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SW FT, Judge: Respondent determ ned a $5, 248, 840 defi ci ency
in the Federal estate tax of the estate of decedent Georgina T.

G nbel .
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Unl ess otherw se indicated, all section references are to
the Internal Revenue Code in effect on the date of decedent’s
deat h.
The only issue for decision is the fair market val ue of
3,601, 267 restricted shares of the common stock of Reliance Steel
and Al um num Conpany, a publicly traded New York Stock Exchange

conpany (Reliance).

FI NDI NGS OF FACT

Sone of the facts have been stipulated and are so found.

Backgr ound

Decedent was predeceased by her husband, WIIiam G nbel
(WIlliam), who died on Decenber 9, 1998. Decedent died on
June 5, 2000 (the valuation date), while residing in California.

Fromthe time of her death, decedent’s three children
Thomas W G nbel (Thomas), Janet G Rogers, and Joanne M @G nbel,
have served as coexecutors and cotrustees of decedent’s estate,
and each has resided in California.

Rel i ance was founded in 1939 by WIlliams uncle, Thomas
Neilan (M. Neilan). In 1947, Reliance hired WIlliam as an
enployee. In the late 1950s, M. Neilan died, and upon his death
Wlliamreceived fromM. Neilan's estate a 4-percent common
stock interest in Reliance, and WIIiam became Reliance’s chi ef

executive officer.
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WIlliam s enploynment with Reliance continued until his death
in 1998 by which point WIliamwas serving as chai rman of
Reliance’s board of directors. Throughout his | ong business
career with Reliance, WIliam acquired additional privately held,
unregi stered shares of Reliance common stock.

Shortly before Wlliam s death in 1998, WIIliam and decedent
established the G nbel Fam |y Trust (the Trust), and WIIliam
transferred to the Trust, anong other assets, all of his shares
of Reliance common st ock.

Upon WIlliam s death, the Trust was divided into two
subtrusts: A marital trust and decedent’s survivor trust
(collectively, “the Trusts”).

I ncl udabl e in decedent’s gross estate (the estate) were the
shares of Reliance commobn stock (the estate’s Reliance shares)
held by the Trusts, by decedent’s account in Reliance s enployee
stock ownership plan (ESOP), by decedent’s IRA and by decedent

i ndi vidually, as foll ows:



Hol der of Estate’s

Rel i ance Shares Nunmber of Shares
Marital Trust 1,874, 225"
Survi vor Trust 1,674, 225"
Rel i ance ESOP 25,161
Decedent’ s | RA 22,500
Decedent | ndividually 5,156

Tot al 3,601, 267

* Unregi stered shares

** Regi stered shares

As indicated, of the estate’'s total 3,601,267 Reliance
shares, approximately 3,548,450 shares (the shares held in trust)
were unregistered shares. The remaining 52,817 Reliance shares
i ncludabl e in decedent’s estate held by the ESOP, by the IRA and
by decedent individually were registered shares.! On the
val uation date, the estate’s 3,601, 267 shares of Reliance common
stock represented approximately 13 percent of the total

27,786,030 shares of Reliance commopbn stock outstandi ng.

' Trial testinony indicates that a small nunber of the
Trusts’ 3,548,450 Reliance shares may have been registered. The
evi dence al so | eaves open the possibility that sonme of the 52,817
Rel i ance shares held by the ESOP, by the IRA and by decedent
i ndi vidually may have been unregi stered shares. W accept the
parties’ treatnent of the Trusts’ 3,548,450 shares as
unregi stered and the remai ning 52,817 shares as registered.



Hi story of Reliance

Oiginally, Reliance s business consisted of the fabrication
of steel-reinforcing bar. Beginning in the 1950s and conti nui ng
over the next few decades, Reliance expanded its operations,
acqui red several conpanies in the netals industry, and eventually
becane a “nmetal service center”.

As of the valuation date, Reliance had a network of 23
di visions and 12 subsidiaries, 72 processing and distribution
facilities in 21 States and France, approximately 4, 000
enpl oyees, and Reliance had becone the fifth largest netals
service center conpany in the United States.

As a netal service center, Reliance acquires and processes
to custoner specifications various types of raw netals and netal
products. Reliance distributes nore than 75,000 netal products
to approximately 65,000 custoners in a broad range of industries,
i ncl udi ng general manufacturing, construction, transportation,
aerospace, and sem conductor fabrication.

