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BUY-SELL AGREEMENT SETS ESTATE TAX VALUE OF CLOSELY HELD STOCK

The Tax Court held recently that a Buy-Sell Agreement among family members fixed the estate tax value of closely held stock
for a minority shareholder. The Court determined that the Buy-Sell Agreement met the requirements of Treasury Regulation
20.2031-2(h) and Code Section 2703.

As background, Section 2703 was enacted in 1990, which governs restrictive agreements among related shareholders. The
general rule of Section 2703 is that any agreement to acquire property at less than its fair market value will be disregarded for
Federal Estate Tax purposes, unless the agreement is a bona fide business arrangement, not a testamentary device, and
comparable to those of similar arrangements entered into at arms length. Under Treasury Reg. 20.2031, for a restrictive
agreement to control the value for Federal Estate Tax purposes, the offering price must be fixed and determinable under the
agreement, the agreement must be binding on the parties both during life and after death, and the agreement must have
been entered into for a bona fide business purpose and not be a substitute for a testamentary disposition.

In the Almie case, Mrs. Almie owned a minority interest in a closely held bank that did not pay dividends. There were a
variety of agreements among different family members which allowed another family member to obtain Mrs. Almie's stock
upon her death for a fixed price. After Mrs. Almie's death, the stock was sold to a family member at the price derived under
the formula in the Buy-Sell Agreement. The IRS argued that the Buy-Sell Agreement failed to satisfy Regulation 20.2031.

The key factor considered by the Court was that the agreement met a business purpose because it sought to exercise
prudent management of Mrs. Almie's assets by mitigating the risk of holding a minority interest in a closely held bank. The
Court also said it was not a testamentary device because Mrs. Almie's estate received a fixed price for a minority interest in
stock, the value of which was otherwise uncertain and subject to substantial litigation risk. The Court found this to be an
arms length transaction.

MY RECOMMENDATION: As to Buy-Sell Agreements among family members, you cannot follow the approach that "any
price goes." To be enforceable for setting the value of stock for an estate, the agreement must be entered into at arms
length, have a legitimate business purpose, and establish fair market value for the stock.
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This letter is intended to provide you with ideas for consideration in estate planning business. Itis not intended to give a general solution applicable to all apparently similar individual
problems, since slight changes in facts may require variance in legal advice. Please contact legal counsel with specific questions.



