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MEMORANDUM FI NDI NGS OF FACT AND CPI NI ON

CHI ECHI, Judge: Respondent determ ned deficiencies in

Federal estate tax (estate tax) with respect to the Estate of
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Eugene Earle Stone, Il (M. Stone's estate), and the Estate of
Allene W Stone (Ms. Stone’s estate) in the anpbunts of $3, 268, 401
and $741, 809, respectively. The only issue remaining for deci-
sion in the case of M. Stone’'s estate is whether certain assets
owned by each of five famly Iimted partnerships (Five Partner-
ships) are includible in his gross estate under section
2036(a)(1).* W hold that none of the assets owned by any of
the Five Partnerships is includible in M. Stone’s gross estate
under section 2036(a)(1l). There are two issues remaining for
decision in the case of Ms. Stone’s estate. The first issue is
whet her certain assets owned by each of the Five Partnerships are
i ncludible in her gross estate under section 2036(a)(1). W hold
that none of the assets owned by any of the Five Partnerships is
includible in Ms. Stone’s gross estate under section 2036(a)(1).
The second issue i s whether certain assets owned by one of the
Five Partnerships is includible in Ms. Stone’s gross estate under
section 2044. W hold that none of the assets owned by that
partnership is includible in Ms. Stone’s gross estate under
section 2044.

FI NDI NGS OF FACT

Many of the facts have been stipul ated and are so found

1Unl ess otherwi se indicated, all section references are to
the I nternal Revenue Code in effect on the respective dates of
t he deaths of Eugene Earle Stone, Il (M. Stone), and Allene W
Stone (Ms. Stone). Al Rule references are to the Tax Court
Rul es of Practice and Procedure.



except as di scussed bel ow.

M. Stone was a resident of South Carolina at the time of
his death on June 5, 1997. Ms. Stone was a resident of South
Carolina at the tinme of her death on Cctober 16, 1998.

M. and Ms. Stone had four children (children): Eugene
Earle Stone, IV, C Rivers Stone, Rosalie Stone Mirris (M.
Morris), and Mary Stone Fraser (Ms. Fraser). At the tine the
respective petitions in these consolidated cases were fil ed,
Eugene Earle Stone, IV, C R vers Stone, and Ms. Fraser resided
in South Carolina, and Ms. Morris resided in Georgia.

In 1933, M. and Ms. Stone founded several successful
ventures in the apparel industry. Thereafter, at a tinme before
1976 not disclosed by the record, those ventures becane Stone
Manuf acturing Co. (Stone Manufacturing), a gl obal manufacturer
and distributor of apparel, located in Geenville, South
Carolina. At least as early as the 1980s, Stone Manufacturing
focused on sports apparel and in particular soccer apparel.

In 1939, M. Stone purchased approximtely 60 acres of real
property known as Cherrydal e (Cherrydal e property), located in
Geenville County, South Carolina, for the purpose of relocating
the manufacturing facilities of M. and Ms. Stone’s apparel -

i ndustry business to that property. Shortly after purchasing the
Cherrydal e property, M. and Ms. Stone began to use it, except

for the Cherrydal e residence discussed below, as the |ocation for



- 4 -
t he operations of that business.?

Around 1950, after having nade the repairs necessary to nake
it habitable, M. and Ms. Stone along with their children (col -
| ectively, the Stone famly) began residing in the house situated
on the Cherrydal e property, which had been built in the 1840s.
(We shall refer to the house and the approxi mately four acres of
surroundi ng | and on the Cherrydal e property where the Stone
fam |y began residing around 1950 as the Cherrydal e resi dence.)

Fromat |east as early as 1994 until their respective
deaths, M. Stone lived in North Carolina on a 582.672-acre
parcel of land | ocated on certain real property known as Cedar
Mount ai n (Cedar Mountain property),® and Ms. Stone lived in a
villa in The Cypress of Hilton Head (Cypress villa) on Hilton
Head | sl and, South Carolina.

By the late 1980s or the early 1990s, the Cherrydal e resi-
dence had begun to deteriorate, although the Cherrydal e property

was still being used as the location for Stone Manufacturing’ s

2Al t hough not al together clear fromthe record, it appears
that at sone tinme after M. Stone purchased the Cherrydal e
property he transferred that property, except for the Cherrydal e
resi dence di scussed below, to Stone Manufacturing.

SM. and Ms. Stone’s Cedar Mountain property, located in
Little River Township, N.C., north of Geenville, S.C., consisted
at least as early as 1994 of a 582.672-acre parcel, a 1054.415-
acre parcel, and a .338-acre parcel, which they accunul ated over
approxi mately a 50-year period. During that tinme, M. and M.
Stone carried out their vision of devel oping the Cedar Muntain
property by, inter alia, building various | akes and bridges and
at | east one residence on that property.
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operations. Because those operations were in such close proxim
ity to the Cherrydal e residence, M. Stone and Stone Manufact ur-
i ng decided that that residence could serve as a place to house
out-of -town business visitors to its facilities. To that end, in
| ate sunmer 1995, renovation work commenced on the Cherrydal e
resi dence and was conpleted in the fall of 1997. During that
renovation, the Cherrydal e residence was uni nhabit abl e.

In 1976, M. Stone fornmed Stones, Inc., as a hol ding conpany
of Stone Manufacturing and owned 100 percent of the comn stock
of that hol ding conpany. (For convenience, we shall sonetines
refer to Stones, Inc., and Stone Manufacturing, separately and
collectively, as the Conpany.) From 1976 until April 1997, M.
Stone owned a preferred stock interest in Stones, Inc.

On Decenber 30, 1976, M. Stone nmade a gift of 2,250 shares,
or 50 percent, of the common stock of Stones, Inc., to each of
two trusts (collectively, the trusts) that he established, one
for the benefit of his children and one for the benefit of his
grandchildren. At the tine the trusts were forned, Stones, Inc.,
owned 83.4 percent of the common stock of Stone Manufacturing.

At that time, C. R vers Stone, who becane president of Stone

Manuf acturing shortly before M. Stone established the trusts,*

“C. Rivers Stone, who as a teenager began working for Stone
Manuf acturi ng during the sumrers, remained president of Stone
Manuf acturing until around 1999 when he stopped working for the
Conpany.
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and John J. Brausch (M. Brausch), a senior executive officer of
St one Manufacturing, were trustees of the trusts.

At least as early as April 28, 1992, Stones, Inc., owned
83.4 percent, each of the children owned 4.1 percent, and M.
Stone owned the remaining .2 percent of the common stock of Stone
Manufacturing. At least as early as that date, Eugene Earle
Stone, 1V, who becane a vice president of Stone Manufacturing in
1978 and becane its chief executive officer in 1982,° C. Rivers
Stone, and M. Brausch, all of whomwere also officers and
directors of Stones, Inc., were trustees of the trusts.

At all relevant tinmes, Ms. Morris and her husband, Charles
H Mrris (M. Mrris), were involved in the newspaper business
i n Savannah, Georgia. M. Fraser and her husband, Charles Fraser
(M. Fraser), were, along with C Rivers Stone, involved in the
devel opnent of Sea Pines Plantation |ocated on Hilton Head
| sl and, South Carolina. At no relevant tinme were Ms. Morris and
Ms. Fraser involved in the day-to-day affairs of the Conpany.

At |east as early as around the late 1980s, M. Stone and
Ms. Stone were serving as directors of the Conpany, but they were
no | onger involved in the day-to-day affairs of its business. At
| east as early as the last six nonths of 1995, M. Stone and M.

Stone were in control of their respective assets, but they no

SEugene Earle Stone, |V, remai ned chief executive officer of
Stone Manufacturing at all relevant tines.
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| onger were interested or actively involved in managi ng those
assets and wanted their children to become actively involved in

t he managenent of those assets.

During the 1980s, Stone Manufacturing, which enpl oyed about
4,000 people, acquired fromUnbro, an internationally known
manuf acturer and distributor of soccer apparel, the right to
distribute Urbro’s products within the United States. In |ate
1991, Stone Manufacturing began di scussions regarding the possi-
bility of acquiring fromUnrbro the right to distribute Unbro’s
products internationally. On April 28, 1992, Stone Manufacturing
and the owners of Unbro signed a purchase agreenent under which
St one Manufacturing agreed to acquire the right to distribute
Unrbro’ s products internationally.

On April 28, 1992, Ms. Morris, Ms. Fraser, and their respec-
tive children filed a petition (petition) in a Probate Court in
South Carolina (Probate Court) against Eugene Earle Stone, |V, C
Ri vers Stone, and M. Brausch, as trustees of the trusts, and
against the children of C. R vers Stone, as beneficiaries of one
of the trusts. (W shall refer to that litigation as the litiga-
tion anong the children and to all the parties in that litigation
as the parties in the litigation anong the children.) Eugene
Earle Stone, 1V, discussed the litigation anong the children with
his parents, but neither Ms. Stone nor M. Stone was or becane a

party in that litigation
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The petition in the litigation anong the children included
claims agai nst the trustees for an accounting, breach of trust,
breach of fiduciary duties, abuse of discretion, negligence, and
sel f-deal i ng and sought the renoval of Eugene Earle Stone, |V, C
Ri vers Stone, and M. Brausch as trustees of the trusts. The
petition alleged in part as foll ows:

1. Petitioners are beneficiaries of a certain

Agreenent and Decl aration of Trust, dated Decenber 30,

1976 and entered by and between Respondents, E. E

Stone, 1V, C. Rivers Stone, and John J. Brausch, as
Trustees, (Hereinafter “Trustees”) for two Trusts

establi shed and funded by Eugene E. Stone, IIIl. * * *,
* * * * * * *

9. As Trustees of the two Trusts, Respondents,
Trustees, control 100% of the shares of Stones, Inc.
* * * * * * *

11. In their positions as Trustees, Respondents

control, and have controlled since the inception of the
Trusts on Decenmber 30, 1976, and for a period of six-
teen (16) years, the election and appoi ntnent [sic]
officers and directors of Stone Manufacturing Conpany,
Inc., by virtue of their control of all of the stock of
Stones, Inc. and, by reason thereof, 83.4% of shares of
stock of Stones [sic] Manufacturing Conpany, Inc.

* * * * * * *

16. Respondents’, Trustees’, control of the
conpani es has allowed themto appoint thenselves as
directors and officers of Stone Manufacturing Conpany,
I nc.

17. E.E. STONE, |1V, C. R VERS STONE and JOHN
BRAUSCH are the officers and directors for Stones, Inc.

* * * * * * *

21. Respondent Trustees, for sixteen (16) years
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have failed to manage the Trusts’ assets in a fashion
designed to generate incone for the Trusts in an anount
sufficient to enable the Trustees to distribute di-
rectly to all adult beneficiaries (and to the par-

ent/ guardi ans of beneficiaries who are mnors) incone
in an anount sufficient to neet the “standard” as set
forth in Article Il and Article Ill as the 1976 Decl a-
ration of Trust to each and every beneficiary each
year, such “standard” being stated in such 1976 Trust
as follows:

(1) “reasonable health care”

(2) “support in his or her accustonmed nmanner
of living”

(3) “mai ntenance”

Since 1976, the Trustees have produced no
i ncone what soever to the Trusts from Trust investments
and have nade no distributions to the beneficiaries to
meet the “standard” for such annual distributions as
guot ed above.
*

* * * * * *

26. Notw thstanding the substantial net earnings
of Stone Manufacturing Conpany, Inc., * * * the Direc-
tors have neglected, failed and refused to ever declare
a dividend for distribution of profits to sharehol ders.

28. Wil e Respondents, E.E. STONE, IV and C
RI VERS STONE, as officers and directors of Stone Manu-
facturing Conpany, Inc., have taken and received sub-
stantial incone and benefits for thensel ves, from
St one Manufacturing Conpany, Inc., they have, in their
positions as Trustees, w thheld and denied any simlar
i ncone and benefits to the sharehol ders of the conpany
and the beneficiaries of the Trusts.

On April 28, 1992, Ms. Morris, Ms. Fraser, and their respec-
tive children filed a notion in the Probate Court for inmmediate

restrai ning orders precludi ng Eugene Earle Stone, 1V, C. R vers
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Stone, and M. Brausch fromtaking certain actions as trustees of
the trusts. On April 28, 1992, the Probate Court granted that
not i on.

Around May 7, 1992, Stone Manufacturing filed a notion to
intervene in the litigation anong the children. By order dated
June 18, 1992, the Probate Court made Stone Manufacturing a party
in that litigation.

On a date not disclosed by the record between April 28 and
July 22, 1992, Stones, Inc., becane a party in the litigation
anong the children

On July 22, 1992, Ms. Morris, Ms. Fraser, and their respec-
tive children filed in the Probate Court what was identified as
an anended conpl aint (anended conplaint). The amended conpl ai nt
sought, inter alia, to enjoin Eugene Earle Stone, IV, C. R vers
Stone, and M. Brausch, as trustees of the trusts, from inter
alia, purchasing fromUnbro the right to distribute Urbro’s
products internationally. As grounds for granting such an
i njunction, the anmended conpl aint alleged that any such purchase
woul d necessitate the incurrence of considerable debt by Stone
Manuf acturing and delay the paynment to the trusts of any divi-
dends fromthe Conpany.

On Septenber 13, 1993, C Rivers Stone filed a petition in
the Probate Court (C. Rivers Stone’'s petition). C. Rivers

Stone’s petition alleged in part as foll ows:
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Your petitioner, C. Rivers Stone, would respect-
fully show unto the court:

1. That he is a Respondent in the * * * action
whi ch is pending before this Court.

* * * * * * *

5. That E.E. Stone, IV, is a Director and Chi ef
Executive officer of Stone Manufacturing Conpany.

* * * * * * *

7. That E.E. Stone, |V, has never been properly
named or elected as a director of Stones, Inc.

8. That on Friday, Septenber 10, 1993, E E
Stone, 1V called a neeting of Stones, Inc., and pro-
posed that the Board of Stone Manufacturing Conpany be
reduced fromfive directors to three directors and that
E.E. Stone, IV vote the stock on behalf of Stones, Inc.

9. That proper notice was not given to the
directors of this proposed change of the Directors and
for EEE Stone, IV to vote the stocks of Stones, Inc.
as required by law and by the Conpany’ s by-I aws.

10. That the Petitioner, C R vers Stone, is a
Director and President of Stones, Inc., and as presi-
dent has al ways voted the stock of Stone Manufacturing
Conpany.

* * * * * * *

16. That the Petitioner is infornmed and believes
that EEE. Stone, IVis not a properly elected Trustee
of the children’s trust or the grandchildren’s trust.

* * * * * * *

19. That the noves undertaken by E.E. Stone, |V
with the cooperation of John J. Brausch * * * are to
take total and conplete control of the Trustees and
thereby totally control and dom nate the fam |y corpo-
rations.

* * * * * * *



- 12 -

22. That the Petitioner believes that he will be
renoved as President and Director of Stone Manuf actur -
ing wwth great loss in salary and will cause himirrep-
arabl e harm

* * * * * * *

WHEREFORE, having fully petitioned the Court, the
Petitioner, C. Rivers Stone, prays that the Court issue
its Order restraining E.E. Stone, |V, John J. Brausch,
St one Manuf acturing Conpany and Stones, Inc. from

1. Wt hdrawi ng or reducing the conpensation of the
Petitioner, C. Rivers Stone * * *

2. Renoving the Petitioner, C. Rivers Stone, as Pres-
i dent of Stone Manufacturing Conpany and Stones,
I nc.;

3. Renoving the Petitioner, C. Rivers Stone, as a

Director of Stone Manufacturing Conpany and
Stones, Inc.; and

4. Allowing E.E. Stone, IV fromvoting the stock on
behal f of Stones, Inc.

On Septenber 13, 1993, C R vers Stone filed a notion (C
Ri vers Stone’s notion) in the Probate Court seeking an i medi ate
restraining order, as requested in C. Rivers Stone’s petition,
agai nst Eugene Earle Stone, |1V, M. Brausch, Stone Mnufacturing,
and Stones, Inc. On Septenber 13, 1993, the Probate Court
granted C. Rivers Stone’ s notion.

The parties in the litigation anong the children attenpted
to mnimze any publicity about that litigation. However, that

litigation was hotly contested and becanme very bitter.® As a

5The litigation anong the children was so contentious that
even Ms. Morris and Ms. Fraser, who, along with their respective
(continued. . .)
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result, the | ocal business community, including the custoners and
the suppliers of the Conpany and the financial institutions that
dealt with it, as well as the Conpany’s enpl oyees, becane aware
of that litigation and concerned about its inmpact on them The
litigation anong the children resulted in total |egal fees for
the parties in that litigation of between $2 mllion and $3
mllion.

Thr oughout the course of the litigation anong the children,
the children had certain concerns regarding M. Stone’s assets
and Ms. Stone’s assets (the children’s concerns regarding M.
Stone’s and Ms. Stone’s assets), which presented potenti al
grounds for additional litigation anong the children. The
children’s concerns regarding M. Stone’s and Ms. Stone’s assets
i ncl uded concerns relating to (1) the managenent of those assets
(a) during their parents’ lives, which becane a very serious
concern at |least as early as the last six nonths of 1995 when
their parents no |longer were interested or actively involved in
managi ng such assets, and (b) after their parents died;

(2) certain charitable gifts that M. Stone had made, including a

gift to Furman University in Decenber 1994 for the design and

5(...continued)
children, had filed the petition instituting that litigation,
di sagreed on certain matters, as is evidenced by the fact that at
a tinme not disclosed by the record Ms. Mourris, but not M.
Fraser, sought to settle that litigation as it pertained to M.
Morris and her children.
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construction of a permanent soccer facility to be naned the
Eugene E. Stone, 111, Soccer Stadium (3) Ms. Stone’s living
arrangenents; and (4) the use of Ms. Stone's credit cards.

Wth respect to the children’s concerns relating to the
managenent during their parents’ lives and thereafter of their
parents’ respective assets, Eugene Earle Stone, 1V, had a partic-
ular interest in managi ng, and maintaining the value of, the
preferred stock of Stones, Inc. C. Rivers Stone was very inter-
ested and involved in real estate devel opnent’ and had a particu-
lar interest in managing M. Stone’s real property known as Pi ney
Mountain (Piney Mountain property).® M. Mrris, who had sub-
stantial expertise in business and financial matters, had a
particular interest in managing certain of her parents’ stocks
and securities, including at |east sonme of M. Stone's preferred
stock in Stones, Inc. M. Fraser, who had devel oped a deep

attachnment to her parents’ Cedar Mountain property, had a partic-

'C. Rivers Stone pursued on a fulltine basis his strong
interest in real estate devel opnent after he stopped serving as
presi dent of Stone Manufacturing around 1999. C. R vers Stone’s
first exposure to real estate devel opnent was at the age of 13
when he hel ped his father build two 50-acre | akes on the Cedar
Mountai n property. At the time of the trial in the instant
cases, C. Rivers Stone had been involved in five major real
est at e devel opnent projects.

8. Stone’s Piney Muuntain property, located in Geenville,
S.C., consisted at |least as early as 1994 of approxinmately 370
acres, which he accunul ated over approximately 20 to 30 years.
During that tinme, M. and Ms. Stone maintained a vision as to how
the Piney Mountain property should be developed. C R vers Stone
shared that vision
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ular interest in managing that property and envisioned that it
woul d be used sone day as a site for religious activities.® Al
of the children had a particular interest in the Cherrydale
resi dence, which had been the site of their home starting around
1950 and thereafter while they were living wwth their parents and
which M. Stone and the Conpany deci ded could serve as a place to
house out-of-town business visitors to Stone Manufacturing' s
operating facilities |located on the Cherrydal e property.

M. Stone and Ms. Stone found their children’s desires to
becone actively involved during their parents’ |ives in managi ng
certain assets that their parents owned to be consistent with
their owmn wishes. That is because, as di scussed above, at | east
as early as the last six nonths of 1995 M. Stone and Ms. Stone,
al though in control of their respective assets, no |onger were
interested or actively involved in managi ng those assets. As a
result, the prospect of having their children becone actively
i nvol ved in the managenent of their respective assets was very
appealing to M. Stone and Ms. Stone. To that end, M. Stone and
Ms. Stone encouraged their children to attenpt to cone to an
agreenent anong thenselves as to the particul ar assets that each
child wanted to become actively involved in managing. M. and

Ms. Stone believed that any such agreenent, if one could be

*When Ms. Fraser was a child, she spent a lot of tine at,
and devel oped a strong connection to, the Cedar Muntain prop-
erty.
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reached, would be of assistance to themin deciding which of
their respective assets they wanted each of their children to
becone actively invol ved in managi ng.

The parties in the litigation anong the children engaged in
extensi ve discussions to settle that litigation and to resolve
the children’s concerns regarding M. Stone’s and Ms. Stone’s
assets so as to avoid any future litigation as to such concerns.
Those parties intended and agreed that any agreenents that they
were able to reach were to be conprehensive and to cover every
possi bl e issue that mght arise anong themas to those matters.
On June 3, 1994, the parties in the litigation anong the children
and their respective attorneys executed a plan (1994 plan for
settlenent) to settle that litigation and to resolve the various
issues relating to the children’s concerns regarding M. Stone’s
and Ms. Stone’s assets. M. Stone and M. Stone were not parties
to the 1994 plan for settlenent, and neither of them signed that
docunent .

