5 T.C. 647 (1945)

Fair market value for gift tax purposes is the price a willing buyer and seller, both
with adequate knowledge and without compulsion, would agree upon; sales prices in
an open market are strong evidence of fair market value.

Summary

The case of Clause v. Commissioner addresses the valuation of stock gifts for gift tax
purposes. The Commissioner determined a deficiency in Clause’s gift tax for 1941,
asserting the values of Pittsburgh Plate Glass Co. stock gifts were higher than
reported on Clause’s return. Clause argued the stock value was even less than
reported, relying on a secondary distribution method valuing large blocks of stock
below market price. The Tax Court upheld the Commissioner’s valuation based on
sales prices on the New York Curb Exchange, finding them the best evidence of fair
market value under the willing buyer-seller standard.

Facts

Robert L. Clause gifted 1,000 shares of Pittsburgh Plate Glass Co. stock to each of
his three daughters on July 3, 1941. He gifted 2,000 shares in trust for each
daughter on September 5, 1941. On his gift tax return, Clause reported the stock
values lower than the Commissioner determined them to be. The Commissioner
based his valuation on the mean sales price of the stock on the New York Curb
Exchange on those dates. Clause contested the Commissioner’s valuation, arguing
the stock was worth less.

Procedural History

The Commissioner assessed a deficiency in Clause’s 1941 gift tax. Clause petitioned
the Tax Court, contesting the Commissioner’s increased valuation of the gifted
stock. The Tax Court reviewed the evidence and arguments presented by both
Clause and the Commissioner.

Issue(s)

Whether the Commissioner erroneously increased the values of the Pittsburgh Plate
Glass Company common stock as of July 3, 1941, and September 5, 1941, above the
values reported by the petitioner, for gift tax purposes?

Holding

No, because the best evidence of value is the price at which shares of the same
stock actually changed hands in an open and fair market on the dates in question,
and the Commissioner’s determination is presumed correct unless the taxpayer
presents a preponderance of evidence to the contrary.
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Court’s Reasoning

The Tax Court reasoned that fair market value is the price a willing buyer and a
willing seller, both with adequate knowledge and neither acting under compulsion,
would agree upon. The court stated, “He insists that the very best evidence of the
value of each gift is the price at which other shares of the same stock actually
changed hands in an open and fair market on the dates in question.” While
acknowledging other valuation methods, such as secondary distribution, the court
found the market price on the New York Curb Exchange the most reliable indicator.
The court noted Clause did not prove the Curb Exchange market was unfairly
influenced. The court emphasized that the Commissioner’s determination is
presumed correct and Clause failed to present sufficient evidence to overcome this
presumption. The Court also noted that the valuation method proposed by the
Petitioner “does not give consideration to the right of retention which an owner has,
and it also does not give due consideration to the fact that anyone desiring to
purchase the stock, even under the secondary distribution method, would have to
pay a current market price. It would give a value less than the amount someone
desiring to purchase the stock would have to pay.”

Practical Implications

Clause v. Commissioner reinforces the importance of using actual sales data from
open markets when valuing publicly traded stock for tax purposes. It clarifies that
while alternative valuation methods may be considered, they must be weighed
against the backdrop of actual market transactions. This case guides tax
practitioners and courts to prioritize market prices unless evidence demonstrates
the market was unfair or manipulated. Furthermore, this case illustrates the burden
on the taxpayer to overcome the presumption of correctness afforded to the
Commissioner’s determinations. The secondary distribution method of valuation,
while potentially relevant, will not automatically override actual market prices in the
absence of compelling evidence.
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