpany has assets worth substantially nore
than their book val ues.)

W now turn our attention to the nore difficult task--

ascertaining the anount of the collective voting prem um(expressed
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as a percentage of J.R Sinplot Co.'s $830 million equity value) to
be accorded the class A voting stock.

Petitioner's experts used what Dr. Spiro referred to as a
"cookie cutter" nethodology, which he and M. Matthews found
unsuitable in this case. W do not accept petitioner's experts
assertion that no difference exists between mnority voting shares
and nonvoting shares, as well as their conclusion that the val ue of
the shares of class A voting and class B nonvoting stock were the
same. Comon sense dictates otherwise. W believe petitioner's
experts failed to give due consideration to the hypothetical
seller's desire to achi eve the highest price obtainable for his/her
st ock.

Here, only four persons held all the class A voting stock, and
there was a relatively equal distribution of this class of stock
anong them In our opinion, the class A shares, on a per-share
basis, are far nore val uabl e than the cl ass B shares because of the
former's inherent potential for influence and control of the
Conpany. And because of the Conpany's size and resources, having
a voice (even though not a controlling voice) in the Conpany is
val uable. Indeed, there was testinony that the Conpany woul d be
worth even nore if it were managed differently and divested itself
of its unprofitable agriculture (cattle) group. According to
Gordon C. Smith, the Conpany needed cash in order to renmain
conpetitive and ultimately a choi ce woul d have to be nade to nerge

the Conpany with or into another entity, sell sone of the Conpany's
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assets, or take the Conpany's stock public. Only the hol ders of
the voting stock woul d make these deci sions.

We agree with respondent's experts that through ownership of
decedent' s voting shares, a hypothetical buyer woul d gain access to
the "inner circle" of J.R Sinplot Co., and by having a seat at the
class A shareholder's table, over time, the hypothetical buyer
potentially could position itself to play a role in the Conpany.
In this regard, we are mndful that "a journey of a 1,000 mles
begins with a single step.™

At this point, we consider the characteristics of the
hypot heti cal buyer of decedent's class A voting shares. The
hypot heti cal buyer mght well be one or a group of investors or
even one of the Sinplots. The investor(s) m ght be a conpetitor,
supplier, or major custoner of J.R Sinplot Co. The hypotheti cal
buyer woul d probably be well financed, with a | ong-termi nvest nent
horizon and no expectations of near-term benefits.?® The
hypot heti cal buyer mght be primarily interested in only one of
J.R Sinplot Co.'s two distinct business activities--its food and

chem cal s divisions--and be a part of ajoint venture (that is, one

29 Petitioner clains that because J.R Sinplot was 90
years old and living at the time of trial, the Sinplot famly has
unusual | y good genes. Thus, the argunment was nade that a good
possibility existed for Don, Gay, and Scott to live until a ripe
old age, and the class A voting shares would wind up in J.R
Sinplot's grandchildren's hands | ater rather than sooner.

Decedent died at the age of 59. Apparently, J.R Sinplot's
"good genes" were of limted assistance to him The |ength of
one's lifetine is unpredictable; no assurances exist that Scott,
Don, and Gay will live until the age of 90.
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venture being interested in acquiring the food division and the
other being interested in acquiring the chem cal division).

We agree wth respondent’'s expert that on the val uati on date,
a hypot hetical buyer would consider the |ikelihood that one day
decedent's block of voting shares potentially could becone the
| argest bl ock of voting shares because the record reveal s that Don,
Gay, and Scott intended, upon their deaths, to pass their class A
shares to their children and thereafter no one sharehol der (other
than the hypot hetical buyer) would own 18 shares of voting stock.
Moreover, we agree with respondent that it was foreseeable on the
val uation date that follow ng the deaths of Don, Gay, and Scott,
third-generation Sinplots (a nultiple nunber of descendants with
di fferent personal objectives) would nost |ikely be norewillingto
sell their class Avoting shares to outsiders than their parents or
grandf at her would. And at that tinme, the hypothetical buyer would
benefit fromthe right of first refusal restriction on the voting
st ock.

