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SCOTUS Decides Valuation of  
Corporate-Owned Life Insurance

By Roger Grabowski, FASA

In a unanimous decision, the United States 
Supreme Court1 sided with the 8th Circuit2 and 
ruled that the life insurance proceeds payable 
to a corporation that was to be used to redeem 
the deceased shareholder’s stock should be in-
cluded in the deceased’s estate when calculat-
ing the value of the stock the deceased owned. 
The redemption liability did not offset the life 
insurance proceeds.

The Legal Dispute3 

The 11th Circuit declared in Estate of Blount that 
26 C.F.R. § 20.2031-2(f)(2) precluded the inclusion 
of life-insurance proceeds in the corporate value 
when the proceeds are used for a redemption 
obligation.4 But 26 C.F.R. § 20.2031-2(f)(2) begins 
with a discussion of the factors considered in de-
termining the fair market value of a closely held 
corporation, including “the company’s net worth, 
prospective earning power and dividend-paying 

1	 Thomas A. Connelly, as Executor of the Estate of 
Connelly v. United States, No. 23–146. Argued March 
27, 2024; Decided June 6, 2024.

2	 Connelly v. United States, No.21-3638 (8th Cir. June 
2, 2023).

3	 The history of the dispute is summarized in Roger J. 
Grabowski, “Valuation Impact of Corporate-Owned 
Life Insurance on SCOTUS’ Agenda,” Business 
Valuation Update, Vol. 30, Iss. 1, January 2024, pp. 
1-16.

4	 Citing 428 F.3d at 1345 (“The limiting phrase, ‘to the 
extent that such nonoperating assets have not been 
taken into account,’ however, precludes the inclusion 
of the insurance proceeds in this case.” (citing 26 
C.F.R. § 20.2031-2(f)(2))).

capacity, and other relevant factors.” The regula-
tion goes on to state that, “[i]n addition to the 
relevant factors described above, consideration 
shall also be given to nonoperating assets, includ-
ing proceeds of life-insurance policies payable to 
or for the benefit of the company, to the extent 
such nonoperating assets have not been taken 
into account in the determination of net worth.” 

The district court in Connelly5 found that the 
11th Circuit’s opinion in Estate of Blount was 
“demonstrably erroneous” and there are 
“cogent reasons for rejecting [it].” Because the 
life-insurance proceeds are not offset by the 
corporation’s obligation to redeem the dece-
dent’s shares, the fair market value of the cor-
poration at the date of date of death and of 
the decedent’s shares includes all of the life-
insurance proceeds. Therefore, based on the 
undisputed facts in the record, the district court 
found that the estate failed to prove that the IRS’ 
tax determination was incorrect.6 The 8th Circuit 
concurred.7

Legal Reasoning for the Opinion 

As the Supreme Court decision summarized: 

5	 Connelly v. United States, No. 4:19-cv-01410-SRC, 
2021 U.S. Dist. LEXIS 179745 (E.D. Mo. Sept. 21, 
2021).

6	 The IRS had asserted that the fair market value of the 
decedent’s corporate stock should have factored 
in the $3 million in life-insurance proceeds used 
to redeem the shares but the repurchase liability 
should not reduce the taxable estate.

