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estate of GiMbel addresses the FaIr Market 
Value oF a large block oF restrIcted stock In a 

publIcly traded coMpany
Curtis R. Kimball

Gift and Estate Tax Litigation Insights

Most valuation disputes in the federal estate and gift tax arena relate to the value of an 
ownership interest in a closely held entity. However, disputes can also occur in determining 
the value of publicly traded stock. In situations where blocks of stock in a publicly traded 

company may be subject to transferability restrictions, valuation adjustments may be required to 
determine the fair market value of the subject stock. One example of this situation is presented 

in the Estate of Gimbel. In the Estate of Gimbel, the Tax Court was faced with determining the 
appropriate discount for blockage and for restriction on the immediate marketability of restricted 

stock shares in a publicly traded company.

IntroductIon

In the case Estate of Georgina Gimbel v. Commissioner,1  
the U.S. Tax Court split the baby between the positions 
of the taxpayer and the Internal Revenue Service (the 
“Service”). The issue before the Tax Court related to the 
fair market value for a block of approximately 13 percent 
of restricted common stock in the publicly traded company 
Reliance Steel & Aluminum Co. (NYSE ticker symbol: REL).

The Tax Court decided that 14.2 percent was the appro-
priate overall discount for blockage and for the restrictions 
on the immediate marketability of the subject shares.

the Facts oF the case

Georgina Gimbel (“Georgina”) was the widow of William 
Gimbel. She passed away on June 5, 2000, the valuation 
date for this case.

William Gimbel’s uncle, Thomas Neilan, founded Reliance 
Steel & Aluminum Co. (“Reliance” or the “Company”) in 
1939. William Gimbel received some of his uncle’s unregis-
tered founder’s shares upon the death of Thomas Neilan in 
1957. And, William Gimbel acquired more Reliance unreg-
istered shares over the years that he served as president 
and later chairman of the board of Reliance, until his death 
in 1998. 

As of the date of Georgina’s death, Georgina’s son, 
Thomas Gimbel, served as a member of the Company board 
of directors. Georgina’s two daughters, Janet Rogers and 

Joanne Gimbel, were co-executors of Georgina’s estate, 
along with Thomas Gimbel.

Some 3,601,267 shares of Reliance stock were taxable 
in the Estate of Georgina Gimbel (the “Estate”). The two 
largest blocks, totaling 3,548,450 shares, were held in two 
trusts. And, the remaining 52,817 shares were held indi-
vidually or in IRA and ESOP accounts for the benefit of 
Georgina.

These latter shares were deemed to be registered and 
the majority of the shares in the trusts were deemed (by the 
Tax Court) to be unregistered. However, due to Georgina’s 
family relationships, she and her Estate would be deemed 
to be affiliates under federal securities law. Therefore, even 
the registered Reliance shares would be restricted.

The subject shares totaled some 12.96 percent of the 
total Reliance shares outstanding.

Reliance had grown over the years to become one of the 
largest metals service center companies in the country. The 
Company had a network of 72 service centers in 21 states 
and in France. Various types of steel, aluminum, brass, and 
copper products were sold to more than 65,000 customers 
throughout the United States and overseas.

In addition, the Company’s Valex Corporation subsid-
iary manufactured and distributed electropolished stainless 
steel tubing and fittings used in semiconductor fabrication 
plants. Reliance also had a 50 percent ownership interest 
in American Steel, LLC, which operated two facilities in 
the Pacific Northwest. The Company’s customer base was 
diversified by industry, product line, processes, and geo-
graphical distribution, with no single customer accounting 



Insights Autumn 2007
64

for more than 2.5 percent of sales.
David H. Hannah, CEO of Reliance, noted that as of 

June 5, 2000, the subject valuation date, the Company was 
experiencing a growing weakness in business activity. This 
weakness had started on the East Coast and in southeast 
markets.

Another important consideration as of the subject valua-
tion date in June 2000 was that Reliance was in confidential 
discussions with another public company in the industry 
regarding an acquisition-merger, according to Mr. Hannah. 
The acquisition (with Reliance as the surviving entity) 
would have been the largest acquisition in the Company’s 
history. With a total cost of between $250 and $300 mil-
lion, the acquisition would have used up substantially all of 
Reliance’s existing financial borrowing capacity.

The Reliance stock traded at an average volume of 
around 25,000 shares per day. The Company’s market cap 
was around $600 million, making it a small mid-cap stock. 