Petitioner asserts that Don, Gay, and Scott acted as a
cohesive group in followng J.R Sinplot's philosophy to operate
the Conpany in a manner ensuring its perpetual existence and to
pass their shares and philosophy to their children. W believe
this assertion to be flawed in that J.R Sinplot was the glue that
bonded Don, Gay, and Scott. Indeed, M. Ettelson testified that,
over time, chances increase that closely held conpanies wll

eventually sell, nerge, or go public.
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We agree with respondent that

The key to acquiring control of Sinplot is the C ass
A shares. The investor would likely pay |arge prem uns
(in cash or stock) to induce the Cass A shareholders to
relinquish control. Once a npjority interest of the
Class A shares is obtained, the investor could force a
nmer ger into anot her conpany.

* * * * * * *

The di sparate rati o of nonvoting to voting stock in

this <case is particularly inportant because it

dramatically increases, on a per share basis, the val ue

of the Class A shares. * * * \Wen there are very few

voting shares, as here, the result is a huge increase in

t he per share value of the voting rights associated with

the Class Ashares. Sinplot's extrene rati o of nonvoting

to voting shares--1,848.24 to one, with only

approximately 76 voting shares--magnifies the per share

premum by a thousand tines or nore conpared to any
conpany with a typical single digit ratio.

Dr. Spiro opined that the amount of the collective voting
prem umshoul d equal 10 percent of J.R Sinplot Co.'s equity val ue.
M. Mtthews selected a | esser amount. He stated that an anount
ranging from?7 percent (on the high side) to 3 percent (on the | ow
side) of the equity value would be a "fair"” collective prem umfor
the voting privileges.

W recogni ze that on the val uati on date the hypot heti cal buyer
of decedent's 18 shares of class A voting stock woul d not have the
ability to control the Conpany's nmanagenent and woul d be subject to
t he phil osophy of the other three class A sharehol ders, all of whom
were related and had famly interests to protect. And obviously,
an investor would pay nore for a block of stock that represents

control than for a block of stock that is only a mnority interest
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in the Conpany. On the other hand, here, no one individual had a
controlling block of voting stock.

W also recognize that Don, Gay, and Scott would want to
maxi m ze their children's interest in the Conpany and that if a
sale or liquidation of J.R Sinplot Co. occurred or if the Conpany
merged with or into another, the benefits derived therefromwould
probably be distributed not by class of stock, but rather on an
equal per-share basis, regardless of class. In other words, after
having paid for voting privileges, if on or after June 24, 1993,
the Conpany were nerged, sold, or |iquidated, the hypothetica
buyer would suffer a loss if the proceeds of the sale, nerger, or
liquidation were to be distributed anong all sharehol ders of J.R
Sinplot Co. on a pro rata share basis, rather than on a class
basi s.

On the other hand, we agree with M. Mtthews that although on
the valuation date decedent's class A voting shares constituted a
mnority interest in J.R Sinplot Co., it was foreseeabl e that one
day (but not on the valuation date) the voting characteristics
associated with them could have "swng vote" potential if the
hypot heti cal buyer conbined his 18 class A voting shares wth
Scott's 22.445 shares or joined with Don and Gay (conbi ned havi ng
36 class A voting shares) to forma control group.

Consi dering and weighing all of these factors, we adopt M.
Matt hews' |ower range figure of 3 percent of J.R Sinplot Co.'s
equity value as the fair premum for the voting privileges (not

voting control) associated with the class A stock of J.R Sinpl ot
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Co. We have adopted M. Matthews' 3-percent prem um for voting
privileges because we give the greatest weight to the fact that
Don, Gay, and Scott would be inclined to vote in a manner that
woul d maximze their children's interests. Thus, we believe the
collective premumfor the voting privileges of the 76.445 shares
of class A stock of J.R Sinplot Co. as of the valuation date is
$24.9 mllion (3 percent x $830 m |l lion), or $325, 724. 38 per share.