Wth respect to the issues relating to the trusts, the 1994
plan for settlenment provided in part as follows:

l. TRUSTS

The existing trusts wll remain as two
(2) trusts adm nistered by three (3) inde-
pendent, qualified Trustees.
A THREE TRUSTEES TO ADM NI STER EXI STI NG TRUSTS
There will be three independent, quali -
fied Trustees (“Trustees”) who shall adm nis-

ter the two existing trusts (“Existing
Trusts”) in accordance with the terns of the
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1976 Trust Agreenent, as clarified by this
Plan for Settlenment. The term *independent”
for purposes of the two existing trusts
(Children’s and Grandchildren’s trust) shal
mean a person who:

(1) is not related by blood or marriage to
any child, grandchild or spouse;

(2) is not and has not been enpl oyed by such
child, grandchild or spouse, or any
conpany whi ch has enpl oyed such child,
grandchil d or spouse;

(3) is not now and has not been engaged in
any common business effort with such
child, grandchild or spouse;

(4) has not acted as attorney or accountant
for such child, grandchild or spouse or
any conpany whi ch has enpl oyed such
child, grandchild or spouse; and,

(5) agrees never to do business with or
pur chase stock in the Conpany.

(6) has sole allegiance to the managenent of
the Trust in accordance with the witten
provi sion of the Trust Agreenent, as
clarified by this Plan for Settl enent,
and to the inpartial protection of the
interest of the beneficiaries.

The term “qualified” shall nmean a person who
has been active in a senior managenent role
in a for-profit business within the |ast
three (3) years.

Any action taken by the Trustees of the Ex-
isting Trusts shall require majority vote and
cont enpor aneous m nutes of such action shal
be circulated to the adult beneficiaries.

* * * * * *

SELECTI ON OF TRUSTEES

Each child shall anonynously nom nate
one i ndependent, qualified trustee candi date.
The Probate Court shall select the three
Trustees fromthe four nomnated. * * *

* * * * * *
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RESI GNATI ON AS TRUSTEES

E.E. Stone, IV, C. Rvers Stone, and
John Brausch will resign as trustees to fa-
cilitate the inplementation of this Article
|, effective with the selection of and accep-
tance by the Trustees of the Existing Trusts.

Wth respect to the issues relating to the children's

concerns regarding M. Stone’s and Ms. Stone’s assets, the 1994

plan for settlenment provided in part as follows:

VI. ESTATE | SSUES

The four children and John Brausch shal

cooperate in an attenpt to have E.E. Stone, |11,
and Allene W Stone nmake the follow ng changes in

their

A

respective estate plans:

PREFERRED STOCK

E.E. Stone, Ill, would convey or assign
directly or indirectly equally to each of the
four children, the right to one-fourth (1/4)
of the dividends from* * * [his] preferred
stock for a period of fifteen (15) years
(which tinme period is set forth herein to
all ow a proper valuation) and make an i medi -
ate donation of his preferred stock to the
St one Foundation, such assignnent(s) to be
effectuated in a tax efficient manner. There
woul d be no further charitable donation under
his will. The Conpany [defined in the 1994
plan for settlenment as Unbro International
Inc., the nane of the conpany resulting from
a proposed nerger of Stones, Inc., and Stone
Manuf acturing] shall be entitled to call the
preferred stock any tine.

TESTAMENTARY TRUSTS

There woul d be no trusts for descendants
under E.E. Stone, Il or Allene W Stone’s
wills. After E.E. Stone, IlIl’s death, the
portion of his estate not going to Allene W
Stone, after paynent of estate taxes, wll be
distributed equally and directly to each of
the four children or that Child s designated
beneficiaries. After Allene W Stone’s
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death, the remaining E.E. Stone, II1/Alene
W Stone estate after estate taxes would be
distributed equally to the four children or
that Child s designated beneficiaries.

FAM LY SETTLEMENT AGREEMENT

The Children and Grandchildren (or their
guardians ad liten) and the Stone Foundation
(1f necessary) shall execute a Famly Settle-
ment Agreenent (pursuant to S.C Code § 62-3-
1101 et seq.) which provides for a division
inter se [sic], in the manner set forth in *
* * [other parts of this agreenent] in the
event E.E. Stone, Ill, or Allene W Stone
fail to change or maintain their Wlls in the
same manner.

* * * * * *

PONERS OF ATTORNEY

All existing powers of attorney for E E
Stone, Il and Allene W Stone will be re-
voked and new, |imted, permanent powers of
attorney executed that have been pre-approved
by all four children to provi de managenent of
parents’ nonthly cash needs, managenent of
t he mai ntenance of houses, cars, health care,
etc., of both parents. All accounts relative
to the parents will be audited by the Trust-
ees’ accounting firm

* * * * * *

ARBI TRATI ON

The Children shall use their best efforts to
agree on the allocation of the property of the
estate of E.E. Stone, IIl and Allene W Stone.

It is agreed that R vers Stone shall receive
Piney Mountain fromthe estate of E.E. Stone,
1l and Allene W Stone provided, however

Ri vers Stone shall not be entitled to receive
nore than one-fourth of the total val ue of
the net estates after estate taxes.

It is further agreed that Mary Fraser shal
recei ve one-half (¥ of the Cedar Muntain
property fromthe estate of E.E. Stone, [11
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and Allene W Stone; Rosalie Morris and E E
Stone, 1V shall each receive one-fourth (%)
of Cedar Mountain. Notw thstanding the fore-
goi ng, neither Mary Fraser, Jack Stone [ Eu-
gene Earle Stone, 1V], nor Rosalie Mrris
shall be entitled to receive nore than one-
fourth (¥ of the total value of the net
estates after estate taxes. The parties wll
use their best efforts to agree on the di nen-
sions and appurtenances to the sanme prior to
the final Court approval of the settlenent.

* * * * * * *

Any di sagreenent over the provisions in this
Section VI shall be submtted to binding
arbitration before the American Arbitration
Associ ation or before an arbitrator appointed
by the Probate Court of South Carolina.

* * * * * * *
VI1. | MPLEMENTATI ON AND JURI SDI CTI ON
* * * * * * *

B. CONTI NUI NG JURI SDI CTI ON
The Probate Court * * * shall maintain
continuing jurisdiction to resolve any dis-
putes which shall arise during the inplenen-
tation and enforcenent of this settlenent
agreenent. * * *

The 1994 plan for settlenent also provided in part as
fol |l ows:

THE FOUR CHI LDREN UNDERSTAND THAT ANY RESOLUTI ON OF THE
ESTATE | SSUES MUST | NCLUDE A COVPLETELY DEFI NI Tl VE
APPROACH TO THE DI VI SI ON OF THE ASSETS OF THE PARENT' S
[sic] ESTATES. THE SETTLEMENT SHALL NOT BE FI NALI ZED
UNTI L THE CHH LDREN HAVE DETERM NED THE W LLI NGNESS OF
THEI R FATHER TO ADDRESS THESE ESTATE | SSUES AND ANY

CH LD MAY REFUSE TO FI NALI ZE THE AGREEMENT | F E. E
STONE, 111 REFUSES TO MAKE THE CHANCES TO HI S ESTATE
PLAN PROVI DED FOR HEREIN. * * *

The parties in the litigation anong the children included the
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above- quot ed paragraph in the 1994 plan for settlenment because
the children were concerned about whether their parents woul d
treat them as a group, fairly when they decided how to divide
their respective assets anong their children. As reflected in
t he above-quot ed paragraph, the children intended and agreed that
t hey woul d not settle and resolve any of the issues involved in
the litigation anong the children and the children’s concerns
regarding M. Stone’s and Ms. Stone’s assets unless their parents
agreed to nake changes to their respective estate plans that were
consistent wwth the provisions of the 1994 plan for settlenent
relating to such concerns.

In the sumrer of 1994, M. Stone retained David A Merline
(M. Merline) to prepare a will for him M. Stone did not
retain M. Merline; at all relevant tines she had her own coun-
sel .

After execution of the 1994 plan for settlenent, issues
arose with respect to the scope of the authority of the three
i ndependent, qualified trustees whom according to the 1994 plan
for settlenent, the Probate Court was to select fromthe four
candi dates nom nated by the children. |ssues also arose with
respect to whether such three independent, qualified trustees
woul d be fully indemified in the event of any further litigation
agai nst such trustees by any of the children. Because of the

unresol ved issues relating to the scope of authority and i ndemi -
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fication of the trustees and the fact that the litigation anong
the children was so hotly contested and bitter, the children were
unable to find candi dates who were willing to serve as i ndepend-
ent trustees of the trusts, and the 1994 plan for settlenent did
not result in settlenment and dism ssal of the litigation anong
the children.

During a period of time starting at |least as early as 1994
that is not disclosed by the record, C. R vers Stone was a nenber
of three organi zations: the Young Presidents Organization, the
World Presidents Organi zation, and the Chief Executive O ganiza-
tion (collectively, Managenent Organizations). At the respective
menber shi p neeti ngs of those organi zations, various nenbers
di scussed, inter alia, certain problens that they were having and
ot her nmenbers suggested different ways of dealing with such
problens. C. Rivers Stone had very close friends who were al so
menbers of the Managenent Organi zations and who were aware of the
litigation anmong the children and the children’s concerns regard-
ing M. Stone’s and Ms. Stone’'s assets. At certain of the
respective neetings of those organizations, the nmenbers discussed
that litigation and those concerns and various ways of dealing
with them Sonetinme during 1995, certain nenbers of the Manage-
ment Organi zati ons who were friends of C. Rivers Stone suggested
that the children utilize famly limted partnerships as a way of

resolving the litigation anong the children and the children’s
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concerns regarding M. Stone’s and Ms. Stone’s assets. During
that year, C. Rivers Stone informed M. Stone, Ms. Stone, and C.
Ri vers Stone’s siblings about that suggestion, and the Stone
famly becane very interested in exploring it.

The primary reason why the Stone fam |y becane very inter-
ested in exploring the use of famly |Iimted partnerships was to
resolve the children’s concerns regarding M. Stone’s and M.
Stone’s assets. The Stone famly wanted to expl ore whet her such
concerns could be resolved by: (1) Actively involving each of
the children in the managenent of certain of their parents’
assets during their parents’ lives by giving each child the
opportunity, through ownership of a general partnership interest
inadifferent famly l[imted partnership, to manage such assets
in which such child was interested; and (2) actively involving
all of the children in the managenent of certain of their par-
ents’ other assets during their parents’ lives by giving all of
t hem t he opportunity, through ownership of general partnership
interests in a fifth famly limted partnership, to nmanage such
assets in which they all were interested. Another very inportant
reason why the Stone famly desired to explore the use of famly
[imted partnerships was to settle and bring an end to the
litigation anmong the children. Finally, the Stone famly al so
wanted to explore the use of famly limted partnerships as a way

to help avoid di sputes anong the children regarding the ultimate
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division of their parents’ respective assets after their parents
di ed, although that was not the primary reason for the Stone
famly' s interest in exploring the use of such types of partner-
shi ps.
On August 16, 1995, Ms. Fraser and C. Rivers Stone filed a
nmotion in the Probate Court for the followng relief:
(a) The appointnent of an arbitrator to divide the
Cedar Mountain Property;
(b) To appoint receivers for the Stone Trusts and the
St one Cor porati ons;
(c) To conpel conpliance with the * * * [1994 plan for
settlenent]; and
(d) For other related relief.
During the last six nonths of 1995 M. Merline and M.
St one di scussed the suggestion of C. Rivers Stone’s friends
regarding the use of famly limted partnerships as a neans of
dealing with the litigation anong the children and the children’s
concerns regarding M. Stone’s and Ms. Stone’'s assets. M.
Merline pointed out to M. Stone that the use of famly limted
partnerships also had potential transfer tax benefits. M.
Merline explained to M. Stone that if M. Stone and Ms. Stone
were to decide to use famly limted partnershi ps, any assets
that he and Ms. Stone decided to transfer to such partnerships
woul d no |l onger be available to themfor their own unfettered,
personal use. Instead, as explained to M. Stone by M. Merline,

any assets that he and Ms. Stone decided to transfer to such

partnershi ps woul d belong to such partnershi ps and woul d be
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subject to the respective partnership agreenents for such part-
ner shi ps.

On March 28, 1996, the parties in the litigation anong the
children and their respective attorneys executed an amendnent to
the 1994 plan for settlenent (1996 amendnent to the 1994 plan for
settlenment). At the tine they executed that 1996 anmendnent, the
parties in the litigation anong the children contenpl ated signing
athird settlenent agreenent in which they would anend and
restate both the 1994 plan for settlenment and the 1996 anendnent
to that plan, which, as discussed below, they did. M. Stone and
M. Stone were not parties to the 1996 anendnent to the 1994 pl an
for settlenent, and neither of them signed that docunent.

Wth respect to the issues relating to the trusts, the 1996
amendnent to the 1994 plan for settlenent did not change any of
the provisions of that plan relating to such issues.

Wth respect to the issues relating to the children's
concerns regarding M. Stone’s and Ms. Stone’s assets, the 1996
amendnent to the 1994 plan for settlenment provided in part as
fol |l ows:

3. CEDAR MOUNTAI N DI VI SI ON
In inplementation of * * * [the paragraph of]

the June 3, 1994 Plan of Settlenment [requiring arbitra-

tion of any disputes anong the children regarding

section VI of that plan], the parties agree as foll ows:

(i) The parties agree to the two-page Cedar Moun-

tain division map * * * which has been signed
by * * * [the children].
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(1i) The deeds to 1,054.415 acres [of the Cedar
Mountain property] fromE E Stone Ill to the
Mary Fraser Limted Partnership wll reserve
for the 1,054.415-acre tract a * * * quali -
fied road right-of-way and utility permanent
easenents through the adjacent 582.672-acre
Life Estate Tract follow ng the route of the
existing roads * * *,

* * * * * * *

(tv) The parties * * * agree to the * * * Piney
Mount ai n [ and] Cedar Mountain * * * | and
apprai sal s.

4. Fam |y Settlenent Estate Planning: The New
Limted Partnerships Plan for the Estate.

The parties shall use their reasonabl e best
efforts to encourage E.E. Stone IIl and Allene W Stone
to establish the five Famly Limted Partnerships
contenplated by the New Plan for M. and Ms. Stone’s
est at e.

Based upon an analysis of M. and Ms.
Stone’ s assets and expenses, the Children agree to use
their reasonabl e best efforts to encourage M. Stone to
transfer $1, 600,000 of his preferred stock in Stones,
Inc. to the Mary Fraser and Rosalie Mdxrris Famly
Limted Partnerships, in accordance wth the “Fam |y
Limted Partnership” distribution schedule (the
“Chart”) (19 hand dated April 12, 1996 * * *.

In the event that assets remaining in E. E

Stone, Il1’s and Allene W Stone’s Limted Partnership
(the “Parents’ L.P.”) as shown in colum 7 of the
Chart, together with colum 8, 9, and 10 and assets of
E.E. Stone, II1l, as managed by E.E. Stone, |V, are not
sufficient to pay (a) M. and Ms. Stone’'s health,

mai nt enance, and ot her reasonabl e (1995 standard)
expenses; together with (b) estate taxes and expenses
of adm nistration payable after their deaths, the
deficit shall first be offset by contributions of Jack

0The “Chart” identified in the 1996 anendnent to the 1994
plan for settlenment is not attached to the Court’s copy of that
amendnent and is not otherw se part of the record in these cases.
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Stone equal to any future gifts made from such col um
8, 9, and 10 assets in the Exhibit “A” Chart, before
calling on the other three children for parental care
contributions, with each Child agreeing to contribute a
pro rata share of any remaining shortfall fromeither
personal assets, or * * * assigned inconme rights from
his or her respective Limted Partnership Interests.
Provi ded however, that any further gifts made from such
assets now shown on the chart shall first be offset by
contributions of Jack Stone Famly Limted Partnership.

* * * * * * *

In order to protect Mary Fraser on the Cedar
Mountain Division, a provision will be included in the
Fam |y Settl enent Agreenent recognizing the Children’s
agreenent that Mary Stone Fraser or her Limted Part-
nership wll receive the 1,045.415-acre * * * parce
* * * and that the remainder interest in the remnaining
582.672 acres will be given to one or nore 501-C- 3
charitabl e organi zati ons recommended by Mary Fraser
whi ch are mutual ly agreeable to M. Stone and the ot her
Children, with M. Stone retaining a life estate in the
582.672 acres. The Children shall use their reasonable
best efforts to encourage M. Stone to convey the
582. 672-acre Cedar Muntain property remnai nder interest
according to the foregoi ng provision.

The Fam |y Settl enent Agreenent will acknow -
edge that in the event M. Stone executes a new WII,
Codicil or other agreenent which does not conformto
the distribution outlined in the Chart, the Children
nonet hel ess agree to abide by the terns of such distri-
bution in the Chart as a Fam |y Settl enent Agreenent
pursuant to SC Code Sec. 62-3-1101, et seq.; and * * *
to include whatever provisions are necessary to pre-
serve any applicable marital deductions.

The 1996 anendnment to the 1994 plan for settlenent also
ded in part as foll ows:

9. The Fam |y Estate Plan set forth herein
represents a conprom se by the parties. There shall be
no i nplenmentation of the Fam |y Estate Plan * * *
unl ess and until there is an agreenent between the
parties [in the litigation anong the children] to an
Amended and Restated Plan for Settlenent.
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After execution of the 1996 anendnent to the 1994 plan for
settlenment, the children entered into intense negotiations
regarding the particular assets that each child wanted their
parents to transfer to a famly limted partnership in which such
child, as well as each of their parents, would hold a partnership
i nterest.

Between the last six nonths of 1995 and April 1997, M.
Merline met wth M. Stone approximately a dozen tinmes to discuss
the use of famly limted partnerships, the status of the chil -
dren’s negotiations, and why each child had an interest in
certain of the respective assets of M. Stone and Ms. Stone.
Around April 1996, M. Stone and Ms. Stone decided to proceed
with formng five famly limted partnerships. To that end, at
M. Stone’s request, M. Mrline drafted five partnership agree-
ments (draft partnership agreenents) and circul ated those draft
partnership agreenents anong M. Stone, Ms. Stone, the children,
and their respective attorneys. The children and their respec-
tive attorneys, inter alia, nmade coments on the draft partner-
ship agreenents that M. Merline had sent them and suggested
changes to those agreenents. The primary reason for the changes
suggested by the children to the draft partnership agreenents was
the desire of the children to ensure that their parents, and in
particular M. Stone, would not be unduly influenced by anyone to

act in a manner inconsistent with each child s interest in
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managi ng particul ar assets of their parents during their parents’
lives and thereafter.

M. Stone agreed with certain of the children’s comments and
certain of their suggested changes to the draft partnership
agreenents that M. Merline had prepared for M. Stone, and M.
Merline made changes to those draft partnership agreenents in
order to incorporate such comments and suggested changes. For
exanpl e, one new provision incorporated into all five of the
draft partnership agreenents prevented anyone who obtai ned a
power of attorney on behalf of M. Stone from using that power of
attorney to vote any general partnership interest that M. Stone
was to receive in each of the proposed five famly limted
partnerships. Another exanple was a new provision included only
in the draft partnership agreenent for the proposed partnership
in which C Rivers Stone was to hold a general partnership
interest and in the draft partnership agreenent for the proposed
partnership in which Ms. Fraser was to hold a general partnership
interest. That new provision required the unani nous consent of
all the prospective general partners of each such prospective
partnership in order to authorize such partnership to sell,
transfer, assign, exchange, |ease, convey, subdivide, partition,
or encunber certain of the Piney Muuntain property in the case of
t he proposed partnership in which C. Rivers Stone was to own a

general partnership interest and certain of the Cedar Muntain
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property in the case of the proposed partnership in which M.
Fraser was to own a general partnership interest.

On May 9, 1996, M. Stone and Eugene Earle Stone, |V, as
both general partners and limted partners, and Ms. Stone, as a
l[imted partner, executed a partnership agreenent for a limted
partnership that the Stone famly intended to name The Eugene E.
Stone, 111, Limted Partnership (ES3LP).

On May 9, 1996, M. Stone and Eugene Earle Stone, |V, as
both general partners and limted partners, and Anne M Stone, !
as a general partner, executed a partnership agreenent for a
l[imted partnership that the Stone famly intended to nane The
E.E. Stone, |1V, Limted Partnership (ES4ALP).

On May 9, 1996, M. Stone, C. R vers Stone, and Charl es
Rivers Stone, Jr.,!? as both general partners and limted part-
ners, and Frances O Stone,!® as a limted partner, executed a
partnership agreenment for a limted partnership that the Stone
famly intended to nane The C. R vers Stone Limted Partnership
(CRSLP) .

On May 9, 1996, M. Stone and Ms. Morris, as both general

partners and limted partners, M. Mrris, as a general partner,

“Anne M Stone is the spouse of Eugene Earle Stone, |V
2Charles Rivers Stone, Jr., is the son of C. Rivers Stone.

BFrances O Stone is the daughter of C. Rivers Stone.
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and Charles H Morris, Jr.,' and Ms. Mrris as custodian for
Rosalie S. Morris, |11, as limted partners, executed a partner-
ship agreenent for a limted partnership that the Stone famly
intended to nane The Rosalie Stone Morris Limted Partnership
( RSMLP)

On May 9, 1996, M. Stone, Ms. Fraser, Wnman Fraser Davis
(Ms. Davis), ! and Laura Lawmton Fraser Arnal (Ms. Arnal),?!” as
both general partners and limted partners, executed a partner-
ship agreenent for a limted partnership that the Stone famly
intended to nane The Mary Stone Fraser Limted Partnership
( MSFLP) .

