Pierson M. Grieve v. Commissioner of Internal Revenue, T. C. Memo.
2020-28 (United States Tax Court, 2020)

In a dispute over gift tax valuation, the U. S. Tax Court upheld Pierson M. Grieve’'s
valuations of noncontrolling interests in two family investment LLCs, Rabbit 1, LLC
and Angus MacDonald, LLC. The court rejected the IRS’s higher valuations, which
relied on a speculative purchase of controlling interests. This decision reinforces the
use of traditional valuation methods for noncontrolling interests, emphasizing the
importance of excluding speculative future events in determining fair market value.

Parties

Pierson M. Grieve, the Petitioner, filed a petition against the Commissioner of
Internal Revenue, the Respondent, in the United States Tax Court. Throughout the
litigation, Grieve was represented by William D. Thomson and James G. Bullard,
while the Commissioner was represented by Randall L. Eager, Jr. , and Christina L.
Cook.

Facts

Pierson M. Grieve transferred noncontrolling interests in two family investment
entities to trusts as part of his estate planning. Rabbit 1, LLC (Rabbit) was formed in
July 2013 and held Ecolab stock and cash. Angus MacDonald, LLC (Angus) was
formed in August 2012 and held a diversified portfolio of investments including
cash, limited partnership interests, venture capital funds, and promissory notes.
Grieve transferred a 99. 8% nonvoting interest in Rabbit to a Grantor Retained
Annuity Trust (GRAT) on October 9, 2013, and a similar interest in Angus to an
Irrevocable Trust on November 1, 2013. Both entities were managed by Pierson M.
Grieve Management Corp. (PMG), controlled by Grieve’s daughter, Margaret Grieve.

Procedural History

The Commissioner issued a notice of deficiency on January 29, 2018, asserting that
Grieve had undervalued the gifts, resulting in a deficiency in his 2013 federal gift
tax and an accuracy-related penalty. Grieve timely filed a petition in the United
States Tax Court contesting the deficiency. The court considered the case, including
expert testimony from both parties, and ruled on the fair market values of the
transferred interests.

Issue(s)

Whether the fair market value of the 99. 8% nonvoting interests in Rabbit 1, LLC
and Angus MacDonald, LLC, transferred by Pierson M. Grieve to the GRAT and
Irrevocable Trust, respectively, should be determined by traditional valuation
methods or by considering the speculative purchase of the controlling 0. 2%
interests?
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Rule(s) of Law

The fair market value of property for gift tax purposes is defined as the price at
which the property would change hands between a willing buyer and a willing seller,
neither being under any compulsion to buy or sell and both having reasonable
knowledge of relevant facts. (See United States v. Cartwright, 411 U. S. 546, 551
(1973); sec. 25. 2512-1, Gift Tax Regs. ) Elements affecting value that depend on
speculative future events should be excluded from consideration. (See Olson v.
United States, 292 U. S. 246, 257 (1934). )

Holding

The Tax Court held that the fair market values of the 99. 8% nonvoting interests in
Rabbit and Angus should be determined using traditional valuation methods,
rejecting the IRS’s approach which considered the speculative purchase of the 0. 2%
controlling interests. The court adopted the valuations and discounts provided in the
Value Consulting Group (VCG) reports, which Grieve had relied upon in his gift tax
return.

Reasoning

The court reasoned that the IRS’s expert, Mr. Mitchell, based his valuations on the
hypothetical purchase of the 0. 2% controlling interests, which was deemed
speculative and contrary to established valuation principles. The court emphasized
that future events, while possible, must be reasonably probable to be considered in
valuation, and the IRS provided no empirical data or legal precedent to support
Mitchell’s methodology. Conversely, Grieve’s expert, Mr. Frazier, utilized traditional
asset-based valuation methods, which were consistent with prior court decisions and
did not rely on speculative future events. The court found the lack of control and
marketability discounts used by VCG to be within acceptable ranges based on prior
cases, and thus adopted these valuations.

Disposition

The Tax Court rejected the IRS’s proposed adjustments to the fair market values of
the transferred interests and upheld Grieve’s valuations as reported in his gift tax
return. The decision was entered under Rule 155, allowing for further proceedings
to determine the exact tax liability based on the court’s valuation findings.

Significance/Impact

This decision reaffirms the importance of traditional valuation methods in
determining the fair market value of noncontrolling interests for gift tax purposes. It
underscores the principle that speculative future events should not be considered in
valuation unless they are reasonably probable. The ruling may impact future
valuation disputes by emphasizing the need for empirical support and adherence to
established valuation principles. Additionally, it highlights the challenges the IRS
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faces in contesting taxpayer valuations without concrete evidence supporting
alternative valuation methodologies.
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