The follow ng chart summarizes our valuation determ nations
for decedent's 18 shares of class A voting stock and 3,942.048
shares of class B nonvoting stock of J.R Sinplot Co. as of the
val uati on date before considering any di scounts:

Class A Voting Stock Val uation

Nunmber of class A shares (A) 76. 445
Nunber of class B shares (B) 141, 288. 584
Total nunber of shares (T) 141, 365. 029
Equity value of J.R Sinpl ot
Co. (Q $830, 000, 000
Pro-rata share of equity val ue
(B =QT 5,871. 32
Prem um for voting privileges on
a per share basis 325, 724. 38
Val ue per share 331, 595. 70
x 18

Val ue of decedent's 18 shares of
class A voting stock, before
di scount 5,968, 772. 60
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Cl ass B Nonvoting Stock Val uation

Equity value of J.R Sinplot Co. $830, 000, 000
Less: Aggregate prem umfor voting

privileges (76.445 shares x $325, 724. 38) (24,900, 000)
Less: Aggregate class A share portion of

equity value (76.445 shares x $5,871. 32) (448, 833)

Net value of all class B shares 804, 651, 167
Val ue of class B stock on a per share
basi s ($804, 651, 167 + 141, 288. 584) 5, 695. 09
Val ue of decedent's 3,942.048 shares of X 3,942.048
cl ass B nonvoting stock, before discount 22,450, 318. 14

All  of the experts agreed that a lack of marketability
discount (liquidity discount) is appropriate; they essentially
agreed that the proper di scount shoul d be approxi mately 35 percent,
al though Dr. Spiro allowed a 40-percent liquidity discount for the
class B nonvoting stock. Dr. Spiro believed that although a
restriction of the transferability of the class A voting stock
exi sted, decedent's class B shares should be given a slightly
hi gher liquidity discount because the class B stock |acks voting
rights. W adopt Dr. Spiro's liquidity discounts of 35 percent for
decedent's class A shares and 40 percent for decedent's class B
shares. Therefore, we find and thus conclude that the fair market
val ue of decedent's 18 shares of class A voting stock of J.R
Sinplot Co., as of the valuation date, is $3,879,702.19 or
$215,539.01 (rounded) per share, and the fair nmarket value of
decedent's 3,942.048 shares of class B nonvoting stock of J.R
Sinplot, as of the valuation date, is $13,470,190.88 or $3,417.05
(rounded) per share.

A few final words before |eaving the valuation issues. e

recogni ze the disparate ratio of our determned value before
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consideration of a liquidity discount of the class A voting stock
($331,595.70 per share) to that of the class B nonvoting stock
(%5, 695.09 per share), that is a ratio of approximately 58 to 1.
This disparity is the consequence of the unique capital structure
of JLR Sinplot Co. and the skewed ratio of the nunber of class A
voting shares to the class B nonvoting shares, that is,
approximately 1 to 1, 848.

| ssue 3. Marital Deduction

The next issue is the amount of the section 2056 marita
deduction to be allowed the estate.

Decedent bequeathed all of his class A voting stock, and so
much of the class B nonvoting stock as, when added to the val ue of
the voting stock, equaled the Federal estate tax return filing
requirenent in effect at the tine of his death (i.e., $600,000) to
the trustees of a testanentary trust for the benefit of his
children (the credit shelter trust). The residue of decedent's
estate was bequeathed to his wfe.

Decedent' s Wil | provi des: (1) Decedent' s per sona
representative is to pay all State transfer and inheritance taxes
payabl e by reason of a bequest or devise to a devisee and to charge
t he anmount pai d against the distributive interest of that devisee,
and (2) all Federal estate taxes inposed against the estate are to
be paid out of the residue that passes to decedent's wfe.

In the notice of deficiency, respondent reduced the anount
reported for the marital deduction from$15, 127,237 to $1, 723, 437.

The amount of this reduction ($13,403,800) is due to respondent's
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redeterm ning of the fair market value of the class A voting stock
and charging the determ ned estate tax deficiencies against the
portion of the estate (the residue) passing to the wfe. In
cal cul ating the anount of the marital deduction, respondent gave no
consideration to the fact that the transfer tax liability payable
to the State of Idaho with respect to the class A voting stock
bequeathed to the credit shelter trust is chargeabl e against the
t rust ees.

