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[s your client's buy-sell causing their estate
to be taxable?

A review of Connelly v. United States of America, Department of the Treasury,
Internal Revenue Service, 2021

Will the IRS value your client's business the same way your client thinks they will? A recent tax case illustrates how the IRS may
have a different interpretation of that value. For many closely owned businesses, a common strategy is to implement buy-sell
agreements which set forth procedures for various triggering events the owners may find themselves in. Buy-sell agreements
also provide the related value and terms assessed given the event the owners are presented with. In this piece, we will discuss
how the outcome of the Connelly case is driving the need for proper buy-sell planning along with proper life insurance planning.

Overview
Connelly v. Dep't of Treasury, 2021 (filed June 2, 2023)

Crown C Supply, Inc., was owned by two brothers, Michael P. Connelly, Sr. and Thomas A. Connelly. Michael was the majority
owner of the business (77.18%) at the time of his death, with the remainder of the business owned by his brother Thomas
(22.82%). The brothers, like many closely owned businesses, entered into a buy-sell agreement with the intent to keep the
business in their family. The agreement required the business to redeem the shares of a deceased owner at the time of
their death if no current shareholder wished to purchase those shares first. Michael passed away and triggered the buy-sell
agreement to be enacted.

At Michael's passing, the business received a $3.5 million death benefit. Thomas, acting as executor of the estate, agreed to

a redemption price of $3 million for Michael's interest in the business. The $3 million value was stated to be based on their
buy-sell and agreed upon between the estate and corporation. The assessed value of the business at the time of Michael's
death did not incorporate the death benefit proceeds. The IRS however saw things differently with respect to the death benefit
proceeds paid to the business and added those proceeds to the overall value of the business.

The buy-sell agreement required the brothers to attach a “Certificate of Agreed Value” annually to set the valuation of

the business. Many buy-sell agreements have this requirement in place as a common business practice to assist with
determination of value at a triggering event. The agreement stated that failure to attach the certificate would result in the
value of the business to be determined based on an appraisal.

Insurance products issued by:
The Lincoln National Life Insurance Company
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