I n Septenber of 1994 Reliance conducted its initial public
stock offering (I1PO. Between its 1994 |PO and the June 5, 2000,
val uation date, Reliance conpleted 18 conpany acquisitions and 2
strategi c asset purchases.

Shortly after Wlliam s death, decedent’s son, Thomas, was

naned a director of Reliance.
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Reliance’s 1997, 1998, 1999, and 2000 Fi nanci al Condition

The chart bel ow summarizes in mllions aspects of Reliance’s
financial statenments for 1997, 1998, 1999, and 2000, reflecting
Reliance’s growmh in the years prior to and including the June 5,

2000, val uation date:?

1997 1998 1999 2000
Total Assets $584 $ 841 $ 900 $ 997
Net Sal es 962 1, 353 1,511 1,727
Net | nconme* 82 117 145 157

* Net incone before depreciation,
interest, and incone taxes.

The significant annual increases in assets, net sales, and
net inconme reported on Reliance’s financial statenents were
largely attributable to increases in Reliance’ s gross profit
margins and to the addition of assets, net sales, and net incone
relating to acquired conpani es.

As of the valuation date, Reliance was negotiating
confidentially for the acquisition of another conpany. This
potential acquisition purportedly would have represented the

| argest acquisition in Reliance’'s history and |likely would have

2 Al financial statenent information provided is based on
Reliance’s public Securities and Exchange Comm ssion (SEC)
filings for 1997, 1998, 1999, and 2000. As of the end of the
second quarter of 2000, which was 25 days after the June 5, 2000,
val uati on date, Reliance held $991 million of assets. For the
first two quarters of 2000, Reliance reported $872 mllion in net
sales and $80 million in net inconme (before depreciation,
interest, and incone taxes).
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requi red the use of nost of Reliance’s avail able cash and then
remai ni ng bal ance in Reliance’s $200 m |l lion outstanding |ine of
credit.

Shortly before the valuation date, Reliance’s board of
directors increased Reliance s per share quarterly dividends from
5 to 5.5 cents.

On the valuation date, Reliance shares reached a public
trading price high of $21.25, a |ow of $20.375, and averaged
$20. 8125 per share (the valuation date trading price).

On the valuation date, 18,300 shares of Reliance stock were
publicly traded. 1In the 10 weeks precedi ng the val uation date,
average daily trading volunme in publicly traded Reliance shares
was approxi mately 25,000 shares.

Based on the $20.8125 val uation date trading price for
publicly traded Reliance shares, multiplied by the total
27,786,030 shares of Reliance common stock outstanding, as of the
val uation date Reliance had an equity market capitalization of
approxi mately $578 mllion.

As of the valuation date, an active market for options and
ot her hedging instrunments and derivatives relating to Reliance

stock did not exist.

Restricted Nature of Decedent’s Reliance Stock

In addition to the fact that alnost all of the estate’s

Rel i ance shares were unregistered, due to the |arge nunber of
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decedent’ s Reliance shares (the shares attributed to her as
trustee and beneficiary of the Trusts and the shares she owned

t hrough her ESOP and | RA and individually), decedent was
considered an “affiliate” (or an affiliated person) of Reliance.
Under applicable Federal security |aws, because of decedent’s
status as an affiliate, as of the valuation date, the public
resale of the estate’s 3,601, 267 Reliance shares generally woul d
be restricted.?

Under Securities and Exchange Conmm ssion Rule 144, 17 C. F. R
section 230.144 (1999) (SEC Rule 144), the estate would not be
allowed to sell to the public nore than 277,860 of its 3,601, 267
restricted Reliance shares in any 3-nonth period.* Thus, selling
the estate’s 3,601, 267 Reliance shares in the public market under
the SEC Rul e 144 sales restriction would take a m ni num of

approximately 3 years and 3 nonths (i.e., 39 nonths).

3 Both the parties and the experts treat under applicable
Securities and Exchange Comm ssion regul ati ons decedent as an
affiliate and the estate’s 3,601, 267 Reliance shares as
restricted. Further, because 3,548,450 of the estate’ s 3,601, 267
Rel i ance shares (approximately 99 percent) were unregistered (the
shares held by the Trusts), the parties and the experts treat the
3,548,450 shares as restricted regardl ess of decedent’s affiliate
status. W accept this treatnent of the estate’s Reliance
shares.