Reliance had a formal stock repurchase policy. Based 
on this policy, the Company would go into the public 
market from time to time and buy back modest numbers 
of shares, especially when the share price declined to the 
point that Reliance management felt that repurchases were 
value-enhancing. There was no existing market for Reliance 
options or other hedging derivatives as of the subject valu-
ation date.

SEC Rule 144 allowed only a maximum of 277,860 
shares to be “dribbled out” into the public market in any 
quarter. Therefore, the Estate’s entire block would take 
approximately 39 months to sell through open market 
transactions.

The Estate’s executors approached Reliance shortly after 
Georgina’s death and made inquires about the Company’s 
posture regarding repurchasing shares from the Estate for 
liquidity purposes to pay estate taxes. The Company man-
agement was not particularly interested in doing this given 
the pending acquisition. Company management asked the 
Reliance investment bankers, Donaldson Lufkin Jenrette 
(DLJ), about discounts on such a repurchase. DLJ opined, 
verbally, that the discount should be between 10 percent 
and 15 percent. However, never produced a written analysis 
setting forth the basis for their conclusion.

DLJ also tried to find a private placement buyer for 
some or all of the Estate’s shares. However, no buyers were 
found that were willing to hold restricted shares.

On October 18, 2000, the Estate was in an increasingly 
desperate position, needing to raise money for estate taxes 
but being unable to (1) sell any substantial amounts of 
shares in the open market or (2) find a third-party private 
institutional or strategic buyer. Accordingly, the board of 
Reliance decided (with Thomas Gimbel excusing himself 
from the meeting) to repurchase up to $50 million of the 
Estate’s stock at a price of $19.35 per share. Reliance had to 
request a special increase in its bank line of credit in order 
to accomplish this redemption.

The mean between the highest and lowest quoted selling 
prices as of the date of death on June 5, 2000, was $20.8125 
per share. Reliance trading prices during October 2000 
were between $21.00 and $23.00 per share.

On October 30, 2000, Reliance finally executed a repur-
chase of 2.27 million shares (or 63 percent) of the Estate’s 
holdings at the $19.35 per share price, raising some $43.9 
million for the Estate.

the taxpayer’s posItIon

The Estate initially retained Duff & Phelps (represented 
at trial by Greg Range, managing director) to conduct the 
valuation of the restricted Reliance shares for estate tax 
purposes. Duff & Phelps concluded that the discount should 
be 20.72 percent for the subject restricted stock, or $16.50 
per share.

The Duff & Phelps valuation methodology was based 
mostly on various restricted stock studies and an option 
cost analysis. This valuation discount was used by the 
Estate in the estate tax return filing.

When the Service rejected the Estate’s returned value 
and docketed the unagreed case for a Tax Court hearing, 
the Estate retained Willamette Management Associates 
(“Willamette”). The assignments for Willamette were (1) 
to conduct a de novo opinion of fair market value and (2) 
to offer rebuttal testimony against the Service’s valuation 
position.

Willamette’s team for this project was headed up by the 
author of this article, managing director Curtis Kimball, 
who also testified at the Tax Court trial.

Willamette came to the conclusion that the fair market 
value as of date of death for the Estate’s restricted Reliance 
stock was $17.27 per share, or a discount of 17 percent. 
Willamette used newer databases and dribble-out analyti-
cal models for restricted stock transactions that were less 
developed in 2000 when the original valuation analysis 
was prepared for the estate tax return. Given the pending 
acquisition, lack of financing capacity, and other pertinent 
factors in evidence, Willamette concluded that it was not 
reasonably foreseeable as of the date of death that Reliance 
would repurchase any of the Estate’s restricted stock.

the serVIce’s posItIon

The Service’s initial position on fair market value was that 
the subsequent repurchase price by Reliance in October 
2000, which represented a discount of approximately 7 
percent from the date of death average trading price, was 
the fair market value.

After minor concessions that the remaining 37 percent 
of the shares would have been sold at the smallest discount 
opined to by DLJ at 10 percent, the Service concluded that 
the overall discount should have been 8 percent ((0.63 x 
7 percent) + (0.37 x 10 percent)). This 8 percent discount 
was also close to the implied price discount of the redemp-
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tion price to the low end of the trading range of Reliance in 
October 2000.