Each of the partnership agreenents for the Five Partnerships
set forth the follow ng purposes of each such partnership:

to consol i date the managenent of certain property of

the famly of EUGENE E. STONE, IIl (the “Famly”); to

make a profit; to avoid the division of the property of

the Famly which is in the Partnership in order to

pronote the greater sales potential of the property; to

avoi d potential expensive litigation and di sputes over

the property of the Famly by defining the roles and

rights of Famly nmenbers in the property, and providing

procedures to resolve disputes; to restrict the trans-

fer of interests in the property to non-Fam |y nenbers;

to establish protection of Famly interests frominter-
ference and disruption resulting fromclains by poten-

“Charles H Mrris, Jr., is the son of Ms. Morris.
Rosalie S. Morris, Il, is the daughter of Ms. Morris.

®Wman Fraser Davis, also known as Mary Wnman Stone Fraser
Davis, is the daughter of M. Fraser.

YMs. Arnal is the daughter of M. Fraser.
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tial creditors of any Fam |y nenber; to establish a

conbi ned i nvestnent policy for the Partnership; to

reduce the nmechanics and costs of adm nistration of

investnments; * * * to facilitate the admnistration and

reduce the costs associated with the probate of the

estates of Famly menbers; * * * to provide flexibility

i n business and estate planning not avail abl e through

trusts, corporations or other business entities; to

reduce transaction costs and nmultiple deeds in trans-

ferring property anong Fam |y nenbers; * * * and ac-

qui ring, financing, devel opi ng, subdividing, nmanaging,

i nprovi ng, operating, |easing, nortgaging, refinancing,

pl edgi ng, selling or otherwi se dealing with the Part-

nership Property * * *.

Each of the partnership agreenents for the Five Partnerships
provided that distributions to partners nmay be made from each
such partnership only after, inter alia, determ ning whether the
financial condition of each such partnership permtted such
di stributions. Each of the partnership agreenents for the Five
Partnerships further provided that all distributions to the
partners of each such partnership nust, “Unless otherw se agreed
by all the Partners in witing, * * * be made simnultaneously to
each of the Partners and nust be made in proportion to the
Partners’ Partnership Units.”

The children understood that M. Stone and Ms. Stone woul d
make the ultimate decision as to which, if any, of their parents’
respective assets their parents would transfer to each of the
Five Partnerships. In this connection, although M. Stone and
Ms. Stone agreed to formthe Five Partnerships, they did not
intend to transfer all of the respective assets that they owned

to such partnerships in exchange for partnership interests. That
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was because they wanted to retain sufficient assets to enable
themto maintain their respective accustoned standards of I|iving.
To that end, M. and Ms. Stone retained certain accountants to
advi se themas to what assets they should retain, and not trans-
fer, to each of the Five Partnerships. |In order to formulate
such advi ce, those accountants perfornmed various cashfl ow anal y-
ses and appraisals, using different assunptions regarding the
respective life expectancies of M. Stone and Ms. Stone and the
anticipated returns on their respective investnents. The accoun-
tants retained by M. Stone and Ms. Stone recomended that they
retain, and not transfer, to the Five Partnerships total assets
that would yield a nonthly total cashflow of between $12, 000 and
$15, 000.

The Stone famly intended and agreed that all the partners
of each of the Five Partnerships were to receive respective
partnership interests in each such partnership that were propor-
tionate to the fair nmarket value of the assets that such partners
respectively transferred to such partnership. To that end,
during the period May 1996 through March 1997, before any of the
partners of each of the Five Partnerships transferred any assets
to such partnership, the process (prefunding process) of identi-
fying, describing, and obtaining various appraisals of the
respective assets of M. Stone and Ms. Stone took place. That

process was critical to enabling M. Stone, Ms. Stone, and the
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children to nmake deci si ons about what assets to transfer to each
of the Five Partnerships. During the prefunding process, various
di sputes arose regarding, inter alia, the appraisals of certain
assets and the desire of Ms. Fraser, which her three siblings
strongly opposed, that M. and Ms. Stone nmake Anne Logan M ni s-
tries a charitable beneficiary of certain of the Cedar Muntain
property. Those disputes took tine to resolve, and, in the case
of the disputes regarding the appraisals of certain assets of M.
Stone and Ms. Stone, new appraisals had to be obtained. Until
resolution of all of the disputes that arose during the
prefundi ng process, (1) the parties in the litigation anong the
children did not enter into the third settlenent agreenent that
t hey contenpl ated when they executed the 1996 anendnent to the
1994 plan for settlenment, and (2) the partners of each of the
Fi ve Partnershi ps were not able to determ ne what assets were to
be transferred to each such partnership.

On Cctober 15, 1996, M. Stone and Eugene Earle Stone, 1V,
as general partners, filed a certificate of limted partnership
for ES3LP with the Secretary of State of South Carolina (S.C
Secretary of State), thereby form ng ES3LP under the |aws of that
St at e.

On Cctober 15, 1996, M. Stone, Eugene Earle Stone, 1V, and
Anne M Stone, as general partners, filed a certificate of

[imted partnership for ESALP with the S.C. Secretary of State,
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t hereby form ng ES4ALP under the |aws of the State of South
Car ol i na.

On Cctober 15, 1996, M. Stone, C. Rivers Stone, and Charles
Ri vers Stone, Jr., as general partners, filed a certificate of
l[imted partnership for CRSLP with the S.C. Secretary of State,
thereby form ng CRSLP under the |aws of the State of South
Car ol i na.

On Cctober 15, 1996, M. Stone, Ms. Morris, and M. Morris,
as general partners, filed a certificate of limted partnership
for RSMLP with the S.C. Secretary of State, thereby form ng RSM.P
under the laws of the State of South Carolina.

On Cctober 15, 1996, M. Stone, Ms. Fraser, Ms. Davis, and
Ms. Arnal, as general partners, filed a certificate of limted
partnership for MSFLP with the S.C. Secretary of State, thereby
form ng MSFLP under the laws of the State of South Carolina.

On January 31, 1997, M. Stone was di agnosed with cancer of
the gall bladder. Prior to that tinme, M. Stone had been in good
heal th, did not have any known serious health problens, and was
active and alert. After M. Stone was diagnosed with cancer, it
was the doctors’ prognosis that he would |ive a period of nonths.

By late March 1997, M. and Ms. Stone had becone satisfied
that the amount of assets that their accountants had recommended
they retain, and not transfer to, each of the Five Partnerships

was sufficient to enable themto maintain their respective
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accustonmed standards of living, and they decided to follow their
accountants’ recomendations. By that tinme, all of the disputes
that arose during the prefundi ng process had been resol ved, and
M. Stone, Ms. Stone, and the other partners of each of the Five
Part nershi ps had agreed on the identities and the val ues of the
assets that they would transfer to each such partnership. Eugene
Earle Stone, 1V, had a particular interest in managi ng, and
mai ntai ning the value of, the preferred stock of Stones, Inc.,
and it was decided that approximately $1 million'® of such stock,
as well as certain other property, was to be transferred to
ES4LP. C. Rivers Stone had a particular interest in managing M.
Stone’s Piney Muuntain property, and it was decided that various
parcels of that property totaling 366.097 acres, as well as

certain other property, were to be transferred to CRSLP. ! M.

8The record does not disclose the precise value of each of
the assets transferred to each of the Five Partnerships as of the
date of each such transfer to each such partnership. However,
the record establishes the precise value of each of the assets
owned by each such partnership on the respective dates of the
deaths of M. Stone and Ms. Stone. The parties agree that, after
the gifts by M. Stone of certain partnership interests in ES4LP
CRSLP, RSM.P, and MSFLP (described below) to Eugene Stone, 1V, C
Ri vers Stone, Ms. Morris, and Ms. Fraser, respectively, all the
partners of each of those four partnerships (as well as ES3LP)
received, as the Stone famly intended and agreed, respective
percentage interests in each such partnership that were propor-
tionate to the fair nmarket val ue of the assets that such partners
respectively transferred to each such partnership.

The parties stipulated that a one-percent interest in each
of various parcels totaling 366.949 acres of the Piney Muntain
property was transferred fromM. Stone to C. Rivers Stone and

(continued. . .)
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Morris had a particular interest in managing certain of her
parents’ stock and securities, including at |east sone of M.
Stone’s preferred stock in Stones, Inc., and it was deci ded that
vari ous stock and securities, including approximately $642, 000 of
such preferred stock, as well as certain other property, was to
be transferred to RSMLP. Ms. Fraser had a particular interest in
managi ng her parents’ Cedar Muntain property, and it was deci ded
that the 1054. 415-acre parcel of that property, as well as
certain other property, was to be transferred to MSFLP. All of
the children had a particular interest in the Cherrydale resi-
dence, and it was decided that that property, as well as certain
ot her property, was to be transferred to ES3LP

On April 4, 1997, M. Stone, as both a general partner and a
limted partner, Eugene Earle Stone, |V,?° C. R vers Stone, M.
Morris, and Ms. Fraser, as general partners, and Ms. Stone, as a

limted partner, executed an anmended and restated partnership

19C. .. continued)

that M. Stone and C. Rivers Stone transferred to CRSLP their
respective interests in those 366.949 acres of that property.
Those stipulations are clearly contrary to the deeds relating to
such transfers, and we shall disregard such stipulations. See
Cal - Mai ne Foods, Inc. v. Comm ssioner, 93 T.C 181, 195 (1989).
Those deeds show that a total of 366.097 acres of various parcels
of the Piney Muntain property was the subject of such transfers.

20As of Apr. 4, 1997, Eugene Earle Stone, |1V, was no |onger
both a general partner and a |imted partner of ES3LP;, he was
only a general partner.
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agreenent for ES3LP.2?! The purpose of that anmended and restated
partnership agreenent was to nake C. Rivers Stone, Ms. Morris,
and Ms. Fraser general partners of ES3LP

On April 5, 1997, the parties in the litigation anong the
children and their respective attorneys executed two docunent s??
dated as of March 31, 1997, the purpose of which was to settle
that litigation and to resolve the issues relating to the chil-
dren’s concerns regarding M. Stone’s and Ms. Stone’s assets
(collectively, the 1997 anended and restated plan for settle-
ment). The 1997 anended and restated plan for settlenent anmended
and restated the 1994 plan for settlenent and the 1996 anendnent
to that plan. M. Stone was not a party to the 1997 anended and
restated plan for settlement, and she did not sign those docu-
ments. M. Stone signed the 1997 anended and restated plan for
settlenment--trusts and estate only in his capacity as a preferred

st ockhol der of Stones, Inc.?® M. Stone signed the 1997 anend

210n Apr. 11, 1997, M. Stone, Eugene Earle Stone, |1V, C
Rivers Stone, Ms. Morris, and Ms. Fraser, as general partners,
filed a first anmendnent to the certificate of limted partnership
for ES3LP with the S.C. Secretary of State, which reflected the
anended and restated partnership agreenent for ES3LP executed on
Apr. 4, 1997.

2The two docunents were referred to as “Arended and Re-
stated Plan for Settlenent-Trusts and Estate” (1997 anended and
restated plan for settlement--trusts and estate) and “Anended and
Restated Plan for Settlenent-Conpany (1997 anended and restated
pl an for settl enent--Conpany).

2]t was necessary for M. Stone to sign the 1997 anended
(continued. . .)
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ment and restated plan for settlenment--Conpany only in his
capacity as a preferred stockhol der of Stones, Inc.?

Wth respect to the issues relating to the trusts, the 1997

(. ..continued)
and restated plan for settlenent--trusts and estate in his
capacity as a preferred stockhol der of Stones, Inc., because that
docunent provi ded:

E.E. Stone, Ill will convey or assign directly or
indirectly the preferred stock * * * to the Limted
Part nershi ps [ ES4LP, RSMLP, and MSFLP] created as part
of the New Plan for Estate in accordance with the Chart
referenced in paragraph Il1.H The preferred stock
shall be changed to elimnate its voting rights, or, if
not so changed at the time of the conveyance or assign-
ment, then the Children and G andchildren shall use
their reasonabl e best efforts to persuade E.E. Stone,
11, in his capacity as General Partner of the respec-
tive Limted Partnerships, to consent to these changes.

241t was necessary for M. Stone to sign the 1997 anended
and restated plan for settlenent--Conpany in his capacity as a
preferred stockhol der of Stones, Inc., because that docunent
provi ded:

The Conpany shall offer to exchange the preferred
stock in Stones [Inc.] currently held by E.E. Stone,
1l for new preferred stock in Stones [Inc.] which
shall be classified as non-voting stock in all events
(“New Preferred Stock”). * * *

The Conpany shall have the right beginning in 1999
and for each year thereafter to redeem New Preferred
Stock equal to 20% of the New Preferred Stock outstand-
ing on January 1, 1999 on a pro rata basis until al
New Preferred Stock has been redeenmed. The New Pre-
ferred Stock if redeenmed by the Conpany, in its sole
di scretion, shall be redeened based on a 1996 apprai sed
val ue of the preferred stock by Houl i han, Lokey, which
estimates the value of the 5,100 shares of preferred
stock at $4, 462,500, so that the redenption price of
any redeened share shall at all tines be $875.00 per
share plus any dividends declared but not yet paid.
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anended and restated plan for settlenent--trusts and estate

provided in part as follows:

1. TRUST | SSUES

A EXI STI NG TRUSTS

(a)

Adm nistrative Transfer to New Trusts
The existing trusts established by the
1976 Agreenent and Decl aration of Trust
(“Existing Trusts”) will remain in exis-
tence as two (2) trusts. Upon receipt
by the parties of a favorable Private
Letter Ruling * * * the Probate Court
shall release * * * [docunents relating
to the admnistrative division of the
Trusts] fromescrow, and thereby adm n-
istratively establish el even New Trusts

* * %

It is the intent of the parties that the
rel ease of the Trust-related Pl an Docu-
ments i nplenments the Trust-rel ated as-
pects of the settlenent and that no
further action by the parties shall be
necessary to effect the admnistrative
division of the two Existing Trusts into
el even New Trusts (as defined herein),
the installation of the New Trustees (as
defined herein) and the funding of these
New Trusts or that any such action be

m nisterial and not discretionary in
nat ur e.

The failure of a beneficiary to identify
an | ndependent Trustee who has executed
the Certification and Acceptance and is
willing to serve over his or her New
Trust shall not delay the rel ease or

i npl enmentation of the Trust-related Pl an
Docunments. In the event an | ndependent
Trustee sel ected by a beneficiary cannot
be installed over a New Trust at the
time the Probate Court rel eases the
Trust-related Pl an Docunents from es-
crow, that beneficiary’ s New Trust shal
be adm ni stered by the Existing Trustees
until such tine as that beneficiary
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obt ai ns an | ndependent Trustee who is
willing to serve as the Independent
Trustee of that beneficiary’ s New Trust
on the terns and conditions set forth in
the Anended Plan and Trust-rel ated Pl an
Docunent s.

* * * * * * *

(b) For purposes of this Arended Pl an, a Trustee
of a New Trust is “qualified” if he or she is
a capabl e and responsi bl e individual; a
Trustee of a New Trust is “lndependent” if
that individual is not related by bl ood or
marriage to any Child or Grandchild (herein-
after “Independent Trustee”). * * *

* * * * * * *

H. UNDERSTANDI NG OF DI STRI BUTI ON PROVI SI ONS

The distributions fromthe New Trusts shal
be in accordance with the provision of the Exist-
ing Trusts. In this respect, there has been a
legitimate dispute as to the interpretation of the
Exi sting Trust provisions. The parties acknow -
edge that the | anguage, intent and circunstances
relating to the Existing Trusts are such that any
i ncome received or generated by the New Trusts
shall be distributed in accordance wth the dis-
tribution standards and provisions of the 1976
Trust Agreenent, as restated in the New Trusts.

* * %

Wth respect to the issues relating to the children's
concerns regarding M. Stone’s and Ms. Stone’s assets, the 1997
anended and restated plan for settlenent--trusts and estate
provided in part as follows:

[11. ESTATE | SSUES

A GENERAL

It is contenplated that prior to the
rel ease of the Amended Pl an and Pl an Docu-
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ments from escrow, [?° the estate matters set
forth in this Section will have been agreed
to by EE Stone, IIl and Allene W Stone and
all docunents necessary to fully fund the
Fam |y Limted Partnerships and to otherw se
i npl enment the Estate Section of the Amended
Plan wi |l have been executed and placed in
escrow * * *  The parties understand that

E.E. Stone, Ill and Allene W Stone have the
right to nmake such estate decisions as they
deem appropriate. In the event they do not

adopt the estate plan set forth in this Sec-
tion, the Amended Plan shall not be effective
unl ess and until an alternative estate plan
is agreed to.

B. TESTAMENTARY TRUSTS

There shall be no trusts for descendants
under the WIlls of EE. Stone, Ill or Allene
W Stone. After the death of the first of
E.E. Stone, IlIl or Allene W Stone, the por-
tion of the estate not going to the surviving
spouse shall, after paynent of estate taxes
and expenses of adm nistration, be distrib-
uted equally and directly to each of the four
Children or that Child s estate, provided,
however, that the decedent’s interest in each
of the Children’s Limted Partnerships shal
be distributed directly to the Child for
whose Partnership such interest is held.
After the death of the surviving spouse, the
assets remaining in the estate of E E. Stone,

2Wth respect to the “escrow’ referred to in paragraph A of
section Il of the 1997 anended and restated plan for settlenent-
-trusts and estate, that plan provided in part as foll ows:

Executed copies of * * * [this anmended plan] and al
docunents specified therein (“Plan Docunents”) shall be
pl aced in escrowwth the Probate Court. * * * [this
anended plan] and Pl an Docunents shall not be effective
unl ess and until they are released fromescrow by the
Probate Court * * *.

As di scussed below, on Apr. 5, 1997, the Probate Court entered an
order approving the 1997 anended and restated plan for settle-
nment .
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1l and/or Allene W Stone shall, after pay-
ment of estate taxes and expenses of adm nis-
tration, be distributed equally to the four
Children or that Child s estate, subject,
however, to the provision that the decedent’s
interest in each of the Children’s Limted
Part nershi ps shall be distributed directly to
the Child for whose Partnership such interest
i s held.

FAM LY SETTLEMENT AGREEMENT

The Children and Grandchildren (or their
guardians ad liten) and the Stone Foundation
(1f necessary) have executed a Famly Settle-
ment Agreenment (pursuant to S.C Code § 62-3-
1101 et seq.) which provides for a division
inter se [sic] of the estates of E.E. Stone,
1l and Allene W Stone in the manner set
forth in this Section IIl in the event E E
Stone, Ill or Allene W Stone fail to main-
tain their WIlls in the sane nmanner. The
Fam |y Settl enent Agreenent acknow edges that
in the event E.E. Stone, |1l executes a new
WIl, Codicil or other agreenment which does
not conformto the distribution outline in
the “Stone Fam |y Limted Partnership Distri-
buti on Schedul e” dated April 3, 1997 and
attached hereto as Exhibit “J” (“the Chart”)
and in this Anmended Pl an, the Children none-
thel ess agree (a) the distribution outlined
in such Chart and in this Arended Plan is
fair and equitable; (b) to abide by the terns
of such distribution as a Famly Settl enent
Agreenent pursuant to South Carolina Code §
62-3-1101, et seq.; and (c) to include what-
ever provisions are necessary to preserve any
applicable marital deductions. * * *

* * * * * *

STONE FOUNDATI ON

The Stone Foundation shall be divided
into four separate, equal, and entirely inde-
pendent foundations with each Child (and/or
desi gnee) as one of the trustees(s) of one
separate foundation, but with 20% of the
required inconme to be distributed by E E
Stone, Ill to his favorite church, and/or
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other charities during his lifetime. The
parties shall take all steps necessary to
establish and fund the four foundations wth-
in ten (10) business days of the entry of the
Escrow Order.

* * * * * * *

H. NEW PLAN FOR ESTATES

* * * * * * *

In the event that assets remaining in
the Parents’ L.P. [ES3LP] as shown in colum
G (%% together with assets listed in colum H
and other assets of E.E. Stone, Ill are not
sufficient to pay heal th, maintenance, and
ot her reasonable (1995 standard) expenses for

E.E. Stone, IIl and Allene W Stone, the
deficit shall [be] borne equally by assets in
the four Children’s Limted Partnerships. |If
the assets in the residuary estate of E E
Stone, Ill and the Parents’ L.P. are insuffi-

cient to pay estate tax or expenses of adm n-
istration payable after their deaths, any
remai ni ng estate tax or expenses of adm nis-
tration shall be borne equally by assets in
the four Children’s Limted Partnerships.

* * * * * * *

The Children shall use their reasonable
best efforts to encourage E.E. Stone, |1, to
agree to the followwng: (a) to rent the
Cherrydal e house to Stone Manufacturing Co.
until it is sold to Stone Manufacturing Co.
for its fair market value as determ ned by a
conpet ent apprai ser (which appraisal shal
i ncl ude, anong other things the cost of the
rennovation [sic] and the new furniture and
fixtures) agreed to by the Buyer and Seller
and (b) to revise his WIIl accordingly. Upon
the * * * death of EEE Stone, IIl, the nec-

6]t is not clear fromthe record the columms to which
paragraph H of section IIl of the 1997 anended and restated plan
for settlement--trusts and estate referred.
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essary portion of the proceeds fromthe life
i nsurance policy nmaintained on E. E Stone,
11, by Stone Manufacturing Co. shall be
reserved and used by Stone Manufacturing Co.
to consunate [sic] the purchase of the
Cherrydal e house.