4 SEC Rule 144 limts the anmount of a corporation’s
restricted stock that can be sold to the public by a hol der of
the restricted stock in any 3-nonth period to the greater of 1
percent of the outstanding class of stock to be sold or the
average weekly trading volunme for the previous 4 weeks. 1In the
case of Reliance stock, the greater nunber would be 1 percent of
t he outstanding stock, or 277,860 shares.
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Al'so, in order to sell shares under SEC Rul e 144, an
affiliate nmust first hold the restricted shares for 1 year. As
of the valuation date, the 1-year SEC Rul e 144 hol di ng peri od
applicable to the estate’s Reliance shares had been satisfied,
and the Reliance shares could imediately be sold to the public,
subject to the SEC Rule 144 quarterly sales restriction.

In a private placenent or under SEC Rule 144A, 17 C. F. R
230. 144A (1992) (SEC Rule 144A), the estate’s 3,601, 267 Rel i ance
shares could be sold to certain types of investors imedi ately
w thout the SEC Rul e 144 sales restriction. However, any of the
estate’s Reliance shares that would be sold in a private
pl acenent or under SEC Rul e 144A would still be restricted, and a
purchaser of the estate’s Reliance shares would be subject to the
sane public resale restrictions as the estate.

Consequently, due to liquidity requirenents, institutional
i nvestors nost |ikely would not have been willing to purchase the

estate’s Reliance shares.

Rel i ance St ock Repurchase Pl an

On Decenber 15, 1994, the Reliance board of directors
adopted a formal stock repurchase plan which allowed for the
repurchase by Reliance of up to 2.25 mllion shares of Reliance
stock. On August 31, 1998, the Reliance board of directors

increased to 6 mllion the nunber of Reliance shares that
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Rel i ance was aut hori zed to repurchase under the stock repurchase
pl an.

From Decenber 1994 through the valuation date, under
Rel i ance’ s stock repurchase plan Reliance repurchased in the
public market approximately 1.37 mllion shares (2.7 mllion
after adjustnent for a stock split) of Reliance stock for
approximately $27 mllion. The |argest repurchase of Reliance
stock that occurred during this period, both in nunber of shares
and dol | ar anmount, occurred during an 11-day period in Qctober of
1998 when Reliance for $11, 090, 017 repurchased on the open market
430, 800 Reliance shares (646,200 shares after adjustnent for a
stock split).

On May 25, 2000, about 2 weeks before the June 5, 2000,
val uati on date, Dave Hannah (Hannah), Reliance’s CEQ nade a
presentation at a steel industry conference. 1In his
presentation, Hannah reported that 1999 represented a “record
year” for Reliance and that Reliance woul d consider repurchasing
Rel i ance shares at around $19 a share, as it had done in the
recent past.

Cct ober 30, 2000, Repurchase by Reliance of 2,270,000
of the Estate’s Reliance Shares

Prior to her death, decedent had not discussed with Reliance
managenent the possibility that Reliance, upon decedent’s death,

m ght repurchase decedent’s Reliance shares.
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Shortly after decedent’s death, representatives of the
estate inquired of Reliance’ s managenent whether they were aware

of any investors who m ght be interested in purchasing sone of
the estate’s Reliance shares. Reliance’ s managenent, on behal f
of the estate, asked Reliance’s investnent banking firm (DLJ) to
try to identify private institutional or strategic investors who
m ght be willing to purchase a significant block of the estate’s
Rel i ance shares. DLJ made sone inquiries in this regard but was
not able to identify an interested investor for the estate’s
Rel i ance shares. At that point, nenbers of the Reliance board of
directors began discussing the possibility of Reliance

repur chasi ng sonme of the estate’s Reliance shares.

Hannah approached the estate’s attorney and told himthat
Rel i ance’ s managenent may be willing to approve Reliance’s
repurchase of sone of the estate’s Reliance shares. Hannah
explained to the estate’s attorney that Reliance’ s managenent
woul d have to eval uate any repurchase in light of the pending
conpany acqui sition, the possible need and ability to obtain
addi tional financing, and the inpact of a |everaged repurchase on
Rel iance’s financial ratios.

Eventual |y, at an Cctober 18, 2000, neeting, Reliance’s
board of directors (with Thonmas excused) approved the repurchase
of up to $50 million worth of the estate’s Reliance shares at

$19. 35 per share. The record is not clear as to how Reliance’s
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directors established the $19.35 per share repurchase price, but
trial testinony indicates that managenent took into account
advice fromDLJ to the effect that the Reliance stock repurchase
price should reflect a 10 to 15 percent discount fromthe trading
price of the stock.

