Estate of Joyce C. Hall, Deceased, Donald J. Hall, Executor v. Commissioner
of Internal Revenue, 92 T. C. 312 (1989)

The fair market value of closely held stock subject to transfer restrictions is
determined by considering those restrictions, especially when they have been
consistently enforced and reflect the corporation’s intent to remain private.

Summary

The Estate of Joyce C. Hall contested an IRS valuation of Hallmark Cards, Inc. stock,
asserting that the stock’s adjusted book value, used in buy-sell agreements and
transfer restrictions, accurately reflected its fair market value. The Tax Court
agreed, finding that the IRS’s expert erred by ignoring these restrictions and
comparing Hallmark only to American Greetings. The court held that the adjusted
book value, which had been consistently used and enforced, was the fair market
value for estate tax purposes, emphasizing the importance of transfer restrictions in
valuing closely held stock.

Facts

Joyce C. Hall, the founder of Hallmark Cards, Inc. , died in 1982. His estate reported
the value of his Hallmark stock at its adjusted book value on the estate tax return.
Hallmark’s stock was subject to various transfer restrictions and buy-sell
agreements that established adjusted book value as the sales price. Hallmark’s
policy was to remain a privately held company, with stock ownership limited to the
Hall family, employees, and charities. The IRS challenged the valuation, proposing a
significantly higher value based on a comparison to American Greetings, Hallmark’s
publicly traded competitor.

Procedural History

The estate timely filed a Federal estate tax return valuing the stock at its adjusted
book value. The IRS issued a notice of deficiency, asserting a higher stock value. The
estate petitioned the Tax Court, which heard expert testimony from both parties.
The court ultimately ruled in favor of the estate, upholding the adjusted book value
as the fair market value for estate tax purposes.

Issue(s)

1. Whether the fair market value of Hallmark stock for estate tax purposes should be
determined by the adjusted book value used in the transfer restrictions and buy-sell
agreements.

2. Whether the IRS’s expert erred by ignoring the transfer restrictions and relying
solely on a comparison to American Greetings.

Holding

© 2025 SCOTUSreports.com. All rights reserved. | 1



1. Yes, because the transfer restrictions and buy-sell agreements were consistently
enforced, reflecting Hallmark’s intent to remain private, and the adjusted book value
was a reasonable estimate of fair market value.

2. Yes, because ignoring the transfer restrictions and comparing Hallmark only to
American Greetings did not accurately reflect the stock’s fair market value,
especially given the different market channels and Hallmark’s private status.

Court’s Reasoning

The Tax Court emphasized that transfer restrictions must be considered when
valuing closely held stock, especially when they have been consistently enforced and
reflect the corporation’s intent to remain private. The court found that the adjusted
book value, used in the buy-sell agreements and transfer restrictions, was a
reasonable estimate of fair market value, supported by the estate’s expert testimony
and the company’s history. The IRS’s expert erred by ignoring these restrictions and
relying solely on a comparison to American Greetings, which was not an adequate
comparable due to its different market channels and public status. The court
rejected the IRS’s argument that the transfer restrictions were merely estate
planning devices, finding no evidence to support this claim. The court also noted
that the estate’s admission of the adjusted book value on the tax return was
significant, and the estate failed to provide cogent proof that a lower value was
appropriate.

Practical Implications

This decision underscores the importance of considering transfer restrictions when
valuing closely held stock for estate tax purposes, particularly when those
restrictions have been consistently enforced and reflect the company’s intent to
remain private. Attorneys should carefully review any buy-sell agreements and
transfer restrictions when valuing closely held stock, as these can significantly
impact the fair market value. The decision also highlights the need for a
comprehensive comparable company analysis when valuing closely held stock,
rather than relying on a single competitor. Businesses should be aware that
maintaining a private status can affect the valuation of their stock for estate tax
purposes. Subsequent cases have cited Estate of Hall to support the consideration of
transfer restrictions in valuing closely held stock, emphasizing the need for a fact-
specific analysis in each case.
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