CEDAR MOUNTAI N DI VI SI ON

The division of Cedar Mountain for
pur poses of the Chart and the Mary Fra-
ser Limted Partnership shall be as
fol | ows:

(1) The parties agree to the two-page
Cedar Mountain division map * * *
whi ch has been signed by * * * [the
children]. * * *

(2) The deeds to 1,054.415 acres from
E.E. Stone, Ill, to the Mary Fraser
Limted Partnership will reserve
for the 1,054.415-acre tract a
* * * qualified road right-of-way
and utility permanent easenents
t hrough the adjacent 582.672-acre
Life Estate Tract follow ng the
route of the existing roads * * *,

(3) A provision shall be included in
the Famly Settl enent Agreenent
acknow edgi ng the Children’ s agree-
ment that the Mary Fraser Limted
Partnership shall receive the Mary
Fraser Parcel, and that the remain-
der interest in the Life Estate
Parcel shall be given to Ann [sic]
Logan Mnistries, Inc., a 501(c)(3)
charitabl e organization, with E. E
Stone, Ill, retaining a life estate
in the Life Estate Parcel.

* * * * * *

MAI NTENANCE OF PARENTS

The four Children, shall jointly bear
the responsibility for the financial mainte-
nance of E.E. Stone, IIl and Allene W Stone
during their lives, utilizing the assets
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avai lable to the parents (“Parental Assets”)
for such maintenance in the sane or better
manner as in recent years. * * *

* * * Mary Stone Fraser shall be del e-
gated responsibility for the managenent of
the care for Allene W Stone, supported by
others. Allene W Stone may be noved with
Mary Fraser, including to the residence of
E.E. Stone, Ill if he is ever incapacitated
and unabl e to occupy the residence * * *,

The 1997 anmended and restated plan for settlenment--trusts
and estate further provided in part as foll ows:
| V. | MPLEMENTATI ON AND JURI SDI CTI ON

* * * * * * *

B. CONTI NUI NG JURI SDI CTI ON

The Probate Court * * * shall maintain
continuing jurisdiction to resolve any Trust-
rel ated di sputes which shall arise during the
i npl emrentati on and enforcenent of this set-
tl ement agreenent. The parties wll seek to
have a hearing on the Amended Pl an as soon as
practicable after its execution.

Nei ther M. and Ms. Stone nor the children anticipated that
their parents woul d need any financial assistance during their
parents’ respective lives. As discussed above, after consulting
with their accountants, M. Stone and Ms. Stone retained, and did
not transfer to the Five Partnerships, total assets that they
bel i eved woul d enable themto nmaintain their respective accus-
tomed standards of living. Nonetheless, the parties in the
litigation anong the children included paragraphs H and L of
section Il in the 1997 anended and restated plan for settlenent-

-trusts and estate in order to address and resolve the possibil-
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ity that their parents m ght need financial assistance during
their parents’ respective |lives. Those paragraphs reflected the
children’ s agreenent that, in the unlikely event that the total
assets held by ES3LP and the total assets owned by M. Stone and
Ms. Stone were insufficient to enable themto maintain their
respective accustoned standards of living, the children, as a
group, would share equally in providing for the maintenance of
their parents at such standards of |iving through distributions
of equal anpbunts from ES4LP, CRSLP, RSMLP, and MSFLP, respec-
tively.

The parties in the litigation anong the children al so
addressed in paragraph H of section Ill of the 1997 anended and
restated plan an issue relating to estate taxes and estate
adm ni strati on expenses payable after M. Stone and Ms. Stone
died. Those parties resolved that issue by agreeing in that
paragraph that, in the event the total assets in M. Stone’s
residuary estate and the total assets owned by ES3LP were not
sufficient to pay estate taxes and estate adm nistration expenses
owng as a result of their parents’ respective deaths, the
children, as a group, would share equally in paying any such
t axes and expenses through distributions of equal anmounts from
ES4ALP, CRSLP, RSMLP, and MSFLP, respectively.

The 1997 anended and restated plan for settl enent--Conpany

provided in part as follows:
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PREAMVBLE

This “Amended and Restated Plan for Settl enent -
Conmpany” sets forth the provisions of the parties’
settlenent relating to Stones, Inc. (“Stones”) and
Stone Manufacturing Co. (“SMC’) (and their subsidiar-
ies) and anends and restates the Plan for Settl enent
dated June 3, 1994 and the First Anendnent dated as of
March 28, 1996 anong the sane parties.

I . EFFECT OF THE AVMENDED PLAN

(a) Executed copies of this Arended and Restated
Plan for Settlenent - Conpany and all docu-
ments specified herein (“Plan Docunents”)
shall be placed in escrow wth the Probate
Court and shall not be effective unless and
until they are released fromescrow by the
Probate Court * * *,

1. COVPANY

A GENERAL
St ones and SMC may be nerged * * * provided
such nmerger does not violate the provisions
of any agreenent for borrowed noney to which
Stones or SMCis a party, but no nmerger is
required. 1In the event the nmerger does oc-
cur, any reference contained in this Arended
Plan to the “Conpany”, its Board, its offi-
cers, its shareholders, its Common Stock and
its obligations shall refer to the surviving
entity of the nerger, its Board, its Nom nat-
ing Commttee, its officers, its sharehol d-
ers, its Coomon Stock and its obligations.
In the event the nerger does not occur and
St ones and SMC continue to exist as separate
entities, except to the extent otherw se
provi ded herein, any reference contained in
this Amended Plan to the “Conpany”, its
Board, its Nom nating Conmttee, its offi-
cers, its shareholders, its Common Stock and
its obligations shall refer to each of Stones
and SMC separately, as to its own Board, its
Nomi nating Conmttee, its officers, its
sharehol ders, its Common Stock and its obli-
gati ons.



C. BOARD OF DI RECTORS - SELECTI ON OF DI RECTORS
E.E. Stone, IV and C. Rivers Stone shal

both be selected as initial nmenbers of the
Board. At |east three nenbers of the Board
shal | be i ndependent outside directors; pro-
vi ded, however, that the Board initially may
be conprised solely of managenent representa-
tives * * * prior to the proposed initial
public offering of equity securities (“1PQO)
of Stones, SMC or the surviving entity of the
merger * * *,

* * * * * *

OMERSHI P OF COVPANY

A MERGER OF STONES AND SMC

Stones and SMC may be nerged * * *. The
sharehol ders agree to vote their stock in favor of
any such nerger that is recommended by the Board.

* * * * * *

B. SHARE EXCHANGE

The shares of Common Stock of SMC, now hel d
by E.E. Stone, 1V, C. R vers Stone, Mary Stone
Fraser and Rosalie Stone Mrris, the shares of
Common Stock of Stones, held by the Existing
Trusts * * * may be exchanged or ot herw se changed
to align their shares * * * at the Stones corpo-
rate level in a transaction recomended by the
Board. * * *

The sharehol ders agree to vote their stock in
favor of a share exchange consistent with this
provision that is recommended by the Board and to
exchange their shares as required.

* * * * * *

| . PREFERENTI AL RI GHT TO SELL COMMON STOCK
The New Trusts for Mary Stone Fraser, Mary

Wman Stone Fraser Davis and Laura Lawton Stone

Fraser Arnal (the “Fraser New Trusts”), the New
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Trusts for Rosalie Stone Morris, Charles Hil
Morris, Jr., and Rosalie Mirris (the “Mirris New
Trusts”), and the New Trusts for Chris Stone,
Frances Stone and Rosalie Stone shall have the
right (but not the obligation) to dispose of their
entire holding of Coomon Stock in the IPOand in a
subsequent offering, should they choose to do so.
Mary Stone Fraser and Rosalie Stone Mrris shal
have the right to sell their directly owned shares
in either the initial or subsequent offering.

* * %

J. SALE OF THE COVPANY

The Board, with the approval of the share-
hol ders * * * may effect a sale of the Conpany or
other sale involving all of the stock or substan-
tially all of the assets of the Conpany upon such
terms and conditions as shall be determ ned by the
Boar d.

M DI VI DEND PAYMENTS
(a) To the extent actually permtted under
all financing arrangenents to which SMC
is a party, SMC shall pay a dividend to
t he shareholders in 1997 of $1 mllion
for fiscal year 1996 to sharehol ders of
record as of Decenber 31, 1996. * * *

(b) Mandatory dividends on all Common Stock
of SMC shall be determ ned, and to the
extent permtted under all financing
arrangenments to which SMCis a party
paid to the sharehol ders as soon as
practicable after the end of each fiscal
year in which consolidated net after-tax
earnings * * * for that year exceed $5

mllion * * *,
* * * * * * *
VI 1. | MPLEMENTATI ON AND JURI SDI CTI ON
* * * * * * *

B. CONTI NUI NG JURI SDI CTI ON AND FURTHER ASSURANCES
The parties agree to take whatever additional
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actions and execute whatever additional docunents
are reasonably necessary to acconplish the provi-
sions hereof * * *. The Probate Court * * * shal
mai nt ai n excl usive continuing jurisdiction to
resol ve any disputes which shall arise during the
i npl ementati on and enforcenent of the Amended Pl an
and t he Conpany-rel ated Pl an Docunents. The par-
ties wll seek to have a hearing on the Anended
Pl an as soon as practicable after its execution.
Because, as discussed above, the Probate Court continued to
retain jurisdiction over any issues relevant to the litigation
anong the children, the parties in that litigation submtted the
1997 anended and restated plan for settlenment to the Probate
Court for approval. Until and unless the Probate Court approved
that plan, none of the partnerships was to be funded. On April
5, 1997, the Probate Court entered an order approving the 1997
anmended and restated plan for settlenent, finding it to be fair
and equitable to all of the parties to that plan and consi stent
with South Carolina | aw
On April 5, 1997, the children and their respective children
entered into a famly settlenent agreenent, as provided for in
the 1997 anended and restated plan for settlenment--trusts and
estate. That agreenent provided in part as foll ows:
VWHEREAS, in furtherance of an estate plan which
has been devel oped for M. and Ms. Stone, the parties
to this Famly Settlenent Agreenent entered into an

Amended and Restated Plan For Settlenent, (the “Plan”)
[the 1997 anended and restated plan for settlenent],

* * %

WHEREAS, pursuant to the Plan, the Fam |y per-
suaded M. and Ms. Stone to execute new WIlls, (col-
| ectively the “New WIIs”) [M. Stone’s will executed
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on April 5, 1997, discussed below, and Ms. Stone’s w ||
executed on May 3, 1997, discussed below * * *.

WHEREAS, being m ndful that M. and Ms. Stone
coul d subsequently execute other wills or codicils and
revoke or anmend the New WIlls, the Fam |y has agreed,
pursuant to the Plan, to enter into this Famly Settle-
ment Agreenent, the terns and provisions of which are
consistent wwth the New WIlls and the Plan, and which
is intended to resolve the * * * [litigation anong the
children and the children’s concerns regarding M.
Stone’s and Ms. Stone’s assets] as it relates to any
future will contest concerning the proper disposition
of M. Stone’'s estate and Ms. Stone’ s estate upon
their respective deaths.

* * * * * * *
2. Terns of Family Settl enent Agreenent include
those of the Plan and New W1 s. If either M. or Ms.
St one executes any subsequent will or codicil, or

otherwi se effectively revokes the New Wl ls, which
woul d cause a distribution fromtheir estates to the
Fam |y in a manner inconsistent wwth the Plan or the
New WIlls, then that portion of their estates which was
left to the Famly under the subsequent will or codici
shall pass to the Famly according to the provisions of
the Plan and the New WIlls [M. and Ms. Stone’'s New
WIlls] as set forth in Exhibits A, B and C and this
Fam |y Settlenent Agreenent. * * *

3. State Law to Govern. This Famly Settl enent
Agreenent shall be construed, regul ated and governed by
and in accordance with the laws of the State of South
Carolina, notw thstanding the residence in any other
jurisdiction of any nenber of the Famly.

On April 5, 1997, M. Stone executed his last will and
testament (M. Stone’s wll). M. Stone’s will provided in part
as follows:

(1) Prior WIls. | hereby revoke all other wills
and codicils heretofore nmade by ne.

(2) Debts, Expenses and Mortgages. | direct ny
Personal Representative to pay ny |legal debts, ny
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funeral expenses, any unpaid expenses of ny last ill-
ness, and the cost of a suitable tonbstone or marker
for my grave. Such debts and expenses shall first be
paid out of and charged agai nst the EUGENE E. STONE

11 LIMTED PARTNERSHI P, or any proceeds received by ny
estate fromany individual retirenment account or de-
ferred conpensation. |In the event these sources of
funds are insufficient to pay such debts and expenses,
then such remai ni ng debts and expenses shall be paid
out of and charged equally against the limted partner-
shi ps established by ne for ny children. 1In the event
there are insufficient assets in a limted partnership
established by nme for a child of mne to pay an equal
anmount of such remai ning debts and expenses, then the
child of m ne who received or receives an interest in
such limted partnership, or such child s estate, as
the case may be, shall be responsible for the paynent
of an equal anpunt of any such renaining debts and
expenses. * * *

(3) Taxes. * * *

(a) Except as provided * * * pelow, | direct that
all estate, generation-skipping transfer,
i nheritance, transfer, succession, death, or
simlar taxes which may be assessed or im
posed upon or with respect to any interest in
alimted partnership established by ne for a
child of mne which is included in ny gross
estate for the purpose of such taxes * * *
shal | be paid out of and charged agai nst such
[imted partnership, and shall not be charged
agai nst the marital deduction. |In the event
there are insufficient assets in a limted
partnership established by ne for a child of
m ne to pay such taxes, then the child of
m ne who received or receives an interest in
such imted partnership, or such child s
estate, as the case may be, shall be respon-
sible for the paynment of any such remaining
t axes.

(b) Except as provided in Paragraph (3)(c) bel ow,
| direct that any taxes which nmay be assessed
or inposed by Section 2035(c) of the Internal
Revenue Code, as anended, or corresponding
provi sion of state law, including any inter-
est or penalties thereon, as a result of any
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gift tax paid or payable with respect to any
interest in any |limted partnerships estab-
lished by me for nmy children which were the
subj ect of any gifts nmade by me during ny
lifetime, shall be paid out of and charged
equal |y agai nst such |limted partnershi ps,
and shall not be charged against the marital
deduction. In the event there are insuffi-
cient assets in alimted partnership estab-
lished by ne for a child of mne to pay an
equal anpunt of such taxes, then the child of
m ne who received a gift of an interest in
such imted partnership, or such child s
estate, as the case may be, shall be respon-
sible for the paynent of an equal anount of
any such renmai ni ng taxes.

In the event the Internal Revenue Service or
any other taxing authority changes the val ue
attributable to (i) any assets | have con-
tributed to a limted partnership established
by me for a child of mne * * * then | direct
that all gift, estate, generation-skipping
transfer, inheritance, transfer, succession,
death, or simlar taxes which may be assessed
or inposed as a result of such change in
value, * * * shall be paid out of and charged
against the limted partnership that received
such contribution * * * and shall not be
charged against the marital deduction. In
the event there are insufficient assets in a
[imted partnership established by me for a
child of mne to pay such taxes, then the
child of m ne who received such gift, or
whose |imted partnership received such con-
tribution, or such child s estate, as the
case may be, shall be responsible for the
paynment of any such remai ni ng taxes.

| direct that all other estate, generation-
ski pping transfer, inheritance, transfer,
succession, death, or simlar taxes, includ-
ing any interest or penalties thereon, pay-
abl e by reason of nmy death * * * or assessed
or inposed wth respect to ny estate, or any
part thereof, whether or not passing under
this will, or any codicil thereto, including
all policies of insurance on ny life, al
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bequests and devises, all transfers nmade by
me during ny lifetinme, all jointly held prop-
erty, all pension and profit-sharing bene-
fits, deferred conpensation benefits and

i ndividual retirenment accounts, and all pow
ers, rights, or other interests in property
included in ny gross estate for the purpose
of such taxes, shall first be paid out of and
charged against ny residuary estate. 1In the
event there are insufficient assets in ny
residuary estate to pay such taxes, then such
remai ni ng taxes shall be paid out of and
charged equally against the |imted partner-
shi ps established by nme for nmy children. In
the event there are insufficient assets in a
[imted partnership established by nme for a
child of mne to pay an equal anount of such
remai ni ng taxes, then the child of m ne who
received or receives an interest in such
[imted partnership, or such child s estate,
as the case may be, shall be responsible for
t he paynent of an equal amount of any such
remai ni ng taxes. * * *

(4) Specific Bequests. | hereby nake the foll ow
i ng specific bequests:

(a) | give, devise and bequeath all of ny tangi-
bl e personal effects * * * to ny children * * *,

(b) If ny wwife * * * survives ne, | give, devise
and bequeath any interest that | may own at the tinme of
my death in the EUGENE E. STONE, |1l LIM TED PARTNER-

SHI P, or its successor, and any proceeds, net of taxes,
received by ny estate fromany individual retirenent
account or deferred conpensation * * * to be held in

t he ALLENE WMAN STONE TRUST * * *, If ny wife * * *
does not survive ne, then | give, devise and bequeath
any interest that I may own at the tinme of nmy death in
* * * TES3LP] to ny children * * *,

(c) | give, devise and bequeath any interest that
| may own at the tine of nmy death in the C R VERS
STONE LI M TED PARTNERSHI P, or its successor, to ny son
C. RIVERS STONE, if he survives ne, to be his abso-
lutely, but if he does not survive nme, to ny said son’s



estate.

(d) 1 give, devise and bequeath any interest that
| may own at the tinme of ny death in the E E. STONE, |V
LI M TED PARTNERSHI P, or its successor, to ny son, E E
STONE, 1V, if he survives nme, to be his absolutely, but
if he does not survive ne, to ny said son’s estate.

(e) | give, devise and bequeath any interest that
| may own at the tinme of nmy death in the MARY STONE
FRASER LI M TED PARTNERSHI P, or its successor, to ny
daughter, MARY S. FRASER, if she survives ne, to be
hers absolutely, but if she does not survive ne, to ny
sai d daughter’s estate.

(f) | give, devise and bequeath any interest that
| may own at the tinme of nmy death in the ROSALI E STONE
MORRI'S LI M TED PARTNERSHI P, or its successor, to ny
daughter, RCSALIE S. MORRI'S, if she survives ne, to be
hers absolutely, but if she does not survive ne, to ny
sai d daughter’s estate.

* * * * * * *

(5 Allene Wman Stone Trust. THE ALLENE WYMAN
STONE TRUST shal |l be held, managed, invested and rein-
vested, adm nistered and distributed upon the follow ng
terms and conditions and for the foll ow ng uses and
pur poses:

(a) If ny wife * * * survives ne, then * * * ny
Trustee shall pay all of the net inconme from
this trust, at |least quarterly, to or for the
benefit of my wife * * * for and during the
termof her life. * * *

(b) Upon the death of ny wife * * * the renmaining
principal of this trust shall be distributed
to my children. * * *

(c) M Personal Representative shall, inits
di scretion, determ ne whether to el ect under
Section 2056(b)(7) of the Internal Revenue
Code * * * to qualify any specific portion or
all of this trust for the estate tax nmarita
deduction. * * *

* * * * * * *
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(e) ** * 1t is ny intention that nmy wife under
the provisions of this trust have substan-
tially that degree of beneficial enjoynent of
this trust during her lifetinme which the
principles of the |law of trusts accord to a
person who is unqualifiedly designated as the
life beneficiary of a trust, and ny Trustee
shall not exercise its discretion in a manner
which is not in accord with this expressed
intention. It is also ny intention that ny
Trustee shall invest this trust so that it
wi |l produce for ny wife during her lifetine
an inconme which is consistent with the val ue
of the trust property and wth its preserva-
tion. Therefore, non-incone produci ng prop-
erty shall not be held as a part of this
trust for nore than a reasonabl e period of
time without the approval of my wife. In
addition, ny wwfe may require ny Trustee at
any tinme to either nmake any nonproductive
property of this trust productive or to con-
vert such nonproductive property to produc-
tive property within a reasonabl e period of
time. It is expressly provided that ny
Trustee shall not in the exercise of its
di scretion nmake any determ nation inconsis-
tent wwth the foregoing.

* * * * * * *

(8 Powers of * * * Trustee. In addition to such
powers as ny * * * Trustee may have by law, | authorize
each of them in their discretion, to exercise the
foll ow ng powers, which at all tinmes shall be exercised
in a fiduciary capacity for the benefit of the benefi-
ciaries herein: * * * to sell, exchange, grant options
and di spose of said property, real, personal, tangible
or intangi ble at such prices and on such terns as they
deem proper; * * * to invest and reinvest in any kind
of property, real, personal, tangible or intangible,
including, but not limted to, common trust funds,
stocks, options, futures, contracts, rights, warrants,
puts, calls, bonds, notes, nortgages, general or |im
ited partnership interests, limted liability conpa-
ni es, savings accounts and certificates of deposit, and
simlar liquid funds, nmutual funds, real estate, and
stock of any corporate fiduciary serving hereunder or
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t he hol di ng conpany of such corporate fiduciary;, * * *
to make distributions in cash or in kind, * * * to
conti nue and operate any business owned by ne at ny
death in the formeither of a sole proprietorship,
partnership, limted liability conpany or corporation,
and to do any and all things deened needful or appro-
priate by ny * * * Trustee, including the power to

i ncorporate or formthe business and to put additional
capital into the business, for such tine as they shal
deem advi sable, without liability for loss resulting
fromthe continuance or operation of the business
except for their own negligence; * * * and to do al

ot her acts which in their discretion nmay be necessary
or appropriate for the proper and advant ageous nmanage-
ment, investnment and distribution of ny estate or any
trust hereunder, all of which may be done w thout order
of or application to any court. Notw thstandi ng any
provision in this will to the contrary, any duty or
power granted to ny * * * Trustee shall be absolutely
void to the extent that the right to perform such duty,
or to exercise such power, or the performance or exer-
cise thereof would in any way cause ny estate to | ose
all or any part of the tax benefits afforded by the
marital deduction or any exenption allowed pursuant to
t he generation-skipping transfer tax provisions under
either federal or state laws * * *.