At the sane neeting, in order to fund the authorized
$50 mllion repurchase of Reliance stock fromthe estate, the
Rel i ance directors authorized, pending bank approval, increasing
Reliance’s existing credit line by $50 million -- from $200
mllion to $250 milli on.

On Cctober 30, 2000, after receiving the $50 mllion
increase to its credit line, Reliance privately repurchased 2.27
mllion shares of the estate’s Reliance stock at $19. 35 per
share, for a total price of $43,924,500. The 2.27 mllion shares
repurchased by Reliance represent 63 percent of the estate’s

3,601, 267 Rel i ance shares.

Federal Estate Tax Return, Audit, and Val uation Reports

On Septenber 5, 2001, the estate’ s Federal estate tax
return was tinely filed.

In connection with the preparation of the above estate tax
return, the estate’s attorney retai ned Gegory Range (Range) to
value the estate’s Reliance shares. In his report dated
Novenmber 13, 2000, Range concluded that the value at which the

estate’s Reliance shares should be included in decedent’s gross
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estate was the $20.8125 valuation date trading price for publicly
traded Reliance shares discounted by 20.72 percent to reflect

| ack of marketability and liquidity relating to the resale
restrictions applicable to the estate’s Reliance shares and to
the size of the block of the estate’s Reliance shares in relation
to the volume of publicly traded shares of Reliance stock.?

On audit, respondent determ ned that the estate’ s Reliance
shares shoul d be discounted fromthe valuation date trading price
but by only 8 percent. The notice of deficiency and the record
herein do not reflect how respondent calculated this
8- percent di scount.

For trial, both the estate and respondent retained new
val uation experts. On Decenber 18, 2005, Ken Nunes (Nunes),
respondent’ s new val uation expert, finalized a report in which he
concluded that the estate’s Reliance shares should be included in
decedent’ s gross estate at the valuation date trading price

di scounted by 9 percent.

5> Gregory Range (Range) discounted the estate’s Reliance
shares by 20 percent fromthe $20. 625 val uati on date cl osing
trading price instead of fromthe $20.8125 val uation date average
trading price as required in sec. 20.2031-2(b)(1), Estate Tax
Regs. In a letter to the estate’s attorney attached to his
val uation report, Range states: “If the IRS wants to express the
fair market value in ternms of the discount fromthe nean of the
high and the I ow prices as of the valuation date, then the
di scount woul d be 20.72%” For convenience and uniformty with
the other experts, we use for Range’ s di scount 20.72 percent.
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On Decenber 22, 2005, Curtis Kinball (Kinball), the estate’s
new val uation expert, finalized a report in which he concl uded
that the estate’s Reliance shares should be included in
decedent’ s gross estate at the valuation date trading price
di scounted by 17 percent.

The schedul e bel ow sets forth the percentage di scount from
the valuation date trading price, the discounted per share val ue,
and the total value of the estate’s Reliance shares as reported
on the estate’s Federal estate tax return, as asserted by the
estate at trial, as determined in respondent’s notice of

deficiency, and as asserted by respondent at trial:

Di scount Di scounted Discounted Tot al
From Tr adi ng Per Share Value of Estate’s
Price Val ue Rel i ance Shares
Estate Tax Return
(Range) 20. 7% $16. 50 $59, 420, 918
Petitioner’s Expert
(Ki mbal 1) 17. 0% 17. 27 62, 209, 637
Respondent’ s Notice
of Deficiency 8. 0% 19. 15 68, 964, 263
Respondent’s Tria
Expert (Nunes) 9. 0% 18. 94 68, 207, 998
OPI NI ON

Ceneral |y, under section 2031(a) the value of a decedent’s
gross estate is based on the fair market value of property owned

by the decedent as of the date of death.
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For Federal estate tax purposes, the term*“fair market
value” is defined as the price at which property woul d change
hands between a willing buyer and a willing seller, neither being
under any conpul sion to buy or sell and both having reasonabl e

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

U S. 546, 551 (1973); sec. 20.2031-1(b), Estate Tax Regs.

The willing buyer and the willing seller are hypotheti cal
persons, rather than specific individuals or entities, and
i ndi vidual characteristics of the hypothetical persons or
entities are not necessarily the sanme as the characteristics of

t he eventual actual seller or actual buyer. Estate of Sinplot v.