Under section 2011, an estate may claima credit against the
Federal estate tax for State transfer and inheritance taxes paid.
This credit generally applies to State and inheritance taxes paid
and clainmed within 4 years of the filing of the original estate tax
return. See sec. 2011(c). Were the taxpayer has filed a petition
with this Court, this 4-year period is extended for 60 days after
the decision of this Court becones final. See sec. 2011(c)(1).

Here, no transfer or inheritance taxes to the State of I|daho
have yet been paid. See sec. 20.2011-1(c)(2), Estate Tax Regs.,
regardi ng proof of paynent. Accordingly, respondent correctly did
not include in the conputation of the amount of the narital
deduction an anount of State transfer and inheritance taxes
char geabl e agai nst the bequest of the class A voting stock to the
trustees of the credit shelter trust.

The amount of the marital deduction nust be recal cul ated on
the basis of our determnation as to the value of the class A
voting stock passing to the trustees of the credit shelter trust.

Hence, a Rule 155 conputation is required. In calculating the
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anount of the marital deduction, the parties nust consider (and not
reduce the marital deduction by) the anmount of State transfer and
i nheritance taxes actually and tinely paid by reason of the bequest
of the class A voting stock to the trustees of the credit shelter
trust.

| ssue 4. Penal ti es

The last issue is whether petitioner is liable for the
penalties determ ned by respondent pursuant to section 6662(a),
(9), (h)(1), and (2)(0Q.

A substantial estate tax valuation understatenent occurs if
t he val ue of property clained on a return is 50 percent or |ess of
t he amount determned to be its correct value, and the portion of
t he under paynent attri butabl e to the understatenment exceeds $5, 000.
See sec. 6662(g). The penalty equals 20 percent of the portion of
t he underpaynent attributable to the understatenent. See sec.
6662(a). The penalty does not apply to any portion of the
under paynent for which the taxpayer shows that he or she: (1) Had
reasonabl e cause, and (2) acted in good faith with respect thereto.

See sec. 6664(c); see also United States v. Boyle, 469 U S. 241,

242 (1985). Whether a taxpayer had reasonabl e cause and acted with
good faith is a factual determ nation. See sec. 1.6664-4(hb)
| ncone Tax Regs. Rel i ance on the advice of a professional wll
constitute good faith and reasonabl e cause where the reliance was
reasonable. See id.

Respondent argues that petitioner wundervalued decedent's

shares of J.R Sinplot Co. Respondent further contends that
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petitioner has failed to prove there was reasonabl e cause or good
faith reliance for the undervaluation. Petitioner, on the other
hand, maintains that it relied on professional appraisers and
attorneys in preparing the return. Essentially, petitioner argues
that any tax wunderstatenents were in good faith and due to
reasonabl e cause.

The parties stipulated that "the fair market value of the
Class A voting shares and C ass B nonvoting shares reported on the
estate tax return was based upon an appraisal report issued by
Morgan Stanley & Co., Incorporated.” That appraisal was prepared
for the purpose of guiding the estate in preparation of its tax
return.

W have found (as an ultimate fact) that petitioner acted
reasonably and in good faith in relying on the advice of tax
prof essional s and apprai sers in val uing decedent's class A voting
and class B nonvoting stock for Federal estate tax purposes. W
bel i eve petitioner exercised ordi nary busi ness care and prudence in

attenpting to determne its proper tax liability. See Mandl ebaum

v. Comm ssioner, T.C Meno. 1995-255. Mrgan Stanley was a | ong-

tinme adviser to J.R Sinplot Co., having prepared annual appraisals
for the J.LR Sinplot Co.'s ESOP which were relied upon by both the
trustees of the ESOP and the participating enpl oyee/ st ockhol ders.

Thus, we hold petitioner is not |liable for the penalties at issue.



To reflect the foregoing,

Deci sion will be

entered under Rul e 155.