* * * * * * *

(15) * * * Trustee. * * * | * * * pom nate,
constitute and appoint ny children * * * as Co- Trust ees
of all trusts created in this wll. * * *

On May 3, 1997, Ms. Stone executed her last will and testa-
(Ms. Stone’s will). M. Stone’s will provided as foll ows:

|, ALLENE WYMAN STONE, a resident of and domciled
in Geenville County, South Carolina, do hereby make,
publish and declare this witing to be and contain ny
Last WII and Testanent, hereby revoking any and al
other Wlls or Codicils to WIlls at any tinme heretofore
made by ne.

| TEM |

| direct that all of ny just debts, secured and
unsecured, be paid as soon as practicable after ny
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deat h; however, | direct that ny Personal Representa-
tive may cause any debt to be carried, renewed and
refinanced fromtine to time upon such terns and with
such securities for its repaynent as ny Personal Repre-
sentative may deem advi sabl e taking into consideration
the best interest of the beneficiaries hereunder.

| TEM I |

| direct that all estate, inheritance, succession,
death or simlar taxes (except generation-skipping
transfer taxes) assessed with respect to ny estate
herei n di sposed of, or any part thereof, or on any
bequest or devise contained in this ny Last WIIl and
Testanent (which term wherever used herein shall in-
clude any codicil hereto), or on any insurance upon ny
life or on any property held jointly by ne with another
or on any transfer made by ne during ny lifetinme or on
any other property or interest in property included in
my estate shall be paid out of ny residuary estate and
shal | not be charged against the marital deduction. In
the event there are insufficient assets in ny residuary
estate which are not selected for the marital deduction
to nmy estate taxes, then ny Personal Representative may
charge any such remai ni ng tax paynents agai nst the
marital deduction. Notw thstanding the foregoing, if
any such tax (including any interest or penalties
thereon) is inposed on property includible in my gross
estate by reason of Section 2044 of the Internal Reve-
nue Code, as anended, or correspondi ng provision of
state law, | direct my Personal Representative to
recover such tax as provided in Section 2207A of the
| nt ernal Revenue Code, as anended, or correspondi ng
provi sion of state |aw.

| TEM I 11

* * * * * * *

* * * | give and devise all of ny tangible per-
sonal effects and househol d effects of every kind * * *
to my children * * * in equal shares * * *.

* * * * * * *

| TEM I V

| f my husband * * * survives ne, | give, devise
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and bequeath any interest that | may own at the tinme of
my death in * * * [ES3LP] to be held in trust pursuant
to the terns of ItemV of this WII. If ny husband * *
* does not survive ne, then | give, devise and bequeath
any interest that I may own at the tinme of nmy death in
* * * TES3LP] * * * to ny children * * * in equal
shares * * *.

* * * * * * *

| TEM VI

| give, devise and bequeath all the rest, residue
and remai nder of ny property of every kind and descri p-
tion * * * to ny children * * *,

On June 14, 1997, Ms. Stone executed a first codicil to Ms.
Stone’s will (Ms. Stone’s codicil). M. Stone’'s codicil deleted
Itemll and ItemIV of Ms. Stone’s will and replaced themw th
the followng newltemlIl and Item |V

| TEM 11

| direct that all estate, inheritance, transfer,
succession, death, or simlar taxes, including any
interest or penalties thereon, payable by reason of ny
death, or assessed or inposed wth respect to ny es-
tate, or any part thereof, whether or not passing under
this WIIl, or any codicil thereto, shall be paid as
fol | ows:

(a) Except as provided * * * pelow, | direct that
all estate, generation-skipping transfer,
i nheritance, transfer, succession, death, or
simlar taxes which may be assessed or im
posed upon or with respect to any interest in
alimted partnership established for a child
of mne which is included in ny gross estate
for the purpose of such taxes * * * shall be
paid out of and charged agai nst such |limted
partnership. In the event there are insuffi-
cient assets in alimted partnership estab-
lished for a child of mne to pay such taxes,
then the child of mne who received or re-
ceives an interest in such [imted partner-
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(c)

(d)
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ship, or such child s estate, as the case may
be, shall be responsible for the paynent of
any such renmai ni ng taxes.

Except as provided in subparagraph (c) bel ow,
| direct that any taxes which may be assessed
or inposed by Section 2035(c) of the Internal
Revenue Code, as anended, or corresponding
provi sion of state law, including any inter-
est or penalties thereon, as a result of any
gift tax paid or payable with respect to any
interest in any limted partnerships estab-
lished for ny children which were the subject
of any gifts made by nme during ny lifetine,
shal | be paid out of and charged equally

agai nst such limted partnerships. 1In the
event there are insufficient assets in a
[imted partnership established for a child
of mne to pay an equal anount of such taxes,
then the child of mne who received a gift of
an interest in such limted partnership, or
such child s estate, as the case may be,
shal |l be responsible for the paynent of an
equal anpount of any such remaining taxes.

In the event the Internal Revenue Service or
any other taxing authority changes the val ue
attributable to (i) any assets | have con-
tributed to a limted partnership established
for a child of mne * * * then | direct that
all gift, estate, generation-skipping trans-
fer, inheritance, transfer, succession, death
or simlar taxes which may be assessed or

i nposed as a result of such change in val ue,
* * * shall be paid out of and charged
against the limted partnership that received
such contribution, or was the subject of such
gift, as the case may be. In the event there
are insufficient assets in alimted partner-
ship established for a child of mne to pay
such taxes, then the child of m ne who re-
ceived such gift, or whose l[imted partner-
ship received such contribution, or such
child s estate, as the case nmay be, shall be
responsi ble for the paynent of any such re-
mai ni ng t axes.

| direct that all other estate, generation-
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ski pping transfer, inheritance, transfer,
succession, death, or simlar taxes, includ-
ing any interest or penalties thereon, pay-
abl e by reason of nmy death * * * or assessed
or inposed wth respect to ny estate, or any
part thereof, whether or not passing under
this WIIl, or any codicil thereto, including
all policies of insurance on ny life, al
bequests and devises, all transfers nmade by
me during ny lifetinme, all jointly held prop-
erty, all pension and profit-sharing bene-
fits, deferred conpensation benefits and

i ndividual retirenment accounts, and all pow
ers, rights, or other interests in property
included in ny gross estate for the purpose
of such taxes, shall first be paid out of and
charged against ny residuary estate. 1In the
event there are insufficient assets in ny
residuary estate to pay such taxes, then such
remai ni ng taxes shall be paid out of and
charged equally against the |imted partner-
shi ps established for nmy children. 1In the
event there are insufficient assets in a
limted partnership established for a child
of mne to pay an equal anount of such re-
mai ni ng taxes, then the child of m ne who
received or receives an interest in such
[imted partnership, or such child s estate,
as the case may be, shall be responsible for
t he paynent of an equal amount of any such
remai ni ng taxes. * * *

| TEM I 'V

| hereby nmake the follow ng specific bequests:

(a)

(b)

| give, devise and bequeath any interest that
| may own at the tinme of nmy death in the
EUGENE E. STONE, |11 LIM TED PARTNERSHI P, or
its successor, to ny children * * * in equal
shares * * *.

| give, devise and bequeath any interest that
| may own at the tinme of ny death in the C
RI VERS STONE LI M TED PARTNERSHI P, or its
successor, to ny son, C. RIVERS STONE, if he
survives me, to be his absolutely, but if he
does not survive ne, to ny said son’s estate.
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(c) | give, devise and bequeath any interest that
| may own at the tinme of ny death in the E E
STONE, |V LIM TED PARTNERSHI P, or its succes-
sor, to ny son, E.E. STONE, IV, if he sur-
vives ne, to be his absolutely, but if he
does not survive ne, to ny said son’s estate.

(d) | give, devise and bequeath any interest that
| may own at the tinme of ny death in the MARY
STONE FRASER LI M TED PARTNERSHI P, or its
successor, to ny daughter, MARY S. FRASER, if
she survives nme, to be hers absolutely, but
if she does not survive ne, to ny said daugh-
ter’s estate.

(e) | give, devise and bequeath any interest that
| may own at the tinme of nmy death in the
ROSALI E STONE MORRI S LI M TED PARTNERSHI P, or
its successor, to ny daughter, ROSALIE S.
MORRI'S, if she survives ne, to be hers abso-
lutely, but if she does not survive ne, to ny
sai d daughter’s estate.

On April 8, 1997, M. Stone gave to each of the children an
undi vi ded . 25-percent interest in the Cherrydal e residence. On
April 8, 1997, M. Stone gave to Eugene Earle Stone, 1V, an
undi vi ded one-percent interest in 11.603 acres of land | ocated on
Keith Drive, in Geenville County, South Carolina (Keith Drive
property). On April 8, 1997, M. Stone gave to C. Rivers Stone
an undi vi ded one-percent interest in each of various parcels
totaling 366.097 acres of the Piney Mountain property. On April
8, 1997, M. Stone gave to Ms. Morris an undivi ded one- percent
interest in a 4.263-acre parcel and an undivi ded one- percent
interest in a .333-acre parcel of the Piney Muntain property.

On April 8, 1997, M. and Ms. Stone gave to Ms. Fraser, an
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undi vi ded one-percent interest in the 1054.415-acre parcel of the
Cedar Mountain property.

Around the m ddl e of Septenber 1998, M. Stone’' s estate
filed on behalf of the deceased M. Stone Form 709, United States
G ft (& CGeneration-Skipping Transfer) Tax Return, for the taxable
year 1997 (1997 gift tax return), in which the above-descri bed
gifts, as well as certain other gifts including those discussed
bel ow, were reported.

In April 1997, the partners of ES3LP nade bona fide, arm s-
length transfers to that partnership, as follows. On April 9,
1997, M. Stone transferred to ES3LP the interest that he owned
in the Cherrydal e residence and certain other property in ex-
change for both general and limted partnership interests, and
the children transferred to ES3LP the respective interests that
they owned in the Cherrydal e resi dence in exchange for genera
partnership interests.?” At a tinme not disclosed by the record
in April 1997, Ms. Stone transferred certain property that she
owned to ES3LP in exchange for a limted partnership interest.
When the partners of ES3LP forned and funded that partnership,
they contenpl ated and i ntended that ES3LP operate as a joint
enterprise for profit for the managenent of its assets and that

the children contribute their services in providing such manage-

2TAl t hough not al together clear fromthe record, it appears
that each of the children also transferred certain other property
to ES3LP in exchange for a general partnership interest.
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Nei ther M. Stone nor Ms. Stone intended to, or did, live at
the Cherrydal e residence after M. Stone and the children trans-
ferred their respective interests in that residence to ES3LP. |f
M. Stone or Ms. Stone had desired to live at the Cherrydal e
residence after M. Stone and the children transferred their
respective interests in the Cherrydal e residence to ES3LP, the
children, as the other partners of ES3LP, woul d not have ob-
jected, provided that M. Stone or Ms. Stone, as the case may be,
used personal funds to pay rent to ES3LP

After the partners of ES3LP transferred the respective
assets that they owned to ES3LP in exchange for certain partner-
ship interests, the children actively managed the assets of
ES3LP, as M. and Ms. Stone intended. In this connection, during
1998, after renovation of the Cherrydal e resi dence was conpl eted
in the fall of 1997, ES3LP rented it to, and received rental
i ncone from Stone Manufacturing, which used that residence to
house a managenent teamthat it decided to retain in order to
assi st the Conpany in addressing certain economc difficulties

that it was having.?® |In addition, the respective partnership

2l n Form 1065, U.S. Partnership Return of Inconme (partner-
ship return), that ES3LP filed for 1998, ES3LP reported gross
rents of $34,650 from Stone Manufacturing for the rental of the
Cherrydal e residence. Neither before nor after M. Stone and the
children transferred their respective interests in the Cherrydal e
residence to ES3LP did M. Stone or Ms. Stone report any rental

(continued. . .)
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returns that ES3LP filed for 1998 and 1999 reflected that ES3LP
made i nvestnent decisions to sell sone of its assets, including
certain stock that it purchased on May 7, 1997, and that it sold
approximately two years later for a substantial gain.?® ES3LP
al so hired advisors and accountants who at all tinmes were differ-
ent fromthose of ESALP, CRSLP, RSMLP, and MSFLP. At no tine did
the partners of ES3LP, including M. Stone and Ms. Stone, comm n-
gle the assets that ES3LP owned with their respective persona
assets. At all tinmes, ES3LP was respected by the Stone famly as
a separate entity.

In April 1997, the partners of ES4LP nade bona fide, arm s-

length transfers to that partnership, as follows. On April 9,

28(. .. continued)
inconme fromthat residence in any Federal inconme tax return. 1In
Form 1040, U.S. Individual Inconme Tax Return (Form 1040), that
M. and Ms. Stone filed jointly for their taxable year 1995 (1995
joint return), they reported “Rents received’” from “various”
rental properties totaling $92,798. The depreciation schedul es
attached to the 1995 joint return identify those “various” rental
properties as properties other than the Cherrydal e residence. 1In
M. and Ms. Stone’'s joint returns for their taxable years 1996
(1996 joint return) and 1997 (1997 joint return), they reported
“Rents received” from*“various” rental properties totaling
$99, 435 and $34, 440, respectively. The respective depreciation
schedul es attached to the 1996 joint return and the 1997 joint
return identify those “various” rental properties as properties
ot her than the Cherrydal e residence and as the sane properties
fromwhich M. and Ms. Stone reported rents in the 1995 joi nt
return. In Form 1040 that Ms. Stone filed for the taxable year
1998 (Ms. Stone’s 1998 return), Ms. Stone did not report any
rental incone.

Al t hough not al together clear fromthe record, it appears
that ES3LP reinvested the proceeds fromthe sale of its assets.
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1997, M. Stone transferred to ES4LP sone of his preferred stock
of Stones, Inc., his interest in the Keith Drive property, and
certain other property, and Eugene Earle Stone, |V, transferred
to ESALP his interest in the Keith Drive property, in exchange
for both general and limted partnership interests.®® At a tine
not disclosed by the record in April 1997, Anne M Stone trans-
ferred certain property that she owned to ES4LP in exchange for a
general partnership interest. On April 15, 1997, M. Stone
transferred certain property that she owned to ES4LP i n exchange
for alimted partnership interest. Wen the partners of ESALP
formed and funded that partnership, they contenplated and in-
tended that ESALP operate as a joint enterprise for profit for
t he managenent of its assets and that Eugene Earle Stone, 1V,
contribute his services in providing such managenent.

After the partners of ESALP transferred the respective
assets that they owned to ES4ALP in exchange for certain partner-
ship interests, Eugene Earle Stone, 1V, began actively managing
t he assets of ES4LP, as M. and Ms. Stone intended. In this
connection, Eugene Earle Stone, |V, on behalf of ES4LP
managed, and made investnment decisions wth respect to, ES4LP s

assets. The respective partnership returns that ES4LP filed for

%Al t hough not altogether clear fromthe record, it appears
t hat Eugene Earle Stone, 1V, also transferred certain other
property to ES4LP in exchange for general and Iimted partnership
i nterests.
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1997 and 1999 reflected that ESALP sold certain of its stock for
substantial gains.* Eugene Earle Stone, |1V, also hired on
behal f of ESALP advi sors and accountants who at all tinmes were
different fromthose of ES3LP, CRSLP, RSMLP, and MSFLP. At no
time did the partners of ESALP, including M. Stone and Ms.
Stone, comm ngle the assets that ES4LP owned with their respec-
tive personal assets. At all tines, ES4LP was respected by the
Stone famly as a separate entity.

In April 1997, the partners of CRSLP nade bona fide, arm s-
length transfers to that partnership, as follows. On April 9,
1997, M. Stone transferred to CRSLP his interest in each of
various parcels totaling 366.097 acres of the Piney Muntain
property and certain other property, and C. Rivers Stone trans-
ferred to CRSLP his interest in each of those parcels, in ex-
change for both general and limted partnership interests.3 At
a tinme not disclosed by the record in April 1997, Charles R
Stone, Jr., transferred certain property that he owned to CRSLP
in exchange for both Iimted and general partnership interests,
and Frances O Stone transferred certain property that she owned

to CRSLP in exchange for a limted partnership interest. On

31Al t hough not altogether clear fromthe record, it appears
that ESALP reinvested the proceeds fromthe sale of its stock in
1997 and 1999 in certain real estate.

32Al t hough not al together clear fromthe record, it appears
that C Rivers Stone also transferred certain other property to
CRSLP i n exchange for general and limted partnership interests.
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April 15, 1997, Ms. Stone transferred property that she owned to
CRSLP in exchange for a limted partnership interest. Wen the
partners of CRSLP fornmed and funded that partnership, they
contenpl ated and i ntended that CRSLP operate as a joint enter-
prise for profit for the managenent of its assets and that C.
Ri vers Stone contribute his services in providing such manage-
ment .

After the partners of CRSLP transferred the respective
assets that they owned to CRSLP in exchange for certain partner-
ship interests, C. Rivers Stone began actively managi ng the
assets of CRSLP, as M. and Ms. Stone intended. |In this connec-
tion, C. Rivers Stone, on behalf of CRSLP, began a major project
to convert CRSLP' s Piney Mountain property into a high-end rea
property devel opnent which was to be known as Montebell o and
whi ch was to consist of over 1,000 houses, with, inter alia,
cl ubhouses for neetings and weddi ngs, as well as shoppi ng cen-
ters. In addition, the partnership return that CRSLP filed for
1997 reflected that CRSLP nmade investnent decisions to sel
certain of its stock for a substantial gain.®* Mbreover, the
respective partnership returns that CRSLP filed for 1997, 1998,
and 1999 reflected that CRSLP rented various real properties that

it owmed (other than the Piney Muntain property) fromwhich it

33Al t hough not altogether clear fromthe record, it appears
that CRSLP reinvested the proceeds fromthe sale of its stock in,
inter alia, certain real estate.



- 70 -
received and reported rental inconme. C. R vers Stone also hired
on behal f of CRSLP advisors and accountants who at all tines were
different fromthose of ES3LP, ES4LP, RSMLP, and MSFLP. At no
time did the partners of CRSLP, including M. Stone and Ms.
Stone, comm ngle the assets that CRSLP owned with their respec-
tive personal assets. At all tines, CRSLP was respected by the
Stone famly as a separate entity.

In April 1997, the partners of RSMLP nade bona fide, arm s-
length transfers to that partnership, as follows. On April 9,
1997, M. Stone transferred to RSMLP certain of his stock and
securities, including sone of his preferred stock of Stones,

Inc., his interest in the 4.263-acre parcel and the .333-acre
parcel of the Piney Mountain property, and certain other prop-
erty, and Ms. Morris transferred to RSMLP her interest in each of
t hose parcels, in exchange for both general and limted partner-
ship interests.® At a tinme not disclosed by the record in Apri
1997, M. Morris transferred certain property that he owned to
RSMLP i n exchange for a general partnership interest, and Charles
H Mrris, Jr., and Rosalie S. Mrris, Il, transferred certain
property that they owned to RSMLP in exchange for limted part-
nership interests. On April 15, 1997, Ms. Stone transferred

certain property, including certain of her stock and securities,

34Al t hough not altogether clear fromthe record, it appears
that Ms. Morris also transferred certain other property to RSMLP
i n exchange for general and limted partnership interests.
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t hat she owned to RSMLP in exchange for a limted partnership
interest. Wen the partners of RSMLP fornmed and funded t hat
partnership, they contenplated and i ntended that RSMLP operate as
a joint enterprise for profit for the managenent of its assets
and that Ms. Morris contribute her services in providing such
managenent .

After the partners of RSMLP transferred the respective
assets that they owned to RSMLP in exchange for certain partner-
ship interests, Ms. Mrris began actively managi ng the assets of
RSMLP, as M. and Ms. Stone intended. In this connection, M.
Morris, on behalf of RSMLP, began actively managing its real
estate holdings. She also transferred certain of RSMLP' s securi -
ties froma brokerage account that it had in Geenville, South
Carolina, to a brokerage account that she opened for it in
Savannah, Georgia, where she was living. |In addition, the
respective partnership returns that RSMLP filed for 1997, 1998,
and 1999 reflected that RSMLP nade investnent decisions to sel
certain of its stock for substantial gains.?3® Those partnership
returns also reflected that RSMLP rented certain of its rea
property fromwhich it received and reported rental inconme. M.
Morris also hired on behal f of RSMLP advi sors and accountants who

at all tinmes were different fromthose of ES3LP, ES4LP, CRSLP

Al t hough not altogether clear fromthe record, it appears
that RSMLP reinvested the proceeds fromthe sale of its stock.
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and MSFLP. At no time did the partners of RSMLP, including M.
Stone and Ms. Stone, conmm ngle the assets that RSMLP owned with
their respective personal assets. At all tinmes, RSMLP was
respected by the Stone famly as a separate entity.