Comm ssi oner, 249 F.3d 1191, 1195 (9th Gr. 2001), revg. 112 T.C.

130 (1999); Estate of Mellinger v. Conm ssioner, 112 T.C 26, 33

(1999).

For shares of publicly traded stock, the average of the
hi ghest and | owest quoted selling prices on the valuation date
general ly establishes the value of the shares. Section 20.2031-
2(b) (1), Estate Tax Regs. However, if a taxpayer establishes
that the quoted selling prices do not reflect the fair market
val ue of the shares, then sone reasonabl e nodification of the
selling price and other relevant facts and el enents of val ue may
be considered in determning the fair market value. Estate of

Glford v. Conmi ssioner, 88 T.C. 38, 48 (1987); sec. 20.2031-

2(e), Estate Tax Regs. For exanple, sale restrictions on shares
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of stock may affect the valuation of the shares. Shackleford v.

United States, 262 F.3d 1028, 1032 (9th Cr. 2001); Bayley v.

Conm ssi oner, 624 F.2d 884, 885 (9th Cr. 1980), affg. 69 T.C

234 (1977).

Property included in an estate is valued as of the date of
t he decedent’ s death, and subsequent post-death events relating
to the property being valued generally are to be disregarded.

|thaca Trust Co. v. United States, 279 U S. 151, 155 (1929);

Succession of McCord v. Conm ssioner, 461 F.3d 614, 626 (5th Gr.

2006), revg. 120 T.C. 358 (2003).

However, subsequent events which are reasonably foreseeable
as of the valuation date nay be consi dered because they woul d be
foreseeable by a willing buyer and a willing seller, and they
therefore would affect the valuation of the property as of the

date of death. Saltzman v. Comm ssioner, 131 F.3d 87, 93 (2d

Cr. 1997), revg. T.C Meno. 1994-641; Trust Servs. of Am, Inc.

v. United States, 885 F.2d 561, 569 (9th Cir. 1989); Mrris v.

Comm ssi oner, 761 F.2d 1195, 1201 (6th Gr. 1985), affg. T.C

Menp. 1982-508; Estate of Glford v. Conm ssioner, supra at 54.

One expert may be persuasive on a particul ar el enent of
val uation, and another expert may be persuasive on anot her

el ement. See Parker v. Conmm ssioner, 86 T.C 547, 562 (1986).

Consequently, a court nmay adopt sone and reject other portions of
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expert reports. See Helvering v. Natl. Gocery Co., 304 U S. 282

(1938) .

Conpari son of Experts’ Appraisa

In this case, the experts focused primarily on four general
val uation nmethods to estimate the fair market val ue of the
estate’s 3,601, 267 Reliance shares: (1) A secondary public
offering of the estate’s Reliance shares, (2) a private placenent
with a third party or a sale under SEC Rul e 144A (hereafter
private placenent), (3) a Reliance repurchase, and (4) open
mar ket public sales subject to the SEC Rule 144 sales restriction

(dribble out).

Secondary Public O fering and Private Pl acenment

Ki nbal I and Nunes testified that for business reasons
Rel i ance probably woul d not have approved a secondary public
offering in which the estate’s Reliance shares woul d be sol d.
Range al so acknow edged that a secondary public offering m ght be
unrealistic.

We agree with the experts that as of the valuation date
Rel i ance probably woul d not have approved a secondary public
offering of the estate’s Reliance shares. Anong other things, in
order to conduct a secondary public offering of the estate’s
Rel i ance shares, Reliance would have been required, in violation

of a confidentiality agreenent, to disclose to the public the
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pendi ng conpany acqui sition which was being negotiated as of the
val uation date.

Regarding the viability of a private placenent, the evidence
i ndi cates that, other than a repurchase by Reliance, as of the
val uation date a private market for the estate’s Reliance shares
did not exist. Hannah testified, and the experts generally
agreed, that as of the valuation date there existed no strategic
investors for Reliance stock. The estate’'s inability, despite
the attenpt of its representatives, to locate a strategic
investor for the estate’s Reliance shares corroborates our
finding that as of the valuation date strategic investors for the
estate’s Reliance shares did not exist.

Even if a strategic investor for Reliance shares did exist,
the estate’s Reliance block represented a mnority interest that
i kely would not have been marketable to a strategic investor
because of industry trends towards acquisition of entire
conpani es.