7	 Connelly v. United States, No.21-3638 (8th Cir. June 
2, 2023).

http://bvresources.com


2  Business Valuation Update  July 2024	 Business Valuation Resources

Scotus Decides Valuation Of Corporate-owned Life Insurance

Reprinted with permissions from Business Valuation Resources, LLC

Business Valuation Update™ (ISSN 2472-3657, print; ISSN 2472-3665, online) is 
published monthly by Business Valuation Resources, LLC, 111 SW Columbia Street, 
Suite 750, Portland, OR 97201-5814. Periodicals Postage Paid at Portland, OR, and at 
additional mailing offices. Postmaster: Send address changes to Business Valuation 
Update (BVU), Business Valuation Resources, LLC, 111 SW Columbia Street, Suite 750, 
Portland, OR 97201-5814.
The annual subscription price for the BVU is $459. Low-cost site licenses are 
available for those who wish to distribute the BVU to their colleagues at the same 
firm. Contact our sales department for details. Please contact us via email at 
customerservice@bvresources.com, phone at 503-479-8200, fax at 503-291-7955 
or visit our website at bvresources.com. Editorial and subscription requests may be 
made via email, mail, fax or phone.
Please note that, by submitting material to BVU, you grant permission for BVR to 
republish your material in this newsletter and in all media of expression now known 
or later developed.
Although the information in this newsletter has been obtained from sources that BVR 
believes to be reliable, we do not guarantee its accuracy, and such information may 
be condensed or incomplete. This newsletter is intended for information purposes 
only, and it is not intended as financial, investment, legal, or consulting advice.
Copyright 2023, Business Valuation Resources, LLC (BVR). All rights reserved. No 
part of this newsletter may be reproduced without express written consent from BVR. 
Please direct reprint requests to permissions@bvresources.com.

R. JAMES ALERDING, CPA/ABV 
ALERDING CONSULTING LLC 

INDIANAPOLIS, IN 

CHRISTINE BAKER, CPA/ABV/CFF 
ADVANCED ARCHITECTURAL PRODUCTS LLC 

ALLEGAN, MI 

NEIL J. BEATON, CPA/ABV, CFA, ASA 
ALVAREZ & MARSAL VALUATION SERVICES 

SEATTLE, WA

JOHN A. BOGDANSKI, ESQ. 
LEWIS & CLARK LAW SCHOOL 

PORTLAND, OR

ROD BURKERT 
BURKERT VALUATION ADVISORS LLC 

SIOUX FALLS, SD

DR. MICHAEL A. CRAIN, CPA/ABV, CFA, CFE 
FLORIDA ATLANTIC UNIVERSITY 

BOCA RATON, FL

MARK O. DIETRICH, CPA/ABV 
FRAMINGHAM, MA

JOHN-HENRY EVERSGERD, ASA, CFA, MBA 
HEWLETT AND MURRAY PTY LTD 

SYDNEY, AUSTRALIA

JAY E. FISHMAN, FASA, FRICS 
FINANCIAL RESEARCH ASSOCIATES 

BALA CYNWYD, PA

LANCE S. HALL, ASA 
STOUT RISIUS ROSS 

IRVINE, CA

THEODORE D. ISRAEL, CPA/ABV/CFF 
ISRAEL FREY GROUP LLP 

SAN RAFAEL, CA

HAROLD G. MARTIN JR. 
CPA/ABV/CFF, ASA, CFE 

KEITER 
GLEN ALLEN, VA

GILBERT E. MATTHEWS, CFA 
SUTTER SECURITIES INC. 