In April 1997, the partners of MSFLP nade bona fide, arm s-
length transfers to that partnership, as follows. On April 9,
1997, M. Stone transferred to MSFLP his interest in the
1054. 415- acre parcel of the Cedar Mouwuntain property and certain
ot her property, and Ms. Fraser transferred to MSFLP her interest
in that property,3 in exchange for both general and limted
partnership interests.® On the sane date, Ms. Stone transferred
to MSFLP the interest that she owned in the 1054. 415-acre parcel
of the Cedar Mountain property in exchange for a limted partner-
ship interest. At a tine not disclosed by the record in Apri
1997, Ms. Davis and Ms. Arnal transferred certain property that

t hey owned to MSFLP in exchange for both general and limted

3The record is not clear as to why the deed reflecting the
transfer to MSFLP of Ms. Fraser’s interest in the 1054. 415-acre
parcel of the Cedar Mountain property showed Ms. Fraser and her
husband M. Fraser as the grantors, while the deed reflecting the
transfer by M. Stone and Ms. Stone to Ms. Fraser of such inter-
est in that parcel showed the grantee only as Ms. Fraser. W
presunme that applicable State | aw required that not only Ms.
Fraser but al so her husband M. Fraser be reflected as grantors
on the deed when Ms. Fraser transferred to MSFLP her interest in
the 1054. 415-acre parcel of the Cedar Mountain property.

3’Al t hough not altogether clear fromthe record, it appears
that Ms. Fraser also transferred certain other property to MSFLP
i n exchange for general and limted partnership interests.
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partnership interests. Wen the partners of MSFLP fornmed and
funded that partnership, they contenplated and intended that
MSFLP operate as a joint enterprise for profit for the managenent
of its assets and that Ms. Fraser contribute her services in
provi di ng such nmanagenent .

After the partners of MSFLP transferred the respective
assets that they owned to MSFLP in exchange for certain partner-
ship interests, Ms. Fraser began actively managing the assets of
MSFLP, as M. and Ms. Stone intended. In this connection, Ms.
Fraser, on behalf of MSFLP, began actively managi ng MSFLP s Cedar
Mount ai n property, which included nmai ntaining the roads and | akes
that M. Stone had built on that property. |In addition, the
respective partnership returns that MSFLP filed for 1998 and 1999
reflected that MSFLP made i nvestnent decisions to sell certain of
its stock for substantial gains.®® M. Fraser also hired on
behal f of MSFLP advi sors and accountants who at all tinmes were
different fromthose of ES3LP, ES4LP, CRSLP, and RSMLP. At no
time did the partners of MSFLP, including M. Stone and Ms.

Stone, comm ngle the assets that MSFLP owned with their respec-
tive personal assets. At all tines, MSFLP was respected by the
Stone famly as a separate entity.

The respective assets that M. Stone and Ms. Stone retained,

%Al t hough not altogether clear fromthe record, it appears
t hat MSFLP reinvested the proceeds fromthe sale of its stock.
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and did not transfer in April 1997 to each of the Five Partner-
ships, were sufficient to maintain their respective accustoned
standards of living. M. and Ms. Stone did not transfer to any
of the Five Partnerships the 582.672-acre parcel of the Cedar
Mountai n property on which M. Stone was living in April 1997.3°
Ms. Stone did not transfer to any of the Five Partnerships the
Cypress villa on Hlton Head Island in which she was living in
April 1997.

Sonetinme after the respective bona fide, arm s-length
transfers of assets in April 1997 to each of ES4LP, CRSLP, RSM.P
and MSFLP in exchange for partnership interests, the Stone famly
realized that there had been an inadvertent, inproper valuation
of certain of such assets (valuation errors). Those valuation
errors resulted in each of the children’s having received a total
partnership interest in each such partnership in which such child
had a partnership interest that was |arger (unintended excessive
partnership interest) than the Stone famly intended and agreed
each shoul d have received had the correct valuation been used.
The Stone famly did not intend or agree that a partner of any of

ES4ALP, CRSLP, RSMLP, and MSFLP (or ES3LP) was to receive a |larger

¥0n Apr. 8, 1997, M. and Ms. Stone gave to Anne Logan
Mnistries, Inc., a charity, the remainder interest in the
582. 672-acre parcel of the Cedar Mountain property on which M.
Stone was living, and M. Stone retained a |ife estate in that
parcel. Wen M. Stone died, he had an ownership interest only
in the .338-acre parcel of the Cedar Muntain property.
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total partnership interest in each such partnership than such
partner shoul d have received based on the value of the property
that such partner transferred to any such partnership. In order
to correct the unintended consequences of the valuation errors,
M. Stone made a gift as of April 9, 1997, to each of the chil-
dren of the unintended excessive partnership interest in each of
ES4LP, CRSLP, RSMLP, and MSFLP that each such child had received,

as foll ows:

Donee’ s Description of
Nanme Gft Val ue of G ft
Eugene Earle Stone, 1V 281 General Partner $10, 095
Units in ESALP
Eugene Earle Stone, IV 1 Limted Partner Unit 36
in ES4LP
C. Rivers Stone 1. 02 General Partner 50
Units in CRSLP
Ms. Morris 136 General Partner 6, 426
Units in RSMLP
Ms. Morris 1 Limted Partner Unit 47
in RSMLP
Ms. Fraser 34 CGeneral Partner 1, 489
Units in MSFLP
Ms. Fraser 1 Limted Partner Unit 44
in MSFLP
Total Value of Gfts $18, 187

After the foregoing gifts were nade as of April 9, 1997, 4°
all the partners of each of the Five Partnerships received, as
the Stone famly intended and agreed, respective percentage

interests in each such partnership that were proportionate to the

40The above-described gifts were reported in the 1997 gift
tax return filed on behalf of the deceased M. Stone.
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fair market value of the assets that such partners respectively
transferred to each such partnership, and the respective assets
that the partners of each such partnership transferred to each
such partnership were credited to the respective capital accounts
of such partners. Upon the termnation or dissolution of each of
the Five Partnerships, the partners of each such partnership were
entitled to distributions fromeach such partnership in anmounts
equal to their respective capital accounts.

After the partners of ES3LP nmade bona fide, arm s-length
transfers of the respective assets that they owned to that
partnership in exchange for certain partnership interests, the
respective partnership interests owned by the partners of ES3LP

in April 1997 were as foll ows:

CGener al Limted

Par t ner Par t ner

Part ner | nterests | nterests

M. Stone 1.001% 68. 972%

Ms. Stone - - 29.027%
Eugene Earle Stone, |V . 250% - -
C. Rivers Stone . 250% - -
Ms. Morris . 250% - -
Ms. Fraser . 250% - -

At the time of M. Stone’s death on June 5, 1997, M. Stone
hel d the sanme percentage partnership interests in ES3LP that he
owned in April 1997. At the time of Ms. Stone’'s death on Cctober
16, 1998, Ms. Stone held the sane percentage partnership interest

in ES3LP that she owned in April 1997.
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After the partners of ESALP nmade bona fide, arm s-length
transfers of the respective assets that they owned to that
partnership in exchange for certain partnership interests, the
respective partnership interests owned by the partners of ES4ALP

in April 1997 were as foll ows:

CGener al Limted
Part ner Part ner
Part ner | nterests | nterests
M. Stone 1. 003% 93. 874%
Ms. Stone - - 4.120%
Eugene Earle Stone, |V 1. 000% . 001%
Anne M Stone . 002% - -

At the time of M. Stone’s death on June 5, 1997, M. Stone
hel d the same percentage partnership interests in ES4LP that he
owned in April 1997. At the time of Ms. Stone’'s death on Cctober
16, 1998, Ms. Stone held the sane partnership interest in ES4LP
that she owned in April 1997.

After the partners of CRSLP nmade bona fide, arm s-length
transfers of the respective assets that they owned to that
partnership in exchange for certain partnership interests, the
respective partnership interests owned by the partners of CRSLP

in April 1997 were as foll ows:

CGener al Limted
Part ner Part ner
Part ner | nterests | nterests
M. Stone 1.002% 97. 483%
Ms. Stone - - . 510%
C. Rivers Stone 1. 000% . 001%
Charles R Stone, Jr. .001% . 001%

Frances O. Stone -- .002%
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At the time of M. Stone’s death on June 5, 1997, M. Stone
hel d the same percentage partnership interests in CRSLP that he
owned in April 1997. At the time of Ms. Stone’'s death on Cctober
16, 1998, Ms. Stone held the sane partnership interest in CRSLP
that she owned in April 1997.

After the partners of RSMLP nade bona fide, arm s-length
transfers of the respective assets that they owned to that
partnership in exchange for certain partnership interests, the
respective partnership interests owned by the partners of RSM.P

in April 1997 were as foll ows:

CGener al Limted
Par t ner Par t ner
Part ner | nterests | nterests
M. Stone 1.003% 94. 29725%
Ms. Stone - - 3.6935%
Ms. Morris 1. 000% . 001%
M. Mrris . 00175% - -
Charles H Morris, Jr. - - . 00175%
Rosalie S. Mirris, |1 - - . 00175%

At the time of M. Stone’s death on June 5, 1997, M. Stone
hel d the sanme percentage partnership interests in RSMLP that he
owned in April 1997. At the time of Ms. Stone’'s death on Cctober
16, 1998, Ms. Stone held the sane partnership interest in RSM.P
that she owned in April 1997.

After the partners of MSFLP nmade bona fide, arms-length
transfers of the respective assets that they owned to that

partnership in exchange for certain partnership interests, the
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respective partnership interests owned by the partners of MSFLP

in April 1997 were as foll ows:

CGener al Limted

Part ner Part ner
Part ner | nterests | nterests
M. Stone 1. 003% 90. 141%
Ms. Stone - - 7.851%
Ms. Fraser 1. 000% . 001%
Ms. Davis . 001% . 001%
Ms. Arnal . 001% . 001%

At the time of M. Stone’s death on June 5, 1997, M. Stone
hel d the sanme percentage partnership interests in MSFLP that he
owned in April 1997. At the time of Ms. Stone’'s death on Cctober
16, 1998, Ms. Stone held the sane partnership interest in MSFLP
that she owned in April 1997.

On June 5, 1997, M. Stone died at the age of 89. On that
date, pursuant to M. Stone’'s will, The Allene Wnman Stone Trust
(AWS Trust) was fornmed. Pursuant to that will, (1) the 1.001
percent general partnership interest and the 68. 972 percent
[imted partnership interest in ES3LP that M. Stone held on the
date of his death, (2) all the assets on that date in his indi-
vidual retirement account (M. Stone’'s retirenent account),* and
(3) his right on that date to certain deferred conpensation from
Stone Manufacturing were transferred to that trust. (W shall

sonetines refer to the assets in M. Stone’s retirenent account

“0n the date of M. Stone's death, the assets in M.
Stone’s retirenent account consisted of numerous corporate stocks
and securities and a Governnent bond.
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and his right to certain deferred conpensation from Stone Manu-
facturing as certain other property.) M. Stone did not transfer
any property to ES3LP in exchange for the general and limted
partnership interests in ES3LP held by the AWS Trust as of June
5, 1997, the date of M. Stone's death.*

On August 5, 1997, after M. Stone died, Ms. Mirris, and M.
Morris, as general partners, filed a first amendnent to the
certificate of limted partnership for RSMLP with the S. C
Secretary of State. The purpose of that amendnent was to renove
M. Stone as a general partner of RSMLP

On August 5, 1997, after M. Stone died, M. Fraser, M.
Davis, and Ms. Arnal, as general partners, filed a first anmend-
ment to the certificate of limted partnership for MSFLP with the
S.C. Secretary of State. The purpose of that anmendnent was to
remove M. Stone as a general partner of MSFLP

On August 7, 1997, after M. Stone died, C. Rivers Stone,
and Charles Rivers Stone, Jr., as general partners, filed a first
amendnent to the certificate of limted partnership for CRSLP
wth the S.C. Secretary of State. The purpose of that anmendnent

was to renove M. Stone as a general partner of CRSLP.#3

“2As di scussed above, it was M. Stone who transferred
certain property to ES3LP in exchange for the general and |imted
partnership interests that, pursuant to his will, were trans-
ferred to the AWS Trust.

40n Cct. 1, 1998, C. Rivers Stone, as a general partner,
(continued. . .)
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On Cctober 1, 1997, after M. Stone died, Eugene Earle
Stone, 1V, and Anne M Stone, as general partners, filed a first
amendnent to the certificate of limted partnership for ES4LP
wth the S.C. Secretary of State. The purpose of that anmendnent
was to renove M. Stone as a general partner of ESALP.

On January 8, 1998, after M. Stone died, Eugene Earle
Stone, 1V, C. Rivers Stone, Ms. Murris, and Ms. Fraser, as
general partners, filed a second anendnent to the certificate of
[imted partnership for ES3LP with the S.C. Secretary of State.
The purpose of that amendnent was to renove M. Stone as a
general partner of ES3LP.

After M. Stone’s death, all the respective partners of each
of ES4LP, CRSLP, RSM.P, and MSFLP agreed to nmake a distribution
from each such partnership in order to pay the portion of the
Federal estate tax and any applicable State estate tax (State
estate tax) (collectively, Federal and State estate taxes) with
respect to M. Stone’'s estate that was attri butable to the
inclusion in that estate of the total partnership interest in
each such partnership held by M. Stone on the date of his death.

After M. Stone’s death, the partners of ES3LP did not agree to,

43(...continued)
filed a second anendnent to the certificate of |imted partner-
ship for CRSLP with the S.C. Secretary of State. The purpose of
t hat anendnent was to renove Charles Rivers Stone, Jr., as a
general partner of CRSLP. The record does not disclose why
Charles Rivers Stone, Jr., withdrew as a general partner of
CRSLP.
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and did not, nmake any distributions fromthat partnership to pay
any Federal and State estate taxes wth respect to M. Stone’s
estate.

At a tinme not disclosed by the record after M. Stone’s
death, Ernst & Young, LLP (E&Y), prepared a docunent entitled
“Estate of E.E. Stone, |1l Allocation of Estate Tax” (E&Y' s
Estate tax allocation schedule). That docunment showed for each
of ESALP, CRSLP, RSMLP, and MSFLP the anmount of Federal and State

estate taxes that each such partnership was to pay in 1998 and

“None of the Federal and State estate taxes with respect to
M. Stone’s estate was attributable to M. Stone’s total 69.973
percent partnership interest in ES3LP. As discussed above, that
partnership interest was transferred along with certain other
property to the AW5 Trust with respect to which, as discussed
bel ow, an el ection under sec. 2056(b)(7) was nade.

Because of M. Stone’s death in 1997, in that year, as
reflected in the partnership return that ES3LP filed for 1997,
ES3LP opened a capital account for his estate (M. Stone’s
estate’s capital account in ES3LP), and the balances in M.
Stone’s capital account in ES3LP as a general partner and a
l[imted partner were transferred to M. Stone’s estate’ s capital
account in ES3LP. The partnership return that ES3LP filed for
1997 reflected that ES3LP did not make distributions during that
year to any of its other partners. Because of Ms. Stone’'s death
in 1998, in that year, as reflected in the partnership return
that ES3LP filed for 1998, ES3LP opened a capital account for her
estate (Ms. Stone’s estate’s capital account in ES3LP), and the
bal ance in Ms. Stone’s capital account in ES3LP as a limted
partner was transferred to Ms. Stone’s estate’ s capital account
in ES3LP. The partnership return that ES3LP filed for 1998
reflected that ES3LP did not nmake distributions during that year
to any of its other partners. The partnership return that ES3LP
filed for 1999 reflected that ES3LP nmade pro rata distributions
during that year to its partners totaling $567,172, as foll ows:
$396,867 to M. Stone’'s estate, $164,633 to Ms. Stone’s estate,
and $1,418 to each of the children. The record does not disclose
t he purpose or use of those distributions.
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t he amount of Federal and State estate taxes and interest that
each such partnership was to pay in 1999, which were attributable
to the inclusion in M. Stone's estate of the total partnership
interest in each such partnership held by M. Stone on the date

of his death. E&Y' s Estate tax allocation schedul e provi ded as

foll ows:
ES4ALP CRSLP RSM_P MVBFLP

1998 Feder al $496, 642. 00 $80, 000. 00 $599, 333. 00 $461, 597. 00
estate tax

1998 State 133, 029. 00 20, 000. 00 160, 536. 00 123, 642. 00
estate tax

1998 TOTAL $629, 671. 00 $100, 000. 00 $759, 869. 00 $585, 239. 00
Federal and

State estate

t axes
1999 Feder al $371, 336.72 $1, 000, 641. 91 $571, 597. 34 $514, 194. 67

estate tax
and i nterest

1999 State 98, 545. 00 268, 474. 00 151, 871. 00 136, 704. 00
estate tax
and i nterest

1999 TOTAL $469, 881. 72 $1, 269, 115. 91 $723, 468. 34 $650, 898. 67
Federal and
State estate

t axes and

i nt er est

GRANDTOTAL $1, 099, 552. 72 $1, 369, 115.91  $1, 483,337.34  $1, 236, 137. 67

On March 5, 1998, the Internal Revenue Service (IRS) re-
ceived a total of $1,698,074 in paynents for the anticipated
estate tax with respect to M. Stone’s estate. Those paynents
consi sted of a $60,502 check drawn on the bank account of M.

Stone’s estate, *® a $496, 642 check drawn on ES4LP' s bank account,

“The estate tax of $60,502 paid by M. Stone's estate was
attributable to the inclusion in his estate of all the property
that he owned on the date of his death except for his properties,
including his partnership interest in ES3LP, to be held by the

(continued. . .)
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an $80, 000 check drawn on CRSLP' s bank account, a $599, 333 check
drawn on RSMLP' s bank account, and a $461, 597 check drawn on
MSFLP s bank account. |In 1998, State estate tax totaling
$437, 207 was paid with respect to M. Stone’s estate. O that
total amobunt of State estate tax paid in 1998, ESALP paid
$133, 029, CRSLP paid $20,000, RSMLP paid $160, 536, and MSFLP paid
$123,642.4 The funds used to pay Federal and State estate taxes
in 1998 with respect to M. Stone’'s estate consisted of non pro
rata distributions to or on behalf of his estate by each of
ES4ALP, CRSLP, RSMLP, and MSFLP

The partnership return that ESALP filed for 1998 refl ected
that ES4ALP nade distributions during that year to its partners
totaling $639,807 (i.e., $639,288 to M. Stone’'s estate, $418 to

Ms. Stone, and $101 to Eugene Earle Stone, |V).#

45(...continued)
AW5 Trust for the benefit of Ms. Stone and except for his respec-
tive partnership interests in ES4LP, CRSLP, RSMLP, and MSFLP
bequeat hed to Eugene Earle Stone, IV, C. R vers Stone, M.
Morris, and Ms. Fraser, respectively.

46The record di scl oses that ES4LP paid $133,029 to the S.C
Departnent of Revenue on Mar. 15, 1998. The record does not
di scl ose the date on which CRSLP, RSMLP, and MSFLP nmade State
estate tax paynents with respect to M. Stone’s estate.

4"The only other distribution reflected in ES4LP s partner-
ship return for 1998 was because of Ms. Stone’s death in that
year. The partnership return that ES4LP filed for 1998 refl ected
t hat ES4ALP opened a capital account for Ms. Stone’'s estate (M.
Stone’s estate’s capital account in ES4LP), and the bal ance in
Ms. Stone’s capital account as a limted partner was transferred
to Ms. Stone’'s estate’s capital account in ES4ALP

(continued. . .)
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ES4LP s bal ance sheet for 1998 included a schedule entitled
“Eugene E. Stone IV Limted Partnership, Transaction Detail by
Dat e, January through Decenber 1998" (ES4LP s 1998 transaction
schedule). ES4LP s 1998 transaction schedule reflected a check
dated March 15, 1998, payable to the IRS, in the anmount of
$496, 642 and a check dated March 15, 1998, payable to the S.C
Depart nent of Revenue, in the anbunt of $133,029.4

The partnership return that CRSLP filed for 1998 refl ected
that CRSLP did not make distributions during that year to any of

its partners.* However, CRSLP's “Trial Balance Wrksheet--Ac

47(...continued)

Because of M. Stone’s death in 1997, in that year, as
reflected in the partnership return that ES4ALP filed for 1997
ESALP opened a capital account for his estate (M. Stone’s
estate’'s capital account in ES4LP), and the balances in M.
Stone’s capital accounts in ES4LP as a general partner and a
l[imted partner were transferred to M. Stone’s estate’ s capital
account in ES4LP. The partnership return that ES4LP filed for
1997 showed that ESALP made distributions during that year to
Eugene Earle Stone, 1V, totaling $8, 754 and that, except for the
above-di scussed transfer to M. Stone’'s estate’s capital account
in ESALP, it did not make distributions during that year to any
of its other partners.

48The $496, 642 distribution and the $133, 029 distribution on
behalf of M. Stone’'s estate shown in ES4LP' s 1998 transaction
schedul e, when total ed, equal the total anobunt of Federal and
State estate taxes with respect to M. Stone’s estate (i.e.,
$629, 671) that E&Y's Estate tax allocation schedule reflected as
payabl e by ES4LP in 1998.