Further, due to the resale restrictions on the estate’s
Rel i ance shares, which would have been al so applicable to a
purchaser of the estate’s restricted Reliance shares, an
institutional investor, because of the need to maintain liquidity
inits investnments, |ikely would not have been interested in

purchasing the estate’s Reliance shares.



- 19 -
We conclude that as of the valuation date a disposition of

the estate’s Reliance shares through either a secondary public

offering or a private placenent was not |ikely.

Rel i ance Repur chase

In his report, Range does not discuss the foreseeability of
Rel i ance repurchasing the estate’s Reliance shares.

Ki nbal I concl udes that as of the valuation date it was not
reasonably foreseeable that Reliance woul d repurchase any of the
estate’s Reliance shares, and he therefore does not factor a
repurchase of the estate’s Reliance shares into his valuation.

Ki mbal | does note that if Reliance were to repurchase the
estate’s Reliance shares, the shares would be discounted in the
same manner as if they had been sold in a private placenent.

Nunes concl udes that as of the valuation date it was
reasonably foreseeable that Reliance woul d repurchase 50 percent
of the estate’s Reliance shares and that the discount on the
sales price for the repurchase would be 13.9 percent. Nunes does
not indicate specifically how he concludes that it was reasonably
foreseeabl e that 50 percent of the estate’s Reliance shares would
be repurchased.

Nunes arrives at his 13.9-percent repurchase discount in a
two-step process. Nunes first calculates a 12.5-percent
repurchase di scount based on the followng: (1) For the actua

Cct ober 2000 repurchase of a significant portion of the estate’s
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Rel i ance shares DLJ apparently suggested to Reliance nmanagenent a
di scount range of 10 to 15 percent; (2) Hannah told Nunes, and
also testified, that if on the valuation date the estate had
asked Reliance to repurchase sone of the estate’s Reliance
shares, and if Reliance at that tine was interested in

repur chasi ng the shares, Reliance managenent woul d have sought
and relied on DLJ's advice; and (3) Reliance’s financial and

busi ness position did not appear materially to change between the
June 2000 val uation date and the actual October 2000 repurchase
date. Based on the foregoing, Nunes assunes that on the June 5,
2000, valuation date DLJ woul d have suggested to Reliance the
sane 10- to 15-percent discount range DLJ suggested in Qctober of
2000. Nunes then chooses the 12.5-percent m dpoint of the above
range for his repurchase price discount fromthe val uation date
tradi ng price.

Nunes’ second step in his valuation of the 50 percent of the
estate’s Reliance shares that he treats as repurchased by
Rel i ance i nvol ves discounting the estimated sal es proceeds that
woul d be realized on the repurchase to account for holding costs
and the tinme value of noney during the estimted 3-nonth period
after the valuation date to conplete the repurchase. Nunes
cal cul ates that the discount adjustnent relating to this 3-nonth
period increased the repurchase discount from12.5 percent to

13. 9 percent.



- 21 -
We agree that as of the valuation date a repurchase by
Rel i ance was reasonably foreseeable. Reliance’s repurchase plan
had been in place for several years. Reliance had a track record
for repurchasing a significant nunber of shares. Hannah, 10 days
prior to the valuation date, had stated publicly that Reliance

woul d favorably consider repurchasing Reliance shares at
approximately $19 a share, although Hannah did not indicate how
many shares Reliance mght be willing to repurchase. e

di sagree, however, that it was reasonably foreseeable that
Rel i ance woul d repurchase 50 percent of the estate’s Reliance
shar es.

As of the valuation date, Reliance was negotiating a | arge
conpany acqui sition which, if successful, would have required
significant cash and credit. Considering that the potenti al
acqui sition woul d have stretched Reliance’ s financial capacity,
we do not believe it reasonably foreseeable, as of the valuation
date, that Reliance would repurchase 50 percent of the estate’s
Rel i ance shares.

O significance also is the fact that the | argest prior
Rel i ance repurchase was the October 1998 series of stock
repurchases totaling 646,200 shares for $11,090,017. The
repurchase of 50 percent of the estate’s Reliance shares would
have cost Reliance approximtely three tinmes as nmuch as the

Cct ober 1998 repurchases.
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After evaluating the history of Reliance s repurchases and
the valuation date financial and business conditions of Reliance,
and understanding that valuation is inherently inprecise, we
conclude that, as of the valuation date, it was reasonably
foreseeabl e that Reliance would be financially able and willing
to repurchase 20 percent, or 720,253, of the estate’'s 3,601, 267
Rel i ance shares.

