32 T.C. 844 (1959)

Under the Internal Revenue Code, the value of property in a gross estate is
determined by its fair market value at the applicable valuation date, even when state
law allows a surviving spouse to purchase estate assets at a different price.

Summary

The Estate of Walter Critchfield contested the Commissioner’s valuation of certain
stock for estate tax purposes. The decedent’s widow, under Ohio law, purchased
shares of the Shelby Company stock from the estate at the appraised value, which
was less than the fair market value on the optional valuation date. The Tax Court
held that the fair market value, not the price the widow paid, controlled for estate
tax valuation. The Court also ruled that the estate was not entitled to a marital
deduction based on the difference between the appraised value and the fair market
value, as the widow’s purchase right did not constitute an interest in property
passing from the decedent for marital deduction purposes, and even if it did, it was a
terminable interest.

Facts

Walter Critchfield died in Ohio in 1951, leaving his widow as his sole survivor. He
owned 1,586 shares of Shelby Company stock. The estate’s appraisers valued the
stock at $58 per share. Under Ohio law, the widow had the right to purchase certain
estate property at the appraised value. She elected to purchase 184 shares of the
Shelby Company stock at the appraised price. The estate elected the optional
valuation date (one year after death) for estate tax purposes. On that date, the fair
market value of the stock was $65 per share. The Commissioner valued the 184
shares at $65 per share for estate tax purposes, and the estate contested this
valuation.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in the estate tax
based on the higher fair market value of the Shelby Company stock. The estate
petitioned the United States Tax Court, contesting both the valuation of the stock
and the denial of a marital deduction. The Tax Court ruled in favor of the
Commissioner.

Issue(s)

1. Whether the value of the Shelby Company stock for estate tax purposes, under
I.R.C. § 811(j), is the fair market value on the optional valuation date or the price at
which the widow purchased it from the estate.

2. Whether the estate is entitled to a marital deduction under I.R.C. § 812(e) based
on the difference between the fair market value and the price paid by the widow for
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the stock.
Holding

1. No, because the fair market value on the optional valuation date, $65 per share, is
the correct valuation for the stock, as the widow’s purchase constituted a disposition
of the stock under the statute.

2. No, because the estate is not entitled to the marital deduction since the widow’s
purchase right did not constitute an interest in property passing from the decedent
for marital deduction purposes, and even if it did, the interest was terminable.

Court’s Reasoning

The court focused on the language of I.R.C. § 811(j), which states that if the
executor elects the optional valuation date, property sold or distributed within one
year of the decedent’s death is valued at its value “as of the time of such... sale,
exchange, or other disposition.” The court found that the transfer of stock to the
widow, under the Ohio law, constituted a disposition of the stock. The court
reasoned that the fair market value on the date of transfer should be used to
determine the value in the gross estate, regardless of the actual price paid.
Regarding the marital deduction, the court found that the widow’s right to purchase
the stock did not constitute an interest in property passing from the decedent within
the meaning of I.R.C. § 812(e)(1)(A), and, even if it did, such interest was
terminable. Furthermore, the Ohio law provides that the right to purchase the
property ceases if she dies before the purchase is complete.

Practical Implications

This case is important because it clarifies that the IRS will use the fair market value
of the asset, not necessarily what someone paid for the asset, to determine the gross
estate value. This applies even when state laws permit the surviving spouse to
purchase property at a price different than its market value. Executors must
carefully consider the fair market value of assets at the applicable valuation date,
especially in situations involving sales or distributions to beneficiaries. Attorneys
should advise clients about the potential tax implications of transactions where
assets are sold or distributed at prices other than fair market value, and the impact
these transactions might have on the estate tax. Subsequent cases have reaffirmed
that the fair market value standard is paramount in estate tax valuations. A similar
situation could occur when valuation discounts (for example, minority or lack of
marketability discounts) are applied at death, but the asset is subsequently sold at a
price that reflects a higher value because the discount no longer applies.
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