Al t hough not reflected as a distribution in CRSLP' s part -
nership return for 1998, because of Ms. Stone’s death in that
year, as reflected in the partnership return that CRSLP filed for
1998, CRSLP opened a capital account for Ms. Stone’'s estate (M.
Stone’s estate’s capital account in CRSLP), and the bal ance in

(continued. . .)
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counts” for 1998 (CRSLP' s 1998 trial bal ance worksheets) re-
flected the follow ng adjustnents to an account identified as “C.
Rivers Stone-Draws”: $510, $26, 390, $66, 721, $6,063, $316, and
$100, 000, or a total of $200,000 of adjustnents to that account.
CRSLP' s 1998 trial bal ance worksheets included a schedule enti -
tled “C. Rivers Stone LLP 98, Mntebell o Actual Expenses
(2/9/99)” (CRSLP' s 1998 Mont ebel |l o expense schedule). CRSLP s
1998 Mont ebel | o expense schedule reflected in pertinent part the

followi ng entries:

Vendor March 1998 1998 Total s
Est at e Taxes $0 $0
Estate Taxes: AWStone 4 Lots 510 510
Estate Taxes: Commerci al 26, 390 26, 390
Estate Taxes: Residenti al 66, 721 66, 721
Estate Taxes: Securities 6, 063 6, 063
Estate Taxes: Tulip Street Rental 316 316

The foregoi ng anbunts, which total $100, 000, are identical to

49(...continued)
Ms. Stone’s capital account as a limted partner was transferred
to Ms. Stone’s estate’s capital account in CRSLP

Because of M. Stone’s death in 1997, in that year, as
reflected in the partnership return that CRSLP filed for 1997,
CRSLP opened a capital account for his estate (M. Stone’s
estate’s capital account in CRSLP), and the balances in M.
Stone’s capital accounts in CRSLP as a general partner and a
l[imted partner were transferred to M. Stone’s estate’ s capital
account in CRSLP. The partnership return that CRSLP filed for
1997 showed that CRSLP did not make distributions during that
year to any of its other partners.

50The $100, 000 expenditure shown in CRSLP' s 1998 Montebello
expense schedul e equals the total anount of Federal and State
estate taxes with respect to M. Stone’s estate that E&Y s Estate
(continued. . .)
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five of the six adjustnents to “C. Rivers Stone--Draws” that were
reflected in CRSLP's 1998 trial bal ance worksheets.

The partnership return that RSMLP filed for 1998 refl ected
that RSMLP nade distributions during that year to M. Stone’s
estate of $759, 869. °!

The partnership return that MSFLP filed for 1998 refl ected
that MSFLP nade distributions during that year to its partners

totaling $654,239 (i.e., $585,239 to M. Stone’'s estate® and

50(...continued)
tax allocation schedule reflected as payable by CRSLP in 1998.

51The $759, 869 distribution to M. Stone’'s estate shown in
RSMLP' s 1998 partnership return equals the total anmount of
Federal and State estate taxes with respect to M. Stone's estate
that E&Y's Estate tax allocation schedule reflected as payabl e by
RSMLP in 1998.

The only other distribution reflected in RSMLP' s partnership
return for 1998 was because of Ms. Stone’s death in that year
The partnership return that RSMLP filed for 1998 refl ected that
RSMLP opened a capital account for Ms. Stone's estate (M.
Stone’s estate’s capital account in RSMLP), and the bal ance in
Ms. Stone’s capital account as a limted partner was transferred
to Ms. Stone’s estate’s capital account in RSM.P

Because of M. Stone’s death in 1997, in that year, as
reflected in the partnership return that RSM.P filed for 1997,
RSMLP opened capital accounts for his estate (M. Stone s es-
tate’s capital accounts in RSMLP), and the balances in M.
Stone’s capital accounts in RSMLP as a general partner and a
l[imted partner were transferred to M. Stone’s estate’ s capital
accounts in RSMLP. The partnership return that RSM.P filed for
1997 showed that RSMLP did not make distributions during that
year to any of its other partners.

52The $585,239 distribution to M. Stone’'s estate shown in
MSFLP' s 1998 partnership return equals the total amount of
Federal and State estate taxes with respect to M. Stone's estate
(continued. . .)



$69,000 to Ms. Fraser).®

Fi nanci al statenents for MSFLP for 1998 (MSFLP s 1998 fi nan-
cial statenments) reflected as an expense $585, 239% of “Estate
Taxes”.

On Septenber 15, 1998, M. Stone's estate filed Form 706,
United States Estate (and Generation-Ski pping Transfer) Tax
Return (M. Stone’'s estate tax return). M. Stone’'s estate tax
return reported as part of the value of M. Stone’s gross estate,
inter alia, date-of-death values clained for M. Stone’s respec-

tive partnership interests in ES3LP, ES4LP, CRSLP, RSMLP, and

52(...continued)
that E&Y's Estate tax allocation schedule reflected as payabl e by
MSFLP in 1998.

%3The only other distribution reflected in MSFLP s partner-
ship return for 1998 was because of Ms. Stone’s death in that
year. The partnership return that MSFLP filed for 1998 refl ected
t hat MSFLP opened a capital account for Ms. Stone’'s estate (M.
Stone’s estate’s capital account in MSFLP), and the bal ance in
Ms. Stone’s capital account as a limted partner was transferred
to Ms. Stone’s estate’s capital account in MSFLP

Because of M. Stone’s death in 1997, in that year, as
reflected in the partnership return that MSFLP filed for 1997
MSFLP opened capital accounts for his estate (M. Stone’ s es-
tate’s capital accounts in MSFLP), and the balances in M.
Stone’s capital accounts in MSFLP as a general partner and a
l[imted partner were transferred to M. Stone’s estate’ s capital
accounts in MSFLP. The partnership return that MSFLP filed for
1997 showed that MSFLP did not make distributions during that
year to any of its other partners.

54The $585, 239 expense reflected in MSFLP' s 1998 fi nanci al
statenents equals the total amount of Federal and State estate
taxes with respect to M. Stone’'s estate that E&Y’' s estate tax
al l ocation schedul e reflected as payable by MSFLP in 1998. See
supra note 52.
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MSFLP and certain other property to be held by the AWS Trust
pursuant to M. Stone’s will. In M. Stone’'s estate tax return,
t he co-personal representatives® of M. Stone’'s estate nade a
qualified termnable interest property (QIlP) el ection under
section 2056(b)(7) with respect to the AWS Trust. Consequently,
al t hough the cl ained respective date-of-death val ues of M.
Stone’s partnership interests in ES3LP and certain other property
to be held by that trust were reported in M. Stone’s estate tax
return as part of M. Stone’s estate, M. Stone’s estate cl ai ned
a deduction in that return under section 2056(a) for such respec-
tive values of such partnership interests and such certain other
property. M. Stone’'s estate tax return showed net estate tax of
$4, 031, 260, prior paynents of $1,698,074, and a bal ance due of
$2, 333, 186.

On March 10, 1999, the IRS received $2,524,858.57 (March 10,
1999 paynent) in paynent of the estate tax shown due (i.e.,
$2,333,186) in M. Stone’'s estate tax return and interest.® O
that total anmount of estate tax and interest paid in 1999, ESALP
pai d $371, 336.72, CRSLP paid $1, 000, 641.91, RSM.P paid

$571,597. 34, and MSFLP paid $514,194.67. |In 1999, State estate

Al of the children are co-personal representatives of M.
Stone’s estate.

56The March 10, 1999 paynent included interest because M.
Stone’s estate applied for and received an extension of tine
within which to pay the balance of the estate tax due with
respect to M. Stone's estate.
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tax and interest totaling $655,594 were paid with respect to M.
Stone’s estate. O that total anobunt of State estate tax and
interest paid in 1999, ES4LP paid $98, 545, CRSLP paid $268, 474,
RSMLP pai d $151, 871, and MSFLP paid $136, 704. The funds used to
pay Federal and State estate taxes and interest in 1999 with
respect to M. Stone’'s estate consisted of non pro rata distribu-
tions to or on behalf of his estate.

The partnership return that ESALP filed for 1999 refl ected
that ES4ALP nade distributions during that year to its partners
totaling $529,254, as follows: $469,882 to M. Stone's estate,
$47,749 to Ms. Stone’'s estate, $11,602 to Eugene Earle Stone, 1V,
and $21 to Anne M Stone.

ES4LP' s bal ance sheet for 1999 included a schedule entitled
“Eugene E. Stone IV Limted Partnership, General Ledger, As of
Decenmber 31, 1999" (ES4LP s 1999 general |edger). ESALP' s 1999
general |edger reflected a check dated March 4, 1999, payable to
Eugene E. Stone, 111, in the amount of $469, 881.72.5% Anot her

schedul e (capital accounts schedule) included as part of ES4LP s

5"The $469, 882 distribution to M. Stone's estate shown in
ESALP s 1999 partnership return equals the total anmount of
Federal and State estate taxes and interest with respect to M.
Stone’s estate that E&Y' s Estate tax allocation schedule re-
flected as payable by ESALP in 1999.

58The $469, 881.72 check reflected in ES4LP' s 1999 general
| edger and rounded to $469, 882 equals the total anmount of Federal
and State estate taxes and interest with respect to M. Stone’s
estate that E&Y' s estate allocation schedule reflected as payabl e
by ESALP in 1999. See supra note 57.
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bal ance sheet for 1999 showed, inter alia, the capital accounts
of the partners of ES4LP. The capital accounts schedul e re-
flected cash distributions during 1998 and 1999 from ES4ALP to
M. Stone’'s estate of $629,671% and $469, 882, respectively. That
schedul e al so refl ected negative adjustnents to the respective
capital accounts of the remaining partners of ES4LP in such
anmounts that all of the partners of ESALP were shown to have
received pro rata partnership distributions during 1998 and 1999.
The capital accounts schedul e reclassified such negative adj ust-
ments as | oans nmade to ESALP fromall of its partners, except M.
Stone’ s estate.

The partnership return that CRSLP filed for 1999 refl ected
that CRSLP did not nmake distributions during that year to any of
its partners. Schedule L, Bal ance Sheets per Books, of the
partnership return that CRSLP filed for 1999 reflected a yearend
asset of $1,369,116 identified as “Qther investnents”. A state-
ment attached to that return explained that such “Qher invest-
ments” was an anount of $1, 369,116 “Due From C. Rivers Stone”

CRSLP' s trial bal ance worksheets for 1999 reflected the

follow ng entries:

°As a result of bookkeeping entries, the $639, 288 non pro
rata distribution during 1998 from ESALP to M. Stone’'s estate
that was reflected in ES4LP s 1998 partnership return was re-
flected in the capital accounts schedule as a distribution to
that estate of $629,671
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Current
Prior Year Year Adj ust ed
Descri ption Bal ance Bal ance Adj ust nent s Bal ance
C. R Stone- $100, 000 $100, 000 1%$1, 269, 115.91 $1, 369, 115.9
Est at e Taxes 1

The $1, 269, 115.91 expenditure reflected in CRSLP' s 1999
Mont ebel | o expense schedule with respect to M. Stone’s estate
equal s the anmounts of Federal and State estate taxes and i nterest
with respect to M. Stone’'s estate that E&Y's Estate tax all oca-
tion schedule reflected as payable by CRSLP in 1999.

A schedule entitled “C. Rivers Stone LLP ‘99, Mntebello
Actual Expenses (1/20/00)” (CRSLP s 1999 Montebel |l o expense

schedule) reflected in pertinent part the follow ng entries:

Vendor dFE March 1999 1999 Total s G and Total s

Est ate Taxes $100, 000 $1, 269, 115.91  $1, 269, 115.91  $1, 369, 115.91

First Trust-Est. 0 ! 534, 980. 73 534, 980. 73
Tax Loan

South Trust - 0 2 14, 837. 39 14, 837. 39

Estate Tax Loan

The 1999 Montebell o expense schedul e refl ected various
entries on the line entitled “First Trust-Est. Tax Loan” for each
of the nmonths February through Decenber 1999. Those entries,
when total ed, equaled the “1999 Totals” reflected on that |ine.

2The 1999 Mont ebel |l o expense schedul e refl ected vari ous
entries on the line entitled “South Trust-Estate Tax Loan” for
each of the nonths April through July 1999. Those entries, when
total ed, equaled the “1999 Totals” reflected on that I|ine.

The partnership return that RSMLP filed for 1999 refl ected
that RSMLP nade distributions during that year to M. Stone’s
estate of $1,041,871% and did not make distributions during that

year to any of its other partners.

80The $1,041,871 distribution to M. Stone's estate shown in
RSMLP' s 1999 partnership return exceeds the total anount of
Federal and State estate taxes and interest with respect to M.
Stone’s estate (i.e., $723,468.34) that E&Y' s Estate tax alloca-
tion schedule reflected as payable by RSMLP in 1999.
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The partnership return that MSFLP filed for 1999 refl ected
that MSFLP nade distributions during that year to M. Stone’s
estate totaling $805,693% and did not nake distributions during
that year to any of its other partners.

A 1999 profit and | oss statenent for MSFLP (MSFLP s 1999
profit and |l oss statenent) reflected an expense of $805, 692. 6752
for “Tax: Fed”.

On Cctober 16, 1998, Ms. Stone died at the age of 86.
Pursuant to M. Stone’s will, upon the death of Ms. Stone, any
assets remaining in the AWS Trust were to be distributed equally
to the children.

On the date of Ms. Stone’s death, the AWS Trust held a

69. 973 percent limted partnership interest in ES3LP, % the assets

61The $805, 693 distribution to M. Stone's estate shown in
MSFLP' s 1999 partnership return exceeds the total anount of
Federal and State estate taxes and interest with respect to M.
Stone’s estate (i.e., $650,899) that E&Y' s Estate tax allocation
schedul e refl ected as payable by MSFLP in 1999.

62The $805, 692. 67 expense reflected in MSFLP s 1999 profit
and | oss statenent and rounded to $805, 693 exceeds the total
anount of Federal and State estate taxes and interest with
respect to M. Stone’s estate (i.e., $650,899) that E&Y's Estate
tax allocation schedule reflected as payable by MSFLP in 1999.
See supra note 61.

80n June 5, 1997, the date of M. Stone's death, M. Stone
held a 1. 001 percent general partnership interest and a 68.972
percent limted partnership interest in ES3LP. Both of those
interests were transferred to the AW5 Trust pursuant to M.
Stone’s will. The parties stipulated that on Cct. 16, 1998, the
date of Ms. Stone’'s death, the AWS Trust held a 69. 973 percent
l[imted partnership interest in ES3LP. W presune that after M.
(continued. . .)
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on that date in M. Stone’s retirenent account, and the right on
that date to M. Stone’s deferred conpensation from Stone Manu-
facturing. The respective identities and values of the assets
owned by ES3LP on the date of M. Stone’'s death on June 5, 1997,
were not the sane as the respective identities and val ues of the
assets owned by that partnership on the date of Ms. Stone’ s death
on Cctober 16, 1998. Moreover, the respective identities and
val ues of the assets in M. Stone’'s retirenment account on the
date of M. Stone’'s death on June 5, 1997, were not the sane as
the respective identities and val ues of the assets in that re-
tirement account on the date of Ms. Stone’'s death on Cctober 16,
1998. In addition, the present value on the date of Ms. Stone’s
death of M. Stone’s right to deferred conpensation from Stone
Manuf acturi ng was | ess than the present value of his right to
such conpensation on the date of his death

On July 20, 1999, the IRS received $875,000 (July 20, 1999
paynment) in paynent of the anticipated estate tax with respect to
Ms. Stone’s estate.

On January 20, 2000, Ms. Stone’'s estate filed an estate tax
return (Ms. Stone’'s estate tax return). Pursuant to section

2044, Ms. Stone's estate tax return reported as part of the val ue

83(...conti nued)
Stone’s death M. Stone’s general partnership interest in ES3LP
was converted pursuant to the partnership agreenent of ES3LP into
alimted partnership interest.
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of her gross estate the date-of-death values clained for all the
assets held by the AWS Trust as of COctober 16, 1998, the date of
Ms. Stone’s death (i.e., the clained fair narket val ue on that
date of the 69.973 limted partnership interest in ES3LP, the
clainmed fair market value on that date of all the assets in M.
Stone’s retirenent account on that date, and the clai nmed present
val ue on that date of the deferred conpensation from Stone Manu-
facturing that renmained to be paid as of that date).

Ms. Stone’s estate tax return also reported as part of the
val ue of her gross estate the clained value as of the date of Ms.
Stone’s death of her limted partnership interest in each of the

Five Partnerships.®% M. Stone's estate tax return showed net

S4E&Y was retained to provide opinions on the fair market
val ue on the date of Ms. Stone’'s death of her limted partnership
interest in each of ES4LP, CRSLP, RSMLP, and MSFLP. E&Y based
t hose opinions on, inter alia, the assunptions that, as of the
date of Ms. Stone’'s death, ESALP, CRSLP, RSMLP, and MSFLP had the
follow ng respective liabilities for “an estate tax payable” with
respect to M. Stone’'s estate:

Erroneous Assunptions Relied on by
Partnership E&Y Reqgarding Estate Tax Liability

ESALP $469, 882
CRSLP 1, 269, 116
RSMLP 723, 468
MSFLP 650, 899

The parties agree that neither the Federal estate tax nor the
State estate tax with respect to M. Stone’s estate was a |iabil -
ity of ESALP, CRSLP, RSMLP, or MSFLP and that, as of Cct. 16,
1998, ES4LP, CRSLP, RSMLP, and MSFLP had the foll ow ng total
liabilities:

(continued. . .)
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estate tax of $861,972, a prior paynent of $875,000, and an
over paynment of $13, 028.

Respondent comrenced exam nations of M. Stone' s estate tax
return and Ms. Stone’s estate tax return after July 22, 1998.

M. Stone’s estate and Ms. Stone’s estate cooperated with reason-
abl e requests by respondent for w tnesses, information, docu-
ments, neetings, and interviews.

On Septenber 7, 2001, respondent issued a notice of defi-
ciency (notice) to M. Stone’s estate. |In that notice, respon-
dent determined, inter alia, to increase by $8,491,090 the val ue
attributable to M. Stone’s respective partnership interests in
ES3LP, ES4LP, CRSLP, RSMLP, and MSFLP reported in SCHEDULE F,

O her M scel l aneous Property Not Reportable Under Any O her
Schedul e (Schedule F), of M. Stone’s estate tax return. In
support of that determ nation, respondent relied on seven alter-
native grounds, including the substance over formdoctrine, the

econom ¢ substance doctrine, section 2036(a)(1l) which was respon-

64(...conti nued)

Tot al
Part nership Liabilities
ESALP $0
CRSLP 2,428, 389
RSM_P 0

VSFLP 0
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dent’s third alternative ground, and respondent’s gift theory.?®°
Wth respect to respondent’s alternative ground under section
2036(a) (1), respondent determned in the notice that

t he decedent retained until the time of his death the

possession or enjoynent * * * [of], or right to the

income from the assets he contributed to the * * *

[ Five Partnerships] within the neaning of Internal

Revenue Code Section 2036. * * *

On Novenber 13, 2001, respondent issued a notice to Ms.
Stone’s estate. In that notice, respondent determned to in-
crease (1) by $688,385 the value attributable to Ms. Stone’s
respective partnership interests in ES3LP, ES4LP, CRSLP, RSM.P
and MSFLP and (2) by $959, 463 the value attributable to the
partnership interest in ES3LP held by the AW Trust, which were
reported in Schedule F of Ms. Stone’s estate tax return. In
support of those determ nations, respondent relied on six alter-
native grounds, including the substance over formdoctrine, the

econom ¢ substance doctrine, and section 2036(a) (1) which was

respondent’s third alternative ground. Wth respect to respon-

®Wth respect to respondent’s alternative gift theory,
respondent determined in the notice that

if it is determned that the value of the decedent’s
[M. Stone’'s] interests is other than that as deter-

m ned above, then, for purposes of determ ning the
anount of adjusted taxable gifts, it is determ ned that
t he decedent made indirect gifts in 1997 of proportion-
ate anounts of the property the decedent transferred to
* x * [ES3LP, ESALP, CRSLP, MSFLP, and RSMLP] wi thin

t he neani ng of Internal Revenue Code Sections 2501 and
2511.
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dent’s alternative ground under section 2036(a)(1), respondent
determned in the notice that

t he decedent retained until the time of her death the

possessi on or enjoynent of, or right to the incone

from the assets he [sic] contributed to the * * *

[ Five Partnerships] within the neaning of Internal

Revenue Code Section 2036. * * *

OPI NI ON

Respondent has abandoned all of the various alternative
determ nations in the respective notices issued to M. Stone’s
estate and Ms. Stone’s estate (collectively, the estates) except
section 2036(a)(1).°% According to respondent,

The only issue renmaining for decision is whether sec-

tion 2036(a)(1) applies to include the value of the

assets Decedents [M. Stone and Ms. Stone] transferred

to the Stone LPs [ ES3LP, ES4ALP, CRSLP, RSMLP, and

MSFLP], rather than of interests in the partnerships,

in their gross estates.
However, as discussed below, on brief respondent also relies on
section 2044 at the tinme of Ms. Stone’ s death, and section
2036(a)(1) at the tinme of M. Stone’s death, in support of re-

spondent’s position that “the pro rata net asset val ue of the

W th respect to the alternative econom c substance doc-
trine that respondent advanced in the respective notices issued
to M. Stone’s estate and Ms. Stone’s estate, respondent stipu-
| ated as foll ows:

Respondent does not contest the validity under
state law of * * * ES3LP * * * ESA4LP * * * CRSLP * * *
RSMLP * * * and * * * NMBFLP * * *,

Respondent does not contest the econom c substance
of ES3LP, ES4LP, CRSLP, RSMLP, and NSFLP.
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69.973% interest in ES3LP held by the AWS Trust at her [ Ms.
Stone’s] death is * * * included in Ms. Stone’'s gross estate.”