Though we find sone flaws and inprecision in both steps of
Nunes’ di scount net hodol ogy, neither of the estate’s experts
provi ded a distinct nmethodol ogy for estinating a repurchase
di scount. W conclude that in this case the 13.9-percent
repurchase di scount used by Nunes is appropriate to utilize in
the valuation of the 20 percent of the estate’s Reliance shares
that we conclude it was foreseeabl e woul d have been repurchased

by Reli ance.

Dri bbl e-Qut Method for the 2,881,014 Bal ance of Reliance Shares

We concl ude that the 2,881,014 bal ance of the estate’s
Rel i ance shares shoul d be val ued under the dribble-out nethod.

The experts agree that, at the SEC Rule 144 rate of 277,860
shares per 3-nonth period, it wuld take 3.25 years (the dribbl e-
out period) to liquidate the estate’s 3,601, 267 Reli ance shares.
The experts, however, use different methodol ogies for discounting
the future sales proceeds to reflect the tine value of noney and

the risk that Reliance’s stock price m ght decrease during the
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dri bbl e-out period. Below we analyze the experts’ nethods for
val uing the estate’s Reliance shares under the dribbl e-out

met hod.

(1) Range Report

By multiplying the estate’s Reliance shares by the $20. 625
val uation date closing trading price (see supra note 5), Range
cal cul ates the dribbl e-out sales proceeds for the estate’s
Rel i ance shares to be $73,186,781.° Using a risk-free rate of
return, Range then discounts the $73, 186, 781 sal es proceeds to a
$65, 764, 163 present value as of the June 5, 2000, val uation date.

Range further concludes that a hypothetical investor
dribbling out the estate’s Reliance shares woul d purchase put
options to enable the Reliance shares to be sold at the valuation
date price throughout the dribble-out period. Range calculates a
$10, 494, 345 cost for put options that would all ow the Reliance
shares to be sold for $20.625 a share throughout the entire
dri bbl e-out period. Range then subtracts from his $65, 764, 163
present value for the estate’s dribbled out Reliance shares his
$10, 494, 345 estimated cost for the put options, resulting in a

net dribbl e-out discounted val ue of $55, 269,818, reflecting a

6 Range’s report considers only the 3,548,450 Reliance
shares held in trust. On the estate’s estate tax return,
however, the estate applies to all of the estate’s 3,601, 267
Rel i ance shares the sanme discount that Range applies to the
Trusts’ 3,548, 450 shares.
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24.5-percent overall discount fromthe valuation date tradi ng val ue.

(2) Kinball Report

By multiplying the estate’s 3,601, 267 Reliance shares by the
$20. 8125 val uation date trading price, Kinball cal culates the
dri bbl e-out sal es proceeds of the estate’s Reliance shares to be
$74,951,369. To the $74, 951, 369, Kinball adds the $1,083,656 in
estimated dividends to be paid on the estate’s Reliance shares
during the dribble-out period, resulting in $76, 035, 025.7

Ki nbal | then discounts the $76, 035,025 to present val ue
using a discount factor equal to a 13.2-percent expected rate of
return on Reliance equity. Applying the 13.2-percent discount to
$76, 035, 025, Kinball calculates a $61,910,012 val uation date
present value for the estate’s Reliance shares, reflecting a
17. 4-percent overall discount fromthe valuation date trading

price.

(3) Nunes Report

Under the dribbl e-out nmethod, Nunes values only 1, 800, 364
shares (50 percent of the estate’s 3,601, 267 Reliance shares

remai ni ng after the hypothetical repurchase of 50 percent of the

" Instead of including in his calculation of future val ue
estimated future dividends that would be paid with respect to the
estate’s Reliance shares during the dribbl e-out period, Range
i ncl udes estinmated Reliance dividends in the pricing of the put
option contracts.
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estate’s Reliance shares). Nunes cal cul ates $37,475,695 in gross
sal es proceeds on the estate’s 1,800, 364 dri bbl e-out shares
(1, 800,634 shares tines $20.8125). In calculating a discount
under the dribbl e-out nmethod, Nunes concludes that, in order to
protect against the risk that the price of Reliance stock m ght
decrease during the extended dribbl e-out period, a hypothetical
i nvestor would enter into hedging contracts such as “cashl ess
collars” or “prepaid variable forward contracts,” whi ch hedgi ng
contracts Nunes estimates would cost $1,885,005. Fromthe
$37, 475, 685 estimated sal es proceeds for the estate’s 1, 800, 364
Rel i ance shares to be dribbled out, Nunes subtracts the
$1, 885,005 estimated cost for the hedging contracts, resulting in
$35, 590,680 in net sales proceeds to be realized on the estate’s
1, 800, 364 dri bbl e-out Reliance shares, reflecting a 5-percent
di scount fromthe valuation date tradi ng val ue.