SAN FRANCISCO, CA

Z. CHRISTOPHER MERCER, ASA, CFA 
MERCER CAPITAL 

MEMPHIS, TN

JOHN W. PORTER, ESQ. 
BAKER & BOTTS 
HOUSTON, TX

RONALD L. SEIGNEUR, 
MBA, ASA, CPA/ABV, CVA 

SEIGNEUR GUSTAFSON 
LAKEWOOD, CO

LISA ANN SHARPE, ESQ. 
LASHER HOLZAPFEL SPERRY & EBBERSON 

SEATTLE, WA

ANDREW Z. SOSHNICK, ESQ. 
FAEGRE DRINKER BIDDLE & REATH LLP 

INDIANAPOLIS, IN

ANDREW STRICKLAND, FCA, 
SCRUTTON BLAND 
UNITED KINGDOM

EDWINA TAM, ASA, CBV 
DELOITTE 

HONG KONG

JEFFREY S. TARBELL, ASA, CFA 
HOULIHAN LOKEY 

SAN FRANCISCO, CA

GARY R. TRUGMAN, 
CPA/ABV, FASA, MVS 

TRUGMAN VALUATION ASSOCIATES 
PLANTATION, FL

KEVIN R. YEANOPLOS, CPA/ABV, ASA 
BRUEGGEMAN & JOHNSON YEANOPLOS PC 

TUCSON, AZ

EDITORIAL ADVISORY BOARD

BUSINESS VALUATION UPDATE
Executive Editor: Andrew Dzamba

Managing Editor: Monique Nijhout-Rowe

Senior Copy Editor: David Solomon

Customer Service: Sarah Foster

Executive Legal Editor: Jim Alerding

Chief Revenue Officer:  Lisa McInturff

President: Lucretia Lyons

CEO: David Foster

The central question is whether the corpora-
tion’s obligation to redeem Michael’s shares (the 
decedent owned shares in closely held Crown)8 
was a liability that decreased the value of those 
shares. We conclude that it was not and there-
fore affirm….

The dispute in this case is narrow. All agree that, 
when calculating the federal estate tax, the value 
of a decedent’s shares in a closely held corpora-
tion must reflect the corporation’s fair market 
value. And, all agree that life-insurance proceeds 
payable to a corporation are an asset that in-
creases the corporation’s fair market value. The 
only question is whether Crown’s contractual ob-
ligation to redeem Michael’s shares at fair market 
value offsets the value of life-insurance proceeds 
committed to funding that redemption.

The court provided its legal reasoning as follows:

But, for calculating the estate tax, the whole 
point is to assess how much Michael’s shares 
were worth at the time that he died—before 
Crown spent $3 million on the redemption pay-
ment.9 See 26 U. S. C. §2033 (defining the gross 
estate to “include the value of all property to the 
extent of the interest therein of the decedent at 
the time of his death”); 26 CFR §20.2031-1(b) (the 
“value of every item of property includible in a 
decedent’s gross estate … is its fair market value 
at the time of the decedent’s death” (emphasis 
added)). A hypothetical buyer would thus treat 
the life-insurance proceeds that would be used 
to redeem Michael’s shares as a net asset.

The Court’s Reasoning 

The court provided an example to support its 
reasoning:

8	 Parenthesis added.
9	 Citing A. Chodorow, “Valuing Corporations for Estate 

Tax Purposes,” 3 Hastings Bus. L. J. 1, 25 (2006) (“Any 
valuation that takes the redemption obligation into 
account effectively values the corporation on a ‘post-
redemption’ basis, i.e., after the decedent’s shares 
have been redeemed”). 
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An obligation to redeem shares at fair market 
value does not offset the value of life-insurance 
proceeds set aside for the redemption because 
a share redemption at fair market value does 
not affect any shareholder’s economic interest. 
A simple example proves the point. Consider a 
corporation with one asset—$10 million in cash—
and two shareholders, A and B, who own 80 and 
20 shares respectively. Each individual share 
is worth $100,000 ($10 million ÷ 100 shares). 
So, A’s shares are worth $8 million (80 shares 
× $100,000) and B’s shares are worth $2 million 
(20 shares × $100,000). To redeem B’s shares at 
fair market value, the corporation would thus 
have to pay B $2 million. After the redemption, 
A would be the sole shareholder in a corpora-
tion worth $8 million and with 80 outstanding 
shares. A’s shares would still be worth $100,000 
each ($8 million ÷ 80 shares). 

Economically, the redemption would have no 
impact on either shareholder. The value of the 
shareholders’ interests after the redemption—
A’s 80 shares and B’s $2 million in cash—would 
be equal to the value of their respective inter-
ests in the corporation before the redemption. 
Thus, a corporation’s contractual obligation to 
redeem shares at fair market value does not 
reduce the value of those shares in and of itself.

