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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, pro-
spective earning power and dividend-
earning capacity. Complete financial
and other data upon which the valu-
ation is based should be submitted with
the return, including copies of reports
of any examinations of the company
made by accountants, engineers, or any
technical experts as of or near the ap-
plicable valuation date.

(g) Pledged securities. The full value of
securities pledged to secure an indebt-
edness of the decedent is included in
the gross estate. If the decedent had a
trading account with a broker, all se-
curities belonging to the decedent and
held by the broker at the date of death
must be included at their fair market
value as of the applicable valuation
date. Securities purchased on margin
for the decedent’s account and held by
a broker must also be returned at their
fair market value as of the applicable
valuation date. The amount of the de-
cedent’s indebtedness to a broker or
other person with whom securities
were pledged is allowed as a deduction
from the gross estate in accordance
with the provisions of §20.2053-1 or
§20.2106-1 (for estates of nonresidents
not citizens).

(h) Securities subject to an option or
contract to purchase. Another person
may hold an option or a contract to
purchase securities owned by a dece-
dent at the time of his death. The ef-
fect, if any, that is given to the option
or contract price in determining the
value of the securities for estate tax
purposes depends upon the cir-
cumstances of the particular case. Lit-
tle weight will be accorded a price con-
tained in an option or contract under
which the decedent is free to dispose of
the underlying securities at any price
he chooses during his lifetime. Such is
the effect, for example, of an agree-
ment on the part of a shareholder to
purchase whatever shares of stock the
decedent may own at the time of his
death. Even if the decedent is not free
to dispose of the underlying securities
at other than the option or contract
price, such price will be disregarded in
determining the value of the securities
unless it is determined under the cir-
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cumstances of the particular case that
the agreement represents a bona fide
business arrangement and not a device
to pass the decedent’s shares to the
natural objects of his bounty for less
than an adequate and full consider-
ation in money or money’s worth. See
section 2703 and the regulations at
§25.2703 of this chapter for special rules
involving options and agreements (in-
cluding contracts to purchase) entered
into (or substantially modified after)
October 8, 1990.

(1) Stock sold ‘‘ex-dividend.” In any
case where a dividend is declared on a
share of stock before the decedent’s
death but payable to stock holders of
record on a date after his death and the
stock is selling ‘‘ex-dividend” on the
date of the decedent’s death, the
amount of the dividend is added to the
ex-dividend quotation in determining
the fair market value of the stock as of
the date of the decedent’s death.

(j) Application of chapter 14. See sec-
tion 2701 and the regulations at §25.2701
of this chapter for special rules for val-
uing the transfer of an interest in a
corporation and for the treatment of
unpaid qualified payments at the death
of the transferor or an applicable fam-
ily member. See section 2704(b) and the
regulations at §25.2704-2 of this chapter
for special valuation rules involving
certain restrictions on liquidation
rights created after October 8, 1990.

[T.D. 6296, 23 FR 4529, June 24, 1958; 256 FR
14021, Dec. 31, 1960, as amended by T.D. 7312,
39 FR 14948, Apr. 29, 1974; T.D. 7327, 39 FR
35354, Oct. 1, 1974; T.D. 7432, 41 FR 38769, Sept.
13, 1976; T.D. 8395, 57 FR 4254, Feb. 4, 1992]

§20.2031-3 Valuation of interests in
businesses.

The fair market value of any interest
of a decedent in a business, whether a
partnership or a proprietorship, is the
net amount which a willing purchaser
whether an individual or a corporation,
would pay for the interest to a willing
seller, neither being under any compul-
sion to buy or to sell and both having
reasonable knowledge of relevant facts.
The net value is determined on the
basis of all relevant factors including—

(a) A fair appraisal as of the applica-
ble valuation date of all the assets of
the business, tangible and intangible,
including good will;
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(b) The demonstrated earning capac-
ity of the business; and

(c) The other factors set forth in
paragraphs (f) and (h) of §20.2031-2 re-
lating to the valuation of corporate
stock, to the extent applicable.

Special attention should be given to
determining an adequate value of the
good will of the business in all cases in
which the decedent has not agreed, for
an adequate and full consideration in
money or money’s worth, that his in-
terest passes at his death to, for exam-
ple, his surviving partner or partners.
Complete financial and other data upon
which the valuation is based should be
submitted with the return, including
copies of reports of examinations of the
business made by accountants, engi-
neers, or any technical experts as of or
near the applicable valuation date. See
section 2701 and the regulations at
§25.2701 of this chapter for special rules
for valuing the transfer of an interest
in a partnership and for the treatment
of unpaid qualified payments at the
death of the transferor or an applicable
family member. See section 2703 and
the regulations at §25.2703 of this chap-
ter for special rules involving options
and agreements (including contracts to
purchase) entered into (or substan-
tially modified after) October 8, 1990.
See section 2704(b) and the regulations
at §25.2704-2 of this chapter for special
valuation rules involving certain re-
strictions on liquidation rights created
after October 8, 1990.

[T.D. 8395, 57 FR 4254, Feb. 4, 1992]

§20.2031-4 Valuation of notes.

The fair market value of notes, se-
cured or unsecured, is presumed to be
the amount of unpaid principal, plus
interest accrued to the date of death,
unless the executor establishes that
the value is lower or that the notes are
worthless. However, items of interest
shall be separately stated on the estate
tax return. If not returned at face
value, plus accrued interest, satisfac-
tory evidence must be submitted that
the note is worth less than the unpaid
amount (because of the interest rate,
date of maturity, or other cause), or
that the note is uncollectible, either in
whole or in part (by reason of the insol-
vency of the party or parties liable, or
for other cause), and that any property
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pledged or mortgaged as security is in-
sufficient to satisfy the obligation.

§20.2031-5 Valuation of cash on hand
or on deposit.

The amount of cash belonging to the
decedent at the date of his death,
whether in his possession or in the pos-
session of another, or deposited with a
bank, is included in the decedent’s
gross estate. If bank checks out-
standing at the time of the decedent’s
death and given in discharge of bona
fide legal obligations of the decedent
incurred for an adequate and full con-
sideration in money or money’s worth
are subsequently honored by the bank
and charged to the decedent’s account,
the balance remaining in the account
may be returned, but only if the obliga-
tions are not claimed as deductions
from the gross estate.

§20.2031-6 Valuation of household and
personal effects.

(a) General rule. The fair market
value of the decedent’s household and
personal effects is the price which a
willing buyer would pay to a willing
seller, neither being under any compul-
sion to buy or to sell and both having
reasonable knowledge of relevant facts.
A room by room itemization of house-
hold and personal effects is desirable.
All the articles should be named spe-
cifically, except that a number of arti-
cles contained in the same room, none
of which has a value in excess of $100,
may be grouped. A separate value
should be given for each article named.
In lieu of an itemized list, the executor
may furnish a written statement, con-
taining a declaration that it is made
under penalties of perjury, setting
forth the aggregate value as appraised
by a competent appraiser or appraisers
of recognized standing and ability, or
by a dealer or dealers in the class of
personalty involved.

(b) Special rule in cases involving a sub-
stantial amount of valuable articles. Not-
withstanding the provisions of para-
graph (a) of this section, if there are in-
cluded among the household and per-
sonal effects articles having marked
artistic or intrinsic value of a total
value in excess of $3,000 (e.g., jewelry,
furs, silverware, paintings, etchings,
engravings, antiques, books, statuary,
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