Nunes’ 13. 9-percent discount applied to the 1,800, 363
repur chased shares and the 5-percent discount applied to the
1, 800, 364 dri bbl e-out shares reflect a conbi ned 9. 5-percent
overall discount fromthe valuation date trading value for all of
the estate’s 3,601, 267 Reliance shares.

After reviewi ng the experts’ reports and the evidence at
trial, we conclude that the hedgi ng contracts used by Range and
Nunes |ikely would not have been available for a block of stock

such as the estate’'s Reliance shares.
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Wth respect to the put options used by Range in his
dri bbl e-out analysis, we believe the testinony of Kinball that an
active market did not exist for put options on the estate’s
Rel i ance shares. In order for the estate to purchase put options
on its Reliance shares, the estate would have to find a party
wlling to wite nonstandard, nontraded put options. Even if a
witer of put options on Reliance stock could be found, the
witer would require a substantial premumdue to the inability
to unwind its position by purchasing opposite call options in the
open market and due to other associ ated nmarket risks.

Wth respect to the hedgi ng contracts used by Nunes in his
dri bbl e-out analysis, we believe the testinony of both Range and
Ki nbal | that a market for such hedging contracts relating to the
estate’s Reliance shares did not exist. Cashless collars and
prepai d variable forward contracts generally are used with bl ocks
of stock that are highly liquid and marketable. Due to the size
of the estate’s block of Reliance shares in relation to the
out standi ng Rel i ance shares and the SEC Rule 144 restrictions,
the estate’s Reliance shares |lacked liquidity and marketability.

Because we do not agree with either Range’s or Nunes’ use of
hedgi ng contracts and because Kinball’s approach appears to be a
reasonabl e and generally accepted nethod, we adopt Kinball’s

dri bbl e- out net hodol ogy.
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Due to our holding that as of the valuation date 20 percent
(or 720, 253 shares) of the estate’s 3,601, 267 Reliance shares
i kely woul d be repurchased by Reliance and therefore should be
val ued under that nethod, the dribble-out period for the estate’s
2,881,014 remaining Reliance shares (80 percent of the estate’s
3,601, 267 Reliance shares remaining after the Reliance
repurchase) would be shortened from approximately 39 nonths to 31
mont hs, to account for fewer (nanely 2,881,014) Reliance shares
to be dribbled out.

Under Kinball’ s nethodol ogy, in calculating the estimated
gross value of the dribble-out shares we multiply the 2,881,014
shares to be dribbled out by the $20.8125 val uation date trading
price ($59,961,104) and add the estinmated dividends that woul d be
paid on the estate’s Reliance shares during the dribbl e-out
period ($744,031) resulting in a total gross val ue of
$60, 705, 135. Using Kinball’'s 13.2 percent discount rate, the
$60, 705, 135 gross val ue woul d have a $51, 414, 274 di scount ed val ue
as of the valuation date, reflecting a 14.4-percent discount from
t he val uation date trading val ue.

As set forth in the schedul e below, our total fair market
val uation of the estate’'s 3,601, 267 Reliance shares is
$64, 320,892, reflecting a 14.2-percent overall discount fromthe

$74, 951, 370 val uati on date trading val ue:
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Court’s Fair Market Val uation of
Estate's 3,601, 267 Reli ance Shares

Val uati on Date Di scount ed

Val uati on Number of Tradi ng Val ue Val uati on
Met hod Shar es of Shares Di scount Dat e Val ue
Repur chase 720, 253 $14, 990, 266 13. 9% $12, 906, 618
Dribble Qut 2,881,014 59,961, 104 14. 4% 51,414,274
Tot al 3, 601, 267 $74, 951, 370 14. 2% $64, 320, 892

To reflect the foregoing,

Deci sion will be entered

under Rul e 155.