Because a fair-market-value redemption has no 
effect on any shareholder’s economic interest, 
no willing buyer purchasing Michael’s shares 
would have treated Crown’s obligation to redeem 
Michael’s shares at fair market value as a factor 
that reduced the value of those shares. At the 
time of Michael’s death, Crown was worth $6.86 
million—$3 million in life-insurance proceeds ear-
marked for the redemption plus $3.86 million 
in other assets and income-generating poten-
tial. Anyone purchasing Michael’s shares would 
acquire a 77.18% stake in a company worth $6.86 
million, along with Crown’s obligation to redeem 
those shares at fair market value. A buyer would 
therefore pay up to $5.3 million for Michael’s 
shares ($6.86 million × 0.7718)—i.e., the value the 
buyer could expect to receive in exchange for 

Michael’s shares when Crown redeemed them at 
fair market value. We thus conclude that Crown’s 
promise to redeem Michael’s shares at fair market 
value did not reduce the value of those shares.

Impact of Decision on Share 
Repurchase Agreements 

Thomas, the petitioner, asserted that affirming 
the 8th Circuit would make succession planning 
more difficult for closely held corporations. He 
reasoned that, if life-insurance proceeds ear-
marked for a share redemption are a net asset 
for estate-tax purposes, then “Crown would have 
needed an insurance policy worth far more than 
$3 million in order to redeem Michael’s shares at 
fair market value.”

The court went on to discuss an alternative struc-
ture for a purchase agreement:

There were other options. For example, the broth-
ers could have used a cross-purchase agree-
ment—an arrangement in which shareholders 
agree to purchase each other’s shares at death 
and purchase life-insurance policies on each 
other to fund the agreement.10 A cross-purchase 
agreement would have allowed Thomas to pur-
chase Michael’s shares and keep Crown in the 
family, while avoiding the risk that the insurance 
proceeds would increase the value of Michael’s 
shares. The proceeds would have gone directly 
to Thomas—not to Crown. But, every arrangement 
has its own drawbacks. A cross-purchase agree-
ment would have required each brother to pay the 
premiums for the insurance policy on the other 
brother, creating a risk that one of them would 
be unable to do so. And, it would have had its 
own tax consequences. By opting to have Crown 
purchase the life-insurance policies and pay the 
premiums, the Connelly brothers guaranteed that 
the policies would remain in force and that the 
insurance proceeds would be available to fund 

10	 Citing Shannon P. Pratt and the ASA Educational 
Foundation, Valuing a Business: The Analysis and 
Appraisal of Closely Held Companies, 6th ed., New 
York, McGraw-Hill, 2022, at page 821. 
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the redemption. As we have explained, however, 
this arrangement also meant that Crown would 
receive the proceeds and thereby increase the 
value of Michael’s shares. Thomas’ concerns about 
the implications of how he and Michael structured 
their agreement are therefore misplaced.

Further, the court observed:

We do not hold that a redemption obligation 
can never decrease a corporation’s value. A re-
demption obligation could, for instance, require 
a corporation to liquidate operating assets to 
pay for the shares, thereby decreasing its future 
earning capacity. We simply reject Thomas’s 
position that all redemption obligations reduce 
a corporation’s net value. Because that is all this 
case requires, we decide no more.

The Opinion 

We hold that Crown’s contractual obligation to 
redeem Michael’s shares did not diminish the 

value of those shares. Because redemption obli-
gations are not necessarily liabilities that reduce 
a corporation’s value for purposes of the federal 
estate tax, we affirm the judgment of the Court of 
Appeals.

Implications of the SCOTUS’ Decision 

Attorneys advising shareholders of closely held 
businesses need to reassess the structure of an 
existing redemption agreement and its impact 
on potential estate tax liability were one of the 
shareholders to pass away.

Appraisers need to work with counsel to assess 
the mechanics of the specific redemption agree-
ment to measure the impact on a potential estate 
tax liability. u

Roger J. Grabowski, FASA (ret.), was a managing 
director in the Valuation Advisory Services prac-
tice of Kroll LLC.