As the case was docketed for trial, the Service retained 
an outside expert, Caliber Advisers, Inc. (“Caliber”), rep-
resented at trial by Ken Nunes, managing director. Caliber 
used data from a large block transaction database (rejecting 
the standard restricted stock studies’ data) to model the 
potential sale of the block held by the Estate.

Caliber also used an assumed 12.5 percent mid-point of 
the DLJ discount opinion range of 10 percent to 15 percent 
(further discounted for the potential delay in executing the 
redemption—as actually occurred) for an assumed redemp-
tion of 50 percent of the block.

Nunes testified that it was reasonably foreseeable as of 
date of death that Reliance would repurchase at least 50 
percent of the Estate’s holdings. The remainder of the stock 
that Caliber assumed would not be redeemed by Reliance 
was assumed to be sold in a dribble-out transaction. The 
dribble-out transaction would be protected by various 
cashless collar options and forward purchase derivative 
contracts.

The blended price discounts from these methods led 
Caliber to the conclusion that the appropriate valuation 
discount was 9 percent.

the tax court’s decIsIon

The Tax Court (Judge Swift) had several issues to decide in 
order to arrive at the fair market value of the subject block 
of Reliance stock.

The first—and possibly most influential—issue was 
whether it was reasonably foreseeable as of the date of 
death that Reliance would repurchase some of the Estate’s 
restricted shares, and if so, on what terms.

The Tax Court decided that it was reasonably foresee-
able that Reliance would have repurchased 20 percent (not 
50 percent or more) of the Estate’s block. This conclu-
sion was based on the Tax Court’s interpretation of the 
Company’s historic repurchase activities.

The Tax Court assumed that the price would reflect the 
DLJ discount mid-point, plus an additional discount for the 
delay as assumed by Caliber—notwithstanding the facts 
that:

1. DLJ never documented the basis for its discount advice 
and

2. the DLJ investment bankers who rendered the opinion 
could not be located to testify as to how they arrived at 
their concluded discount range.

The second issue was how to account for the value of 
shares that likely would not be redeemed by the Company. 
The Tax Court rejected the option and derivative-based 
methods. This decision was based on the fact that there was 
no evidence that such hedging alternatives actually existed 

for Reliance stock as of the date of death.
The Tax Court, therefore, used the dribble-out method 

used by Willamette for the remaining 80 percent of the 
Estate’s block of stock.

The weighted average of the two methods adopted by 
the Tax Court based on the various experts’ testimony 
resulted in an overall valuation discount of 14.2 percent.

suMMary and conclusIon

The reasonable foreseeability of the subsequent event of 
the redemption of shares by Reliance from the Estate was 
a key issue in this case. The Tax Court decided that some 
small level of redemption was foreseeable. But, the Tax 
Court did not adopt the exact subsequent transaction price 
or number of shares redeemed as a basis for its decision. 

However, the Tax Court was clearly influenced by this 
subsequent event with respect to the selection of the timing 
of the stock redemption.

The Tax Court was also influenced by the post–date of 
death advice of DLJ to the Company’s management. That 
DLJ advice was used by the board. We find this conclusion 
curious. This is because the Tax Court has not hesitated in 
the past to reject “expert” testimony that was unsupported 
or was not documented within an admitted report or for 
which no representative of the adviser was made available 
to testify (see, for example, (1) Van der Aa Investment, Inc. 
v. Commissioner2 or (2) Robert Dallas v. Commissioner.3 
What if the DLJ analysis was based on the same flawed 
option/hedging analysis that the Tax Court rejected in the 
testimony of two of the testifying experts?

We also find it difficult to believe that an NYSE-traded 
company’s board of directors would make a $44 million 
stock redemption decision without any written back-up 
from its financial adviser. Perhaps times were simpler in the 
pre-Sarbanes-Oxley era.

The Tax Court crafted a decision based on elements 
from the various experts retained both by the taxpayer and 
by the Service in this case, plus a dose of hindsight. As a 
result, the Tax Court’s concluded fair market value falls in 
between the final positions of the Service and the Estate, 
with a somewhat more favorable tilt toward the taxpayer.

Notes:

1. Estate of Georgina Gimbel v. Commissioner, T.C. Memo 2006-
270 (December 16, 2006).

2. Van der Aa Investment, Inc. v. Commissioner, 125 TC No. 1 
(July 6, 2005).

3. Robert Dallas v. Commissioner, T.C. Memo 2006-212 
(September 28, 2006).
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