In addition to the foregoing substantive di sputes regarding
sections 2036(a)(1) and 2044, the parties disagree over whether
t he burden of proof has shifted to respondent under section
7491(a). The parties’ disagreenents under section 7491(a) relate
to the application in the instant cases of the term*“credible
evidence” in section 7491(a)(1) and the factual issue or issues
with respect to which M. Stone’s estate and Ms. Stone’'s estate
nmust introduce credi ble evidence in order for the burden of proof
regardi ng any such issue or issues to shift to respondent. W
need not and shall not address those di sagreenents under section
7491(a)(1). That is because resolution of the issues presented
under sections 2036(a)(1) and 2044 does not depend on who has the
burden of proof.

Section 2036(a) (1)

In order to resolve the parties’ dispute under section

2036(a) (1),° we nmust consider the followi ng three factual issues

6’Sec. 2036(a) (1) provides:
SEC. 2036. TRANSFERS W TH RETAI NED LI FE ESTATE

(a) Ceneral Rule.--The value of the gross estate
shall include the value of all property to the extent
of any interest therein of which the decedent has at
any tinme nmade a transfer (except in case of a bona fide
sale for an adequate and full consideration in noney or
money’s worth), by trust or otherw se, under which he
(continued. . .)
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presented in each of the instant cases:

(1) Was there a transfer of property by the dece-
dent ?

(2) If there was a transfer of property by the
decedent, was such a transfer other than a bona fide
sale for an adequate and full consideration in noney or
nmoney’ s worth?

(3) If there was a transfer of property by the
decedent that was other than a bona fide sale for an
adequate and full consideration in noney or noney’s
worth, did the decedent retain possession or enjoynent
of, or the right to income from the property trans-
ferred?

Transfer of Property by the Decedent

M. Stone’'s estate concedes that M. Stone made a transfer
of property to each of the Five Partnerships in exchange for the
general and |limted partnership interests in each such partner-
ship that he owned on the date of his death. M. Stone's estate
concedes that Ms. Stone nmade a transfer of property to each of

the Five Partnerships in exchange for the limted partnership

67(. .. conti nued)

has retained for his life or for any period not ascer-
tainable wthout reference to his death or for any
peri od which does not in fact end before his death--

(1) the possession or enjoynent of, or the
right to the incone from the property * * *
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interest in each such partnership that she owned on the date of
her death. 1In light of the foregoing concessions by M. Stone’s
estate and by Ms. Stone’s estate, we hold that M. Stone and Ms.
St one each nmade a transfer of property under section 2036(a). W
shal | address bel ow whet her such respective transfers were other
t han bona fide sales for adequate and full consideration in noney
or noney’s worth under that section.

Ms. Stone’s estate disputes, and does not concede, that M.
Stone nmade a transfer of property to ES3LP in exchange for the
69. 973 percent partnership interest in that partnership that the
AWS Trust held on the date of her death. Respondent agrees with
Ms. Stone’s estate.® In |ight of respondent’s concession, we
hold that Ms. Stone did not nmake a transfer of property under
section 2036(a) with respect to the 69.973 percent partnership

interest in ES3LP that the AW Trust held on the date of her

deat h.

%8According to respondent, “it is irrelevant that Ms. Stone
made no 8 2036(a) transfer with respect to that [69.973 percent]
interest [in ES3LP].” That is because, as indicated above,

respondent relies on sec. 2044 at the tine of Ms. Stone’ s death,
and sec. 2036(a)(1) at the tinme of M. Stone’s death, to support
respondent’s position that 69.973 percent of the assets of ES3LP
on the date of Ms. Stone’'s death is includible in her gross
est at e.

%We shal | address bel ow respondent’s argunent under sec.
2044.
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Transfer O her Than a Bona Fide Sale for an
Adequate and Full Consideration in Money or Mney's Wrth

Section 2036(a) excepts fromits application any transfer of
property otherw se subject to that section which is “a bona fide
sale for an adequate and full consideration in noney or noney’s
worth”. The foregoing exceptionis limted to a transfer of
property where the transferor “has received benefit in ful
consideration in a genuine arms length transaction”. Estate of

&oet chius v. Comm ssioner, 17 T.C 495, 503 (1951).

It is respondent’s position that the respective transfers of
property by M. Stone and Ms. Stone to each of the Five Partner-
shi ps were not bona fide sales for adequate and full consider-
ation in noney or noney’ s worth under section 2036(a). In sup-

port of that position, respondent relies principally on Estate of

Har per v. Comm ssioner, T.C Menp. 2002-121.7° According to
respondent, there is no evidence

in the record indicating that Decedents intended to
conduct a joint enterprise for the nutual profit of
their children and thenselves * * *.

Further, a transfer is a sale for adequate and
full consideration only if that received in exchange is
“an adequate and full equivalent reducible to a noney
value.” Treas. Reg. 8 20.2036-1(a) (cross-referencing
Treas. Reg. 8 20.2043-1(a)). The average 43-percent
val uation di scounts clained on Decedents’ estate tax
returns, and the stipulated discounts to be applied in

"Respondent also relies on Estate of Reichardt v. Comm s-
sioner, 114 T.C 144 (2000), and Estate of Thonpson v. Conm s-
sioner, T.C Menp. 2002-246, which are factually simlar to
Estate of Harper v. Conm ssioner, T.C Menp. 2002-121.
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val ui ng Decedents’ limted partner interests in the
event the Court concludes that section 2036(a)(1) is
not applicable, show that Petitioners admttedly do not
consider interests in the Stone LPs to be the “ful
equi val ent reducible to a noney val ue” of the propor-
ti onate amount of the underlying assets Decedents con-
tributed to the partnerships. * * * As in Estate of

Har per, Decedents’ transfers to the Stone LPs were
sinply a nere recycling of value and form of ownership.
* *

*

It is the estates’ position that the respective transfers of
property by M. Stone and Ms. Stone to each of the Five Partner-
ships were bona fide sales for adequate and full consideration in
nmoney or noney’s worth under section 2036(a). |In support of that
position, the estates argue:

Because M. and Ms. Stone received pro rata partner-
ship interests in return for the contributions nmade to
the Partnerships * * * and because the contributions
were properly credited to each partner’s capital ac-
count * * * there was no donative transfer nmade in
connection wth the creation of the Partnerships. * * *
Because no donative transfer occurred when the Partner-
ships were formed 8 2036(a) does not apply. * * *

* * * * * * *

In Harper, the Court’s finding of no bona fide
sal e for adequate and full consideration was based upon
the conclusion that the creation of the partnerships
was not “notivated primarily by legitimte business
concerns,” and constituted only “unilateral” val ue
recycling. * * * In [Estate of] Thonpson [v. Conmm s-
sioner, T.C Meno. 2002-46], the Court’s finding was
based on its conclusion that “the transactions were not
notivated by the type of |egitinmte business concerns
that furnished ‘adequate consideration’ as described in
Estate of Harrison v. Conm ssioner [T.C. Meno. 1987-8]
and Estate of Mchelson v. Comm ssioner [T.C Meno.
1978-371].” * * * In these [instant] cases, however,
the creation of the [Five] Partnerships was notivated
by substantial business purposes and their creation and
funding resulted fromsubstantial arm s-Iength negoti a-
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tions. * * * The creation of the [Five] Partnerships

did not constitute “value recycling,” and M. and Ms.

Stone received full and adequate consideration for

their transfers to the partnerships. [Fn. ref. omt-

ted.]

On the record before us, we agree with the estates’ position
and reject respondent’s position. The instant cases are distin-

gui shable from Estate of Harper v. Conm ssioner, supra, and other

cases factually simlar to Estate of Harper’™ on which respondent

relies, and respondent’s reliance on such cases is m spl aced.

Unli ke the transfers involved in Estate of Harper and those ot her

cases, we have found on the record in the instant cases that the
respective transfers of assets by M. Stone and Ms. Stone to each
of the Five Partnerships, as well as the respective transfers of

assets by the other partners to each such partnership, > were bona

"See supra note 70.

?Al'l the partners of each of the Five Partnerships trans-
ferred to each such partnership respective assets such partners
owned. W reject respondent’s contention that, because certain
of the assets that the children respectively transferred to one
or nore of the Five Partnerships were assets that they received
as gifts fromM. Stone, the children did not nake transfers to
one or nore of such partnerships that should be recogni zed for
pur poses of determning the applicability of sec. 2036(a)(1) to
such transfers. M. Stone gave certain property to each of the
children, which they then transferred to one or nore of the Five
Partnerships in return for partnership interests. M. Stone
reported the gifts that he made to the children in his 1997 gift
tax return. The children owned the assets that he gave them when
they respectively transferred such assets to one or nore of such
partnerships. |In this connection, we note that respondent
abandoned the alternative substance over form doctrine advanced
in the respective notices issued to M. Stone’'s estate and Ms.
Stone’ s estate.
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fide, armis-length transfers.

On the record before us, we reject respondent’s contention
that, because M. Stone and Ms. Stone did not actively partici-
pate in the negotiations by the children, the respective trans-
fers of assets by M. Stone and Ms. Stone to each of the Five
Part nershi ps were not bona fide, armis-length transfers. Each
menber of the Stone famly was represented by his or her own
i ndependent counsel and had input into the decision-naking as to
how each of the Five Partnerships was to be structured and oper-
ated and what property was to be transferred to each such part-
nership. The Stone fam |y understood that M. Stone and Ms.

St one woul d not be bound by any agreenents that the children were
able to reach as a result of the children’ s negotiations and that
M. Stone and Ms. Stone would make the ultimate decision as to
which, if any, of their respective assets to transfer to each of
the Five Partnerships. |In this connection, although M. Stone
and Ms. Stone agreed to formthe Five Partnerships, they did not
intend to, and did not, transfer all their respective assets to
such partnerships. Instead, they retained sufficient assets to
enable themto maintain their respective accustoned standards of
l[iving. M. Stone and Ms. Stone did not accept the children's
recommendations resulting fromthe children’s negotiations re-
garding the structure, funding, and operation of the Five Part-

nershi ps wi thout thought, comment, or question. For exanple, it
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was M. Merline, M. Stone’'s attorney, who drafted proposed
partnership agreenents for the Five Partnerships. M. Merline
di scussed with M. Stone the children’s and their respective
attorneys’ suggested changes to those proposed agreenents. Only
after M. Stone agreed to certain of those suggested changes did
M. Merline revise the proposed partnershi ps agreenents to re-
fl ect the changes to which M. Stone agreed.

The record al so establishes that the respective transfers at
i ssue did not constitute gifts by M. Stone and Ms. Stone, re-
spectively, to the other partners of each of the Five Partner-
ships.”™ 1In addition, the record shows that those transfers were
nmotivated primarily by investnment and busi ness concerns rel ating
to the managenent of certain of the respective assets of M.
Stone and Ms. Stone during their lives™ and thereafter and the

resolution of the litigation anong the children.

Respondent properly does not contend that the respective
transfers of assets by M. Stone and Ms. Stone to each of the
Five Partnerships were gifts by themto the other partners of
each such partnership. See Estate of Jones v. Conm ssioner, 116
T.C 121, 127-128 (2001); Estate of Mchelson v. Comm ssion, T.C
Meno. 1978-371. In this connection, respondent asserted in the
notice issued to M. Stone’'s estate an alternative gift theory
whi ch respondent has since abandoned. Respondent did not assert
any alternative gift theory in the notice issued to Ms. Stone’s
est at e.

"“At least as early as the last six nonths of 1995, M.
Stone and Ms. Stone were in control of their respective assets.
However, they no longer were interested or actively involved in
managi ng t hose assets and wanted their children to beconme ac-
tively involved in the managenent of those assets.
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Unli ke the decedent in Estate of Harper and ot her cases

factually simlar to that case, the record in the instant cases
establishes that M. Stone and Ms. Stone did substantially nore
than “change the formin which he [and she] held his [and her]
beneficial interest in the contributed property.” Estate of

Har per v. Commi ssioner, T.C Meno. 2002-121. The record in the

i nstant cases shows that the Five Partnershi ps had econom c
substance and operated as joint enterprises for profit through
whi ch the children actively participated in the nmanagenent and
devel opnent of the respective assets of such partnerships during
their parents’ lives (and thereafter). Wen the partners of
ES3LP forned and funded that partnership, they contenpl ated and

i ntended that ES3LP operate as a joint enterprise for profit for
t he managenent of its assets and that the children contribute
their services in providing such managenent. After ES3LP was
funded in April 1997, the children actively nanaged the assets of
that partnership, as M. Stone and Ms. Stone intended. Wen the
partners of ES4LP formed and funded that partnership, they con-
tenpl ated and i ntended that ES4LP operate as a joint enterprise
for profit for the managenent of its assets and that Eugene Earle
Stone, 1V, contribute his services in providing such managenent.
After the funding of ES4ALP in April 1997, Eugene Earle Stone, 1V,
began actively managi ng the assets of ES4LP, as M. Stone and Ms.

Stone intended. When the partners of CRSLP forned and funded
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t hat partnership, they contenplated and i ntended that CRSLP
operate as a joint enterprise for profit for the managenent of
its assets and that C. Rivers Stone contribute his services in
provi di ng such managenent. After the funding of CRSLP in Apri
1997, C. Rivers Stone began actively managi ng the assets of that
partnership, as M. Stone and Ms. Stone intended. Wen the
partners of RSMLP formed and funded that partnership, they con-
tenpl ated and i ntended that RSMLP operate as a joint enterprise
for profit for the managenent of its assets and that Ms. Morris
contribute her services in providing such managenent. After the
funding of RSMLP in April 1997, Ms. Morris began actively manag-
ing the assets of that partnership, as M. Stone and Ms. Stone
i ntended. Wen the partners of MSFLP fornmed and funded that
partnership, they contenplated and i ntended that MSFLP operate as
a joint enterprise for profit for the managenent of its assets
and that Ms. Fraser contribute her services in providing such
managenent. After the funding of MSFLP in April 1997, Ms. Fraser
began actively managi ng the assets of that partnership, as M.
Stone and Ms. Stone intended.

On the record in the instant cases, we find that, unlike the

transfers involved in Estate of Harper and other cases factually

simlar to that case, the respective transfers at issue by M.

Stone and Ms. Stone did not constitute “circuitous ‘recycling of
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val ue”. "

On the record before us, we further find that the respective
transfers of assets by M. Stone and Ms. Stone to each of the
Fi ve Partnershi ps were for adequate and full consideration in
nmoney or noney’s worth. W have found that such transfers were
not, and respondent does not claimthat they were, gifts by M.
Stone and Ms. Stone, respectively, to the other partners of each
such partnership. W have al so found, and respondent agrees
and/ or does not dispute, that after all the partners of each of
the Five Partnerships transferred to each such partnership cer-
tain of their respective assets and after certain gifts were nade
by M. Stone in April 1997 to correct the unintended consequences

of certain inadvertent valuation errors:’® (1) Al partners of

SAl t hough not cited by the parties in the instant cases
because they filed their respective briefs prior to the issuance
of Estate of Strangi v. Comm ssioner, T.C Meno. 2003- 145,

Strangi insofar as it relates to sec. 2036(a)(1l) is simlar to
Estate of Harper v. Comm ssioner, T.C Meno. 2002-121, and is

di stingui shable fromthe instant cases. On the facts presented,
Strangi found, as Estate of Harper did on the facts presented
there, that “there has been nerely a ‘recycling’ of value through

partnership or corporate solution.” Estate of Strangi v. Conmnm s-
sioner, supra. In so concluding, Strangi found that the arrange-

ment involved in that case “patently fails to qualify as the sort
of functioning business enterprise that could potentially inject

i ntangi bles that would lift the situation beyond nere recycling.”
| d.

®*Respondent properly does not contend that M. Stone's
gifts to correct the unintended consequences of certain inadver-
tent valuation errors are factors to be considered in determ ning
whet her the transfers at issue were bona fide sal es for adequate
and full consideration in noney or noney’'s worth under sec.
(continued. . .)
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each of the Five Partnerships held respective partnership inter-
ests in each such partnership that were proportionate to the fair
mar ket val ue of the assets that such partners respectively trans-
ferred to each such partnership; (2) the respective assets that
the partners of each such partnership transferred to each such
partnership were properly credited to the respective capital
accounts of such partners; and (3) upon the termnation or disso-
lution of each of the Five Partnerships, the partners of each
such partnership were entitled to distributions fromeach such
partnership in anounts equal to their respective capital ac-
counts. Under the circunstances presented in the instant cases,
we find that M. Stone and Ms. Stone, as well as the other part-
ners of each of the Five Partnerships, received in exchange for
their respective transfers of assets to each such partnership
respective partnership interests in each such partnership that
wer e adequate and full equivalents reducible to a noney val ue.
See secs. 20.2036-1(a), 20.2043-1(a), Estate Tax Regs.; see al so

Estate of Goetchius, 17 T.C. at 503.

Respondent nonet hel ess argues that, because M. Stone and
Ms. Stone received respective partnership interests in each of
the Five Partnerships the value of which, taking into account

appropriate discounts, was |l ess than the value of the respective

(. ..continued)
2036( a) .
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assets that they transferred to each such partnership, they did
not receive adequate and full consideration for the assets trans-
ferred. Respondent’s argunent in effect reads out of section
2036(a) the exception for “a bona fide sale for an adequate and
full consideration in noney or noney’s worth” in any case where
there is a bona fide, armis-length transfer of property to a
busi ness entity (e.g., a partnership or a corporation) for which
the transferor receives an interest in such entity (e.g., a
partnership interest or stock) that is proportionate to the fair
mar ket val ue of the property transferred to such entity and the
determ nation of the value of such an interest takes into account
appropriate discounts. W reject such an argunent by respondent
that reads out of section 2036(a) the exception that Congress
expressly prescribed when it enacted that statute.

Respondent’ s argunment about the discounted val ues of the
partnership interests at issue also ignores the fact that each of
the Five Partnerships was created, funded, and operated as a
joint enterprise for profit for the managenent of its assets in
whi ch there was a genui ne pooling of property and services. W
have found that, when the partners of each of the Five Partner-
ships fornmed and funded each such partnership, they contenpl ated
and i ntended that each such partnership operate as a joint enter-
prise for profit for the managenent of its assets and that the

children contribute services in providing such managenent in the
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case of ES3LP and that Eugene Earle Stone, 1V, C. Rivers Stone,
Ms. Morris, and Ms. Fraser contribute services in providing such
managenent in the case of ES4LP, CRSLP, RSMLP, and MSFLP, respec-
tively. As M. Stone and Ms. Stone intended, after the funding
of ES3LP, the children actively participated in the nanagenent of
the assets of that partnership, and after the funding of ES4LP
CRSLP, RSM.P, and MSFLP, Eugene Earle Stone, 1V, C. Rivers Stone,
Ms. Morris, and Ms. Fraser, respectively, actively participated
in the managenent of the assets of such partnerships.

Based upon our exam nation of the entire record before us,
we find that the respective transfers of assets by M. Stone and
Ms. Stone to each of the Five Partnerships were bona fide sal es
for adequate and full consideration in noney or noney’'s worth
under section 2036(a). "’

Possessi on or Enjoynent of, or
Right to Incone from the Transferred Property

We have found that the respective transfers of assets by M.

Al t hough not al together clear, respondent appears to take
the position that, where a decedent has nade a bona fide transfer
of property for which the decedent has recei ved an adequate and
full consideration in noney or noney’s worth and with respect to
whi ch the transferor has retained possession or enjoynent of, or
the right to inconme from such property, the exception in sec.
2036(a) for “a bona fide sale for an adequate and full consider-
ation in noney or noney’s worth” may never apply to such a
transfer. W reject any such position. That position, |ike
respondent’s position about the discounted val ues of the partner-
ship interests at issue, in effect reads out of sec. 2036(a) the
exception that Congress expressly prescribed when it enacted that
statute.
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Stone and Ms. Stone to each of the Five Partnerships were bona
fide sales for adequate and full consideration in noney or
money’ s worth under section 2036(a). Consequently, we need not
and shall not address the third factual issue presented under
section 2036(a)(1).

U ti mate Hol di ngs

Based upon our exam nation of the entire record before us,
we hold that none of the assets owned by any of the Five Partner-
ships (1) on the date of M. Stone’s death is includible under
section 2036(a)(1) in his gross estate and (2) on the date of M.
Stone’s death is includible under section 2036(a)(1) in her gross
estate.

Secti on 2044

Respondent argues that, because section 2036(a)(1l) requires
the inclusion in M. Stone’s gross estate of 69.973 percent of
t he assets of ES3LP on the date of his death, section 2044 re-
quires the inclusion in Ms. Stone’s gross estate of 69.973 per-
cent of the assets of ES3LP on the date of her death.” W have
rejected respondent’s position that section 2036(a)(1l) requires

the inclusion in M. Stone’s gross estate of 69.973 percent of

8 Respondent did not raise sec. 2044 in the notice issued to
Ms. Stone’s estate or in the answer. W conclude that respon-
dent’s reliance on sec. 2044 raises a new issue that respondent
advances for the first tine on brief. However, the estates do
not object to, and we find no prejudice to the estates as a
result of, respondent’s raising that issue for the first time on
brief.
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the assets of ES3LP on the date of his death. Consequently, we
need not and shall not address the argunment that respondent
advances under section 2044. On the record before us, we hold
that none of the assets owned by ES3LP on the date of Ms. Stone’s
death is includible under section 2044 in her gross estate.

We have considered all of the respective contentions and
argunents of the estates and of respondent that are not discussed
herein, and we find themto be without nerit, irrelevant, and/or
noot .

To reflect the foregoing and the concessions of the parties,

Decisions will be entered

under Rul e 155.




